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Four Ways to Double the Power of Your Tax Refund
Strategic Wealth Advisors

The IRS expects that
more than 70% of
taxpayers will receive
a refund in 2017.¹
What you do with a
tax refund is up to
you, but here are
some ideas that may
make your refund
twice as valuable.
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accounts include savings and checking
accounts, as well as IRAs (except SIMPLE
IRAs), Coverdell Education Savings Accounts,
health savings accounts, Archer MSAs, and
TreasuryDirect® online accounts. To split your
refund, you'll need to fill out IRS Form 8888
when you file your federal return.

Double down on your debt

Using your refund to pay down credit card debt
or a loan with a high interest rate could enable
you to pay it off early and save on interest
Perhaps you'd like to use your tax refund to
charges. The time and money you'll save
start an education fund for your children or
depend on your balance, the interest rate, and
grandchildren, contribute to a retirement
other factors such as your monthly payment.
savings account for yourself, or save for a rainy Here's a hypothetical example. Let's say you
day. A financial concept known as the Rule of
have a personal loan with an $8,000 balance, a
72 can give you a rough estimate of how long it 12% fixed interest rate, and a 24-month
might take to double what you initially save.
repayment term. Your fixed monthly payment is
Simply divide 72 by the annual rate you hope
$380. If you were to put a $4,000 refund toward
that your money will earn. For example, if you
paying down your principal balance, you would
invest your tax refund and it earns a 6%
be able to pay off your loan in 12 months and
average annual rate of return, your investment save $780 in interest charges over the
might double in approximately 12 years (72
remaining loan term. Check the terms of any
divided by 6 equals 12).
loan you want to prepay, though, to make sure
that no prepayment penalty applies.
This hypothetical example of mathematical
compounding is used for illustrative purposes
Be twice as nice to others
only and does not represent the performance of
Giving to charity has its own rewards, but Uncle
any specific investment. Fees, expenses, and
taxes are not considered and would reduce the Sam may also reward you for gifts you make
now when you file your taxes next year. If you
performance shown if they were included.
itemize, you may be able to deduct
Split your refund in two
contributions made to a qualified charity. You
can also help your favorite charity or nonprofit
If stashing your refund away in a savings
reap double rewards by finding out whether
account or using it to pay bills sounds
your gift qualifies for a match. With a matching
unappealing, go ahead and splurge on
gift program, individuals, corporations,
something for yourself. But remember, you
foundations, and employers offer to match gifts
don't necessarily have to spend it all. Instead,
the charitable organization receives, usually on
you could put half of it toward something
practical and spend the other half on something a dollar-for-dollar basis. Terms and conditions
apply, so contact the charitable organization or
fun.
your employer's human resources department
The IRS makes splitting your refund easy.
to find out more about available matching gift
When you file your income taxes and choose
programs.
direct deposit for your refund, you can decide to
¹IR-2017-01, irs.gov
have it deposited among two or even three
accounts, in any proportion you want. Qualified

Double your savings

April 18th marked the official "end" of
tax season. With that behind us (at
least for those of us who didn't
extend), The SWA Team kindly
requests that all of our advisory
clients send us a copy of their 2016
Federal and state income tax returns
(including all schedules). We use
your returns to monitor a number of
parameters such as taxable income,
deductions, marginal and average
income tax brackets, capital loss
carry forwards, net operating losses,
taxable Social Security benefits, and
more. This information may be used
to update financial projections and
make investment and financial
planning decisions. We prefer
electronic copies of returns but hard
copies will work as well. Please
contact us with any questions.
Until May...
April 2017
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Tax Benefits of Homeownership
Buying a home can be a major expenditure.
Fortunately, federal tax benefits are available to
make homeownership more affordable and less
expensive. There may also be tax benefits
under state law.

