Third Quarter 2018

New Ways To Influence
The Next Generation

Good Riddance To
The Alternative
Minimum Tax

he Tax Cuts And Jobs Act of
2018 (TCJA) gives you more
good reasons to help your
children, grandchildren, great nieces
and nephews. Any amount you give to a
529 account that’s used to pay for
qualiﬁed expenses for college as well as
private or religious schooling before
college is deductible. With tax reform
eliminating all or a large chunk of state
income-tax deductions for many
individuals in 2018, giving to a 529
lightens your state income-tax load
while perhaps changing a life of a
family member or friend and
inﬂuencing their values.

erhaps the most despised
federal levy is the alternative
minimum tax, which Congress
passed in 1969 to prevent the loopholesavvy ultra-wealthy from
shortchanging Uncle Sam.
Over the years, AMT’s reach
expanded to include households with
more than $200,000 in AGI (adjusted
gross income) annually and twoearner couples with children in hightax states.
Under the new tax law, starting in
2018, the AMT’s damage radius is
reduced considerably. This alternative
tax calculation still requires some
individuals to calculate their tax bill
twice — under regular rules and then
the AMT’s, and pay the higher sum. In
2018, though, a fraction of tax-ﬁlers
will fall into the clutches of the
dreaded AMT.
With the tax code rewritten, only
about 200,000 tax ﬁlers are expected to
be required to pay the AMT in 2018,
way down from the 5.25 million,
according to the Tax Policy Center.
Congress increased income
exempt from the AMT calculation.
This expands to $109,400 for joint
ﬁlers, up from $84,500, and to $70,300
for individuals, up from $54,300.
The happy outcome is that the
changes permit many more households
making more than $200,000 to bid the
AMT a not-so-fond farewell.
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Paying for private
school tuition. 529s to pay
for kindergarten through 12th
grade are now permitted, but
you must check to see if
your state allows you to
deduct 529s used to pay for
private schools.
Consider ﬁnancial aid. A
529 might hurt a child’s
chances for ﬁnancial aid at
private high school. However,
529s do not penalize an
applicant for Federal Student
Aid (FAFSA) for college.
Children with special needs. This
bolsters a federal tax break for those
who become blind or disabled before

age 26. It also covers education for
modern maladies, like ADHD and
autism. Enacted in 2014, ABLE

accounts make gifts to individuals with
special needs eligible for tax-free
growth in 529 accounts. The 529
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accounts are not ﬁgured into
eligibility for Medicaid, Social Security
income or Supplement Security Income
(SSI) payments.
Deduct up to $15,000 a
year by giving to an ABLE
account from a 529. Spouses
get twice as much beneﬁt.
Withdrawals are tax-free for
qualiﬁed expenses, like
employment training, housing,
ﬁghting autism, ADHD and
overcoming disabilities.
If you have the privilege to
be able to help the next
generation and want to ﬁnance
religious school, military
training, or help a child with
special needs, this is a loophole for
you. Please let us know if we can assist
you with making this happen. ●

If a child in your family is
affected by autism, ADHD, opioids, or
any other modern maladies, you have
new ways to beneﬁt from the privilege
of helping children with special needs.
The average annual rate of
college inﬂation was double the overall
inﬂation rate for the past decade,
according to College Board data, and
529 assets hit $279 billion in 2016,
according to College Savings Plan
Network — up almost 160% from 10

years earlier, as parents tried to keep
pace with rising college costs.
Enacted two decades ago, Section
529 plans have become popular
because contributions grow tax-free
and withdrawals for tuition, books,
room and board are also tax-free. No
limits are imposed on contributions,
but your 529 may not exceed the
estimated cost of a beneﬁciary’s
education expenses.
Many states let you deduct 529
contributions from state income tax,
and some also allow deductions made
to out-of-state 529 plans. Almost all
states offer 529s and permit out-ofstate residents to
invest. Here’s how
the new tax
overhaul encourages
529 savings:
Savings on state
income tax lowers
federal liability. To
the horror of high-tax
states, federal
deductions for state
income, property and
sales tax were limited
for 2018, and
annually through
2026, with a $10,000 limitation. Still,
41 states have an income tax and New
Hampshire and Tennessee tax dividends
and other investment income, and about
three dozen states allow deductions for
529 contributions. Your gifts to 529s
lower your income subject to federal as
well as state income tax, easing the pain
of losing the federal deduction for state
and local taxes.
(Continued on page 4)
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Your Alma Mater Or Your Family?

