
Smith Capital
100 Morgan Keegan Drive
Suite 410
Little Rock, AR 72202
Phone: 501-228-0040
Fax: 501-228-0047
Info@SmithCap.com
www.smithcap.com

VOL. 35, NO. 1, January 2019
Key Retirement and Tax Numbers for 2019

Business Owners: What's Your Plan for
Retirement?

How can I protect my personal and
financial information from credit fraud and
identity theft?

Famous People Who Failed to Plan Properly

See disclaimer on final page

FROM
STEPHEN CHAFFIN

It’s hard to believe we have closed
the books on 2018. It seems like it
just arrived. Careful planning doesn’t
stop the passing of time but it can
make the years ahead more
enjoyable. There are some valuable
planning tips and pertinent tax
numbers in this edition of Directions.
Enjoy.

We hope you have a blessed 2019!

DIRECTIONS FOR LIFE

For the LORD gives wisdom; from
his mouth come knowledge and
understanding.

Proverbs 2:6

It's almost impossible to
overstate the importance of
taking the time to plan your
estate. Nevertheless, it's
surprising how many American
adults haven't done so. You

might think that those who are rich and famous
would be way ahead of the curve when it
comes to planning their estates properly,
considering the resources and lawyers
presumably available to them. Yet there are
plenty of celebrities and people of note who
died with inadequate (or nonexistent) estate
plans.

Most recently
The Queen of Soul, Aretha Franklin, died in
2018, leaving behind a score of wonderful
music and countless memories. But it appears
Ms. Franklin died without a will or estate plan in
place. Her four sons filed documents in the
Oakland County (Michigan) Probate Court
listing themselves as interested parties, while
Ms. Franklin's niece asked the court to appoint
her as personal representative of the estate.

All of this information is available to the public.
Her estate will be distributed according to the
laws of her state of residence (Michigan). In
addition, creditors will have a chance to make
claims against her estate and may get paid
before any of her heirs. And if she owned
property in more than one state (according to
public records, she did), then probate will likely
have to be opened in each state where she
owned property (called ancillary probate). The
settling of her estate could drag on for years at
a potentially high financial cost.

A few years ago
Prince Rogers Nelson, who was better known
as Prince, died in 2016. He was 57 years old
and still making incredible music and
entertaining millions of fans throughout the
world. The first filing in the Probate Court for
Carver County, Minnesota, was by a woman
claiming to be the sister of Prince, asking the
court to appoint a special administrator
because there was no will or other
testamentary documents. As of November
2018, there have been hundreds of court filings

from prospective heirs, creditors, and other
"interested parties." There will be no private
administration of Prince's estate, as the entire
ongoing proceeding is open and available to
anyone for scrutiny.

A long time ago
Here are some other notable personalities who
died many years ago without planning their
estates.

Pablo Picasso died in 1973 at the ripe old age
of 91, apparently leaving no will or other
testamentary instructions. He left behind nearly
45,000 works of art, rights and licensing deals,
real estate, and other assets. The division of his
estate assets took six years and included seven
heirs. The settlement among his nearest
relatives cost an estimated $30 million in legal
fees and other related costs.

The administration of the estate of Howard
Hughes made headlines for several years
following his death in 1976. Along the way,
bogus wills were offered; people claiming to be
his wives came forward, as did countless
alleged relatives. Three states — Nevada,
California, and Texas — claimed to be
responsible for the distribution of his estate.
Ultimately, by 1983, his estimated $2.5 billion
estate was split among some 22 "relatives" and
the Howard Hughes Medical Institute.

Abraham Lincoln, one of America's greatest
presidents, was also a lawyer. Yet when he met
his untimely and tragic death at the hands of
John Wilkes Booth in 1865, he died intestate —
without a will or other testamentary documents.
On the day of his death, Lincoln's son, Robert,
asked Supreme Court Justice David Davis to
assist in handling his father's financial affairs.
Davis ultimately was appointed as the
administrator of Lincoln's estate. It took more
than two years to settle his estate, which was
divided between his surviving widow and two
sons.
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Key Retirement and Tax Numbers for 2019
Every year, the Internal Revenue Service
announces cost-of-living adjustments that affect
contribution limits for retirement plans and
various tax deduction, exclusion, exemption,
and threshold amounts. Here are a few of the
key adjustments for 2019.

Employer retirement plans
• Employees who participate in 401(k), 403(b),

and most 457 plans can defer up to $19,000
in compensation in 2019 (up from $18,500 in
2018); employees age 50 and older can defer
up to an additional $6,000 in 2019 (the same
as in 2018).

• Employees participating in a SIMPLE
retirement plan can defer up to $13,000 in
2019 (up from $12,500 in 2018), and
employees age 50 and older can defer up to
an additional $3,000 in 2019 (the same as in
2018).

