Compare Minor’s Account To 529 Plan

U

ntil the Section 529 college
savings plan came along,
parents looking ahead to the
high cost of college for their children
often set up accounts under their states’
Uniform Gifts to Minors Act (UGMA)
or Uniform Transfers to Minors Act
(UTMA). But the broad beneﬁts of 529
plans have made them more popular
than UGMAs and UTMAs in recent
years. Here’s how the two saving
vehicles compare:
UGMA/UTMA accounts: These
are custodial accounts to which you
contribute money for a minor’s beneﬁt.
As the custodian, you control the
investments until the child reaches age
18 or 21, depending on the laws of
your state.
However, for tax purposes, any
earnings on account assets are taxed to
your children at their lower tax rates.
For 2017, the ﬁrst $1,050 of earnings
in a custodial account is tax-free and
the next $1,050 is taxed at the child’s
rate. But earnings beyond $2,100 are
generally subject to the so-called
kiddie tax—they’re taxed at the
parents’ top rate. And whether you pay
or your child pays that tax, it creates an

annual drain on the account during the
years you’re trying to build up funds
for college.
Section 529 plans: With this
type of state-sponsored plan, you
contribute to an account for which
you name your child as beneﬁciary.
Then you’re in charge of
how the money is
invested (though only
among the options the
plan offers, and the
ability to switch
investments is limited).
Unlike in a custodial
account, earnings from
investments aren’t
taxed while they’re
accumulating. And distributions from
the plan that go to pay qualiﬁed
college expenses, such as tuition, also
aren’t taxed.
Those provisions give 529 plans a
dramatic advantage over a custodial
account. There aren’t any kiddie tax
complications with a 529 because the
growth in the account you’ve set up for
your child isn’t taxed at all during the
years leading up to college. And
whereas you may owe capital gains tax

when you sell investments in a
custodial account to pay college
expenses, that doesn’t happen when
you take money from a 529 to pay
for college.
In addition, if your kids have a
custodial account, they get control of
the money once they
reach the age of majority
in your state—and they
can use it any way they
want, not just for
college. That doesn’t
happen with a Section
529 plan—you stay in
control of the account
regardless of the age of
the beneﬁciary.
A ﬁnal disadvantage of a
custodial account is that it may hurt a
student’s eligibility for federal
ﬁnancial aid because it counts as that
student’s asset, not that of the parents.
Section 529 plans, in contrast, are
treated as if they belong to the
parents and aren’t likely to affect
ﬁnancial aid eligibility.
Feel free to reach out to us to
determine what type of account is the
best ﬁt for your situation. ●

Trump’s Tax Reform Plan

back to the U.S.
7. Child care. The current tax law
attempts to help beleaguered parents
through a child tax credit (CTC) and a
dependent-care credit for certain childcare costs. Low-income families may
beneﬁt from the earned income tax

credit (EITC). Trump would overhaul
the rules and institute a new deduction
for child-care expenses, increase the
EITC, and create tax-favored
dependent care savings accounts,
among other changes.
Many more changes could be in
the works. For
instance, Trump has
advocated repealing the
alternative minimum
tax (AMT), the
beneﬁts for “stretch
IRAs” that let
inheritors spread out
distributions over
their life expectancies,
and the 3.8% surtax on
“net investment
income” authorized
by Obamacare. ●
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to adjust the taxable basis of inherited
property to its value at the death of
the person making the bequest. This
so-called step-up in basis may reduce
capital gains taxes on inherited
assets. The proposed changes could
cause income tax complications for
some taxpayers.
6. Repatriation tax. Tax revenue
has shrunk in recent years due to socalled “tax inversions,” through which
multinational companies relocate their
headquarters in a foreign country to
avoid paying higher U.S. taxes. Trump
has advocated a one-time tax
repatriation holiday rate for
corporations that would let them pay a
tax rate of 10% on income brought
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Seven Key Components Of
Trump’s Tax Reform Plan

