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T R A N S C R I P T

CHRIS SHELDON: In New England, spring is in the air, baseball had its opening day, so, naturally, 
everyone’s thoughts turn to taxes. Hello, I’m Chris Sheldon from Fidelity and this is Chris Williams 
from Ernst & Young and we’re gonna talk taxes. Chris, Welcome.

CHRIS WILLIAMS: Thanks for having me.

CS: I’m the Chief Investment Officer for Fidelity Personal and Workplace Advisors. I also lead the 
Financial Solutions Team, a team of professionals responsible for Fidelity’s financial planning and 
advice methodology. We’re thrilled that you can join us for today’s presentation with Ernst & Young 
meant to help us understand the new landscape for taxes with the recent tax law changes. We 
received a tremendous number of questions in advance, so we structured this presentation today 
to help address them. How we will address the new tax cuts, the Jobs Act, and other provisions that 
could affect your tax planning. Number two, Roth IRAs, 401(k)s, contributions and conversions.

Third, changes to the kiddie tax and 529 distributions. Four, increasing itemized deductions.

But first, I’d like to start by talking a little bit about why I think this presentation is so valuable for  
so many of us. A lot of us think about taxes only at this time of year, but tax season is actually  
365 days a year. It’s important to have a plan in place to address taxes year-round—particularly if 
the majority of your assets are in taxable accounts. The fact is, taxes can have a significant impact 
on the investment returns at any stage of our investing life. Another important thing is to speak 
with your tax advisor. This is a great place for me to mention that Fidelity does not give tax advice. 
Nothing we discuss today should be interpreted as tax advice. The information provided is gonna 
be general in nature and it may not apply to your situation. If you have tax questions about your 
specific situation, we encourage you to talk to your tax advisor.
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And now, I’m very pleased to introduce Chris Williams. Chris Williams is a leader in the Northeast 
region private client services group of E&Y. At EY Chris focuses on advising clients on income tax 
planning, tax preparation, estate and business succession, tax authority examinations. He also 
works with EY offices around the world to help assist cross-border individuals with their U.S. and 
foreign income tax compliance, tax planning, and wealth transfer needs. Chris is a contributing 
editor to the Ernst & Young tax guide, AICPA individual tax return video course—always popular—
and frequent speaker EY sponsored client events, and AICPA personal financial planning 
conferences on tax and financial planning issues related to high net worth individuals. So, it’s great 
to have you with us, Chris. Obviously a great background—lot of interest at this time of year—so 
thanks for joining us.

CW: Excellent. Thanks. It’s great to be here today and happy to talk a little bit about the new 
Tax Cuts and Jobs Act and I think, as you mentioned, before we get started, we’re going to talk 
about a lot of information today, really designed to be tax education. We can’t possibly cover all 
the provisions in the new Tax Cuts and Jobs Act; there’s hundreds of pages new legislation and 
regulation. So we are here to make you aware of those issues and then to encourage you to talk  
to your tax advisor, should you have further questions about your own personal situation.

And so, what we’re gonna talk about here today is really to go back, understand the major 
provisions that are in the new Tax Cuts and Jobs Act, and then to move on to talk about maybe 
some planning opportunities or how things may have changed before the Tax Act and after the 
Tax Act. So, we’ll hit a number of those specific provisions. So, the Tax Cuts and Jobs Act was 
passed in December of 2017. So, there was a lot of press coverage and a lot of interest in what 
was changing and what wasn’t changing, and I think, now, people are seeing with the filing of 
their 2018 returns some of the impacts that the Tax Cuts and Jobs Act is having. So, it’s good just 
to kind of go back and refresh what has changed, also what hasn’t changed, and then we’ll go 
through some of the planning opportunities as a result.

So, when we do talk about the Tax Cuts and Jobs Act, I may refer to it as the TCJA or the new law 
or the act; so, there’s a number of different acronyms, but they all relate to the Tax Cuts and Jobs 
Act that passed. And when we talk about the old law, that was the law that was in effect before 
the Tax Cuts and Jobs Act. So, some of the things that did change, number one, the tax rates. 
You could see on this slide, we do have seven brackets; that hasn’t changed. But, the brackets at 
the top, and looking at the top row, is where the rates used to be. So, it ranged from a low of ten 
percent to a high of 39.6-percent, and those under the current act pretty much across the board 
have come down. So, if you look at that middle row, we still start at ten percent, but a lot of those 
rates dropped across the board, with the top rate dropping from 39.6 to 37 percent. The current 
tax act is set to expire at the end of 2025, so unless we say otherwise, the act will expire, and this 
is one of those provisions that will go back to the prior law. So, if you look at the last row, we could 
see the rates are going back up unless Congress takes further action.
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CS: That puts a little wrinkle in the planning right there.

