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The Tax Cuts and Jobs Act (TCJA) of 2017 sharply raised the standard deduction and placed limits on 
itemized deductions. In particular, no more than $10,000 can be deducted in state and local tax, in-
cluding property tax, (SALT) payments on a single or joint tax return.

As a result, most people will take the standard deduction now and get no tax benefit from their prop-
erty tax payments. Even those who itemize may get little or no tax benefit from their property tax pay-
ments if they also have ample outlays for state and possibly local income tax. The bottom line is that 
property tax payments will be fully or mainly out-of-pocket expenses for most homeowners — and for 
many home buyers — with reduced federal tax savings as an offset.

When the TCJA was passed, some observers predicted that this effective cost increase would signifi-
cantly bring down home prices. 

Example: John and Mary Smith pay $20,000 per year in property tax. Under prior law, they had been in 
a 28% tax bracket, giving them a $5,600 (28% of $20,000) federal tax saving, resulting in a net cost of 
$14,400. If this couple sells their home, under new law the buyer could owe the full $20,000 per year 
in property tax (as there wouldn’t be a tax break to reduce the cost if their state income taxes equal or 
exceed the $10,000 limit, or if they are taking the standard deduction).  This might reduce the home’s 
appeal to buyers, who would offer lower bids than would have been offered in the past.

For sellers

If you are planning to sell a primary residence or second home, be aware that buyers will probably raise 
questions about the ongoing property tax they will incur. You should know the amount you’re paying 
now and the amounts you have paid in the past. If the growth rate has been modest, or if your home is 
taxed less than those in your neighborhood, tell your real estate agent. Then, your agent can use this 
fact as a selling point.

All homeowners, particularly those who plan a sale, should investigate the possibility of reducing their 
property tax bill. You should find out the procedure for obtaining a lower assessment in your communi-
ty and see if you might qualify. Any reduction in annual tax obligation may be worth the effort, resulting 
in increased cash flow today and a potentially higher selling price tomorrow.

For buyers

If you are planning to buy a house, know your tax situation. Will you be taking the standard deduction? 
Will your itemized SALT deductions be capped? Answering these questions will allow you to determine 
whether you will get any tax savings from deducting property tax, so you will know what to expect in 
after-tax costs from a home purchase. If those costs, which are likely to rise in the future, might strain 
your budget, you can drop your bid price or look for another place with lower property taxes.

The new SALT deducTion
LimiTS wiLL AffecT home SALeS
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The state-run charity workaround – Does it work? 

Taxpayers in high tax states may hope that state “workarounds” will effectively preserve SALT tax 
benefits and their housing prices. One tactic has been to create state-run charities to which taxpayers 
can contribute in return for a credit against state income tax. These contributions would get federal tax 
deductions, which generally have much higher caps, instead of deductions for state and local tax pay-
ments, with lower caps.

In response, the IRS issued proposed regulations on this subject on August 23, 2018. Here, the IRS said 
that a taxpayer’s charitable deduction will be reduced if the anticipated state tax credit exceeds 15% of 
the contribution (see the “Trusted Advice” box). The message from the IRS is that the state-run charity 
workaround will not be effective.

  Trusted advice
  Explaining the proposed regulations  
   
   •   For example, suppose Ann Clark contributes $20,000 to a state sponsored 
        health or education charity.
   •   Ann expects to receive a $14,000 state income tax credit (70% of $20,000).
   •   Ann’s state tax credit is greater than 15% of her contribution.
   •   These IRS proposed regulations say that Ann’s charitable deduction will be 
        reduced by $14,000, regardless of when she claims the tax credit.

The mAny uSeS
of Life inSurAnce

Many people think of life insurance as a product for family protection. The life of one or two 
breadwinners is insured; in case of an untimely death, the insurance payout can help with raising 
children and maintaining the current lifestyle.

Once the children can live independently and a surviving spouse is financially secure, insurance 
coverage may be dropped. Such a strategy uses life insurance as a hedge against the risk of lost 
income when that cash flow is vital.

This type of planning is often necessary. That said, life insurance may serve other purposes, including 
some that are not readily apparent.

Final Expenses  

When someone dies, funeral and burial expenses must be paid. In addition, the decedent’s debts 
might need to be paid off, perhaps including substantial end-of-life medical bills, or debt on sizeable 
business or real estate assets.
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Estate Liquidity

High net worth decedents can leave behind a substantial estate tax bill. If the estate doesn’t have the 
cash to pay these taxes, it will be forced to liquidate assets to pay them. This can be a disaster for 
some families, particularly those who own large family businesses or real estate. The absence of estate 
liquidity could force the sale of a home or a family business that has been in the family for generations.

