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Minimizing taxes is important in building and
protecting wealth over the long-term. However,
navigating the highly complex and ever-changing
tax code is not an easy task. The Tax Cuts & Jobs
Act (often referred to as the “Trump Tax Cuts”)
included a number of changes to the Federal tax
code that will have a material impact on many
Americans. You should understand these changes
and be aware of tax strategies that could reduce
your taxes under this new act. Accordingly, the
purpose of this Navigator is to help readers make
sense of some of the new tax rules associated
with the TCJIA and to discuss certain strategies
that may help taxpayers minimize their tax
burdens under these new rules.

FivE TAX-SAVING STRATEGIES
FOR THE TRuMP ERA

BY MATTHEW BLUME, CFA

KEY TAx LAw CHANGES UNDER THE TCJA

In December of 2017, Congress passed the most sweeping
tax reform bill in more than three decades. Officially known
as the Tax Cuts & Jobs Act (TCJA, or The Act), the new
legislation is complex and affects individuals and businesses
in varying ways. Many of the changes affect corporations
or small numbers of taxpayers with unique circumstances,
so we will not focus our attention on those changes.
Instead, we focus below on the major changes that are
likely to affect a larger percentage of individual taxpayers.
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e Tax bracket changes

There are still seven tax brackets under the new
law, but many of the rates were lowered and the
income thresholds associated with each bracket
were adjusted. The tables below show the old and
new Federal tax brackets for both individuals and
married couples filing jointly.!

Individual Filers
oLD NEW
Taxable Income Tax Rate Taxable Income Tax Rate
S0 - $9,525 10% S0 - $9,525 10%
$9,526 - $38,700 15% $9,526 - $38,700 12%
$38,701 - $93,700 25% $38,701 - $82,500 22%
$93,701 - $195,450 28% $82,501 - $157,500 24%
$195,451 - $424,950 33% $157,501 - $200,000 32%
$424,951 - $426,700 35% $200,001 - $500,000 35%
$426,701+ 39.6% | $500,000+ 37%
Joint Filers
oLD NEW
Taxable Income Tax Rate Taxable Income Tax Rate
S0 - $19,050 10% S0 - $19,050 10%
$19,051 - $77,400 15% $19,051 - $77,400 12%
477,401 - $156,150 25% $77,401 - $165,000 22%
$156,151 - $237,950 28% $165,001 - $315,000 24%
$237,951 - $424,950 33% $315,001 - $400,000 32%
$424,951 - $480,050 35% $400,001 - $600,000 35%
$480,051+ 39.6% $600,001+ 37%

1 Taxpayers who file under other statuses should refer to the IRS website
for updated tax bracket information.
https://www.irs.com/articles/2018-federal-tax-rates-personal-exemptions-
and-standard-deductions
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e Personal exemption eliminated

The personal exemption that was available to most
taxpayers under previous law has been eliminated.
Prior rules allowed for an exemption of $4,050
for each person who could not be claimed as a
dependent by someone else. Under TCJA, no
personal exemptions will be allowed.

e Increased standard deduction

The standard deduction was increased from $6,350
to $12,000 for individuals and from $12,700 to
$24,000 for married couples filing jointly.

e State and local tax (SALT) deductions capped

Deductions for state and local taxes (state income
taxes, property taxes, etc.) are now capped at $10,000.
Taxpayers with state and local tax burdens in excess of
$10,000 will no longer be able to fully deduct their
state and local taxes as they did in past years.

e Mortgage and home equity debt interest

deduction limited

Under previous law, taxpayers could deduct interest
paid on qualified residence acquisition indebtedness
up to $1,000,000, plus an additional $100,000 of
home equity-based debt.? The limit on acquisition
indebtedness has now been reduced to $750,000 for
mortgages obtained after 12/15/2017.3 Additionally,
interest on home equity-based debt that is used
for purposes other than to improve the property
securing the debt will no longer be deductible.

Given the rule changes listed above, as well as other changes
included in the TCJA, there are a number of strategies
that taxpayers may employ to minimize their tax burdens.
Below are five strategies that readers may want to consider,
depending on their own personal tax circumstances.

STRATEGY I:
CONTRIBUTE TO A DONOR-ADVISED FUND

The combination of a significant increase in the standard
deduction and the limiting or disallowance of many
deductions has made donor-advised funds a hot topic in

2018. We published a [Navigator focused specifically on|
the subject of donor-advised funds|last year, outlining ways

in which some taxpayers may be able to enjoy material tax
savings through the use of donor-advised funds.

2 Qualified residence acquisition indebtedness refers to a mortgage that is
secured by a primary or secondary residence.

3 Mortgages obtained prior to this date are “grandfathered” and remain
subject to the previous limits.
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We will not go into the same level of detail here as we did in
the previous Navigator but, rather, outline the basic strategy.
Taxpayers who make charitable donations but whose total
deductions fall short of the standard deduction can contribute
several years’ worth of charitable donations to a donor-advised
fund in a single contribution and then deduct that entire
amount on a single year’s tax return. The money can then
be doled out by the donor at his or her discretion over any
time period. By bunching multiple years’ worth of charitable
donations into a single charitable contribution towards a
donor-advised fund, you can ensure that you exceed the
standard deduction in the year that you make a contribution
and get the full tax benefits of your charitable donations.