CW: It does, and it’s one of those instances where we wish we had a crystal ball. Unfortunately, my 
crystal ball’s in the shop and not working currently, so it is a little hard to know what may happen 
after 2025. Do they get extended? Do they change? Tax law really is part of the political process, 
so we’ll just have to see sort of how that process works out, starting as 2025 comes around. So not 
only did the rates change, but the other thing that changed as well are the brackets themselves. So, 
how much of your income is subject to the 10 percent rate, how much is subject to the 22 percent 
rate, and so on and so forth. And so what we have here on this slide is three of the more common 
filing statuses, single, head of household, married/filing jointly, just so you can look at what applies 
to your situation. And a couple of the things to point out here is number one, the brackets have 
become larger, so you have more income, which effectively gets taxed at some of the lower rates, 
and then the top rate comes into play at higher levels of income. So for example, married/filing 
joint, you don’t get into the top bracket until you get to more than $600,000 worth of income. 
Under the old law, you didn’t get to the top bracket till you were just under $500,000 worth of 
income. So, it’s now moved up by over $100,000 before you start getting into that highest bracket. 
So, that has the effect of sort of lowering the taxes for many individuals. But, we’re gonna see in just 
a minute there were some changes on the itemized deduction side. Some of them were limited, 
some of them were taken away, so that could have the impact of increasing your tax bill.

CS: Yeah, I think we had a lot of questions in that area, and so it seems like there may be some 
confusion or maybe even disappointment, but I’ll be interested to hear your thoughts on that 
when we get there.

CW: Yeah, so I think as we kind of go through the different provisions, we then kind of come back 
and take a look at who may have a lower tax bill and who might have a higher tax bill when you 
kind of work through all the different changes. Also, just to put the current tax act in perspective, 
what we have here on this slide is some of the historical tax rates with the dark green segment 
being the highest rate year over year, the lighter, brighter green being the lowest tax rate. So, you 
could see the lowest rate has been around 10 percent. There was a couple years where it was zero 
percent, but that’s sort of an anomaly versus the historical average.

CS: I don’t remember ever paying zero.

CW: Yeah, it was really for the lower-income individuals and only for that short period of time back 
sort of in the 1970s, 80s where it was down at zero. However, a lot of people say, “Gee, it seems 
like tax rates are kind of high today.” But just when you go back and look over history, we are in a 
historical, relatively low tax environment.
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CS: Still, even after the tax changes?

CW: Even after the tax changes, and even after if it were to reset and go back to the prior rates, 
that would still be on the lower end of the historical spectrum. So I think it just gives a little bit of 
perspective about where we are today.

One of the things that didn’t change was the taxation on investments. So short-term capital gains, 
interest, ordinary dividends, still taxes ordinary income, so those bracket and those rates we 
saw on the prior slide. But long-term capital gains, qualified dividends still get taxed at the more 
favorable tax rates of zero, 15, or 20 percent. What rate applies to you does depend on what your 
income level is. So basically from an investment point of view, those tax rules have pretty much 
stayed unchanged, both for short-term and long-term ordinary and qualified dividends.

CS: It’s nice to have a little bit of stability and I think for investors, that’s one of those places where 
looking at that on a frequent basis rather than just once a year, can be very helpful, so that’s an 
important point.

CW: Absolutely. So one of the other major changes that happened was the increase in the 
standard deduction. So the standard deduction on a person’s income tax return, they’re able to 
take the higher of the standard deduction or the sum of their itemized deductions. So itemized 
deductions are things like mortgage interest, property taxes, state income taxes, things of that 
nature. So if that’s higher, you deduct the itemized deductions. If the standard deduction is higher, 
you take the standard deduction. And so what you could see on this slide is that whether you’re 
single, head-of-household, or married filing jointly, going from the old law on the left, the new law 
on the right, the standard deduction is almost doubled across the board. So, the net effect of that 
is many more taxpayers will be taking the standard deduction versus the itemized deduction. So 
that’s going to come into play when we talk about itemized deductions, and maximizing them, is 
to realize that the threshold that you need to get to before you can itemize your deduction is now 
higher, so you just need to be aware of that as you’re taking a look at your deductions each year.

CS: But I guess looking at the bright side of that if you’re in that category now, it’s a lot easier than 
having to go through what you had to do before, trade-off is you might lose something by having 
to do that?