Mortgage interest deduction
One of the most important tax benefits of
owning a home is that you may be able to
deduct any mortgage interest you pay. If you
itemize deductions on your federal income tax
return, you can deduct the interest you pay on a
loan used to buy, build, or improve your home,
provided that the loan is secured by your home.
Up to $1 million of such "home acquisition debt"
($500,000 if you're married and file separately)
qualifies for the interest deduction.
Limit on deductions
You are subject to a limit on
certain itemized deductions if
your adjusted gross income
exceeds $261,500 for single
taxpayers, $313,800 for
married taxpayers filing jointly,
$156,900 for married taxpayers
filing separately, and $287,650
for head of household
taxpayers. This limit does not
apply for alternative minimum
tax purposes, however.

your principal residence, however, you may be
able to deduct the points in full in the year paid.
Otherwise, closing costs are nondeductible.
They can, however, increase the tax basis of
your home, which in turn can lower your taxable
gain when you sell the property.

Home improvements
Home improvements (unless medically
required) are nondeductible. Improvements,
though, can increase the tax basis of your
home, which in turn can lower your taxable gain
when you sell the property.

Capital gain exclusion

If you sell your principal residence at a loss,
you can't deduct the loss on your tax return. If
you sell your principal residence at a gain, you
You may also be able to deduct interest you
may be able to exclude some or all of the gain
pay on certain home equity loans or lines of
credit secured by your home. Up to $100,000 of from federal income tax.
such "home equity debt" (or $50,000 if your
Capital gain (or loss) on the sale of your
filing status is married filing separately) qualifies principal residence equals the sale price of your
for the interest deduction. The interest you pay home minus your adjusted basis in the
on home equity debt is generally deductible
property. Your adjusted basis is typically the
regardless of how you use the loan proceeds.
cost of the property (i.e., what you paid for it
For alternative minimum tax purposes,
initially) plus amounts paid for capital
however, interest on home equity debt is
improvements.
deductible only for debt used to buy, build, or
If you meet all requirements, you can exclude
improve your home.
from federal income tax up to $250,000
Deduction for real estate property taxes ($500,000 if you're married and file a joint
return) of any capital gain that results from the
If you itemize deductions on your federal
sale of your principal residence. Anything over
income tax return, you can generally deduct
those limits may be subject to tax (at favorable
real estate taxes you pay on property that you
long-term capital gains tax rates). In general,
own. For alternative minimum tax purposes,
however, no deduction is allowed for state and this exclusion can be used only once every two
local taxes, including real estate property taxes. years. To qualify for the exclusion, you must
have owned and used the home as your
Points and closing costs
principal residence for a total of two out of the
five years before the sale.
When you take out a loan to buy a home, or
when you refinance an existing loan on your
What if you fail to meet the two-out-of-five-year
home, you'll probably be charged closing costs. rule? Or you used the capital gain exclusion
These may include points, as well as attorney's within the past two years with respect to a
fees, recording fees, title search fees, appraisal different principal residence? You may still be
fees, and loan or document preparation and
able to exclude part of your gain if your home
processing fees. Points are typically charged to sale was due to a change in place of
reduce the interest rate for the loan.
employment, health reasons, or certain other
unforeseen circumstances. In such a case,
When you buy your main home, you may be
able to deduct points in full in the year you pay exclusion of the gain may be prorated.
them if you itemize deductions and meet certain Other considerations
requirements. You may even be able to deduct
It's important to note that special rules apply in
points that the seller pays for you.
a number of circumstances, including situations
Refinanced loans are treated differently.
in which you maintain a home office for tax
Generally, points that you pay on a refinanced purposes or otherwise use your home for
loan are not deductible in full in the year you
business or rental purposes.
pay them. Instead, they're deducted ratably
over the life of the loan. In other words, you can
deduct a certain portion of the points each year.
If the loan is used to make improvements to
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Is It Wise to Trade Your Pension for a Lump Sum?

