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FROM
STEPHEN CHAFFIN

It’s Christmas Eve as I write this
intro for the first Directions of 2020.
As I look back on 2019, it has been a
blessed year. Not because stocks
are high but because family is
healthy, friendships are more
cherished and, at 62, I see things
differently than I did at 26. Thank
you all for blessing us with your trust
and your friendship. We at Smith
Capital look forward to a rewarding
and blessed 2020, no matter what
stocks do! Happy New Year!!!

DIRECTIONS FOR LIFE

For through wisdom your days will
be many, and years will be added to
your life.

Proverbs 9:11

The Tax Cuts and
Jobs Act roughly
doubled the
standard deduction
($12,200 for single
filers and $24,400
for married
taxpayers filing
jointly in 2019) and
indexed it for
inflation through

2025. As a result, far fewer taxpayers will
itemize deductions on their tax returns, and
some people may be disappointed that they no
longer benefit from writing off their donations.

If you are 70½ or older, you can use a qualified
charitable distribution (QCD) to donate from
your IRA and get a tax break, whether you
itemize or not. Not coincidentally, this is the
same age you must begin taking annual
required minimum distributions (RMDs), which
are normally taxed as ordinary income, or face
a 50% penalty on the amount that should have
been withdrawn.

QCDs satisfy all or part of any RMDs that you
would otherwise have to take from your IRA.
Better yet, QCDs are excluded from your
income, so they help lower your adjusted gross
income (AGI) as well.

How QCDs work
The IRA custodian must issue a check made
out to a qualified public charity (not a private
foundation, donor-advised fund, or supporting
organization). In some cases, the IRA
custodian may provide a checkbook from which
you can write checks to chosen charities. Be
aware that any check you write will count as a
QCD for the year in which it is cashed by the
charity, whereas a check from the custodian
counts for the year in which it is issued.

You can take an RMD any time during the year
you turn 70½, but you must wait until after you
are 70½ to make a QCD. The QCD exclusion is
limited to $100,000 per year. If you're married,
your spouse can also contribute up to $100,000

from his or her IRA. You cannot deduct a QCD
as a charitable contribution on your federal
income tax return — that would be
double-dipping.

A QCD must be an otherwise taxable
distribution from your IRA. If you've made
nondeductible contributions, then each
distribution normally carries with it a pro-rata
amount of taxable and nontaxable dollars. With
QCDs, the pro-rata rule is ignored, and taxable
dollars are treated as distributed first.

Tax perks for givers
If you no longer itemize, you could reduce your
tax bill by donating with QCDs from your IRA
instead of writing checks from your standard
checking account. And if you still itemize, QCDs
might prove more valuable than tax deductions.
That's because they can help address tax
issues that might be triggered by income from
RMDs.

For example, an itemized deduction reduces
your taxable income by the amount of the
charitable gift, but it does not reduce your
adjusted gross income. This is a key distinction
because the 3.8% tax on net investment
income, Medicare premium costs, taxes on
Social Security benefits, and some tax credits
are based on AGI.

Also, charitable giving can typically be
deducted only if it is less than 60% of your
adjusted gross income. But with QCDs, you
may be able to give more than 60% of your AGI
and exclude the entire amount (up to the
$100,000 cap) from your taxable income.

Time for a rollover?
Qualified charitable distributions are available
from traditional IRAs, Roth IRAs (with taxable
amounts), and inactive SIMPLE or SEP IRAs,
but they are not allowed from employer
retirement plans such as 401(k)s and 403(b)s.
Thus, you might consider rolling funds from an
employer plan to an IRA if you want to take
advantage of a giving strategy that involves
QCDs.
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Key Retirement and Tax Numbers for 2020
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 2020.

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

and most 457 plans can defer up to $19,500
in compensation in 2020 (up from $19,000 in
2019); employees age 50 and older can defer
up to an additional $6,500 in 2020 (up from
$6,000 in 2019).

• Employees participating in a SIMPLE
retirement plan can defer up to $13,500 in
2020 (up from $13,000 in 2019), and
employees age 50 and older can defer up to
an additional $3,000 in 2020 (the same as in
2019).