CW: Yes, so part of the reason for the increase in the standard deduction is really tax 
simplification, so if you don’t need to keep track of all of your itemized deductions, it is simpler just 
to take one number and use that as a deduction, but to your point, the downside is that maybe 
you’re losing the benefit of some of those itemized deductions that you may have had in the past.
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So on the itemized deduction side, there are a number of changes, and we’re not going to hit 
every single change, but these are sort of the major ones. The first one is under the old law, there 
used to be a limitation on your overall itemized deductions as your income went up. You could 
start to lose some of those deductions, and maybe lose as much as 80 percent. That loss or 
phase-out of itemized deductions has gone away, so that’s not impacting folks. Casualty losses 
and theft losses, so for example, if I have a home that was damaged in the storm, and I had losses, 
in the past I could take those as deductions as an itemized deduction no matter where I lived in 
the country; however now, I need to be in a federally-declared disaster area to be able to claim 
those as a deduction.

Now, the next one’s one of the big ones, and has got a lot of focus. That’s on the state and local 
tax deduction, and property tax deduction.  So under the old law, I had an unlimited amount of 
state income tax, local income tax, property tax deductions that I could take, might be subject 
to the alternative minimum tax, so there may have been some limit there, but in general, I could 
take all of those as an itemized deduction. Now, under the Tax Cuts and Jobs act, I am limited, 
or taxpayers limited, to a maximum of $10,000 of all of those taxes combined. So state tax, plus 
property tax, plus local tax, limited to $10,000. A couple of other items—

CS: But I think that’s why we probably had so many questions on that, because once you come up 
against that, you realize that could be a very big change from one year to the next.

CW: Yeah, absolutely. If somebody, especially if they lived in a higher tax state, may have had a 
very large deduction for those state income taxes, and now all of a sudden seeing themselves 
limited to $10,000 maximum. A couple of other changes on the mortgage and home equity line 
of credit side, under the old law, used to be able to deduct the interest on up to a million dollars 
a mortgage, plus the interest on up to $100,000 of home equity line of credit. That’s changed for 
mortgages taken out after December 15th of 2017, so now for those new mortgages, you can 
deduct the interest on up to $750,000 worth of mortgage. Also now, you can’t deduct the interest 
on a home equity line of credit unless it was used to buy, build, or improve a home. The one 
important note here is if you do have one of those older mortgages that you took out before that 
December date, you can still deduct the interest on the higher amount because it’s effectively 
grandfathered under the law, so that deduction is still available.

One of the other items is charitable contributions. The ability to give cash to a public charity or 
donor advised fund increased from 50 percent to 60 percent of your AGI, or your adjusted gross 
income, so in effect, allowing people to take a larger charitable contribution should they choose to 
do that under the current tax law.

So a few other changes on the itemized deduction side of things: medical expenses. So medical 
expenses are deductible if they get above a certain threshold. Used to be 10 percent, then it 
dropped down to 7.5 percent for 2017-2018, and now back to 10 percent again, so it’s jumped 



F I D E L I T Y  W E B C A S T  S E R I E S

T R A N S C R I P T  W H  E Y  W e b c a s t  pg 6

around a little bit year over year, but certainly something to pay attention to if you do have larger 
unreimbursed medical expenses that you may qualify still for an itemized deduction there.

One of the other big changes are the ability to deduct certain job expenses, and what were called 
miscellaneous itemized deductions subject to the two percent floor. So those were the ones 
that showed up sort of on the bottom of your itemized deduction schedule, so things like safety 
deposit box fees, tax preparation fees, investment advisor fees and there was a whole laundry list 
of things, all of those deductions are gone under the current tax law.

The point there is, there are many, many provisions in the tax act that are very specific and 
nuanced, and clearly we can’t cover them all here today. But sometimes there’s provisions in the 
tax code that you were never aware of until they actually came around and changed. That’s just 
one example of something that did change, and there are a few others in there as well that we just 
won’t be able to cover today, but did change with the new Tax Cuts and Jobs Act.

CS: Yeah, but that’s helpful, because we’ve got a lot of questions in that area. Some were very 
specific, but I think in general, pays to look closely at some of these changes, because if you were 
on one side last year, you might be on the other side this year relative to them.

CW: Absolutely. So the other change that came into play was the alternative minimum tax. So the 
alternative minimum tax, or the AMT has been around for over 40 years, is originally designed to 
make sure that wealth taxpayers weren’t able to take advantage of too many deductions and too 
many benefits to lower their regular tax bill to too low of an amount. And so Congress passed the 
alternative minimum tax to make sure that everybody pays, as the name implies, at least some 
minimum amount of tax. So, a lot of taxpayers over time, more and more folks got caught up by 
this alternative minimum tax, and that was originally intended to impact. So there’s been a lot of 
talk about repealing, and the Tax Cuts and Jobs Act does not repeal the alternative minimum tax, 
but does make some pretty major changes to it that I think in the end will keep a lot of taxpayers 
from being subject to the alternative minimum tax.

