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Salt - it’s not just an Angelina Jolie action film or white thing in a tabletop shaker. For those who were affected by
the changes to the “SALT” or state and local tax deduction now in effect, recent news that a United States District
court has dismissed a lawsuit filed by four states to strike down the $10,000 cap on state and local tax deductions
under the Tax Cuts and Jobs Act (“TCJA”) is not encouraging. While Hawaii was not one of the states participating
in the lawsuit, many residents’ Federal taxes were affected by the cap in 2018.
In years prior to 2018, there was no limit on the amount of state and local taxes (including sales, income and
property taxes) that taxpayers could deduct on their Schedule A. Some taxpayers were subject to reduction in
SALT deductions due to the alternative minimum tax, but most were able to deduct their state and local taxes in
full – generally the largest or second largest deduction for many Hawaii resident taxpayers.
While the Tax Cuts and Jobs Act lowered tax rates and expanded the standard deduction, it slammed the door
on what has been a historically valuable deduction for taxpayers who pay high property taxes and state income
taxes. Because of this, it is important to look carefully at your Federal and State tax withholding and/or estimated
taxes if you were affected by the cap this year. Since Hawaii did not follow the TCJA law changes, Hawaii
taxpayers are fortunate that despite the high income and property tax rates, for the most part the full amount of
SALT is still available as a state itemized deduction.
There are other SALT matters that we should all be aware of - the good, the bad, and the ugly about state and
local taxes. The good news is that the $10,000 limit does not apply to Hawaii income tax filers who itemize their
deductions (and are not otherwise subject to income limitations). Another “good” is that the City and County
of Honolulu still allows attractive real property tax credits/reductions to property tax owners who meet certain
eligibility requirements, as do the counties of Maui, Kauai and Hawaii.
Then, there are the “bad” things about SALT. Up until January 2019, Honolulu was the only county with a
surcharge on General Excise tax. In 2019, while the Honolulu surcharge remained in place at 0.5%, Hawaii County
and Kauai County instituted surcharges of 0.25% and 0.5%, respectively. In addition to the new surcharges, the
State of Hawaii Department of Taxation has moved over to a new tax system and has been sending out notices
with abandon. Some of these notices are pertaining to General Excise tax filings and income tax returns. On
occasion, the notices are (sometimes incorrect) by products of the system migration and appropriate responses
clear up the issue. One issue that these notices are addressing is the non-filing of General Excise (“GE”) and
Transient Accommodations (“TA”) tax returns. It is critical to file required annual GE and TA tax returns when due
– the Hawaii Department of Taxation has broad authority to conduct audit examinations of GE tax.
And finally, the “ugliest” thing about the SALT deduction to come out of the TCJA – we will have seven more years
of the cap unless the Federal law is changed or Hawaii comes up with tax workaround state legislation which
would allow Federal deduction or benefit to offset the effect of the cap.
If you need assistance with tax planning or have questions about how these issues may have affected your real
property tax or income taxes, please consult your tax professional.
With Much Aloha,

Year-End Tax Tips
by Laurie Young-Kagamida, CPA and Tracy Watkins, CPA
It is that time of year again to actively review your
income tax status and implement tax planning
steps, especially if you had some unpleasant
surprises while filing your 2018 income tax return.
Here are some helpful reminders and updates for
2019 including changes enacted by the 2017 Tax
Cuts and Jobs Act (TCJA):
Take Required Minimum Distributions (RMDs)
RMDs must be taken from retirement plans by
December 31 if you are age 70½ or older to avoid
the 50% penalty. If you reached age 70½ in 2019,
you can choose to postpone your RMD until April
1, 2020. However, you will then have two RMDs in
2020: your postponed 2019 RMD and your 2020
RMD. Consider qualified charitable distributions
(QCDs) if you give to charity. Proper planning will
prevent the additional income from being taxed at
a higher rate.
Make Retirement Plan Contributions
Consider maximizing your 401(k), 403(b) or 457
plan contribution by December 31, 2019. The
2019 limit is $19,000 (or $25,000 for ages 50 and
over). IRA contributions for 2019 are due by April
15, 2020 and have a limit of $6,000 (or $7,000 for
ages 50 and over). Ensure you understand the
difference between tax-deferred (Traditional) and
tax-free (Roth) retirement options.
Donate to Charities
Donations made by check must be mailed or
delivered by December 31 to be deducted in
2019. The TCJA increased the limitation on cash
contributions from 50% to 60% of Adjusted
Gross Income (AGI) and Hawaii adopted this
provision. Be sure to see if “bundling” charitable
contributions in alternating years will be of benefit.
Donations by credit card are deductible as of the
date the charge is made, even if you pay your
credit card bill in 2020.
Donating appreciated stock allows you to deduct
the fair market value of the stock without paying

