
January/February 2020        Vol. 125Serving Oahu, Maui and Hawaii Island residents since 1991.

Aloha and Happy New Year! 2020 will most likely 
bring changes for all of us.  It will also bring changes 
to the Medicaid and Veterans Affairs (VA) long-term 
care benefits eligibility requirements. I will attempt 
to provide a very brief summary of those changes.  
For more information you should contact the state of 
Hawaii Department of Human Services or the office of 
Veterans Affairs.

As most of you know Medicaid is a needs based 
government program. The Medicaid Fee-For-Service 
Program provides coverage of long-term care 
services to eligible recipients. Long-term care services 
covered are nursing home level services provided in 
a Medicaid qualified facility as well as limited home 
and community based waiver services. The rules for 
eligibility have not changed for Hawaii residents 
other than the amount of assets you can keep and 
still qualify for benefits. Individuals applying for 
Medicaid long-term care services in 2020 are allowed 
to keep $2,000 of countable assets and $50 of monthly 
income. Some examples of countable assets are 
bank and investment accounts including retirement 
accounts and a second home.  It is important to 
note, that individuals are not allowed to give gifts 
of any amount for a period of 5 years (60 months) 
prior to applying for Medicaid. The eligibility rules are 
different for married couples. If one spouse requires 
care, and the other does not, the spouse that does 
not receive care is referred to as the Community 
Spouse. The Community spouse is allowed to keep 
monthly income of approximately $3,200 and up to 
approximately $128,580 in countable assets which is 
known as the Community Spouse Resource Allowance.  
The maximum amount of home equity allowed when 
applying for Medicaid as a single person is around 
$895,000.

The VA also has programs to assist qualified veterans 
with the high cost of long term care. The most popular 
program is known as Aid and Attendance.  This is 

also a needs based program. Generally it is designed 
for veterans over age 65 that require assistance with 
activities of daily living and can’t afford to pay for 
it. The need for help does not have to be related to 
their military service but the veteran must meet other 
eligibility requirements. The eligibility requirements 
for 2020 have changed. Generally speaking a single 
veteran may receive up to $22,938 annually in total 
pension benefits including Basic Pension and Aid 
and Attendance; a married veteran may receive up to 
$27,194 and the surviving spouse of a veteran may 
receive up to $14,761.  In order to be eligible for these 
benefits the veteran must have a net worth of less 
than $129,094 in countable assets including annual 
income minus unreimbursed medical expenses. For 
example, if a veteran has countable assets in the 
amount of $100,000 and $20,000 in annual income 
after deducting eligible medical expenses; $20,000 
(income) is added to $100,000 (assets) to result in 
$120,000 of net worth.  A veteran’s residence and vehicle 
regardless of the value are not considered countable 
assets. The VA has implemented a 3 year (36 month) 
look back rule. Under this rule, any gifts or transfers 
for less than market value made within 3 years 
prior to the date of applying for benefits will result 
in a penalty. A full explanation of the new VA rules 
regarding Aid and Attendance can be found here: 
https://www.medicaidplanningassistance.org/va-
pension-aid-and-attendance/

It is important that your estate planning documents 
are up to date and have language in them that gives 
your Power of Attorney agent or Successor Trustee the 
authority to help you get qualified for these important 
government assistance programs. If you had your 
documents prepared elsewhere or had them prepared 
by Sterling & Tucker prior to 2004, you should have 
them reviewed with an attorney at Sterling & Tucker to 
ensure you are protected.

FROM THE ATTORNEY’S PEN.... by Michelle Scully Hobus, JD
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2020 Standard Deduction
The Standard Deduction for Single and 
Married Filing Separate filers increases from 
$12,200 in 2019 to $12,400 in 2020.  For 
Married Filing Joint filers, the Standard 
Deduction increases from $24,400 to $24,800.  
Head of Household filers will have a Standard 
Deduction increase from $18,350 to $18,650.  
The Additional Deductions for those who are 
blind or aged 65 or over remain the same at 
$1,300 for married filers and $1,650 for single 
filers.  Married Filing joint filers qualifying for 
the Additional Deduction will have a total 
Standard Deduction of $27,400 and qualifying 
Single filers will have a total Standard 
Deduction of $14,050.

2020 Estate and Gift Tax Exemption
The estate and gift tax exemption will increase 
to $11.58 million for 2020, up from the $11.4 
million exemption in effect for tax year 2019.  
The annual gift exclusion of $15,000 will remain 
in effect for 2020.  