So, what we have on the slide looks like some fairly arbitrary numbers, but let me just kind of walk 
you through it and explain what they mean. So at the top, the maximum AMT exemption, the 
impact of that number is the higher the exemption, the less likely a taxpayer is to be subject to 
the alternative minimum tax. So you can see for example from married individuals, it moved up 
pretty significant from the old law to the new law, so that helps keep people out of the alternative 
minimum tax.

The alternative minimum tax exemption starts to phase out, so as your income goes up, the 
exemption starts to go away, and the higher your income, the less of an exemption that you have. 
Well, what’s interesting about that exemption amount, or the phase-out of the exemption amount, 
is under the old law for a married couple is around $200,000; it’s now close to a million dollars. 
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I mean, that’s a pretty significant change. And as a result, you have more exemption available at 
higher income levels with the net result is, fewer folks would be subject to the alternative  
minimum tax.

Why is that important? That’s important because if you had historically been in the AMT, and you 
may have been year over year over year, you were paying effectively a flat tax, about 28 percent. 
Some income is taxed at 26 percent, some’s at 28 percent, but you hit that 28 percent threshold at 
a relatively low income level.

If you’re now not in the AMT, now you’re in the regular tax system, and your tax rate could be 
anywhere from 10 all the way to 37 percent, and that’s probably going to impact your tax planning 
if now all of a sudden you’re subject to a different tax rate than you were in the past.

So, the two takeaways are, fewer people probably subject to the AMT, and then number two, 
probably to revisit where your tax situation is and see if that’s going to impact your tax planning 
going forward.

CS: That sounds like one of those things where you might think you’re better off because you’re 
not in it, but you’re going to have to look carefully, because that’s not always going to be the case.

CW: Exactly. You have to, again, crunch the numbers to see which of those two comes out higher, 
and if you come out better off being in the AMT, or out of the AMT, and of course, your results will 
vary depending on your personal circumstance.

CS: Other point that I’d just like to mention because this catches people off-guard quite frequently 
is if you work at a company where you get a bonus payment, and that could be cash, could be a 
stock payment, could be a stock option payment, so something other than salary, typically, if your 
income gets up to over a million dollars, employers are required to withhold 37 percent federal 
tax, which is the highest rate. However, if you have supplemental wages that are under that million 
dollars threshold, employers are required to withhold 22 percent.  And so you can see that the 
impact of that may be, I’m paying a 37 percent tax, but I only had 22 percent withheld. So there 
may be a shortfall when I file my return. So this is one of those instances where having a tax 
projection done instead of waiting until April 15th, just to see where you’re winding up in terms of 
your withholding, versus what you’re ultimately going to owe, just to see if you might need to make 
some estimated payments or what you might need to do when you file your return.

CW: Yeah, I think the challenges this year people maybe weren’t thinking that way, and this kind 
of came out late to them, and if that’s the case, I heard a lot of confusion and saw some questions 
around withholding versus what you’re paying in taxes, and one of the questions I guess to me is 
just, at the bottom line, are more people paying more taxes, or less taxes, do you think?
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CS: I think the answer to almost every tax question is of course, it depends. But I think we can 
draw some general conclusions, which is, if somebody’s income is below that top tax rate of 
37 percent, which is different whether you’re single, or married joint, or head of household, if 
you’re in those lower tax brackets, generally, your tax bill will probably come down. Yes, you’re 
being limited on the itemized deductions, but the lowering of the rates, and the increase of the 
brackets is probably more than offsetting what you’re losing in the deductions. If you’re starting 
to move into the highest tax bracket, and you live in a high tax state, yes you are losing more of 
your state tax deduction, but may still be more offset by the lower rates and the larger brackets. 
I think where you will see people with a higher tax bill will generally be folks that are moving well 
into the 37 percent bracket, much higher income, so the lower rates, the higher brackets are not 
going to offset that loss of that state income tax deduction. So I think those are sort of the general 
rules, and the general trends that we’ve seen as we’ve done some projections for folks at different 
income levels.

CW: Thanks, that’s helpful, yeah.