tax on the capital gain. If you are considering stock
donations, contact the charity by early December
to obtain its investment account information, as
this will be needed by your investment advisor.
To check on the deductibility of a donation,
search for the organization using the IRS online
tool Exempt Organizations Select Check at http://
www.irs.gov/Charities-&-Non-Profits/ExemptOrganizations-Select-Check. Another source of
information on many nonprofit organizations is
GuideStar (www.guidestar.org), an organization
whose goal is to provide information and enable
users to make better charitable giving decisions.
The tax law changes increasing the standard
deduction have made the provision allowing
taxpayers age 70 ½ and older to make tax-free
distributions of up to $100,000 from their IRAs
to a qualified charity even more valuable. It
is important to keep the December 31, 2019
deadline for doing a QCD as well as meeting the
deductibility rules for charitable contributions.
Be sure to notify your tax preparer when making
this type of distribution since the 1099-R that will
be issued by the custodian will not have a special
code to indicate the QCD.
Make Tax-free Gifts
Gifts are limited to $15,000 per person in 2019.
Gifts of tuition paid directly to the school and
medical expenses paid directly to a care provider
are not considered gifts for the $15,000 limit. You
can make a tuition or medical gift and still give up
to $15,000 to a recipient without causing a taxable
gift. Gifts exceeding the annual limit that do not
qualify for an education or medical exclusion must
be reported on a gift tax return. Please contact
us if you need assistance preparing your gift tax
return.
Review Your Investment Portfolio
Review your portfolio to determine your capital
gain or loss status. The lower long-term capital
gains tax rates of 15% for federal taxes and
7.25% for Hawaii taxes are still in place for certain
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Year-End Tax Tips (cont’d)
taxpayers in 2019. Selling a losing investment can help offset a capital gain. Deductions for net capital
losses are limited to $3,000 per tax return (or $1,500 if you are married filing separately). Taxpayers in the
10% and 15% tax brackets are subject to a federal tax rate of 0% on qualified dividends and long-term
capital gains.
Adjust Tax Withholdings or Estimates
If you expect to owe Federal or State tax for 2019, consider increasing your tax withholding or increase your
4th quarter estimated tax payment. To avoid underpayment penalties, you must pay the lesser of 90% of
your 2019 tax or 100% (or 110% for higher income taxpayers) of your 2018 tax. Consider paying your 4th
quarter state estimated tax payment before the end of the year, as you may be able to deduct it this year
for Federal or State income tax purposes rather than next year, keeping in mind that the State and Local Tax
(SALT) deduction for Federal purposes is limited to $10,000 under the TCJA. Remember also that Hawaii
limits the state income tax deduction to single or married filing separate filers with federal AGI less than
$100,000 and married filing jointly or qualifying widow(er) filers with federal AGI less than $200,000.
Use Your Flexible Spending Account
The flexible spending account (FSA) annual contribution limit is $2,700 for 2019. Unless your plan allows for
the special $500 carry over of unused funds or grace period option, the use-it-or-lose-it rule applies. Review
your remaining 2019 account balance and medical expenses to determine how much to set aside for your
2020 FSA.
Threshold for Medical Expense Deduction
In 2019, the AGI threshold for itemized medical deductions increased from 7.5% of AGI to 10% for all
taxpayers, regardless of age.
Business Tax Changes
The TCJA lowered the maximum tax rate from 35% to 21% and put in place a valuable 20% deduction for
qualified sole proprietorships, partners of partnerships, and S corporation shareholders. Taxpayers who have
rental income are included in the group of businesses that may be eligible to receive the deduction based
on total taxable income.
Don’t wait for 1099s
Begin gathering your data throughout the year or as early as possible. Collecting updated/current
information will help you get a solid estimate of your 2019 tax liability so that you can make estimated
tax payments or increase your withholding while there is still time to do so. Have as much information
collected by January so that when 1099s arrive, you are ready to file.
Know the differences between Federal and Hawaii tax law
As Hawaii’s tax laws did not conform to all of the Federal changes made in late December 2017 under the Tax
Cuts and Jobs Act, it is important to understand the differences in planning for your Hawaii taxes.
For daily tax news updates, please visit our website: http://www.cpasofhawaii.com/
If you are interested in becoming a client of Sterling & Tucker, Inc. (CPAs), please call Cristell Juan, our Tax
Paraprofessional, at (808) 791-9953 to schedule an appointment.
In mid-January 2020, we are mailing the 2019 tax organizers for Sterling & Tucker tax clients and contacting
everyone using the online organizers with your online access information. Please help us to be greener and
save some trees by considering the online organizer for your 2019 tax information. Contact Cristell Juan by
December 31 to request an online organizer.
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Financial Matters
New Thinking on Tax Savings From Charitable Gifts
Most people who give to charity will do so even if
they don’t get a tax deduction. However, most people
appreciate getting a tax benefit for giving and want
to know how. That is the subject of this article, and its
relevance stems from the tax reforms effective starting
with the tax year 2018.
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The tax reforms did not eliminate any deduction for charitable giving with the exception of some involving
choice seats to athletic events. However, the reforms did increase the standard deduction and they did
decrease itemized deductions, which combined will cause many to lose part or all of the tax benefit from
charitable giving that they had before 2018.
The standard deduction ensures that people who have very low total income pay no tax because everyone
gets at least this one standard deduction against taxable income. The current and former standard
deductions compare as follows:
				Before 2018
Now
Married filing jointly		
$12,700		
$24,000
Head of household		
$ 6,350		
$12,000
Single				$ 9,350		$18,000
Itemized deductions shelter more income from taxation if, in total, they exceed the standard deduction.
They also incentivize certain behavior – less so now that the deductions have been reduced. Here are the 6
types of itemized deductions, the incentive, and the impact of tax reform:
Deduction type		
Medical Expenses		
State taxes			
Mortgage Interest		
Charitable donations
Casualty & Theft		
Job & Misc. Itemized

