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The Tax Cuts and Jobs Act,
passed in December of last
year, fundamentally
changes the federal tax
landscape for both
individuals and businesses.
Many of the provisions in the
legislation are permanent,
others (including most of the

tax cuts that apply to individuals) expire at the
end of 2025. Here are some of the significant
changes you should factor in to any mid-year
tax planning. You should also consider
reviewing your situation with a tax professional.

New lower marginal income tax rates
In 2018, there remain seven marginal income
tax brackets, but most of the rates have
dropped from last year. The new rates are 10%,
12%, 22%, 24%, 32%, 35%, and 37%. Most,
but not all, will benefit to some degree from the
lower rates. For example, all other things being
equal, those filing as single with taxable
incomes between approximately $157,000 and
$400,000 may actually end up paying tax at a
higher top marginal rate than they would have
last year. Consider how the new rates will affect
you based on your filing status and estimated
taxable income.

Higher standard deduction amounts
Standard deduction amounts are nearly double
what they were last year, but personal
exemptions (the amount, $4,050 in 2017, that
you could deduct for yourself, and potentially
your spouse and your dependents) are no
longer available. Additional standard deduction
amounts allowed for the elderly and the blind
remain available for those who qualify. If you're
single or married without children, the increase
in the standard deduction more than makes up
for the loss of personal exemption deductions.
If you're a family of four or more, though, the
math doesn't work out in your favor.

Itemized deductions — good and bad
The overall limit on itemized deductions that
applied to higher-income taxpayers is repealed,
the income threshold for deducting medical
expenses is reduced for 2018, and the income

limitations on charitable deductions are eased.
That's the good news. The bad news is that the
deduction for personal casualty and theft losses
is eliminated, except for casualty losses
suffered in a federal disaster area, and
miscellaneous itemized deductions that would
be subject to the 2% AGI threshold, including
tax-preparation expenses and unreimbursed
employee business expenses, are no longer
deductible. Other deductions affected include:

• State and local taxes — Individuals are only
able to claim an itemized deduction of up to
$10,000 ($5,000 if married filing a separate
return) for state and local property taxes and
state and local income taxes (or sales taxes
in lieu of income).

• Home mortgage interest deduction —
Individuals can deduct mortgage interest on
no more than $750,000 ($375,000 for married
individuals filing separately) of qualifying
mortgage debt. For mortgage debt incurred
prior to December 16, 2017, the prior $1
million limit will continue to apply. No
deduction is allowed for interest on home
equity loans or lines of credit unless the debt
is used to buy, build or substantially improve
a principal residence or a second home.

Other important changes
• Child tax credit — The credit has been

doubled to $2,000 per qualifying child,
refundability has been expanded, and the
credit will now be available to many who
didn't qualify in the past based on income;
there's also a new nonrefundable $500 credit
for dependents who aren't qualified children
for purposes of the credit.

• Alternative minimum tax (AMT) — The Tax
Cuts and Jobs Act significantly narrowed the
reach of the AMT by increasing AMT
exemption amounts and dramatically
increasing the income threshold at which the
exemptions begin to phase out.

• Roth conversion recharacterizations — In a
permanent change that starts this year, Roth
conversions can't be "undone" by
recharacterizing the conversion as a
traditional IRA contribution by the return due
date.
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Marriage and Money: Taking a Team Approach to Retirement
Now that it's fairly common for families to have
two wage earners, many husbands and wives
are accumulating assets in separate
employer-sponsored retirement accounts. In
2018, the maximum employee contribution to a
401(k) or 403(b) plan is $18,500 ($24,500 for
those age 50 and older), and employers often
match contributions up to a set percentage of
salary.

But even when most of a married couple's
retirement assets reside in different accounts,
it's still possible to craft a unified retirement
strategy. To make it work, open communication
and teamwork are especially important when it
comes to saving and investing for retirement.

Retirement for two
Tax-deferred retirement accounts such as
401(k)s, 403(b)s, and IRAs can only be held in
one person's name, although a spouse is
typically listed as the beneficiary who would
automatically inherit the account upon the
original owner's death. Taxable investment
accounts, on the other hand, may be held
jointly.

Owning and managing separate portfolios
allows each spouse to choose investments
based on his or her individual risk tolerance.
Some couples may prefer to maintain a high
level of independence for this reason,
especially if one spouse is more comfortable
with market volatility than the other.

However, sharing plan information and
coordinating investments might help some
families build more wealth over time. For
example, one spouse's workplace plan may
offer a broader selection of investment options,
or the offerings in one plan might be somewhat
limited. With a joint strategy, both spouses
agree on an appropriate asset allocation for
their combined savings, and their contributions
are invested in a way that takes advantage of
each plan's strengths while avoiding any
weaknesses.

Asset allocation is a method to help manage
investment risk; it does not guarantee a profit or
protect against loss.