CS: So, one of the other changes that happened with the Tax Cuts and Jobs Act, is what’s referred 
to as the “kiddie tax.” Now, the “kiddie tax” is not the technical name that’s in the tax code; you 
won’t find it if you look there. But it’s generally those rules that relate to the taxation of unearned 
income for dependents. A dependent generally somebody under the age of 19, or 24 or under if 
they’re a full-time student. So, what the kiddie tax rules all relate to is back before the mid-1980s, 
parents would oftentimes take investment assets, transfer those to the children, and then because 
the children were in one of the lower tax brackets, have all that income taxed at the lowest 
brackets. Congress changed those rules back in the mid-1980s to effectively say that if you have 
a child, they have unearned income, so interest and dividends and those types of things, that if 
they had more than a certain amount of income, it was going to get taxed at the parents’ rates. So 
under the old rules in 2017, you could have up to $2,100 of income taxed at the child’s rate; over 
$2,100 got taxed back at the parent’s rate, so it basically took away the benefit of transferring the 
assets. That rule changed pretty significantly under the Tax Cuts and Jobs Act so that now these 
individuals under 19, under 24 if a student, their unearned income is now going to get taxed at the 
trust rates. So it’s the same rates as an individual, but you hit the top 37 percent with just $12,750 
worth of income. So that’s a pretty significant change, and one that could cause a child to quickly 
get to the top tax bracket even if their parent may not be there, because the parents don’t get to 
the top bracket until they have quite a bit more income. So it seems like they really limited that 
down, and obviously something that, again, if you’re in that situation, could make a big difference 
in your situation or at least to the child’s situation.

CW: Yeah, so I think the main point here is if you do have investments in the child’s name, really 
to take a look at how much income’s being generated by that, and is that still sort of the right 
investment strategy given the tax environment that we’re in.
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Saving for college, or education expenses in general, 529 plans still out there, still available under 
the Tax Cuts and Jobs Act. A lot of the same rules still apply; there’s one major change that we’ll 
talk about in just a second, but the contributions that you make to these plans, they’re after tax, 
so you don’t get a federal tax deduction. Although for state purposes, you might get a state tax 
deduction depending on the state you live in and the plan that you contribute to. The distributions 
that come out of those plans, if it’s for a qualified education expense, generally tax-free. So I 
get tax deferral while the money’s in there; it’s tax-free when it comes out if I use it for qualified 
education expenses. There’s also no income limitation for donors, so could have high net worth 
individuals with high income that may have other income limitations, but this is not an area where 
you’re limited by income to being able to make contributions.

Now if you don’t use it for qualified educations expenses, you’ll pay tax and a penalty on the 
earnings that have occurred in that account. And a couple of the other things with 529 plans, 
pretty large amounts of money that you can put into these things. So right now it’s $15,000 from a 
parent to a child, married couple can do up to $30,000 per child, and then with 529 plans, there’s 
a special election where you can take five years’ worth of contributions, make them all in one year 
as a lump sum. Now you do have to file a gift tax return to make an election, but a married couple 
could put up to $150,000 as a lump sum into a 529 plan without any gift tax consequences.

CS: And then after that, they’d have to wait for that five years before they could do the next ones?

CW: That’s correct, so if you don’t want to be using up some of your lifetime exemption, you 
would want to wait the five years before you make another lump sum.

CS: Sounds like it could be a strategy with the cost of education these days. So that doesn’t sound 
like much has changed there though; what were the bigger changes?

CW: So the main change here was the expansion of the qualified education expenses. Used 
to be that you would think about these for college expenses, or grad school, law school, med 
school, those types of things, but now it’s been expanded so you could take out up to $10,000 for 
elementary or secondary either public, private, or religious school. So if you do have children that 
are not in college and you need some funds to help pay for those, you could take up to $10,000 
out. Now that’s for federal purposes. For state purposes, you just need to check the state tax rules 
to see if they have adopted that same $10,000 exemption. If not, we might be excluded from 
federal tax, but you might pay state tax if you use it for those expenses.

CS: Before we return, we got a ton of questions, and I know you’re going to talk about IRAs, but 
can you talk specifically about Roth and some of the new stuff there, because I think, it feels to be 
like people are recognizing maybe what you said about the loss of exemptions, really wondering 
if there’s some incremental strategies here, but probably of any single area, we got the most 
questions here, I would think.
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CW: Yes, I think, and there’s one major change with respect to Roths that we’ll talk about in just 
a minute. But I think one of the interesting things about the Tax Cuts and Jobs Act in terms of 
what didn’t change is a lot of the provisions around retirement plans, 401(k)s, IRAs, those types 
of things. So a lot of those rules still come into play, although the considerations might be a little 
bit different, given that for many folks, they might be in a lower tax environment. So Roth IRAs still 
available; I can still make after-tax contributions, but there are income limitations so that if you’re 
over the thresholds that are on the slide, you may not be able to contribute directly to a Roth IRA. 
So no immediate tax deduction, but still tax-deferred growth, and then when it comes out if it’s a 
qualified distribution, as tax free. So again, earlier comment about, don’t have a crystal ball, don’t 
know what taxes are going to look like in the future, they could always change through the political 
process. At least with the Roth, we know the money’s going to come out tax free. I should say 
under current rules; that could change as well. But as a general rule, that’s a way that I could get 
some tax-free income in the future. So Roths, still available, but they do still have those income 
limitations for direct contributions to the Roth.