About 41 million people are
participants (active, retired,
or separated vested) of
PBGC-insured corporate
pension plans.
Source: Congressional
Budget Office, 2016

Most private employers have already replaced
traditional pensions, which promise lifetime
income payments in retirement, with defined
contribution plans such as 401(k)s. But 15% of
private-sector workers and 75% of state and
local government workers still participate in
traditional pensions.1 Altogether, 35% of
workers say they (and/or their spouse) have
pension benefits with a current or former
employer.2

In addition, companies might not include the
value of subsidies for early retirement or
spousal benefits in lump-sum calculations.4
The latter could be a major disadvantage for
married participants, because a healthy
65-year-old couple has about a 73% chance
that one spouse will live until at least 90.5

Individuals who opt for a lump-sum payout must
then make critical investment and withdrawal
decisions, and determine for themselves how
much risk to take in the financial markets. The
resulting income is often not enough to replace
the pension income given up, unless the
investor can tolerate exposure to stock market
risk and is able to achieve solid returns over
time.

tempting, but cashing in a pension could have
costly repercussions for your retirement. It's
important to have a long-term perspective and
an understanding of the tradeoffs when a
lump-sum option is on the table.

Gender is not considered when calculating
lump sums, so a pension's lifetime income may
be even more valuable for women, who tend to
live longer than men and would have a greater
chance of outliving their savings.

5

When a lump sum might make sense

A lump-sum payment could benefit a person in
poor health or provide financial relief for a
Many pension plan participants have the option
household with little cash in the bank for
to take their money in a lump sum when they
emergencies. But keep in mind that pension
retire. And since 2012, an increasing number of
payments (monthly or lump sum) are taxed in
large corporate pensions have been
the year they are received, and cashing out a
implementing "lump-sum windows" during
pension before age 59½ may trigger a 10%
which vested former employees have a limited
federal tax penalty.6 Rolling the lump sum into
amount of time (typically 30 to 90 days) to
a traditional IRA postpones taxes until
accept or decline buyout offers.3 (Lump-sum
withdrawals are taken later in retirement.
offers to retirees already receiving pension
Someone who expects to live comfortably on
benefits are no longer allowed.)
other sources of retirement income might also
By shrinking the size of a pension plan, the
welcome a buyout offer. Pension payments end
company can reduce the associated risks and
when the plan participant (or a surviving
costs, and limit the impact of future retirement
spouse) dies, but funds preserved in an IRA
obligations on current financial performance.
could be passed down to heirs.
However, what's good for a corporation's
IRA distributions are also taxed as ordinary
bottom line may or may not be in the best
interests of plan participants and their families. income, and withdrawals taken prior to age
59½ may be subject to the 10% federal tax
For many workers, there may be mathematical
penalty, with certain exceptions. Annual
and psychological advantages to keeping the
minimum distributions are required starting in
pension. On the other hand, a lump sum could
the year the account owner reaches age 70½.
provide financial flexibility that may benefit
It may also be important to consider the health
some families.
of the company's pension plan, especially for
Weigh risks before letting go
plans that don't purchase annuity contracts.
A lump-sum payout transfers the risks
The "funded status" is a measure of plan assets
associated with investment performance and
and liabilities that must be reported annually; a
longevity from the pension plan sponsor to the plan funded at 80% or less may be struggling.
participant. The lump-sum amount is the
Most corporate pensions are backstopped by
discounted present value of an employee's
the Pension Benefit Guaranty Corporation
future pension, set by an IRS formula based on (PBGC), but retirees could lose a portion of the
current bond interest rates and average life
"promised" benefits if their plan fails.
expectancies.
The prospect of a large check might be

1

U.S. Bureau of Labor Statistics, 2016

2

Employee Benefit Research Institute, 2016

3, 4

The Wall Street Journal, June 5, 2015

Society of Actuaries, 2017
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The penalty doesn't apply to employees who retire
during or after the year they turn 55 (50 for qualified
public safety employees).
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IMPORTANT DISCLOSURES
The information presented here is
not specific to any individual's
personal circumstances.
To the extent that this material
concerns tax matters, it is not
intended or written to be used, and
cannot be used, by a taxpayer for
the purpose of avoiding penalties
that may be imposed by law. Each
taxpayer should seek independent
advice from a tax professional
based on his or her individual
circumstances.
These materials are provided for
general information and
educational purposes based upon
publicly available information from
sources believed to be reliable—we
cannot assure the accuracy or
completeness of these materials.
The information in these materials
may change at any time and
without notice.

