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Tax Reform Attacks 

Home Mortgage Interest 

Deductions                          

 
We are getting a lot of questions about the new 

rules on the home mortgage interest deduction. 

The recent tax reform contains two big changes 

to how much you can deduct in mortgage 

interest for tax years 2018 through 2025 

 
1. During this seven-year period, you may 

not deduct any interest on prior or 

current home equity debt, with certain 

exceptions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2. Also, during this seven-year period, the 

maximum amount you may treat as 

acquisition debt for homes purchased 

after December 15, 2017, is $750,000. 

 
Exception alert. Your home equity loan may 
include acquisition or home-improvement debt,  
and that debt continues as deductible under the 

recent tax reform rules. 

 

Example. Billy took out a $90,000 home equity 

loan in 2015. He used $50,000 to remodel 

portions of his home and used the remaining 

$40,000 for his daughter’s college tuition. 

Billy’s total home mortgages never exceeded 

$1.1 million. Under the new law, Billy may 

deduct five-ninths of his home equity loan 

interest in 2018. 

 

Acquisition debt. When you buy your main 

home or a second home and take out mortgages 

secured by those homes, your mortgages are 

called acquisition debt. You can add acquisition 

debt when you improve your main or second 

home, and that new debt is secured by the home 

you improved. 
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Refinancing alert. Your acquisition debt does 

not increase when you refinance unless you use 

the new monies to improve the home. 

 

Example. Tom bought a home in 2010 and took 

out a $500,000 mortgage that he secured with 

the home. In 2018, Tom has paid down his 

mortgage to $430,000, and his home has 
increased in value to $800,000. Tom refinances 

the home and takes out a new mortgage in the 

amount of $600,000, secured by the home.  

 

If Tom uses none of the new money to improve 

his home, his mortgage interest deduction in 

2018 is based on the $430,000 of mortgage 

principal that remained as of the date of his 

refinancing. To put this in perspective, your 

original acquisition debt never increases on that 

original home. To increase your debt eligible for 

the home mortgage interest deduction, you need 

to use the new debt to improve the home. 

 

Ceilings. Because of tax reform, you now have 

two possible 2018 ceilings on your home 

mortgages that are eligible for the mortgage 

interest deductions. 

 

$1.1 million. For indebtedness incurred before 

December 15, 2017, you may not deduct interest 

on more than $1.1 million in mortgages ($1 

million in acquisition debt and $100,000 in 

home equity debt used for acquisition or 

improvements). The original $1.1 million ceiling 

is grandfathered for acquisition and 

improvement loans in existence before 

December 15, 2017. 

 

Example. Sam took out his mortgages during 

2013. Sam faces the $1.1 million ceiling in 

2018. 

 

$750,000. For home mortgage indebtedness 

incurred on or after December 15, 2017, you 

may deduct interest on no more than $750,000 

of home mortgages. 

 

Example. Jim took out his mortgage in 2018. 

He faces the $750,000 ceiling. 

 

Exception. If you entered into a written, binding 

contract before December 15, 2017, to close on 

the purchase of a principal residence before 

January 1, 2018, and you complete the purchase 

before April 1, 2018, you fall into the $1.1 

million ceiling category. 

 
Launching the Finances of 

Your Graduate                         
Dave Gardner, CFP®, EA, 

Boulder, CO  

 
With final exams in May and June for colleges, 

universities and high schools, thousands have 

marched for their graduation ceremonies. 

Whatever the age of your graduate, you should 

introduce them to the power of the Roth IRA. 

More than anything, it is an incredible gift to the 

young with their low taxes and time on their 

side. With Roth IRA accounts you invest money 

with a mutual fund company or brokerage firm. 

You don’t get the up-front tax break as you do 

with a traditional IRA or 401(k), but you get 

back something more valuable in the form of tax 

free growth for the rest of your life. 