Incentive/Rationale		
Enhance affordability 		
Avoid double taxation
Home purchase			
Support non-profits		
Government Sympathy?
Miscellaneous			

Effect of Tax Reform
Reduced benefit
Reduced benefit
Reduced benefit
Increased ceiling
None except in Federally declared disasters
Virtually eliminated

As a result of the increased ceiling on itemized deductions, the most that you can deduct is now 60% of
your adjusted gross income - up from 50%. If you fall into this group, and most do not, chances are you will
likely still benefit from itemizing.
Hawaii residents who are working and paying a mortgage will likely itemize but will stop when the
mortgage is paid off and they retire. This is the age bracket during which charitable giving is most
affordable and a tax benefit would help to advance philanthropic wishes, but as a result of tax reform it is
the age bracket least likely to produce a tax savings from itemizing.
Continued on Page 6
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Financial (cont’d)
Compare your tax return for 2017 with your tax return for 2018 and you may find that you itemized in 2017
but not in 2018. If so, and for many it’s true, then evaluate whether one of the following three techniques
would help you get a tax benefit from your gifts to charity. Each of them requires that you master a slightly
new routine, but it might be worth your time and it will get easier after the first year. Your charity will likely
be able to help you. Regardless of how you give, be sure that you receive and retain an acknowledgement of
your gifts to charity to support your tax deduction.
1. Give Appreciated Property to Charity
This method of giving reduces your taxes because it reduces your income rather than increase your
deductions. This is also true of Qualified Charitable Distributions (#3 below).
Cash donations are the norm. Consider giving appreciated stocks, mutual funds or other property instead
of cash. If you have appreciated stocks or other property and you sell them, then you will owe tax on the
gain and the charity will only receive the net proceeds. To avoid paying tax on the gain, gift the stocks to
charity. The charity will sell the stocks and the charity will owe no tax because charities are exempt from tax.
You will get a charitable deduction equal to the market value of the stock at the date of the gift, effectively
increasing your deduction by the tax that you would otherwise have to pay.
2. Bunch Up Donations
This technique works especially for taxpayers whose itemized deductions including donations total up to
the standard deduction, such as a married couple whose itemized deductions total $24,100, or a single
person with a total of $12,100. The married couple would get $24,000 and the single person $12,000 with or
without having made a gift to charity, so the donation did not reduce their tax except to the extent of the
$100 overage.
Let’s assume that the total included a $10,000 donation for the married couple and a $5,000 donation for the
singleton, and every year they donate that much. Now every year they will get no tax benefit...unless they
change their giving method.
Bunching the deduction means, for example, that the couple gives $30,000 in year 1 and singleton gives
$15000 in year 1, and then they skip donating in years 2 and 3, and repeat this process starting in year 4.
There are two objections to this, and one can be overcome more easily than the other.
The objection that is more difficult to overcome is that you do not have enough cash in year 1 for a $30,000
commitment. The solution is to save up in year 1 and 2 and give the total in year 3.
The objection easier to overcome is that you prefer to give every year rather than once every 3 years. This
problem is easily overcome by simply depositing the total $30,000/$15,000 in what is known as a Donor
Advised Fund (DAF). Essentially, you open a special checking account at institutions that offer them, such as
Charles Schwab, and deposit $30,000/$15,000 into the account. Then, over the next three years, make your
donations by writing checks from this account. Your deposit in year 1 qualifies you for a $30,000/$15,000
deduction in year 1, and you will get no deduction in years 2 and 3. The total deductions for the married
couple for the three year period compare as follows:
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Financial (cont’d)
Year