What are some tips for creating a home inventory?
Imagine having to remember
and describe every item in
your home, especially after
you've been the victim of a
fire, theft, or natural disaster.
Rather than relying on your memory, you may
want to prepare a home inventory — a detailed
record of all your personal property. This record
can help substantiate an insurance claim,
support a police report when items are stolen,
or prove a loss to the IRS. Here are some tips
to get started.

example, include purchase dates, estimated
values, and serial and model numbers. If
possible, locate receipts to support the cost of
big-ticket items and attach copies of appraisals
for valuables such as antiques, collectibles, and
jewelry.

Keep it safe. In addition to keeping a copy of
your inventory in your home where you can
easily access it, store a copy elsewhere to
protect it in the event that your home is
damaged by a flood, fire, or other disaster. This
might mean putting it in a safe deposit box,
Tour your property. A simple way to complete giving it to a trusted friend or family member for
your inventory is to make a visual record of
safekeeping, or storing it on an external storage
your belongings. Take a video of the contents
device that you can take with you or on a
of each room in your home and spaces where
cloud-based service that provides easy and
you have items stored, such as a basement,
secure access.
cellar, garage, or shed. Be sure to open
Update it periodically. When you obtain a
cabinets, closets, and drawers, and pay special valuable or important item, add it to your
attention to valuable and hard-to-replace items. inventory as soon as possible. Review your
You can also use the tried-and-true low-tech
home inventory at least once a year for
method of writing everything down in a
accuracy. You can also share it annually with
notebook, or use a combination approach.
your insurance agent or representative to help
Mobile inventory apps and software programs
determine whether your policy coverages and
are available to guide you through the process. limits are still adequate.
Be thorough. Your home inventory should
provide as many details as possible. For

What happens to my property if I die without a will?
If you die without a will, your
property will generally pass
according to state law (under
the rules for intestate
succession). When this
happens, the state essentially makes a will for
you. State laws specify how your property will
pass, typically in certain proportions to various
persons related to you. The specifics, however,
vary from state to state.
Most state laws favor spouses and children
first. For example, a typical state law might
specify that your property pass one-half or
one-third to your surviving spouse, with the
remainder passing equally to all your children. If
you don't have children, in many states your
spouse might inherit all of your property; in
other states, your spouse might have to share
the property with your brothers and sisters or
parents.
But not all property is transferred by will or
intestate succession. Regardless of whether
you have a will, some property passes
automatically to a joint owner or to a designated
beneficiary. For example, you can transfer
property such as IRAs, retirement plan benefits,

and life insurance by naming a beneficiary.
Property that you own jointly with right of
survivorship will pass automatically to the
surviving owners at your death. Property held in
trust will pass to your beneficiaries according to
the terms you set out in the trust.
Only property that is not transferred by
beneficiary designation, joint ownership, will, or
trust passes according to intestate succession.
You should generally use beneficiary
designations, joint ownership, wills, and trusts
to control the disposition of your property so
that you, rather than the state, determine who
receives the benefit of your property.
Even if it seems that all your property will be
transferred by beneficiary designation, joint
ownership, or trust, you should still generally
have a will. You can designate in the will who
will receive any property that slips through the
cracks.
And, of course, you can do other things in a will
as well, such as name the executor of your
estate to carry out your wishes as specified in
the will, or name a guardian for your minor
children.
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