2018 Estate Tax Changes And What May Be Ahead

he new tax law doubles what
you can leave loved ones’ tax
free when you die and that’s
really bad for your alma mater. Tax
breaks for donations to your alma mater
may no longer make the grade with
you. Here’s why:
Estate Tax
Exemption Rises. The
Tax Cuts And Jobs Act
(TCJA) doubles a
married couple’s
estate’s tax-exemption
to $22 million. Alums
now want to maximize
their exemptions by
leaving $22 million to
their children, nieces,
nephews and other
loved ones before even
thinking about a
donation to favorite
old schools.
Larger Standard
Deduction. The TCJA
upped the standard
deduction from $13,000 to $24,000 for
married couples and most Americans
no longer will itemize deductions. But
that also means you no longer may
deduct college donations. Younger
alumni will never get into the habit of
contributing to their alma mater,
disrupting the ﬁnance of U.S.
educational institutions.

he tax code overhaul brought a
lot of changes, but for the estate
tax, the most far-reaching result
was what didn’t happen. Chieﬂy, you
didn’t lose the capital gains break on
inherited assets when they are sold.
For tax purposes, the value of an
asset, when sold, rises to its current
market-value even though it was
originally purchased at a lower price.
The result is a lighter tax when an heir
sells off stocks or other holdings that
were part of the bequest.
For a narrow slice of the
population, one weighty thing did
happen with tax reform: Very wealthy
households received a better deal on
how much of their
estate is taxable.
Their fondest wish
did not come true,
to be sure, and the
new tax law did not
kill what is
derisively called
“the death tax.”
However, Uncle
Sam’s claim on
inherited megamoney has been
shrunk by the new
law. Starting in
2018, the exemption
for estate tax nearly
doubles. The

amount that can be passed along to
heirs tax-free rises in 2018 to $11.2
million from $5.5 million for
individuals, and to $22.4 million, from
$11 million, for couples.
Above the new thresholds, the
Internal Revenue Service expects to
collect 40%. However, an important
and favorable new wrinkle increases
the exclusion annually by the rate of
inﬂation.
The good news — and bad — is
that through the end of 2025 is a great
time to die, but Congress could modify
the just-enacted rules as soon as 2019,
particularly with recent changes in the
political climate. Left unchanged, this

consultant and create a sole
proprietorship with the intent of grabbing
a tax break.
Owners of service businesses —
doctors, lawyers, and consultants — are
limited in what they can deduct. Service
businesses, according to the tax law, may
count as their principal asset the
“reputation or skill” of the owners and
employees, while manufacturers may
not.
In addition, Congress inserted
income limits on the deductions that
affect all pass-throughs, whether or not
they’re a service business. The 20%
deduction is conﬁned to income of
$157,500 for single-ﬁlers and $315,000
for married couples. For service
businesses, the deduction is phased out

progressively in excess of those levels
and eliminated entirely when total
taxable income is $207,500 for singles or
$415,000 for couples ﬁling jointly.
For other types of businesses, the
deductions over those thresholds are
limited to the greater of 50% of paid
wages or 25% of wages plus 2.5% of the
business’ tangible depreciable property.
The pass-through rules are a big
boon for real estate operators, whose
properties usually each are LLCs.
Further, if every property in a real estate
owner’s portfolio, say an ofﬁce building
or a shopping mall, is worth a large
amount, the deductions can be sizable.
For example, on a shopping mall worth
$5 million, 2.5% of its value is $125,000.
That’s quite a deduction. ●
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Athletic Deduction Nixed.
Before the TCJA, many colleges
targeted contributions from alumni
who might qualify for good seats at
games. The old law allowed donors to
deduct 80% of such gifts. Now, the
deduction is zero.