IRAs
The combined annual limit on contributions to
traditional and Roth IRAs increased to $6,000
in 2019 (up from $5,500 in 2018), with
individuals age 50 and older able to contribute
an additional $1,000. For individuals who are
covered by a workplace retirement plan, the
deduction for contributions to a traditional IRA
is phased out for the following modified
adjusted gross income (AGI) ranges:

2018 2019

Single/head
of household
(HOH)

$63,000 -
$73,000

$64,000 -
$74,000

Married filing
jointly (MFJ)

$101,000 -
$121,000

$103,000 -
$123,000

Married filing
separately
(MFS)

$0 - $10,000 $0 - $10,000

Note: The 2019 phaseout range is $193,000 -
$203,000 (up from $189,000 - $199,000 in
2018) when the individual making the IRA
contribution is not covered by a workplace
retirement plan but is filing jointly with a spouse
who is covered.

The modified AGI phaseout ranges for
individuals to make contributions to a Roth IRA
are:

2018 2019

Single/HOH $120,000 -
$135,000

$122,000 -
$137,000

MFJ $189,000 -
$199,000

$193,000 -
$203,000

MFS $0 - $10,000 $0 - $10,000

Estate and gift tax
• The annual gift tax exclusion for 2019 is

$15,000, the same as in 2018.
• The gift and estate tax basic exclusion

amount for 2019 is $11,400,000, up from
$11,180,000 in 2018.

Kiddie tax
Under the kiddie tax rules, unearned income
above $2,200 in 2019 (up from $2,100 in 2018)
is taxed using the trust and estate income tax
brackets. The kiddie tax rules apply to: (1)
those under age 18, (2) those age 18 whose
earned income doesn't exceed one-half of their
support, and (3) those ages 19 to 23 who are
full-time students and whose earned income
doesn't exceed one-half of their support.

Standard deduction

2018 2019

Single $12,000 $12,200

HOH $18,000 $18,350

MFJ $24,000 $24,400

MFS $12,000 $12,200

Note: The additional standard deduction
amount for the blind or aged (age 65 or older)
in 2019 is $1,650 (up from $1,600 in 2018) for
single/HOH or $1,300 (the same as in 2018) for
all other filing statuses. Special rules apply if
you can be claimed as a dependent by another
taxpayer.

Alternative minimum tax (AMT)

2018 2019

Maximum AMT exemption amount

Single/HOH $70,300 $71,700

MFJ $109,400 $111,700

MFS $54,700 $55,850

Exemption phaseout threshold

Single/HOH $500,000 $510,300

MFJ $1,000,000 $1,020,600

MFS $500,000 $510,300

26% rate on AMTI* up to this amount, 28%
rate on AMTI above this amount

MFS $95,550 $97,400

All others $191,100 $194,800

*Alternative minimum taxable income
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Business Owners: What's Your Plan for Retirement?
If you're a small-business owner, you probably
pour your heart, soul, and nearly all your money
into your business. When it comes to retirement
planning, do you cross your fingers and hope
your business will provide the nest egg you'll
need to live comfortably? What if you become ill
and have to sell your business early? Or what if
the business experiences setbacks just before
you retire?

Rather than relying on your business to define
your retirement lifestyle, consider a
tax-advantaged retirement plan to supplement
your strategy. Employer-sponsored plans offer
many benefits, including current tax deductions
for the business itself and tax-deferred growth
(and perhaps even tax-free income) for you and
your employees. Here are some options to
consider.

Qualified plans
Although these types of plans generally have
regulatory requirements that can be costly and
somewhat cumbersome, they offer a certain
level of control and flexibility.

• Profit-sharing plan: Typically, only the
business contributes to a profit-sharing plan.
Contributions are discretionary (although they
must be "substantial and recurring") and are
placed into separate accounts for each
employee according to an established
allocation formula. There's no fixed amount
requirement, and in years when profitability is
particularly tight, you generally need not
contribute at all.

• 401(k) plan: Perhaps the most popular type
of retirement plan offered by employers, a
401(k) plan can allow employees to make
both pre- and after-tax (Roth) contributions.
The accounts grow on a tax-deferred basis.
Distributions from pre-tax accounts are taxed
as ordinary income, whereas distributions
from Roth accounts are tax-free as long as
they are qualified. Employee contributions
cannot exceed $18,500 in 2018 ($24,500 for
those 50 and older) or 100% of
compensation, and you, as the employer, can
choose to match a portion of employee
contributions. These plans must pass tests to
ensure they are nondiscriminatory; however,
you can avoid the testing requirements by
adopting a "safe harbor" provision that
requires a set matching contribution based on
one of two formulas. Another way to avoid
testing is by adopting a SIMPLE 401(k) plan.
However, because they are more
complicated than SIMPLE IRAs (described
later in this article), SIMPLE 401(k)s are not
widely utilized.