2020 Individual Retirement Account Limits
The maximum IRA contribution limit remains 
unchanged at $6,000 for tax year 2020.  The 
catch-up contribution limit for IRA contributors 
aged 50 or older by December 31, 2020 
remains unchanged at $1,000.  Remember that 
you can still fund IRA contributions for tax year 
2019 until April 15, 2020.  The deadline for tax 
year 2020 IRA contributions is April 15, 2021.

The modified AGI phase-out ranges again 
increase slightly for IRA contributors covered 
by an employer’s retirement plan in 2020.  
Single contributors will have a modified 
AGI phase-out range of $65,000 to $75,000.  

Married Filing Joint taxpayers covered by an 
employer retirement plans have a modified 
AGI phase-out range of $104,000 to $124,000.  
If an IRA contributor is not covered by an 
employer’s retirement plan and their spouse is 
covered by an employer’s retirement plan, the 
modified AGI phase-out range will be $196,000 
to $206,000.

For 2020 Roth IRA contributors, the phase-out 
ranges also increase slightly to modified AGI of 
$196,000 to $206,000 for Married Filing Joint 
taxpayers and $124,000 to $139,000 for Single 
or Head of Household filers.

2020 Retirement Plan Contributions
401(k), 403(b) and 457(b) plan limits increase 
by $500 to $19,500, and the catch-up 
contribution limit also rises by $500 to $6,500.  
Participants age 50 and over can then defer up 
to $26,000 in 2020.

The 2020 limit for participants with defined 
benefit plans increases from $225,000 to 
$230,000 and the limit for those with defined 
contribution plans increases from $56,000 to 
$57,000.

Tax time is just around the corner!  If you are 
interested in becoming a client of Sterling & 
Tucker, Inc. (CPAs), please call Cristell Juan at 
(808) 791-9953, to schedule an appointment.

Inflation Adjustments to Tax Limits for 2020

Tax Tips
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With Proper Planning                 
l Your estate will transfer quickly to your 

family upon your death without the 
expense of probate.

l If you’re married, proper planning can 
shield twice as much from federal estate 
taxes.

l You’ll avoid a conservatorship if you 
become incapacitated - so your estate will 
be run as you see fit.

l Your estate may go through probate, taking 
months or even years, and probate fees could 
be substantial.

l If you’re married without proper tax planning, 
your family may owe federal estate taxes of 
40%.

l If you become incapacitated, or unable to sign 
documents, a court may assign a conservator 
to run your estate as he or she sees fit.

Without Proper Planning                 

l	 Death	or	marriage	of	a	beneficiary
l	 Birth	or	adoption	of	a	child
l	 Child	or	grandchild	with	special	needs
l	 A	desire	to	provide	creditor	or	divorce	protection	

for	beneficiaries
l	 Change	in	your	marital	status

l	 Inherited	substantial	assets
l	 Death,	incapacity,	or	intentional	changes,	of	

your	successor	trustee	or	decision-maker
l	 About	to	undergo	a	major	operation	or	 

life-threatening	medical	treatment.

You Need Proper Planning

Reason to Review Your Trust

Planning Your Estate Is 
            About Peace of Mind



Michelle Scully
Hobus, JD

Kanani 
Makaimoku, JD

Lauren
Sheppard, JD

Richard J. 
Sakoda, JD

ATTEND OUR

SEATS ARE LIMITED. CALL TODAY (808) 531-5391
or REGISTER ONLINE www.sterlingandtucker.com

Wednesday  JANUARY 8   
Saturday  JANUARY 11                            
         10:00 AM - 11:30 AM
           Ala Moana Hotel
           Carnation Room

Thursday JANUARY 9                                                              
         10:00 AM - 11:30 AM
            7:00 PM - 8:30 PM
Hawaii Okinawa Center, Legacy II Room
         94-587 Ukee Street

LIVING TRUST

FREE SEMINARS

TRUST REVIEW

Wednesday  FEBRUARY 5
Saturday  FEBRUARY 8
         10:00 AM - 11:30 AM
           Ala Moana Hotel
           Carnation Room

Thursday  FEBRUARY 6                                                                  
         10:00 AM - 11:30 AM
            7:00 PM - 8:30 PM
 Koolau Ballrooms, Makai Room
      45-550 Kionaole Road

As	a	Sterling	&	Tucker	client,	all	consultations	are	free.	Join	us	if	it’s	been	several	years	since	you	created	
your	trust	and	share	this	with	a	friend	or	family	member	for	them	to	also	enjoy	a	free	one-hour	consultation.