O

n November 8, 2016, Donald
Trump was elected the 45th
president of the United States,
culminating a two-year campaign. It is
expected that it will take considerably
less time for the former business mogul
to push tax proposals through a
Republican-led Congress. Although
these provisions likely will be
tweaked during congressional debate
and negotiations,
here are seven key
items on Trump’s
tax agenda:
1. Individual
tax rates. One
cornerstone of
Trump’s tax plan
is a restructuring
of individual
income tax
brackets. The seven-bracket system
now features a bottom tax rate of 10%
and a high of 39.6%. Trump would
replace the system with one having just
three tax brackets: 12%, 25%, and 33%.
Most taxpayers could pay less with this
structure, but the largest beneﬁts will be
for those in the higher tax brackets.
2. Corporate tax rates. Another
consistent theme in Trump’s campaign
was a pledge to reduce corporate
income tax rates. Corporations
currently pay tax at rates as low as
15% and as high as 35% (with a 38%
bubble on some income). Under
Trump’s plan, all businesses would be
taxed at a 15% rate, providing a tax cut
to the majority of corporations. At the
same time, Trump hopes to eliminate
“double taxation” for C corporations,
while preserving beneﬁts such as
liability protection.

3. Itemized deductions. Although
Trump is offering tax relief to
individuals with one hand, he would
take it away with the other by
eliminating some itemized deductions
or limiting the total amount of
itemized deductions. However,
exceptions could be carved out for
certain deductions, such as those for
charitable donations and mortgage
interest. The loss
of the state
income tax
deduction could
have an adverse
effect on upperincome residents
of states with
high tax rates,
such as
California and
New York.
4. Business write-offs. Under
Section 179 of the tax code, a business
currently may deduct up to $500,000 of
the cost of assets placed in service
during the year, subject to a phase-out
threshold of $2 million. Plus, a business
may be entitled to a bonus depreciation
of 50% on qualiﬁed property. As part of
his plan to boost business growth,
Trump would double the Section 179
deduction to $1 million and provide an
immediate deduction for business
investments. This could be
accompanied by a repeal or
modiﬁcation of the depreciation rules.
5. Estate taxes. Trump has
proposed to repeal the federal estate
tax. In addition, he has called for
eliminating the tax rule allowing heirs
(Continued on page 4)

Attention All
Parents: Secure
Your Mask First

W

hen ﬂying, have you ever
listened to the pre-takeoff
safety demonstration? If
you’re not distracted by the screaming
baby behind you or the couple arguing
over the window seat next to you,
you’ll hear ﬂight attendants explain
what to do in the event of lost cabin
pressure: “Secure your own oxygen
mask before helping your child.” Why?
If you don’t take care of yourself ﬁrst,
you won’t be able to help anyone.
You’re already gone – leaving your
child alone to fend for themselves.
Parents instinctually want to
protect their children, whether it is
from physical harm or ﬁnancial
hardships like massive student loans or
unmanageable expenses. Wanting to
provide for a child’s education and
other expenditures is noble, but often
causes parents to sacriﬁce their own
ﬁnancial well-being. Despite good
intentions, parents who don’t save
enough for retirement often need to
rely on their children for support later
in life, which could place a ﬁnancial
and emotional strain on them and their
families – who should be focusing on
saving for their own retirement.
Balancing your own interests versus
those of your children is a struggle every
parent experiences. But what they’ll
remember most is not the bills you paid or
the gifts you bought; it’s the example you
set by making responsible decisions to
ensure your own ﬁnancial independence.
Work with us to make sure your ﬁnancial
oxygen mask is secure before assisting
your children with theirs.
Brooke Wano, CFP®
Financial Advisor