 

Grads can deposit up to $5,500 into a Roth every 

year, as long as they have earned that much 

income for the year and have an adjusted gross 

income under $120,000. If you have the extra 

cash flow, I recommend the “parent match” for 

the Roth IRA to get them up to their maximum 

contribution. Convincing your grad to salt away 

funds for the future may not be the easiest sell. 
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See if you can use the following points to 

convince them. 

 

The Power of Starting Now. If there’s one 

thing that a college grad has on most of us, it’s 

time. Let’s say they were able to put $5,500 a 

year into their Roth IRA for the next 10 years. 

After that they stop their contributions. If you 

assume 9% annual growth in the account, by the 

time they reach retirement 30 years later they 

will have $1.1 million in their account. All of 

that growth came out of $55,000 of 

contributions.  

 

If instead they wait for 10 years to get started on 

the Roth and then make 30 years of $5,500 

contributions, the numbers look good but not as 

compelling. With that same 9% growth, your 

grad would end up with $750,000 in their 

account 40 years from now. And they had to 

make $165,000 of contributions. Start your grad 

saving now to get over $1 million in tax-free 

growth versus less than $600,000 if your grad 

starts in 10 years.  

 

Tax-Free for Life. Putting funds into a Roth 

IRA instead of a traditional IRA is a wager that 

taxes in the future will be higher than the taxes 

they pay today on income. With your new grad 

most likely in a low-income tax bracket and the 

recent tax law changes, this is a good bet to 

make. Once you put funds in a Roth IRA, you 

will never have to pay taxes on them again as 

long as your withdrawals are qualified. For most 

people that means waiting until age 59½ before 

they access their Roth earnings. Unlike 

traditional IRA and 401(k) accounts, with a Roth 

your grad won’t have to pay income taxes on the 

proceeds when they need the funds. 

 

You Can Get It Back. Life often happens while 

you’re making plans. What if your grad ends up 

needing the funds? They may worry that if they 

require the Roth money for other purposes, it 

will be unavailable in some sort of retirement 

vault. A little-known trick of the Roth IRA 

allows your grad to withdraw the contributions 

that were made into the account. We consider 

Roth’s to be tax-free gold and don’t generally 

recommend this step. But if you need the 

money, you can always get your Roth IRA 

contributions out free of tax or penalty 

regardless of your age or circumstance. 

The Lake Wobegon 

Effect on Investors                         
Michael Ryan, CFP®, MBA, 

Hendersonville, TN 

 

Garrison Keillor introduced us to the mythical 

town of Lake Wobegon, Minnesota, a place 

“where all the women are strong, all the men are 

good looking, and all of the children are above 

average.” It may be that not all women and men 

are like those in Lake Wobegon, but certainly all 

of our children are above average. Undoubtedly 

those Lake Wobegonians also consider 

themselves above average in other areas, like 

driving. In fact, when asked, almost everyone 

says that they are “above average” drivers, and 

many suspect that they are above average in a 

host of other pursuits. The rub is in proving 

these claims, and that is very hard indeed. 

 

In Poor Richard’s Almanac, Ben Franklin once 

said, “There are three things extremely hard: 

steel, a diamond, and to know one’s self.” How 

we assess ourselves affects virtually every deci-

sion we make, yet we routinely make faulty 

assessments of our abilities. One study found 

that 70% of high school seniors think they have 

above average leadership skills. College 

professors also think highly of their abilities as 

another study found that 94% freely admitted 

that they did above average work when 

compared to peers. Nor are lawyers immune to 

the “Lake Wobegon” effect as they often 

overestimate their ability to win the cases they 

http://www.naturalbridgesfa.com/


4 | P a g e  
Natural Bridges Financial Advisors, LLC provides fee-only fiduciary financial planning without product sales. The Natural Bridges Financial 

Advisors, LLC newsletter is published using copyrighted material with permission from the Alliance of Comprehensive Planners.                             