Neighbor Islands
LIVING TRUST

HILO

Wednesday, January 15  
10:00 AM - 11:30 AM

Sangha Hall s Conference Room
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IRA Contribution Limits

The maximum amount you can contribute to a 
traditional IRA or a Roth IRA in 2020 is $6,000 (or 
100% of your earned income, if less), unchanged 
from 2019. The maximum catch-up contribution for 
those age 50 or older remains at $1,000. You can 
contribute to both a traditional IRA and a Roth IRA 
in 2020, but your total contributions can’t exceed 
these annual limits.

Traditional IRA Income Limits

If you are not covered by an employer retirement plan, your contributions to a traditional IRA are generally 
fully tax deductible. For those who are covered by an employer plan, the income limits for determining the 
deductibility of traditional IRA contributions in 2020 have increased. If your filing status is single or head 
of household, you can fully deduct your IRA contribution up to $6,000 ($7,000 if you are age 50 or older) in     
2020 if your modified adjusted gross income (MAGI) is $65,000 or less (up from $64,000 in 2019). If you’re     
married and filing a joint return, you can fully deduct up to $6,000 ($7,000 if you are age 50 or older) in 2020 
if your MAGI is $104,000 or less (up from $103,000 in 2019).

If your 2020 federal income tax 
filing status is:

Your IRA deduction is limited if your 
MAGI is between:

Your deduction is eliminated if 
your MAGI is:

Single or head of household $65,000 and $75,000 $75,000 or more
Married filing jointly or 
qualifying widow(er)

$104,000 and $124,000 (combined) $124,000 or more (combined)

Married filing separately $0 and $10,000 $10,000 or more
 
If you’re not covered by an employer plan but your spouse is, and you file a joint return, your deduction is 
limited if your MAGI is $196,000 to $206,000 (up from $193,000 to $203,000 in 2019), and eliminated if your 
MAGI exceeds $206,000 (up from $203,000 in 2019).

Roth IRA Income Limits

The income limits for determining how much you can contribute to a 
Roth IRA have also increased for 2020. If your filing status is single or 
head of household, you can contribute the full $6,000  ($7,000 if you 
are age 50 or older) to a Roth IRA if your MAGI is $124,000 or less (up 
from $122,000 in 2019). And if you’re married and filing a joint return, 
you can make a full contribution if your MAGI is $196,000 or less (up 
from $193,000 in 2019). (Again, contributions can’t exceed 100% of your 
earned income.)

Continued on Page 6
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If your 2020 federal income 
tax filing status is:

Your Roth IRA contribution is limited 
if your MAGI is:

You cannot contribute to a Roth 
IRA if your MAGI is:

Single or head of 
household

More than $124,000 but under 
$139,000

$139,000 or more

Married filing jointly or 
qualifying widow(er)

More than $196,000 but under 
$206,000 (combined)

$206,000 or more (combined)

Married filing separately More than $0 but under $10,000 $10,000 or more
 
Employer Retirement Plans

Most of the significant employer retirement plan limits for 2020 have also increased. The maximum amount 
you can contribute (your “elective deferrals”) to a 401(k) plan is $19,500 in 2020 (up from $19,000 in 2019). 
This limit also applies to 403(b) and 457(b) plans, as well as the Federal Thrift Plan. If you’re age 50 or older,     
you can also make catch-up contributions of up to $6,500 to these plans in 2020 (up from $6,000 in 2019). 
(Special catch-up limits apply to certain participants in 403(b) and 457(b) plans.)

If you participate in more than one retirement plan, your total elective deferrals can’t exceed the annual limit 
($19,500 in 2020 plus any applicable catch-up contributions). Deferrals to 401(k) plans, 403(b) plans, and 
SIMPLE plans are included in this aggregate limit, but deferrals to Section 457(b) plans are not. For example, 
if you participate in both a 403(b) plan and a 457(b) plan, you can defer the full dollar limit to each plan — a 
total of $39,000 in 2020 (plus any catch-up contributions).

The amount you can contribute to a SIMPLE IRA or SIMPLE 401(k) is $13,500 in 2020 (up from $13,000 in 
2019), and the catch-up limit for those age 50 or older remains at $3,000.

Plan type: Annual dollar limit: Catch-up limit:
401(k), 403(b), governmental 457(b), Federal Thrift Plan $19,500 $6,500
SIMPLE plans $13,500 $3,000

 
Note: Contributions can’t exceed 100% of your income.