Deduction Without DAF
Deduction With DAF		
			
1		
$24,100		
$44,100		
2		
$24,100		
$24,000		
3		
$24,100		
$24,000		
Net benefit							
Tax savings at 20% tax rate					

Difference
plus $20,000
minus $100
minus $100
$19,800
$3,960

3. Qualified Charitable Distributions (QCD)
If you are over the age of 70 ½ and if you have savings in IRAs, then you must be taking required minimum
distributions (RMD) and you qualify to make Qualified Charitable Distributions instead. You simply
instruct your IRA custodian to make a check out to your intended charity, and the custodian will deliver a
check to you made out to the charity and you deliver the check to the charity. These distributions count
toward your RMD. You can direct up to $100,000 of your RMD to charity. You can direct distributions to
more than one charity, but this option does not work well for small donations as your custodian probably
has minimums below which it will not go – a Donor Advised Fund is better for small donations.
The distribution is not subject to income tax and although you don’t get a charitable deduction, you
usually come out ahead by not having included the distribution in income instead of receiving a
deduction. Not only will it lower your tax, it might also help you avoid taxation of your social security
benefits, avoid increases in your Medicare premium that are based on your adjusted gross income, and
avoid phase out of other tax benefits that are based on your adjusted gross income.

Fish & Fries (low salt)

Directions:
1) Preheat oven to 425°. Peel and cut potatoes
lengthwise into 1/2 inch thick slices; cut slices into
1/2 inch thick sticks.

Ingredients for Fries:
1 lb potatoes
2 tablespoons olive oil
1/4 teaspoon pepper
2) In a large bowl, toss potatoes with oil and pepper.
Sea Salt or Mrs. Dash (optional) Transfer to a 15x10x1 inch baking pan coated with
cooking spray. Bake, uncovered, 25-30 minutes or
Ingredients for Fish:
until golden brown and crisp, stirring once.
1/3 cup all-purpose flour
1/4 teaspoon pepper
3) Meanwhile, in a shallow bowl, mix flour and pepper.
1 large egg
In another shallow bowl, whisk egg with water. In a
2 tablespoons water
third bowl, toss cornflakes with cheese and cayenne.
2/3 cup crushed cornflakes
Dip fish in flour mixture to coat both sides; shake off
1 tablespoon Parmesan cheese
excess. Dip in egg mixture, then in cornflake mixture,
1/8 teaspoon cayenne pepper
patting to help coating adhere.
1 pound haddock or cod fillets
4) Place on baking sheet coated with cooking spray.
Tartar sauce, optional
Bake 10-12 minutes or until fish just begins to flake
Taste of Home (2018. January 1). Fish and
easily with a fork. Serve with potatoes and if deFries. Retrieved from https://www.tasteofsired, tartar sauce.
home.com/recipes/fish-and-fries/
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