Spousal IRA opportunity
It can be difficult for a stay-at-home parent who
is taking time out of the workforce, or anyone

who isn't an active participant in an
employer-sponsored plan, to keep his or her
retirement savings on track. Fortunately, a
working spouse can contribute up to $5,500 to
his or her own IRA and up to $5,500 more to a
spouse's IRA (in 2018), as long as the couple's
combined income exceeds both contributions
and they file a joint tax return. An additional
$1,000 catch-up contribution can be made for
each spouse who is age 50 or older. All other
IRA eligibility rules must be met.

Contributing to the IRA of a nonworking spouse
offers married couples a chance to double up
on retirement savings and might also provide a
larger tax deduction than contributing to a
single IRA. For married couples filing jointly, the
ability to deduct contributions to the IRA of an
active participant in an employer-sponsored
plan is phased out if their modified adjusted
gross income (MAGI) is between $101,000 and
$121,000 (in 2018). There are higher phaseout
limits when the contribution is being made to
the IRA of a nonparticipating spouse: MAGI
between $189,000 and $199,000 (in 2018).

Thus, some participants in workplace plans
who earn too much to deduct an IRA
contribution for themselves may be able to
make a deductible IRA contribution to the
account of a nonparticipating spouse. You can
make IRA contributions for the 2018 tax year up
until April 15, 2019.

Withdrawals from tax-deferred retirement plans
are taxed as ordinary income and may be
subject to a 10% federal income tax penalty if
withdrawn prior to age 59½, with certain
exceptions as outlined by the IRS.

Open communication and
teamwork are especially
important when it comes to
saving and investing for
retirement.
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Protect Your Heirs by Naming a Trust as IRA Beneficiary
Often, tax-qualified retirement accounts such as
IRAs make up a significant part of one's estate.
Naming beneficiaries of an IRA can be an
important part of an estate plan. One option is
designating a trust as the IRA beneficiary.

Caution: This discussion applies to traditional
IRAs, not to Roth IRAs. Special considerations
apply to beneficiary designations for Roth IRAs.

Why use a trust?
Here are the most common reasons for
designating a trust as an IRA beneficiary:

• Generally, inherited IRAs are not protected
from the IRA beneficiary's creditors. However,
IRA funds left to a properly drafted trust may
offer considerable protection against the
creditors of trust beneficiaries.

• When you designate one or more individuals
as beneficiary of your IRA, those
beneficiaries are generally free to do
whatever they want with the inherited IRA
funds, after your death. But if you set up a
trust for the benefit of your intended
beneficiaries and name that trust as
beneficiary of your IRA, you can retain some
control over the funds after your death. Your
intended beneficiaries will receive
distributions according to your wishes as
spelled out in the trust document.

• Through use of a trust as IRA beneficiary,
you may "stretch" IRA payments over the
lifetimes of more than one generation of
beneficiaries. Payments to IRA trust
beneficiaries must comply with distribution
rules depending on the type of IRA plan.

What is a trust?
A trust is a legal entity that you can set up and
use to hold property for the benefit of one or
more individuals (the trust beneficiaries). Every
trust has one or more trustees charged with the
responsibility of managing the trust property
and distributing trust income and/or principal to
the trust beneficiaries according to the terms of
the trust agreement. If the trust meets certain
requirements, the beneficiaries of the trust can
be treated as the designated beneficiaries of
your IRA for purposes of calculating the
distributions that must be taken following your
death.

Special rules apply to trusts as IRA
beneficiaries
Certain special requirements must be met in
order for an underlying beneficiary of a trust to
qualify as a designated beneficiary of an IRA.
The beneficiaries of a trust can be designated
beneficiaries under the IRS distribution rules
only if the following four trust requirements are

met in a timely manner:

• The trust beneficiaries must be individuals
clearly identifiable from the trust document as
designated beneficiaries as of September 30
following the year of the IRA owner's death.

• The trust must be valid under state law. A
trust that would be valid under state law,
except for the fact that the trust lacks a trust
"corpus" or principal, will qualify.

• The trust must be irrevocable, or by its terms
become irrevocable upon the death of the
IRA owner.

• The trust document, all amendments, and the
list of trust beneficiaries must be provided to
the IRA custodian or plan administrator by
October 31 following the year of the IRA
owner's death. An exception to this rule
arises when the sole trust beneficiary is the
IRA owner's surviving spouse who is 10 years
younger than the IRA owner, and the IRA
owner wants to base lifetime required
minimum distributions (RMDs) on joint and
survivor life expectancy. In this case, trust
documentation should be provided before
lifetime RMDs begin.

Note: Withdrawals from tax-deferred retirement
plans are taxed as ordinary income and may be
subject to a 10% federal income tax penalty if
withdrawn by the IRA owner prior to age 59½,
with certain exceptions as outlined by the IRS.