Now the questions we do get fairly frequently is, I still have our traditional IRA; I’ve had it for a 
while, or maybe I had a 401(k) that I rolled over to an IRA. Should I leave it as a traditional IRA, or 
should I convert it to a Roth? And this is one of those areas where crunching the numbers makes a 
lot of sense. But there’s still a lot of other considerations that you have to kind of think through, so 
we kind of laid them here so that people can think about, should I convert; should I not convert?

And so, kind of go through these quickly, but one of the main considerations is when you convert 
a traditional IRA to a Roth, there may be a tax bill on that, and there could be a pretty substantial 
tax bill, so where are you going to get the cash to pay the taxes? If you have to dip into the IRA to 
pay the taxes, conversion probably doesn’t make as much sense. You really need to have the cash 
available outside to pay the taxes. At the end of your life, as part of your estate plan, who’s going 
to be receiving these assets? If it’s going to go to children, or family members, leaving to them a 
Roth IRA which is tax free, that they could take distributions out over their lifetime, that’s a pretty 
valuable asset. But as part of your estate plan, if you’re going to leave those assets to charity, a 
traditional IRA might actually be better, because you leave it to the charity, no income tax, no state 
tax. So, if you’re charitably inclined, you might just leave it as a traditional IRA, leave it to charity.

CS: But I think that’s really helpful because you said before, a lot of people seem to get hung up 
about gee, I don’t know what taxes will be in the future, and don’t ask those other questions, and 
you just give some good reasons that might make sense to convert, or sometimes not, based on 
things that don’t have anything to do with whether the taxes change or not.

CW: Exactly, yeah. Far more considerations than just taxes; really, you have to look at your entire 
situation to see what might make sense. And I guess with that, another point that I could make 
here is when you do the conversion, it’s not all or nothing, right? You could decide to convert just 
a portion of your IRA. Why might you do that, diversification. We always talk about investment 
diversification, but this is tax diversification. I could have some of my money in my traditional IRA, 
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some in the Roth. Tax rates go up, Roth is going to be better. Tax rates are going down; the regular 
IRA might be better, so now I’ve sort of hedged my bets between the two different plans.

Some of the other considerations, if the IRA’s going to go up in value, I might want to do the 
conversion and pay the taxes now on the lower value. If I think that my tax rate is going to stay the 
same, or if it’s going to go up, maybe I do the conversion now to pay the taxes at the lower rate, 
whereas if I think my tax rates are going to go down, maybe I don’t convert? One of the reasons 
they might go down, change states and move from a high-tax state to a low-tax state, so maybe I 
don’t want to convert and pay those high estate taxes today.

One of the areas where in the past, we saw people do Roth conversions as they were subject to 
the alternative minimum tax. So the maximum rate they were going to pay on the conversion was 
28%, which we saw the slide earlier about historical rates. Twenty-eight percent’s relatively low 
from a historical perspective. So if you were going to be subject to the AMT; maybe you convert; 
not subject to the AMT. Maybe you don’t, and give him the earlier analysis on the AMT. People 
may be less likely to be subject to the AMT, so maybe that’s one reason not to convert. If I have 
an IRA with high cost basis, so I had a traditional IRA; I was making those $6,500-per-year, after 
tax contributions. That is your cost basis. So if it only went up in value by a few thousand dollars, 
it’s only in that appreciation that I would pay the tax on, so those might be a good candidate for 
conversion. And if I do have an IRA that maybe there’s going to be a big tax bill, if I have some 
particular circumstances with a net operating loss or large charitable contributions, where other 
items which are otherwise helping to shelter some income from tax; might be a good time  
to convert.

CS: In converting that traditional IRA, existing one, might be a way you can get money into the 
Roth even if you weren’t able to contribute to that Roth, is that correct? 

CW: That’s exactly correct, so even though making a direct contribution to the Roth is subject to 
those income limitations, there is no income limitation to convert a traditional IRA to a Roth IRA, 
so it’s one of the ways to kind of get money to a Roth for higher-income individuals.

The last point I wanted to make on the Roth conversion is it used to be, before the new tax act, if 
I did the conversion, and then I changed my mind, I effectively got a mulligan, or a do-over in this 
case, and I can put the money back and not report the income or the tax on it. That provision’s 
gone away. So now if you convert a traditional IRA to a Roth, you can no longer unwind it. So I 
think people just need to be a little more thoughtful about if they convert, and they change their 
mind that now they won’t be able to change it back.