STRATEGY 2: PAY OFF HOME EQuiTy LOANS
OR LINES OF CREDIT

Prior to the passing of the TCJA, interest on home equity loans
and lines of credit was tax-deductible up to the $100,000 debt
limit, no matter the use of the proceeds. This made HELOCs
a very versatile and cost-effective source of credit for many
people. However, interest on home equity indebtedness
(loans or lines of credit) is now only deductible if the proceeds
of the indebtedness are used to “substantially improve” the
home securing the debt. This means that interest on home
equity debt used to pay for personal expenses, college
tuition or a vacation can no longer be deducted on one’s
taxes. However, if the home equity debt is used to pay for a
home addition or a kitchen renovation, for example, then the
interest can still be deducted.

This is an important change for many taxpayers, as home
equity debt is often used as a low-cost source of funding for
large purchases, education expenses, and other purposes
unrelated to home improvement. Accordingly, you may want
to consider paying off home equity debt that was used to
fund anything other than home improvements, as the cost of
this funding is now materially greater than it was prior to the
passing of the TCJA.

STRATEGY 3: USE 529 PLAN ASSETS TO PAY
FOR ELEMENTARY OR SECONDARY SCHOOL

As college savings vehicles go, few are more popular than
529 plans, which allow families to set aside assets to be used
for future education expenses and invest those assets in a
tax-advantaged manner in the meantime (see our [Navigator]
[on_college savings strategies]for a closer look at 529 plans).

While 529 plans have long played a significant role in many
college savings strategies, their utility was further increased
by the TCJA.

Previously, investment earnings in 529 plans could only be
withdrawn tax-free if used for qualified education expenses
at colleges, universities, vocational schools or other
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postsecondary institutions as specified by the Department
of Education. Under the TCJA, however, the list of qualified
schools has now been expanded to include elementary
and secondary public, private, or religious schools, up to
an annual limit of $10,000. This means that families may
withdraw up to $10,000 per year per student from 529
plans without penalty in order to cover education costs for
children in elementary, middle or high school. However, the
deductibility from state taxes of 529 plan contributions that
are then used for elementary or secondary school varies
based on the regulations of each state.

STRATEGY 4: MAKE A QUALIFIED
CHARITABLE DISTRIBUTION

Taxpayers above the age of 70 % who are subject to required
minimum distributions (RMDs) and who make charitable
donations can enjoy significant tax savings by making
those donations directly from their IRAs or other qualified
accounts. Known as a “qualified charitable distribution,”
such a donation counts toward one’s RMD requirements but
is excluded from income for tax purposes. While charitable
donations are often counted as deductions against income,
in this case they are actually excluded from income. This is
an important distinction: seniors are less likely to exceed the
new, higher standard deduction level given that they tend
to have fewer deductions than younger taxpayers. Qualified
charitable distributions allow these taxpayers to support
their favorite charitable organizations while still receiving
tax benefits, whether they itemize deductions or not. Thus,
if you are receiving RMDs and are charitably inclined, you
should prefer to make a qualified charitable distribution
from your IRA rather than setting up a donor-advised fund,
because a qualified charitable distribution reduces your
taxable income dollar for dollar and is not subject to any
standard deduction limitations.

STRATEGY 5: CONSIDER MOVING

The tax-saving benefits of living in a state with low income
and property taxes are obvious at the state level, but the
TCJA makes it even more attractive to live in a low-tax
location because of the cap on deductibility of state and
local taxes (SALT) at the Federal level. The cap on SALT
effectively punishes taxpayers who live in high tax states and/
or municipalities, as many of these taxpayers will be unable
to fully deduct their state and local taxes from their Federal
taxes, resulting in a larger Federal tax burden than under
previous rules.

Prior to the passing of the TCJA, taxpayers were able to
deduct from their Federal taxes all state and local income
taxes and property taxes, no matter the amount. Under the
new rules, however, many taxpayers are only able to deduct
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a portion of those taxes, as the $10,000 cap is far below the
total that many taxpayers hand over to state and local tax
authorities. Taxpayers living in states that do not levy state
income taxes may still deduct sales taxes and property taxes
that they paid throughout the year on their Federal tax return
up to $10,000.

While picking up and moving to another city and/or state
to take advantage of lower taxes is clearly not feasible or
desirable for many people, it could be a powerful tax saving
strategy for some. That being said, it is almost guaranteed
that legislators will change the tax code many times in the
future; moving locations based on the deductibility of SALT
at the Federal level alone may end up providing just a short-
term benefit.

CLOSING THOUGHT

Obviously, the strategies discussed above are far from
exhaustive. The Federal tax code is a vast maze of rules, often
with multiple interpretations, loopholes, and restrictions. The
tax-minimization strategies that are best for you will depend
onyour unique situation, and you should discuss any potential
strategies with a tax professional. Our goal in addressing this
topic is simply to help readers better understand some of the
more important changes that were implemented with the
passing of the Tax Cuts & Jobs Act and suggest some simple
strategies that may help you reduce your tax burden in this
new tax paradigm. If you would like to discuss these or any
other tax strategies, please call or email us.

This article is prepared by Pekin Hardy Strauss, Inc. (“Pekin
Hardy”, dba Pekin Hardy Strauss Wealth Management) for
informational purposes only. The information and data in this
article does not constitute legal, tax, accounting, investment
or other professional advice. The views expressed are those
of the author(s) as of the date of publication of this report,
and are subject to change at any time due to changes in
market or economic conditions. Pekin Hardy cannot assure
that the strategies discussed herein will outperform any other
investment strategy in the future, there are no assurances
that any predicted results will actually occur.

4 Residents of states that do levy state income taxes may also deduct sales
taxes, but they may not deduct both sales taxes and state income taxes;
they must choose one or the other. In most cases, state income taxes far
exceed sales taxes paid for taxpayers living in states with income taxes.
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