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Be Prepared For Tax Policy
To Swing Back

or business owners,
F professionals, and wealthy
families, tax rules are about as
favorable as they’ve been in decades,
but the tax policy pendulum could
swing back again. Be prepared to
make some important financial
decisions much sooner than had
been expected.

from tax in passing their wealth to
family members. The 2025 peak in
the exemption amount forces a
decision about whether to give assets
to loved ones while you’re still alive
or hold onto your assets and give
them away after you die. In 2025, you
use the $12-million-plus exemption or
lose it, and the exemption reverts
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For example, the lifetime tax
exemption for gifts made in 2019 is
$11,400,000, up from $11,180, 000 in
2018. It doubled over the $5.43
million in effect in 2017 and is
scheduled to ratchet higher through
2025, as a result of the enactment of
the Tax Cuts & Jobs Act (TCJA). In
2026, the exemption reverts back to
the level in effect before the TCJA
became effective in December 2018.

That means families should have
many years before they would be
forced to decide whether to make gifts
in 2025 to maximize their exemptions

back to a much lower amount in 2026
and beyond.

However, the tax policy
pendulum — a politically charged
issue — could swing in the other
direction in the months ahead.
Business owners, professionals, and
other high-net worth individuals may
need to make decisions about gifting
assets much sooner. There is no
assurance that you will have until the
end of 2025 to make this important
strategic decision about passing on
your family wealth.

(Continued on page 4)

Five Key Factors
In Funding A
Child’s Education

T he Tax Cuts And Jobs Act
(TCJA) changed funding a
child’s education significantly.
Here are five factors to consider.

1. You can now pay tuition for
kindergarten through 12th grade at
private, public or religious schools
with money saved in tax-advantaged
529 college savings accounts.

2. You now can draw up to
$10,000 federally tax-free per student
from a 529 plan. While contributions
are not deductible, earnings grow free
of federal income tax on withdrawals
used for qualified school expenses.

3. You are not limited to 529 plans
sponsored by your state and can choose
from a long list of 529s sponsored by
other states.

4. The TCJA axed taxes on
alimony payments, so custodial parents
should have it easier qualifying for
need-based aid.

5. Tax deductions for interest on
home equity loans and lines of credit
were eliminated. These are major
sources of education funding and
losing their deductibility may require a
change in your college funding plan.

Education tax breaks were boosted
overall by the TCJA, but you almost
must be a financial professional to
navigate the complexities confidently.
We are here to answer questions and
create a strategic approach.




The New Math Of Renting Out A Vacation Home

becoming a landlord, here’s an

update on recent tax breaks that
changed the equation for weighing
whether to rent a property or be the sole
tenant throughout the year.

If you bought a home in 2018, only
the first $750,000 of the mortgage
interest is deductible, down from $1
million under the old rules. But a rental
property is not subject to these limits.

While the math of renting out your
place may not have worked before, you
may want to look at it again. Your
mortgage could be several million
dollars, but you’d still be able to deduct

I f you’ve ever thought about

all of the interest on it — just as you
did before the new law. If you live in
the residence for part of the year and
rent it out for the rest, you’re entitled to
a partial break.

Another advantage for rental
property owners is that you can now
deduct only $10,000 in state and local
income tax and property tax annually
on a home if you are not renting it out.
But if you rent out a property for at
least 15 days a year, you can take a
deduction on part of the property
taxes paid.

A homeowner who pays $12,000
in property levies annually, for

example, may deduct only the first
$10,000. Renting out that property for
three months qualifies you for a
deduction on 25% of property taxes
paid, or $3,000, and you could
separately deduct the other $9,000 in
property taxes paid.

Rental property owners also get a
break on making home improvements.
Under tax reform, landlords may
immediately deduct capital spending
on equipment and machinery. Gone is
the requirement to take the break over
many years. If you install a new
kitchen in a rental property, for
instance, it’s deductible all at once.

The New Equatio‘
of renting out

a property
vs privacy

Becoming a landlord is
fraught with issues beyond
finances, chief among them:
privacy. Letting others invade
your personal space literally is
no small decision and a very
personal one. However, the
economics of renting out a
vacation home have changed,
and you may want to reconsider
your options.

In the era of Airbnb,
deciding to rent a vacation home
requires advice from a
professional who understands the
strategic tax and financial
planning as well as your personal
situation. Please give us a call if

you have any questions. ®

High Income Earners & Roth Conversion

oth IRAs are tax-free,
making them popular,
but a married couple

is ineligible to contribute to a
Roth if they earned more than
$199,000 of modified adjusted
gross income in 2018
($135,000, if single). A
“backdoor” around this limit
enables you to convert
traditional IRA assets into tax-
free Roth IRA accounts, even
if you’re over the income limit.
Here’s a strategic approach for
maximizing the backdoor
route to get tax-free Roth treatment with
the least amount of conversion-tax.