Taxing Endowments. Under the
new tax code, schools with
endowments of $500,000 per student
or more and 500 students or more face
a 1.4% levy on income. Only a small
number of schools are subject to this
new tax, but it is a consideration in
making college donations.
The Plus Side. The TCJA is not

entirely bad for all education-minded
donors. Some plusses:
●
If you itemize, you may now
deduct up to 60% of your adjusted
gross income on donations to qualiﬁed
charities, including your old school.
That’s up from 50%.
●
You can
“bunch” donations you
pledge to give over
several years. The
deduction can exceed
the write off under the
standard deduction.
●
You can
contribute via a donoradvised fund, which
entitles you to a large
immediate deduction
on annual donations
you pledge to make
over a period of years.
If you suddenly strike
it rich, this is a great
way to go.
Old Ivy has been
around since before the income tax and
has managed to ﬂourish, but the new
economics of supporting education is
disrupting the ﬁnances of major
educational institutions and the effects
are yet to be felt. If you have questions
about donating money to a school or
your priorities in planning your estate,
please contact us. ●

New Deduction Rules For Business Owners

I

f you are a small business owner,
Washington, D.C. has changed tax
rules to lower your burden but the
new rules are fairly complex. Many
small businesses, and some that aren’t so
small, are “pass-through companies,”
tax-jargon that means the entity’s net
income isn’t taxed at the corporate level
but ﬂows straight to their owners’
personal returns. That income is taxed at
personal income tax rates, as opposed to
corporate rates that are generally lower.
The new tax law, though, has a
valuable deduction that evens things out
for pass-throughs, although the
accounting gymnastics make this
anything other than simple. “The size of

the deduction varies, depending on the
nature of the business activity and the
total income of its owner,” says
Howard Gleckman, a senior fellow at
the Tax Policy Center. “It may also
depend on how much the business pays
its employees and how much property
it owns.”
Under the new tax law, the top
personal rate drops to 37% from 39.6%,
with similar reductions in brackets
below the highest level. Yet most U.S.
businesses are classiﬁed as C
corporations, which means these
companies are taxed separately from
their owners. The new tax law lowers
the federal tax for C corps to 21%

from 35%.
To balance out the difference,
Congress allowed pass-throughs —
limited liability companies (LLCs), S
corps, partnerships and the like — a 20%
deduction on their net income. The
effect, for those in the top tax bracket, is
to lower an owner’s rate to 29.6% from
37%. True, 29.6% is higher than 21%,
but owners of C corps, meaning
shareholders, pay a tax on dividends
they receive, usually 15%. So that comes
closer to parity with the pass-throughs.
To prevent those part-time jobs from
being deemed as pass-through entities,
lawmakers limited the new rules. So,
you can’t suddenly claim you are a
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new part of the tax code is set to
expire in 2026.
The number of estates that will
pay any tax, according to the Tax
Policy Center, is expected to drop
from 5,300 in 2017 to 1,700 in 2018.
For heirs, the most important
developments are what the House and
Senate left alone. Those relate to
capital gains and how surviving
spouses can structure their own
estates, a concept called portability:
Capital gains. The technical term
for this untouched provision is a
“step-up in basis.” Let’s say your
father dies and you inherit Apple stock
that he bought at $8 per share in 1983,
a little after it
went public.
Today, Apple
stock changes
hands for around
$172. That kind
of appreciation
usually means a
whopping capital
gains bill, should
you unload the
shares to fund,
say, buying a new
home. In other
words, a 15% tax
bite on the price
escalation of
$164 for each of
the shares. Thanks to the step-up, the
IRS values your Apple shares at $172,
rather than the earlier $8 per share.
Portability. This is a helpful tax
beneﬁt for married couples, which
Congress also let stand as is. It permits
a surviving spouse to receive the
unused part of the estate-tax
exemption of the dead spouse.
Example: Dick and Jane have an
estate worth millions. Dick dies and
leaves $3 million of it to his children.
Remember that the exemption for one
person is $11.2 million. Under the law,
Jane can use the leftover $8.2 million
for her estate planning. That’s a big
deal to her beneﬁciaries.
Please let us know if you’d like
to receive a weekly email about tax
and ﬁnancial news affecting your
wealth. ●
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