CS: I think that’s why; your list here is so helpful to have that. So if I have converted the regular 
Roth to Roth, can I then make future contributions to it, or how does that work?
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CW: Yeah, so that’s a question we get all the time is, now I’ve set up this Roth IRA; can’t I just put 
the $5,500 directly into the Roth? And the answer is, for contributions directly to the Roth, you’re 
still subject to those income limitations, so if I’m over those limitations that were on the earlier 
slide, I can’t contribute directly to the Roth. However, could still make a contribution to a traditional 
IRA, and then convert that over to a Roth because there is no income limitation on the conversion. 
So, if you are a higher income level subject to those limitations, you just need to be mindful to take 
those two steps: the contribution to the traditional, then the rollover, to make sure that you don’t 
run afoul of the income limitations.

CS: That’s good; that’s fairly definitive. I thought when you said “however,” you’re going to say it 
depends, so that was a good.

CW: I think that’s the one instance where I don’t have to say it; that one is pretty clear. So, moving 
on to charitable contributions, I think the good news here is charitable contributions have not 
gone away. They’ve actually been enhanced in one particular instance. So what we have on this 
slide is how much can you give to charity, still take a deduction? It is a function of your adjusted 
gross income or AGI. It’s also a function of what type of charity is it? So, the two different columns 
have a public charity or donor-advised fund, and then a private foundation. A private foundation’s 
different legal entity, usually individuals or families will set those up as a way to meet their 
philanthropic goals. But if we focus on the public charity donor-advised fund side of things, and 
then down the different rows we can see, it also depends on the type of property. Am I giving 
cash? Am I giving a security that I’ve held for more than a year? Am I giving away a security that I 
want to deduct at the basis versus the fair market value?

So the two main ones that people run into are the first two, the cash to a public charity. So now 
you can give 60 percent of your adjusted gross income versus 50 percent under the old law, 
and then if you’re giving appreciated securities that you’ve held for more than a year, it’s still 30 
percent, so that rule has not changed under the Tax Cuts and Jobs Act. I should also mention 
those are cumulative, so if somebody gives away 30 percent of their AGI in stock. They could still 
give away another 30 percent as cash on top of that amount as well.

CS: But that, maybe you can explore that a little more because you talk about cash and securities 
that are appreciated; there’s a tremendous difference there, and sometimes we see people who 
maybe don’t recognize that, and there may be good reasons to give cash in addition. Can you talk 
a little bit about that?

CW: Yeah, I think, as we take a look at the next slide, giving cash versus giving securities. So as a 
general rule, giving away appreciated securities that have been held for a year or more is more 
beneficial. And this example kind of shows that, that if I have a security on the left that I bought for 
$100, sell it for $1,000, the first thing that I have to do is pay the capital gains tax on that. So if I pay 
the capital gains tax, I’m out of pocket for that tax. That leaves me now with a thousand dollars to 
give to charity, but about $865 to give to charity. So if I give that net amount to charity, I get a tax 
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savings in this example of about $242. However, if I take the security, donate it in kind, so I don’t 
sell it; I transfer it to the charity, held it more than a year, I get to take a charitable deduction for the 
full thousand dollars fair market value. So not only do I get a larger tax deduction, because I gave 
away a larger value, but I also was able to not be subject to the capital gains, because I didn’t sell 
it. I gave it to the charity. The charity sold it, presumably, and they don’t pay capital gains tax. So at 
the end of the day, you wind up with a larger tax benefit by giving the securities directly.

So I think a couple points on this. One, if it was a security that somebody was looking to diversify 
anyways, this is a good way to sort of get that diversification without the tax cost. Some folks 
will come to us and say, you know, I like the idea, but I don’t want to divest out of that particular 
investment. So the other thought there is, well, you could give the security to charity, take the 
charitable deduction, and then the cash that you were otherwise going to give to charity, you go 
and re-purchase the same security. So you’ve given it away, you got the charitable deduction, you 
didn’t pay the capital gains tax, and you still have the same position that you had before. So it’s a 
good way to basically get a step-up in basis and a charitable deduction.

CS: But that’s a great example of what I mentioned up front, this need to connect your financial 
and tax planning with your investment planning, because if you were going to diversify that 
security anyway and you did it differently, there might be reasons for it, but if you didn’t think 
about it, in this case you’re giving more to charity and getting a better benefit.

CW: Absolutely, yes. So the integration of the tax and the investments and the financial planning 
is very important. So, one of the ways to give money to charity through a donor-advised fund, 
been around for many years, but I think probably some renewed focus, given that the standard 
deduction has gone up so much to be able to claim some itemized deductions, you have to get 
over a bigger threshold nowadays, so we do see people refocused on donor-advised funds, and 
just a reminder for how they work, you basically set up an account with the donor-advised fund, 
make a contribution of cash or securities, and then it sits inside of the donor-advised fund, and I 
as the individual that made the contribution can still give direction as to where those monies go. 
So if I have my favorite charities that are public charities, I can have money come out of my donor-
advised fund to fund those. It’s also a way to accelerate a deduction. So maybe I was planning on 
giving money to charity in a couple of years, but I kind of like that tax deduction today. I can put 
the money in the donor-advised fund, and then have it distributed to my favorite charity down  
the line.