IRAs
The combined annual limit on contributions to
traditional and Roth IRAs is $6,000 in 2020 (the
same as in 2019), 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 phases out for the following
modified adjusted gross income (MAGI) ranges:

2019 2020

Single/head
of household
(HOH)

$64,000 -
$74,000

$65,000 -
$75,000

Married filing
jointly (MFJ)

$103,000 -
$123,000

$104,000 -
$124,000

Married filing
separately
(MFS)

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

Note: The 2020 phaseout range is $196,000 -
$206,000 (up from $193,000 - $203,000 in
2019) 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 adjusted gross income phaseout
ranges for individuals to make contributions to a
Roth IRA are:

2019 2020

Single/HOH $122,000 -
$137,000

$124,000 -
$139,000

MFJ $193,000 -
$203,000

$196,000 -
$206,000

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

Estate and gift tax
• The annual gift tax exclusion for 2020 is

$15,000, the same as in 2019.
• The gift and estate tax basic exclusion

amount for 2020 is $11,580,000, up from
$11,400,000 in 2019.

Kiddie tax
Under the kiddie tax rules, unearned income
above $2,200 in 2020 (the same as in 2019) 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

2019 2020

Single $12,200 $12,400

HOH $18,350 $18,650

MFJ $24,400 $24,800

MFS $12,200 $12,400

Note: The additional standard deduction
amount for the blind or aged (age 65 or older)
in 2020 is $1,650 (the same as in 2019) for
single/HOH or $1,300 (the same as in 2019) for
all other filing statuses. Special rules apply if
you can be claimed as a dependent by another
taxpayer.

Alternative minimum tax (AMT)

2019 2020

Maximum AMT exemption amount

Single/HOH $71,700 $72,900

MFJ $111,700 $113,400

MFS $55,850 $56,700

Exemption phaseout threshold

Single/HOH $510,300 $518,400

MFJ $1,020,600 $1,036,800

MFS $510,300 $518,400

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

MFS $97,400 $98,950

All others $194,800 $197,900

*Alternative minimum taxable income
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For College Savings, 529 Plans Are Hard to Beat
Raising kids is hard enough, so why not make
things easier for yourself when it comes to
saving for college? Ideally, you want a savings
vehicle that doesn't impose arbitrary income
limits on eligibility; lets you contribute a little or
a lot, depending on what else happens to be
going on financially in your life at the moment;
lets you set up automatic, recurring
contributions from your checking account so
you can put your savings effort on autopilot;
and offers the potential to stay ahead of college
inflation, which has been averaging 3% to 4%
per year.1 Oh, and some tax benefits would be
really nice, too, so all your available dollars can
go to college and not Uncle Sam. Can you find
all of these things in one college savings
option? Yes, you can: in a 529 plan.

Benefits
529 college savings plans offer a unique
combination of features that are hard to beat
when it comes to saving for college, so it's no
surprise why assets in these plans have grown
steadily since their creation over 20 years ago.

Eligibility. People of all income levels can
contribute to a 529 plan — there are no
restrictions based on income (unlike Coverdell
accounts, U.S. savings bonds, and Roth IRAs).

Ease of opening and managing account. It's
relatively easy to open a 529 account, set up
automatic monthly contributions, and manage
your account online. For example, you can
increase or decrease the amount and
frequency of your contributions (e.g., monthly,
quarterly), change the beneficiary, change your
investment options, and track your investment
returns and overall progress online with the
click of a mouse.

Contributions. 529 plans have high lifetime
contribution limits, generally $350,000 and up.
(529 plans are offered by individual states, and
the exact limit depends on the state.) Also, 529
plans offer a unique gifting feature that allows
lump-sum gifts up to five times the annual gift
tax exclusion — in 2020, this amount is up to
$75,000 for individual gifts and up to $150,000
for joint gifts — with the potential to avoid gift tax
if certain requirements are met. This can be a
very useful estate planning tool for
grandparents who want to help pay for their
grandchildren's college education in a
tax-efficient manner.

Tax benefits. The main benefit of 529 plans is
the tax treatment of contributions. First, as you
save money in a 529 college savings plan
(hopefully every month!), any earnings are tax
deferred, which means you don't pay taxes on
the earnings each year as you would with a
regular investment account. Then, at college

time, any funds used to pay the beneficiary's
qualified education expenses — including tuition,
fees, room, board, books, and a computer — are
completely tax-free at the federal level. This
means every dollar is available for college.
States generally follow this tax treatment, and
many states also offer an income tax deduction
for 529 plan contributions.