Three Ways To Defuse Estate Rifts

I

t’s impossible to know what will
happen to your family after you’re
gone, but it’s doubtful you’re
envisioning a bitter squabble over your
possessions. Yet many a family is torn
asunder when a patriarch or matriarch
leaves this world.
Although there are no guarantees
the claws won’t come out, here are
three documents that may reduce the
potential for a serious rift:
1. A will. Virtually every adult
with assets of any value
needs a will. Typically, a
will is the centerpiece of an
estate plan and covers
everything from appointing
guardians for young
children and addressing
estate tax issues to
determining who will
receive your most valuable
assets. A will gives you the
opportunity to spell out who
will inherit the beach house
or expensive jewelry as well
as other items of
sentimental value.
A properly executed
will is legally enforceable, so it’s
crucial that yours meets all of the
technicalities of your jurisdiction. If
you have signiﬁcant assets you’ll
probably need to hire an attorney to
draw up the document. It’s likely that it

will need to be updated in the future as
your family circumstances change.
2. Personal property
memorandum. Your will likely won’t
cover every last trinket you own, and
it’s a hassle to revise it all the time for
minor changes. A personal property
memorandum can supplement a will
and may be referred to in the will itself.
The memorandum can list all of your
personal assets and your intended
beneﬁciary for each item.

More than half of the nation’s
states have laws recognizing a
personal property memorandum as
legally binding. To avoid confusion,
include a detailed description of your
property. Make sure your executor has

an ofﬁcial copy of both the will and
the memorandum.
3. Letter of instruction. This is
the last piece of the puzzle. Although
a letter of instruction isn’t legally
binding, it can clarify certain issues
and provide additional guidance to
your heirs. The letter may include:
●
The location of important
documents, such as your will,
insurance policies, titles, and deeds;
●
Details of cemetery plots and
funeral arrangements;
●
Contacts for legal,
tax, and ﬁnancial
information;
●
A list and
descriptions of all
ﬁnancial assets, including
savings and checking
accounts, stocks, bonds,
and retirement accounts;
●
The location of
your tax returns for the
past three years;
●
The location of
safe deposit boxes and
keys; and
●
Other special
requests (for example, preferences
for grandchildren attending college).
Last, but not least, your family
members need to know about
these three documents and where to
ﬁnd them. ●

Do Roth IRA Math Before Converting

T

he Roth IRA conversion has
been one of the most popular
retirement planning techniques
in recent years and there’s nothing to
indicate that this trend will change. The
main attraction is that the money you
take from a Roth after the conversion is
generally free from income tax and you
don’t have to dilute your nest egg with
required minimum distributions
(RMDs) as you do with traditional
IRAs. For many retirement-savers, it’s
a good deal.
But the beneﬁts of Roth IRAs
come at a price: When you convert
funds in a traditional IRA to a Roth,
you must pay tax on the conversion

amount, just like you would with a
regular distribution from an IRA. The
trick is to minimize the tax liability
when you pull off this maneuver.
Normally, withdrawals from a
traditional IRA are fully taxable at
ordinary income tax rates, currently
reaching as high as 39.6%. In addition,
these distributions increase your
exposure to the 3.8% surtax on net
investment income, as well as other
potential adverse tax consequences
such as the personal exemption
phaseout (PEP). Furthermore, you
must begin taking RMDs from your
traditional IRA accounts after you
reach age 70½—no exceptions.

Once you convert to a Roth,
“qualiﬁed” distributions after ﬁve years
are completely exempt from income
tax. Qualiﬁed distributions, for this
purpose, include withdrawals you take
after age 59½, that are made because of
death or disability, or are used for a
ﬁrst-time home purchase (up to a
lifetime limit of $10,000). And you
don’t have to take RMDs during your
lifetime no matter how long you live.
You may be able to contribute
directly to a Roth IRA, but that option
is phased out for upper-income
taxpayers. A conversion may be your
only viable route.
If you’re thinking about a Roth