A couple of the downsides to donor-advised funds is once the money goes in, I can’t take the 
money back, so it is sort of an irrevocable transfer into the donor-advised fund, and does need to 
be used for charitable purposes, and then the other important point is your investment options 
within the donor-advised fund, or sort of whatever the fund makes available, so you just need to 
be familiar with what those options are.
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CS: But that seems like you were talking earlier about the deductions, and to the extent that 
somebody has lost some of that itemization like the mortgage interest, and they’re using the 
standard deduction. How would that affect your giving to something like this?

CW: So I think, so if you already have quite a few itemized deductions, so you still have a 
mortgage, and you still have the property taxes, and you make a charitable contribution, so that 
when you add all that up, it’s more than the standard deduction, you’re going to get the benefit 
of that additional charitable contribution. However, maybe I don’t have a mortgage. Maybe I 
live in a no income-tax state. Maybe I have relatively low property taxes. So if I make a charitable 
contribution, that may not get my itemized deductions more than the standard deduction. So I 
think the reason these have gotten increased focus is people are looking for ways to maximize 
their itemized deductions. So potentially by bunching your charitable contributions into one year 
so you can get above the standard deduction threshold can add some additional tax benefits.

CS: And you’re talking about you can do that up front, but you could also save it for a couple  
of years and do it in the third year, or the fifth year, or whenever, you could concentrate  
that deduction?

CW: Yeah, so I think that’s exactly right. So maybe I’m sitting here today thinking about giving a 
set amount of money over the next five or 10 years to charity. Maybe I take all those contributions, 
put them into a donor-advised fund today and then give it to my favorite charity over time. Or your 
other point, which is maybe I save up my money, put it into a donor-advised fund in one year so 
that I can get over the threshold and then use it to give to charity.

So, a couple of other planning opportunities just related to earned income and unearned 
income, because we are in a lower tax environment, maybe thinking about, or revisiting, should 
I make a pre-tax 401(k) contribution or a Roth 401(k) contribution? Now the ability to contribute 
to a Roth 401(k) depends on your employer; they have to offer it to you, but if I’m in a lower tax 
environment, is giving up a pre-tax contribution that big of a deal? Again, you have to run the 
numbers, see what makes sense, but at least to think about, should I still do pre-tax; should I do 
the Roth? As you mentioned before, maybe switching a traditional IRA to a Roth when I’m in a 
lower tax environment might make some sense because I can get those assets taxed at today’s 
values, at today’s rates. Some employers will offer non-qualified deferred compensation plans, 
sometimes like a 401(k). Some differences, but the main benefit is I can save or contribute on a 
pre-tax basis, get tax deferral and have it taxed when it comes out. If I’m in a low tax environment, 
maybe I don’t want to be deferring income; maybe I want to pay tax today. But that’s just the 
federal consideration; I also need to think about the state consideration. If I’m in a high-tax state 
today, maybe I do want to defer, if I meet certain qualifications, move to a lower tax jurisdiction, I 
might have the opportunity to have that taxed at a lower state rate at some point in the future. So 
it’s not just about the federal tax, you have to think about the state taxes as well.
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Incentive stock options. Now, they’re not as common as they used to be, but some employers still 
offer them to employees with the incentive option, sometimes called an ISO. When you exercise 
those, a lot of profit would be taken into account for the AMT. But we saw with the AMT, it’s now 
more difficult to be subject to it. So, ISOs have become more valuable, and people might be able 
to exercise those without immediate tax hits, so again, something worth thinking about. Should I 
invest in taxable bonds, tax-exempt muni bonds? It depends. But it is a good time to revisit that, 
because now all of a sudden, maybe I’m not in the AMT. Maybe I’m in a different rate. I need to 
reevaluate what’s my after-tax return on my taxable investments versus my tax-exempt bonds to 
see what makes sense from an investment perspective.

CS: But were there any changes to the actual taxation of municipal bonds relative to the tax 
change or significant ones?

CW: So no major changes other than the rate that gets applied may be different than what it was 
under the old law.

CS: Great. Of course, I know I can keep asking you questions for an hour; you’ve been very 
helpful. I really appreciate your time today. I know we had a tremendous number of questions, as I 
mentioned. Hope we were able to address a very good amount of these for you in the way that we 
structured it. Chris, I’d like to thank you again for being here.

CW: My pleasure.

CS: I would again remind all of us to think about planning in an ongoing basis and remind folks 
that this is not tax advice, but thinking about it more frequently than once a year should help us all. 
So thank you all for joining us today, and with that, we’ll conclude our presentation.

[END OF AUDIO FILE]
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