Drawbacks
But 529 plans have some potential drawbacks.

Tax implications for funds not used for
qualified expenses. If you use 529 plans funds
for any reason other than the beneficiary's
qualified education expenses, earnings are
subject to income tax (at your rate) and a 10%
federal penalty tax.

Restricted ability to change investment
options on existing contributions. When you
open a 529 college savings plan account,
you're limited to the investment options offered
by the plan. Most plans offer a range of static
and age-based portfolios (where the underlying
investments automatically become more
conservative as the beneficiary gets closer to
college) with different levels of risk, fees, and
management objectives. If you're unhappy with
the market performance of the option(s) you've
chosen, you can generally change the
investment options for your future contributions
at any time. But under federal law, you can
change the options for your existing
contributions only twice per year. This rule may
restrict your ability to respond to changing
market conditions, so you'll need to consider
any investment changes carefully.

Getting started
529 college savings plans are offered by
individual states (but managed by financial
institutions selected by the state), and you can
join any state's plan. To open an account,
select a plan and complete an application,
where you will name an account owner
(typically a parent or grandparent) and
beneficiary (there can be only one); choose
your investment options; and set up automatic
contributions if you choose. You are then ready
to go. It's common to open an account with your
own state's 529 plan, but there may be reasons
to consider another state's plan; for example,
the reputation of the financial institution
managing the plan, the plan's investment
options, historical investment performance,
fees, customer service, website usability, and
so on. You can research state plans at the
College Savings Plans Network.
1 College Board, Trends in College Pricing,
2014-2018

529 plan assets reach $353
billion

As of June 2019, assets in 529
plans reached $353 billion —
$328 billion (93%) in college
savings plans and $25 billion
(7%) in prepaid tuition plans.

Source: Strategic Insight, 529
Data Highlights, 2Q 2019

Note: Investors should
consider the investment
objectives, risks, charges, and
expenses associated with 529
plans before investing. More
information is available in each
issuer's official statement and
applicable prospectuses, which
contain this and other
information about the
investment options, underlying
investments, and investment
company, and should be read
carefully before investing. Also
consider whether your state
offers a 529 plan that provides
residents with favorable state
tax benefits and other benefits,
such as financial aid,
scholarship funds, and
protection from creditors. As
with other investments, there
are generally fees and
expenses associated with
participation in a 529 plan.
There is also the risk that the
investments may lose money
or not perform well enough to
cover college costs as
anticipated.
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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 River Bluff
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

Could you survive a no-spend month?
Would you take on a 30-day
challenge to spend money
only on necessities such as
rent, utilities, and groceries?
During a no-spend month,

many common activities — including dining out,
buying movie or concert tickets, and shopping
for clothes — are avoided at all costs.

The idea behind a 30-day challenge is that the
time period is just long enough to help change
bad habits without seeming intolerable. If
frugality isn't normally your forte, closely
scrutinizing your spending could reap hundreds
of dollars in savings. More important, it could
help identify ways you might be wasting money
on a regular basis.

Start by setting a positive goal for the money.
Will you use the extra savings to pay down
credit card debt or build up your emergency
fund?

Here are some other ways to prepare for a
successful challenge.

Time it right. Periods that include major
holidays, planned vacations from work, and
family birthdays are probably not the best for
taking on this type of household experiment.

On the other hand, it could be ideal to begin the
new year with a "fiscal fast."

Establish rules. Take your fixed expenses
(i.e., rent/mortgage, utilities, phone bill,
insurance payments) into account when
planning your no-spend month. Evaluate your
typical monthly discretionary spending to figure
out where you can reduce or eliminate your
spending for the month.

Plan to break patterns. Fill up your freezer
and pantry with groceries and collect ideas for
easy homemade meals. Steer clear of your
personal spending triggers, which could mean
staying off the Internet or waiting until later to
meet up with friends who are big spenders.

Seek out free and fun entertainment. You
don't have to stay home for an entire month.
Spend the day visiting a public park or beach,
or look for free concerts, outdoor movies, art
festivals, workshops, and other special events
hosted by community groups.

Stay focused. When you get tempted to
spend, remember your goal for the money
you've saved. Keep a record of your progress
to have a tangible reminder that your efforts will
pay off.
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