Take 7 Financial Steps In A Second Marriage

M

arrying again after divorce or
the death of a spouse may
offer great personal beneﬁts.
But it also can lead to ﬁnancial
complications, especially if you have
children from your ﬁrst time around.
However, the blessed event doesn’t
have to be ruined by family squabbles.
Discussing matters openly and deploying
a range of estate planning strategies can
help you develop a plan that meets your
needs. Here are seven steps to help move
you along:
1. Open the lines of
communication. Before you tie the
knot, be up-front about your concerns
and preferences. Talk to each other
about your intentions and how you
expect to pass along assets to other
family members, including any children
and grandchildren. You might ﬁnd it
helpful to include an impartial person,
such as your ﬁnancial advisor, to
“broker” the talks.
Consider this checklist of points
to discuss:
●
Existing ﬁnancial obligations
(for example, a promise to pay for
a grandchild’s education);
●
Plans for future support and
funding for retirement;
●
Guardianship of any minor
children; and
●
A prenuptial agreement
protecting your personal interests.
2. Conduct an inventory. Now is a

good time to compile a list of your
assets. This may include: stocks, bonds,
mutual funds, and other investments;
amounts that you’ve transferred to trusts;
retirement plan and IRA funds; and
proceeds that will be available from life
insurance policies. Also, review any
agreements made during the course of
your ﬁrst marriage. For instance, if you
were required to name your then-spouse
as the beneﬁciary of your retirement plan
accounts, you may have less ﬂexibility
than you thought.
3. Consider the variables. Not
everything is cut and dried. It’s up to you
to decide which assets, if any, you will
comingle with your new spouse’s. Keep
in mind, though, that the laws of your
state also may come into play. For
instance, in community property states,
the law presumes that assets will be
owned jointly. But most states mandate
“equitable distribution,” calling for
property to be distributed fairly, but not
necessarily equally. Also, you’ll want to
factor in your age and health status, as
well as those of your spouse.
4. Pay attention to titles. The way
that property is titled, both prior to
marriage and after, can have a profound
effect. For example, setting up accounts
as joint tenants with rights of
survivorship (JTWROS) will make it
clear that assets will go directly to the
other named person, such as your
spouse, when you die. But if a title

conversion this year, you might
consider waiting until later this year to
understand any proposed tax changes
resulting from the new administration.
If you decide to move forward, you
may want to limit the
amount converted so
it doesn’t move you
into a higher tax
bracket. For example,
if you expect to be in
the 25% bracket and
have another $50,000
to spare before
crossing into the 28% bracket, you
could take this opportunity to convert
$50,000 from your traditional IRA to a
Roth. Not only is that amount below the
thresholds for the 3.8% surtax and PEP,

the tax rate is limited to 25%. You then
could repeat this strategy over multiple
years to keep your tax liability at a
reasonable level.
Finally, you’re holding another tax
card up your sleeve: If
it suits your needs, you
might decide to
“recharacterize” part of
the converted amount
back into a traditional
IRA. This could be a
good idea if the value
of the account declines
signiﬁcantly after the conversion. You
have until the tax return due date for the
year of the conversion plus extensions
to recharacterize, giving you plenty of
time to make an informed decision. ●

names you as the sole legal owner of
assets, they’ll pass to your estate and
not directly to your spouse.
5. Name your beneﬁciaries. If
you’re entering a new marriage you’ll
likely need to amend your existing
will or replace it entirely. In particular,
it’s important to review the
beneﬁciaries you’ve named for various
assets in the will. Also, take a look at
the beneﬁciary designations in
documents for all of your retirement
plans, IRAs, and life insurance policies.
Those beneﬁciary designations take
precedence over whatever may be in
your will.
6. Show some trust. Your estate
plan may include one or more trusts,
which can be useful in transferring
wealth to children of an earlier
marriage while imposing some
constraints on the recipients. Here are a
few possibilities:
Bypass trust: This vehicle could be
designed to provide income to a
surviving spouse, with the remainder of
trust assets going to other designated
family members.
Q-tip trust: With a qualiﬁed
terminable interest property (Q-tip)
trust, a surviving spouse may receive
income, but not principal, when the
owner dies, with children receiving
the remainder from the surviving
spouse’s estate.
Spendthrift trust: As the name
implies, this trust can be helpful in
restricting beneﬁciaries’ access to
assets until they reach a speciﬁed age
or meet other requirements.
7. Don’t forget about taxes.
Last, but not least, it makes sense for
both of you to consider how to
minimize estate tax on the federal and
state levels. That likely means use of
the generous estate tax exemption
($5.49 million in 2017) as well as the
“portability” provision allowing a
surviving spouse’s estate to beneﬁt
from the unused portion of a deceased
spouse’s exemption. Such provisions
could be included in trust documents or
other estate planning devices.
The second time around, it’s more
important than ever to seek expert
assistance from your estate planning
advisors. Don’t hesitate to contact us. ●
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Compare Minor’s Account To 529 Plan

