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TAX PLANNING CONSIDERATIONS
Planning Tip: Qualified Opportunity Zones
•

The Tax Cuts and Jobs Act (enacted in December 2017) contained a provision with special tax incentives for taxpayers making
investments in economically distressed communities (“opportunity zones”). To-date, over 8,700 low-income communities have
been designated as qualified opportunity zones.

•

A taxpayer may defer realized gains on appreciated property (typically a capital gain) by investing the “deferred gain amount”
(DGA) in a qualified opportunity fund (“QOF”).

•

Among other requirements, a Qualified Opportunity Fund must hold at least 90 percent of its assets in property located within
a Qualified Opportunity Zone (QOZ).

•

The deferred gain amount must be invested in a QOF within 180 days of the property’s date of sale.

•

Once the DGA has been invested in a QOF, the gain is deferred until the earlier of: the date the investor sells the QOF
investment or December 31, 2026. (Given the potential 12/31/2026 trigger date, taxpayers would need to make a QOF
investment by 12/31/2021 to receive the special 5+ year holding tax benefits or by 12/31/2019 to receive the special 7+ year
holding tax benefits.)

•

If the taxpayer holds the QOF investment for five or more years, the DGA is reduced, thereby providing a tax savings (see table
below):

Qualified Opportunity Fund
Holding Period
Less than 5 Years
Between 5-7 Years
More than 7 Years
More than 10 Years

Tax Benefits
Deferred Gain Amount (DGA)
Deferral of gain
Deferral of gain, plus gain reduced by 10% of the
deferred gain amount
Deferral of gain, plus gain reduced by 15% of the
deferred gain amount
Not applicable since the latest potential date for
gain deferral is December 31, 2026

Qualified Opportunity Fund (QOF)
n/a
n/a
n/a
Taxpayer can elect to fully exclude the QOF’s gain

TAX PLANNING CONSIDERATIONS
Planning Tip: Accelerated Charitable Giving
The charitable giving landscape changed substantially in 2018, as the Tax Cut and Jobs Act nearly doubled the
standard deduction but capped the state and local tax (SALT) deduction at $10,000 and eliminated “miscellaneous 2
percent itemized deductions”. Due to the new changes, taxpayers should evaluate if a portion of charitable giving
would not produce a tax benefit; in such a case, taxpayers might benefit from accelerating (“bunching”) charitable
gifts to maximize itemized deductions in a single tax year while taking the standard deduction in other years.
Scenario #1: Married Filing Jointly, Level Annual Charitable Giving
2019

2020

2021

2022

TOTAL

Mortgage Interest

$9,000

$9,000

$9,000

$9,000

$36,000

State & Local Tax (SALT)

$10,000

$10,000

$10,000

$10,000

$40,000

Charitable Gifts

$30,000

$30,000

$30,000

$30,000

$120,000

Itemized Deduction Total

$49,000

$49,000

$49,000

$49,000

$196,000

Greater of: Itemized Deductions
or $24,400 Standard Deduction

$49,000

$49,000

$49,000

$49,000

$196,000

Scenario #2: Married Filing Jointly, Accelerated Charitable Giving
2019

2020

2021

2022

TOTAL

$9,000

$9,000

$9,000

$9,000

$36,000

State & Local Tax (SALT)

$10,000

$10,000

$10,000

$10,000

$40,000

Charitable Gifts

$120,000

$0

$0

$0

$120,000

Itemized Deduction Total

$139,000

$19,000

$19,000

$19,000

$196,000

Greater of: Itemized Deductions
or $24,400 Standard Deduction

$139,000

$24,400

$24,400

$24,400

$212,200

Mortgage Interest

In this example, the couple’s itemized
deductions before charitable gifts totals
$19,000. Since the MFJ standard deduction
is $24,400, the first $5,400 of charitables (in
this example) will not produce a tax benefit.
In Scenario #2, the couple accelerates
charitable giving into a single year (2019) to
maximize itemized deductions and takes the
standard deduction in subsequent years
(2020-2022). The composition of itemized
deductions is the same under both scenarios,
yet Scenario #2 produces a greater tax
deduction of $16,200 over the four-year
period.
This planning strategy can be particularly
effective for charitably-inclined taxpayers
without deductible medical expenses ( >10
percent of AGI) and with no minimal
mortgage interest.