The maximum amount that can be allocated to your account in a defined contribution plan (for example, 
a 401(k) plan or profit-sharing plan) in 2020 is $57,000 (up from $56,000 in 2019) plus age 50 catch-up     
contributions. (This includes both your contributions and your employer’s contributions. Special rules apply 
if your employer sponsors more than one retirement plan.)

Finally, the maximum amount of compensation that can be taken into account in determining benefits for 
most plans in 2020 is $285,000 (up from $280,000 in 2019), and the dollar threshold for determining highly 
compensated employees (when 2020 is the look-back year) is $130,000 (up from $125,000 when 2019 is the 
look-back year).

Correction: Sterling & Tucker Imi A Loa’a November/December 2019, Vol. 124 - page 5
(https://www.sterlingandtucker.com/wp-content/uploads/2019/10/newsletter_11_2019-color-FINAL.pdf)
Standard deduction NOW should be Married filing jointly should be $24,400, Head of Household should be $18,350 
and Single should be $12,200. Before 2018, Head of Household should be $9,350 and Single should be $6350.
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When we think of income taxes, we think of how much we earn. But, another aspect of income tax is 
the gain or loss on assets. Income tax basis is central to how assets are taxed in the United States. This 
is the first of a series on income tax basis. This blog will examine income tax basis, how you get it, and 
how it gets adjusted. The next article will look at how income tax basis is important in estate planning.

Let’s look at the life of an asset and its income tax basis during that life. Mary bought a house for 
$300,000. This cost basis is the starting point of her income tax basis. If she makes certain improve-
ments, such as a room addition or other capital improvements, these add to her basis. Let’s say she adds 
a bathroom for $50,000. Now her basis is $350,000.

Let’s say Mary lives in the house for two years and then sells it for $500,000. She would calculate her tax 
by subtracting her basis from the sale price. Her adjusted basis was $300,000 plus $50,000, or $350,000. 
That is deducted from her sale price of $500,000, for a gain of $150,000. If this was just a vacation prop-
erty she owned, she’d owe tax on the gain of $150,000. However, if Mary owned this as her principal 
residence, she could exclude up to $250,000 of the gain (double that if she were married), as long as she 
had owned and lived in the property for two of the prior five years. Since Mary owned and lived in the 
house for two years, she qualifies and, thus, doesn’t owe any tax on her gain of $150,000.

But what if Mary rented the property out? If Mary didn’t live in the home for two of the prior five years, 
she wouldn’t qualify to reduce her taxable gain. But, when she rented it out, she would have been able 
to depreciate the property. These depreciation deductions would be useful to offset the income she 
earned from renting the property. Let’s say Mary takes the standard depreciation deductions for two 
years, she’d have about $25,000 in deductions over the two years. These depreciation deductions would 
also reduce her income tax basis from $350,000 to $325,000. (This assumes the entire value of the 
property was in the structure). If she rented the property over its life of 27.5 years, eventually she would 
depreciate it to zero. This depreciation can be very useful in offsetting the rental income she earns on 
the property over the years. However, when she sells the property, that depreciation gets “recaptured” 
as ordinary income, while the remainder of her gain is taxed as capital gains, which is typically taxed at 
a lower rate.

The above example looked at real estate. But other assets have an income tax basis, too. For example, 
investments like stocks have an income tax basis. Let’s say Mary buys five shares of stock for $10 per 
share, or $50. That’s her basis. The value of the stock increases to $1,000 per share, or $5,000. She sells 
the stock. She’ll owe tax on $5,000 less $50, or $4,950. The rate at which Mary will be taxed will depend 
on her other income.

Income tax basis can be very important in estate planning. It influences which assets you might want 
to give away and which assets you might want to keep. The next article in the series will examine how 
giving an asset or holding it until your death impacts the income tax basis your beneficiaries receive in 
the assets they receive.

By:  Stephen C. Hartnett, J.D., LL.M.
The American Academy of Estate Planning Attorneys

www.aaepa.com • blog.aaepa.com
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Is the Beneficiary of Your IRA the IRS?

Reserve Your Seat Today!
CALL

(808) 791-1444

          or Register Online
    www.sterlingandtucker.com

Michelle H. Tucker 
CFP®, JD, CPA/PFS

Failing	to	plan	properly	can	
cost	you	and	your	family	

thousands	in	needless	taxes.
This	workshop	is	a	MUST	if	you	want	to	
be	sure	your	estate	plan	is	complete.	

IRA Workshop
Thursday, January 16 

10:00 AM - 11:30 AM
Sterling & Tucker

City Financial Tower
201 Merchant Street Ste 950

HONOLULU