However, a properly designed life insurance policy can help to mitigate these risks. The beneficiary 
can receive a cash inflow in a relatively short time. This could allow a family to pay off debts and taxes 
without being forced to sell family assets.

It’s important to structure the ownership and beneficiary designation of the life insurance policy in 
such a manner that the proceeds are “outside the taxable estate.” This ensures that the life insurance 
proceeds don’t inflate the taxable estate and the resulting estate tax bill. A trust is often used to 
accomplish this.

Balancing acts

Life insurance also can help to treat heirs equally if that is someone’s intention. 

Example 1: Charles Phillips, a widower, owns a successful business in which his older daughter Diane 
has become a key executive. Charles would like to leave the company to Diane, but that would 
exclude his younger daughter Eve, who has other interests. 

Therefore, Charles buys a life insurance policy on his life, payable to Eve. This assured death benefit for 
Eve will help Charles structure his estate plan so that both of his daughters will be treated fairly. 

Life insurance may be especially helpful when one or both spouses has children from a previous 
marriage.

Example 2: Jim Devlin’s estate plan calls for most of his assets to be left in trust for his second wife, 
Robin. At Robin’s death, the trust assets will pass to Jim’s children from his first marriage. Robin is 
younger than Jim, so it could be many years before his children receive a meaningful inheritance.

Again, life insurance can provide an answer. If Jim insures his life and names his children as 
beneficiaries, his children may get an ample amount without having a long wait. 

In both examples above, if high net worth individuals are involved, a trust may be used to ensure that 
the insurance proceeds don’t increase the ultimate estate tax bill.

Funding a Buy-Sell Agreement with Life Insurance

As previously discussed, life insurance can be particularly useful for business owners. Among the 
trigger events of a closely held company buy-sell agreement, death of a co-owner typically is 
included.
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Example: Wendy Young and Victor Thomas both own 50% of YT Corp. They have a buy-sell 
agreement which is triggered upon the death of Wendy or Victor.

Closely held company buy-sells such as the one for YT Corp. often fall into one of two categories:

•  Cross purchase. Wendy will buy Victor’s shares directly 
    from his heirs, or vice versa.
•  Redemption. Here, YT Corp. will buy the decedent’s interest. If 
    Victor is first to die, YT will buy his shares, leaving Wendy as the  
    sole owner.

With either type of buy-sell, a “buy” must be made, and the decedent’s interest in the company 
might be extremely valuable. Therefore, life insurance is often used to provide the funds for the 
buyout.

Example 1: In a cross-purchase arrangement, Wendy will acquire a policy on Victor’s life, and Victor 
will acquire a policy on Wendy’s life. If Victor dies, the insurance payout will go to Wendy, generally 
free of income tax. Wendy can use this money to buy Victor’s interest in YT Corp. from his estate at 
the price set in the buy-sell.

If Victor is the survivor, the process will take place in reverse.

Example 2: In a redemption plan, YT Corp. buys two life insurance policies: one on Wendy and the 
other on Victor. If Victor dies, the death benefit goes to YT, which uses the money to redeem Victor’s 
shares. If Wendy dies first, YT will buy her shares.

Other ways to use life insurance for buy-sells may be suggested depending on the situation. For 
instance, if there are multiple co-owners, a trust might be created and funded by the co-owners, with 
an independent trustee acquiring life insurance policies on those owners’ lives. The taxation of a 
trusteed buy-sell might be more favorable than taxation of a redemption plan.

If your company initiates a buy-sell to be funded with life insurance, make sure to keep the policies 
up to date. If the company’s value grows but the coverage doesn’t increase, the insurance payout 
could be only a fraction of the required purchase price.

Proceed carefully

The life insurance marketplace ranges from term policies to permanent policies (forms of variable, 
universal, or whole life) that have investment accounts with cash value. In some cases, policyholders 
can tap the cash value for tax-free funds while they’re alive. You should exercise caution when 
evaluating any possible purchase of life insurance. Find out what you’ll be paying and what you’ll be 
receiving in return. If you have any questions, we’re here to help!
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whAT’S new AT SiLLer & cohen:  
4Th QuArTer 2018

Speaking Events:

Randy moderated two NYSSCPA Estate Planning Committee meetings. The first centered on new 
developments in qualified pension plans and the second discussed advanced planning ideas for the 
closely held business owner. Both presentations featured prominent attorneys in the greater New 
York City area.

Staff Achievements:

•  We are proud to announce that Nick Strang has passed his Certified Financial
    Planner (CFP) Exam.

•  We are proud to announce that Tyler Wolf has completed his Life, Accident, and
    Health Insurance certification.
 
Personal News:

We would like to congratulate Jeff’s son, Ben Cohen, on his marriage to Ana Torres on 12/8/2018 in 
Antigua, Guatemala.
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