TAX PLANNING CONSIDERATIONS
Planning Tip: Qualified Charitable Distributions (QCDs) from an IRA
•

Available to taxpayers over age 70½

•

Taxpayers can gift up to $100,000 from the IRA directly to 501(c)(3) charities

o

Donor-advised funds, private foundations, and supporting organizations are not eligible
recipients under the QCD rules

•

The distribution counts towards satisfying the RMD for that tax year

•

The distribution does not count as income and does not count as a charitable deduction

•

This strategy also has the added benefit of reducing Adjusted Gross Income (AGI) which may result

in lower Medicare premiums (depending on taxpayer’s income)
Bottom Line: This provision may be beneficial for individuals who are charitably inclined and who
would receive a greater tax benefit from the standard deduction rather than from itemized deductions

TAX PLANNING CONSIDERATIONS
Donor-Advised Funds vs. Private Foundations
There are numerous considerations to evaluate whether a donor-advised fund or a private foundation (or a
combination) might be an effective charitable giving vehicle. The table below provides an abbreviated comparison.
Donor-Advised Fund

Private Foundation

Start-up Time

Immediate

May take several weeks or months

Start-up Costs

None

Legal & other fees

Initial Contribution/
Minimum

Varies by sponsor, but often as low as $5,000 $10,000

No minimum, though due to start-up and ongoing
administrative expenses, a larger starting balance
(several million dollars) is generally advisable

Minimum Grant to Charity

Varies by sponsor, but often as low as $50-$100

No minimum

Ability to Give Anonymously

Yes, donor can choose whether to give publicly or
anonymously

No, IRS Form 990 must report gifts

Ongoing Administrative Expenses

Varies by sponsor, but typically starts ~0.60%

Various tax & other expenses

Underlying Investment Expenses

Varies by sponsor, with some investment options as
low as 0.03%

Varies based on investments chosen & advisor

Tax Deduction for Gifts

Up to 60% of AGI for cash gifts
Up to 30% of AGI for long-term securities

Up to 30% of AGI for cash gifts
Up to 20% of AGI for long-term securities

Annual Distribution Requirement

None

IRS requires minimum 5% annual distribution based
on prior year’s net average assets

Tax Reporting

Handled by the sponsor; donors do not report
charitable grant activity

Responsible for tax filings and must annually file IRS
Form 990

Excise Taxes

None

1-2% each year

TAX PLANNING CHECKLIST
What we are doing to help clients
1. Tax Loss Harvesting / Thoughtful Rebalancing
2. Consider Tax Brackets when Realizing Gains
3. Tax Aware Investing / Asset Placement
4. Tax-Efficient Securities and Active Management
Considerations
5. Capital Gains Distribution Analysis

Areas that we can offer perspective
1. Gifting Long-Term Appreciated Securities rather than cash for charitable
contributions, which avoids capital gains taxes on the appreciated securities.

2. Charitably Gifting the Required Minimum Distribution of an IRA, which avoids
the IRA distribution being treated as taxable income. Given the meaningful
increase to the standard deduction, this can be an effective strategy for some
taxpayers.
3. Making Contributions to a Flexible Spending Account (FSA) or Health Savings
Account (HSA) for growth and use of pre-tax dollars towards health expenses.

How your tax advisor can help
1. Recognition and Timing of Income

4. Weighing the differences between a Lump Sum Option or Annuity income
stream for Defined Benefit Plan or Cash Balance Pensions

2. Review Estimated Tax Withholding
3. AMT Considerations

5. Reviewing Social Security Income Options

4. Manage State & Local Income Tax Deductions
5. Review Property Tax Deductions
6. Additional State Tax Considerations

6. Evaluating Tax Bracket breakpoints and Stock Volatility when minimizing Single
Stock Concentrations
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