If you have any questions or want more information please contact us at:                                                                                                                                                                                                  
(831) 421-0700, chris@naturalbridgesfa.com, sharon@naturalbridgesfa.com, anabel@naturalbridgesfa.com, www.naturalbridgesfa.com, 

are about to take to trial. And numerous studies 

have shown that stock pickers think that the 

stocks they buy will more likely be winners than 

those bought by the “average” investor.  

 

All of us like to think of ourselves as just a little 

bit savvier than the average Joe, especially when 

it comes to our investing prowess. This idea may 

be reinforced from time to time during periods 

of rising markets when everyone’s portfolio is 

going up in value. No doubt many of us have 

confused this phenomenon with investing 

acumen. As investors we also get duped from 

time to time by the concept of “recency.” This is 

the mistaken belief that recent conditions will 

continue into the future. (Home prices always go 

up . . . don’t they?) This “recency effect” 

accounts for so many folks investing at the tops 

of markets and selling at or near the bottoms. 

The US stock market has produced an annual 

average return of nearly 10% over the past fifty 

years. It may do better or worse in the future, but 

history shows that many investors will likely do 

worse than the average simply because they will 

trade too often, ignore expenses, and not have a 

consistent investment policy to guide them. 

 

I believe investing wisdom begins when we 

acknowledge what we do not know. I now 

realize that I do not know where the market will 

be in a month, or a year. I do not know what 

stock or bond, or ten stocks or bonds to buy to 

insure my investing success. There may be some 

with the skill sets or foresight to make such 

individual stock and bond picks, but the vast 

majority of us do not have that aptitude, nor will 

we devote the time necessary to acquire it. I am 

also aware that there is much that the investment 

“experts” do not know. I know that sometimes 

less than 15% of all mutual fund managers will 

beat their market benchmarks in any particular 

year, and the ones that do so this year may well 

fail to do so next year; and these are men and 

women who devote their lifelong careers to 

investing and are paid handsomely for doing so. 

 

Once we acknowledge our limitations, and the 

fact that most experts fare little better, index 

mutual funds and Exchange Traded Funds 

(ETFs) begin to look like much wiser 

investments for most of us. These are “passive” 

investments (as opposed to “actively managed”) 

with very low expenses. With these low-cost 

investment options, one can easily construct a 

well-diversified portfolio. This approach is 

recommended by many successful investment 

experts, and specifically by one of my investing 

heroes, John Bogle of Vanguard fame. 

Experience has shown that the “average” 

investor is more likely to find long-term 

investment success by using low cost investment 

vehicles like these and a routine investment 

program where costs are reduced through dollar-

cost averaging. With such a program in place, 

the “average” investor may actually realize 

“above average” returns compared to his peers. 

The path to this discovery for many has been 

littered with frustration and lost opportunities, 

not to mention lost dollars!  

 

Remember, money is certainly not the most 

important thing, but still, money matters! 

 

Natural Bridges 

Financial Advisors 

Summer Updates 

  

   
         

 
 

Anabel has been accepted into Golden Gate  

University’s prestigious financial planning 

program where she will be pursuing a Master’s 

of Science in Financial Planning and Taxation.  
 

Sharon participated for the 4th year in a row as a 

volunteer roadie in the AIDS/Life Cycle from 

San Francisco to Los Angeles from June 2-8. 

Sharon Lacy 
CFP®, CPWA, 

Senior Advisor 

Chris Wentzien 
CFP®, CPA/PFS, 

MBA, Principal 

Anabel Diaz 
Financial 

Associate 
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Chris was elected to the Board of Directors of 

the Alliance of Comprehensive Planners, a 

nationwide non-profit of fiduciary, fee-only 

comprehensive financial planners. 

 

Sharon and Anabel conducted a Social Security 

Seminar through Watsonville Parks and Rec in 

both English and Spanish. They will be 

conducting more seminars throughout Santa 

Cruz County targeting people who don’t have 

access to financial planners.  

 

Sharon & Chris attended the AICPA Engage 

Conference in Las Vegas. The AICPA 

Conference is considered the top technical 

conference in the financial planning industry.  
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