• Defined benefit (DB) plan: Commonly
known as a traditional pension plan, DB plans
are not as popular as they once were and are
uncommon among small businesses due to
costs and complexities. They promise to pay
employees a set level of benefits during
retirement, based on a formula typically
expressed as a percentage of income. DB
plans generally require an actuary's
expertise.

Total contributions to profit-sharing and 401(k)
plans cannot exceed $55,000 or 100% of
compensation in 2018. With both profit-sharing
and 401(k) plans (except safe-harbor 401(k)
plans), you can impose a vesting schedule that
permits your employees to become entitled to
employer contributions over a period of time.

IRA plans
Unlike qualified plans that must comply with
specific regulations, SEP-IRAs and SIMPLE
IRAs are less complicated and typically less
costly.

• SEP-IRA: A SEP allows you to set up an IRA
for yourself and each of your eligible
employees. Although you contribute the same
percentage of pay for every employee, you're
not required to make contributions every
year. Therefore, you can time your
contributions according to what makes sense
for the business. For 2018, total contributions
(both employer and employee) are limited to
25% of pay up to a maximum of $55,000 for
each employee (including yourself).

• SIMPLE IRA: The SIMPLE IRA allows
employees to contribute up to $12,500 in
2018 on a pre-tax basis. Employees age 50
and older may contribute an additional
$3,000. As the employer, you must either
match your employees' contributions dollar
for dollar up to 3% of compensation, or make
a fixed contribution of 2% of compensation for
every eligible employee. (The 3% contribution
can be reduced to 1% in any two of five
years.)

For the self-employed
In addition to the options noted above, sole
entrepreneurs may consider an individual or
"solo" 401(k) plan. This type of plan is very
similar to a standard 401(k) plan, but because it
applies only to the business owner and his or
her spouse, the regulatory requirements are not
as stringent. It can also have a profit-sharing
feature, which could help you maximize your
tax-advantaged savings potential.

This article is a brief
overview of some of the
retirement plan options
available. The right plan for
you and your business will
depend on a number of
factors. Consider reviewing
IRS Publication 560,
Retirement Plans for Small
Business, and consulting a
financial professional before
making any decisions.

Distributions from pre-tax
accounts and nonqualified
distributions from Roth
accounts will be taxed at
ordinary income tax rates. In
addition, taxable
withdrawals before age 59½
will be subject to a 10%
penalty tax, unless an
exception applies. (For the
definition of a qualified Roth
IRA withdrawal, refer to
chapter 2 of IRS Publication
590-B, Distributions from
Individual Retirement
Arrangements.)

All investing involves risk,
including the possible loss
of principal. There is no
guarantee that working with
a financial professional will
result in investment
success.
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

How can I protect my personal and financial information
from credit fraud and identity theft?
In today's digital world,
massive computer hacks and
data breaches are common
occurrences. And chances

are, your personal or financial information is
now susceptible to being used for credit fraud
or identity theft. If you discover that you are the
victim of either of these crimes, you should
consider placing a credit freeze or fraud alert on
your credit report to protect yourself.

A credit freeze prevents new credit and
accounts from being opened in your name.
Once you obtain a credit freeze, creditors won't
be allowed to access your credit report and
therefore cannot offer new credit. This helps
prevent identity thieves from applying for credit
or opening fraudulent accounts in your name.

To place a credit freeze on your credit report,
you must contact each credit reporting agency
separately either by phone or by filling out an
online form. Keep in mind that a credit freeze is
permanent and stays on your credit report until
you unfreeze it. This is important, because if
you want to apply for credit with a new financial
institution in the future, open a new bank
account, or even apply for a job or rent an

apartment, you will need to "unlock" or "thaw"
the credit freeze with each credit reporting
agency.

A less drastic option is to place a fraud alert on
your credit report. A fraud alert requires
creditors to take extra steps to verify your
identity before extending any existing credit or
issuing new credit in your name. To request a
fraud alert, you only have to contact one of the
three major reporting agencies, and the
information will be passed along to the other
two.

Recently, as part of the Economic Growth,
Regulatory Relief and Consumer Protection Act
of 2018, Congress made several changes to
credit rules that benefit consumers. Under the
new law, consumers are now allowed to
"freeze" and "unfreeze" their credit reports free
of charge at all three of the major credit
reporting bureaus, Equifax, Experian, and
TransUnion. In addition, the law extends initial
fraud alert protection to one full year.
Previously, fraud alerts expired after 90 days
unless they were renewed.
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