Disadvantages of naming a trust as IRA
beneficiary
If you name your surviving spouse as the trust
beneficiary of your IRA rather than naming your
spouse as a direct beneficiary, certain
post-death options that would otherwise be
available to your spouse may be limited or
unavailable. Naming your spouse as primary
beneficiary of your IRA provides greater options
and maximum flexibility in terms of post-death
distribution planning.

Setting up a trust can be expensive, and
maintaining it from year to year can be
burdensome and complicated. So the cost of
establishing the trust and the effort involved in
properly administering the trust should be
weighed against the perceived advantages of
using a trust as an IRA beneficiary. In addition,
if the trust is not properly drafted, you may be
treated as if you died without a designated
beneficiary for your IRA. That would likely
shorten the payout period for required
post-death distributions.

While trusts offer numerous
advantages, they incur up-front
costs and often have ongoing
administrative fees. The use of
trusts involves a complex web
of tax rules and regulations.
You should consider the
counsel of an experienced
estate planning professional
and your legal and tax advisers
before implementing such
strategies.
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IMPORTANT DISCLOSURES

The discussions and opinions in
this letter were written by an
independent third party and are
protected by copyright. This
document has been provided for
general information purposes, and
is not intended to provide
investment advice. Atlas Brown
makes no representation about the
accuracy of the information in this
document or its appropriateness for
any given situation. Atlas Brown
cannot guarantee the
completeness of this information
and is not responsible for the use
of this information by receiving
parties. This document is not
meant as a source of any specific
investment recommendations, and
makes no implied or expressed
recommendations concerning the
manner in which any client's
accounts should or would be
handled.

What are some tips for creating a budget and sticking
to it?
It's a common problem for
many individuals — wondering
exactly where your paycheck
goes each month. After paying

expenses, such as your mortgage, utilities, and
credit card bills, you may find little left to put
toward anything else.

Creating a budget is the first key to successfully
manage your finances. Knowing exactly how
you are spending your money each month can
set you on a more clear path to pursue your
financial goals. If you become sidetracked
when it comes to your finances, consider these
tips for creating a budget and staying on the
right path.

Examine your financial goals. Start out by
making a list of your short-term goals (e.g., new
car, vacation) and long-term goals (e.g, your
child's college education, retirement) and
prioritize them. Consider how much you will
need to save and how long it will take to reach
each goal.

Identify your current monthly income and
expenses. Add up all of your income. In
addition to your regular salary and wages, be
sure to include other types of income, such as

dividends, interest, and child support. Next, add
up all of your expenses. Sometimes it helps to
divide expenses into two categories: fixed (e.g.,
housing, food, transportation) and discretionary
(e.g., entertainment, vacations). Don't forget to
factor in any financial goals you would like to
pursue.

Evaluate your budget. Once you've added
your income and expenses, compare the two
totals. Ideally, you should be spending less
than you earn. If this is the case, you're on the
right track, and you'll need to look at how well
you use your extra income toward achieving
your financial goals. On the other hand, if you
are spending more than you earn, you should
make some adjustments to your budget. Look
for ways to increase your income or reduce
your expenses, or both.

Monitor your budget. Finally, you should
monitor your budget periodically and make
changes when necessary. Keep in mind that
any budget that is too rigid is likely to fail. Keep
your budget flexible as your changing
circumstances demand.

What is the difference between a tax deduction and a
tax credit?
Tax deductions and credits are
terms often used together
when talking about taxes.
While you probably know that

they can lower your tax liability, you might
wonder about the difference between the two.

A tax deduction reduces your taxable income,
so when you calculate your tax liability, you're
doing so against a lower amount. Essentially,
your tax obligation is reduced by an amount
equal to your deductions multiplied by your
marginal tax rate. For example, if you're in the
22% tax bracket and have $1,000 in tax
deductions, your tax liability will be reduced by
$220 ($1,000 x 0.22 = $220). The reduction
would be even greater if you are in a higher tax
bracket.

A tax credit, on the other hand, is a
dollar-for-dollar reduction of your tax liability.
Generally, after you've calculated your federal
taxable income and determined how much tax
you owe, you subtract the amount of any tax
credit for which you are eligible from your tax
obligation. For example, a $500 tax credit will
reduce your tax liability by $500, regardless of
your tax bracket.

The Tax Cuts and Jobs Act, signed into law late
last year, made significant changes to the
individual tax landscape, including changes to
several tax deductions and credits.

The legislation roughly doubled existing
standard deduction amounts and repealed the
deduction for personal exemptions. The higher
standard deduction amounts will generally
mean that fewer taxpayers will itemize
deductions going forward.

The law also made changes to a number of
other deductions, such as those for state and
local property taxes, home mortgage interest,
medical expenses, and charitable contributions.

As for tax credits, the law doubled the child tax
credit from $1,000 to $2,000 for each qualifying
child under the age of 17. In addition, it created
a new $500 nonrefundable credit available for
qualifying dependents who are not qualifying
children under age 17. The tax law provisions
expire after 2025.

For more information on the various tax
deductions and credits that are available to you,
visit irs.gov.
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