Reducing Your Federal Tax Bracket

- $600,000+

Single

$200,000
157,500

$82,500 ——

$38,700

Capital Gains Rates* 0% 15% f

*The capital gain and ordinary income brackets do not align perfectly

When you convert a traditional IRA
to a Roth account, you are required to pay

5400,000

$315,000

$165,500

tax on the income
withdrawn from your
traditional IRA. If you
do not have the cash
on hand to pay the
extra income tax
you’ll owe next April
15, you probably
should forget about
converting now;
withdrawing a larger
sum to pay for the
income taxes is a
risky financial bet and
is generally unwise.

If you have the cash on hand to pay
the extra income tax you’ll owe in the

Married

577,400



How To Sell Your Small Business And Pay No Taxes

0, you want to sell your small
S business? The good folks in

Washington have a dandy tax
break exempting you from all federal

taxes on the sale—provided that you
own a C corporation.

A lot of attention has gone to the
special “pass-through business” break

Act makes it seem like small business
owners would be idiots to classify
their company as a C corp.

Well, except for the terrific
advantage you get as a C corp seller,
which has been available for many
years. Aside from the TCJA
exemption and the lack of double

shareholders pay zero tax on a
company sale, as long as they
acquired the shares on or after Sept.
28, 2010. That’s a huge tax break!

The gracious 100% tax
exclusion is available to anyone with
stock in a C corp for over five years.
Taxpayers get a smaller break on

Planning to benefit from the big N
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tax break of a C corporation
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shares owned before
Sept. 28, 2010. You’re
also entitled to a 5%
exclusion on C corp
shares owned from Aug.
9, 1993 to Feb. 17, 2009.
C corp shares purchased
between Feb. 18, 2009 to
Sept. 17, 2010 receive an
exclusion on 75% of the
gain on the purchase
2 price in the event of a
sale. If you owned your
C corp shares prior to
Aug. 9, 1993 date, you’re
out of luck.

To get this tax-
favored status, called a

from the new tax law. This benefits
income from S corporations and
others like it, giving owners a 20%
exemption on their business’
earnings. That highly popular
provision in the Tax Cuts and Jobs

taxation, C corps are taxed at the
corporate level and then the owners
get taxed on what they reap after that.
In contrast, pass-throughs, like S
corps, LLCs, and other partnerships,
are only taxed once. C corp

year you draw from your traditional IRA
to make the conversion to the Roth, your
next move is maximizing your tax
bracket. For instance, if your taxable
income is $177,500 after making a
$100,000 withdrawal from the traditional
IRA, consider lowering the amount you
convert to avoid pushing you into the 32%
bracket. Reducing a $130,000
contribution to a Roth by $30,000 lowers
your maximum tax bracket to 24%, for
example, giving you the maximum benefit
of the 24% bracket.

Because of the stock market’s
performance in 2018, you may be able to
convert a traditional IRA to a Roth with
little or no tax taxes. [f you funded a
deferred compensation plan or traditional
IRA with after-tax income in late 2017 or

2018, its fair market value may be lower
now than the amount you contributed, and
you could convert that traditional IRA
account to a Roth tax-free!

To be clear, if you made after-tax
contributions to an IRA in 2017 or 2018
and it’s shown little or no appreciation,
consider converting that IRA to a tax-free
Roth IRA, and because you will owe little
or no additional income tax on the
conversion and — unlike the traditional
IRA — the Roth will create tax-free
income upon withdrawal.

If you made after-tax IRA
contributions to a traditional IRA in 2017
or 2018, or if you want to evaluate a Roth
IRA conversion, please contact our office
because this is a technical tax topic that
requires specialized tax advice. ®

Qualified Small
Business Corporation, or QSBC, a
small company must meet a batch
of requirements. The business’
gross assets must be less than $50
million, and the exclusion is capped
at the greater of $10 million or 10
times the aggregate basis of the
stock the taxpayer sold during the
tax year.

Say you sell your business for
$10 million. If the QSBC break
didn’t exist, and your capital gains
rate is 23.8% (the top rate of 20%,
plus a 3.8% surtax for singles
making more than $200,000 annual
or couples hauling in over
$250,000), you’d owe $2.38 million
to the IRS. But thanks to the
QSBC benefit, you’d owe the
government zilch.

And here’s a kicker. Both C
corps and pass-through businesses
are helped by the new, lower
federal tax on companies, 21%,
down from 35%. @
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Be Prepared For Tax Policy
(Continued from page 1)

Point is, if tax policy changes,
business owners, professionals and
individuals benefiting from strategies
enabled under the TCJA, may be
forced to make decisions about
income tax as well as estate and gift
tax strategies much sooner than they
might have expected. It’s not an
issue you want to fall behind on and
will require personal and professional
tax advice.

2025 is supposed to be the date
when you use or lose the large estate
and gift tax exemption on family
wealth transfers. If everything went
along as scheduled under the current
law, you wouldn’t hit that use it or
lose it moment until the end of 2025!
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However, if tax policy were to shift in
2020 or 2021 — which is a real
possibility — then you could be on

the precipice of paying millions in
estate and gift tax much sooner
than expected. ®

Articles written by a financial journalist hired by Cornerstone Wealth Management
and are general information not intended as advice to individuals.
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