U

ntil the Section 529 college
savings plan came along,
parents looking ahead to the
high cost of college for their children
often set up accounts under their states’
Uniform Gifts to Minors Act (UGMA)
or Uniform Transfers to Minors Act
(UTMA). But the broad beneﬁts of 529
plans have made them more popular
than UGMAs and UTMAs in recent
years. Here’s how the two saving
vehicles compare:
UGMA/UTMA accounts: These
are custodial accounts to which you
contribute money for a minor’s beneﬁt.
As the custodian, you control the
investments until the child reaches age
18 or 21, depending on the laws of
your state.
However, for tax purposes, any
earnings on account assets are taxed to
your children at their lower tax rates.
For 2017, the ﬁrst $1,050 of earnings
in a custodial account is tax-free and
the next $1,050 is taxed at the child’s
rate. But earnings beyond $2,100 are
generally subject to the so-called
kiddie tax—they’re taxed at the
parents’ top rate. And whether you pay
or your child pays that tax, it creates an

annual drain on the account during the
years you’re trying to build up funds
for college.
Section 529 plans: With this
type of state-sponsored plan, you
contribute to an account for which
you name your child as beneﬁciary.
Then you’re in charge of
how the money is
invested (though only
among the options the
plan offers, and the
ability to switch
investments is limited).
Unlike in a custodial
account, earnings from
investments aren’t
taxed while they’re
accumulating. And distributions from
the plan that go to pay qualiﬁed
college expenses, such as tuition, also
aren’t taxed.
Those provisions give 529 plans a
dramatic advantage over a custodial
account. There aren’t any kiddie tax
complications with a 529 because the
growth in the account you’ve set up for
your child isn’t taxed at all during the
years leading up to college. And
whereas you may owe capital gains tax

when you sell investments in a
custodial account to pay college
expenses, that doesn’t happen when
you take money from a 529 to pay
for college.
In addition, if your kids have a
custodial account, they get control of
the money once they
reach the age of majority
in your state—and they
can use it any way they
want, not just for
college. That doesn’t
happen with a Section
529 plan—you stay in
control of the account
regardless of the age of
the beneﬁciary.
A ﬁnal disadvantage of a
custodial account is that it may hurt a
student’s eligibility for federal
ﬁnancial aid because it counts as that
student’s asset, not that of the parents.
Section 529 plans, in contrast, are
treated as if they belong to the
parents and aren’t likely to affect
ﬁnancial aid eligibility.
Feel free to reach out to us to
determine what type of account is the
best ﬁt for your situation. ●

Trump’s Tax Reform Plan

back to the U.S.
7. Child care. The current tax law
attempts to help beleaguered parents
through a child tax credit (CTC) and a
dependent-care credit for certain childcare costs. Low-income families may
beneﬁt from the earned income tax

credit (EITC). Trump would overhaul
the rules and institute a new deduction
for child-care expenses, increase the
EITC, and create tax-favored
dependent care savings accounts,
among other changes.
Many more changes could be in
the works. For
instance, Trump has
advocated repealing the
alternative minimum
tax (AMT), the
beneﬁts for “stretch
IRAs” that let
inheritors spread out
distributions over
their life expectancies,
and the 3.8% surtax on
“net investment
income” authorized
by Obamacare. ●

(Continued from page 1)

to adjust the taxable basis of inherited
property to its value at the death of
the person making the bequest. This
so-called step-up in basis may reduce
capital gains taxes on inherited
assets. The proposed changes could
cause income tax complications for
some taxpayers.
6. Repatriation tax. Tax revenue
has shrunk in recent years due to socalled “tax inversions,” through which
multinational companies relocate their
headquarters in a foreign country to
avoid paying higher U.S. taxes. Trump
has advocated a one-time tax
repatriation holiday rate for
corporations that would let them pay a
tax rate of 10% on income brought
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Seven Key Components Of
Trump’s Tax Reform Plan

O

n November 8, 2016, Donald
Trump was elected the 45th
president of the United States,
culminating a two-year campaign. It is
expected that it will take considerably
less time for the former business mogul
to push tax proposals through a
Republican-led Congress. Although
these provisions likely will be
tweaked during congressional debate
and negotiations,
here are seven key
items on Trump’s
tax agenda:
1. Individual
tax rates. One
cornerstone of
Trump’s tax plan
is a restructuring
of individual
income tax
brackets. The seven-bracket system
now features a bottom tax rate of 10%
and a high of 39.6%. Trump would
replace the system with one having just
three tax brackets: 12%, 25%, and 33%.
Most taxpayers could pay less with this
structure, but the largest beneﬁts will be
for those in the higher tax brackets.
2. Corporate tax rates. Another
consistent theme in Trump’s campaign
was a pledge to reduce corporate
income tax rates. Corporations
currently pay tax at rates as low as
15% and as high as 35% (with a 38%
bubble on some income). Under
Trump’s plan, all businesses would be
taxed at a 15% rate, providing a tax cut
to the majority of corporations. At the
same time, Trump hopes to eliminate
“double taxation” for C corporations,
while preserving beneﬁts such as
liability protection.

3. Itemized deductions. Although
Trump is offering tax relief to
individuals with one hand, he would
take it away with the other by
eliminating some itemized deductions
or limiting the total amount of
itemized deductions. However,
exceptions could be carved out for
certain deductions, such as those for
charitable donations and mortgage
interest. The loss
of the state
income tax
deduction could
have an adverse
effect on upperincome residents
of states with
high tax rates,
such as
California and
New York.
4. Business write-offs. Under
Section 179 of the tax code, a business
currently may deduct up to $500,000 of
the cost of assets placed in service
during the year, subject to a phase-out
threshold of $2 million. Plus, a business
may be entitled to a bonus depreciation
of 50% on qualiﬁed property. As part of
his plan to boost business growth,
Trump would double the Section 179
deduction to $1 million and provide an
immediate deduction for business
investments. This could be
accompanied by a repeal or
modiﬁcation of the depreciation rules.
5. Estate taxes. Trump has
proposed to repeal the federal estate
tax. In addition, he has called for
eliminating the tax rule allowing heirs
(Continued on page 4)

Attention All
Parents: Secure
Your Mask First

W

hen ﬂying, have you ever
listened to the pre-takeoff
safety demonstration? If
you’re not distracted by the screaming
baby behind you or the couple arguing
over the window seat next to you,
you’ll hear ﬂight attendants explain
what to do in the event of lost cabin
pressure: “Secure your own oxygen
mask before helping your child.” Why?
If you don’t take care of yourself ﬁrst,
you won’t be able to help anyone.
You’re already gone – leaving your
child alone to fend for themselves.
Parents instinctually want to
protect their children, whether it is
from physical harm or ﬁnancial
hardships like massive student loans or
unmanageable expenses. Wanting to
provide for a child’s education and
other expenditures is noble, but often
causes parents to sacriﬁce their own
ﬁnancial well-being. Despite good
intentions, parents who don’t save
enough for retirement often need to
rely on their children for support later
in life, which could place a ﬁnancial
and emotional strain on them and their
families – who should be focusing on
saving for their own retirement.
Balancing your own interests versus
those of your children is a struggle every
parent experiences. But what they’ll
remember most is not the bills you paid or
the gifts you bought; it’s the example you
set by making responsible decisions to
ensure your own ﬁnancial independence.
Work with us to make sure your ﬁnancial
oxygen mask is secure before assisting
your children with theirs.
Brooke Wano, CFP®
Financial Advisor

