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Nine Smart Tax Planning Moves to Consider Before Year’s End

While April 15, the annual deadline for filing state and federal taxes, is the date most of us circle on the calendar, it is often the tax planning steps people take months before filing day hits that matter most.

For people seeking to minimize their tax burden and maximize the efficiency of their state and federal returns, tax time starts now, in the fourth quarter of the year, before the conclusion of the current tax year. “You don’t want any unpleasant surprises come April 15,” says certified financial planner Gregory D. Gardner of the Gardner Group in Dallas, Texas.

What you do want is the peace of mind of knowing you did all you could to put yourself in good tax position come April. Here are nine ways to find that peace of mind: 

1. The tax code is full of nuances and complexities, many of which you’re likely unaware — and some of which can have a substantial impact on you financially. To avoid unpleasant surprises and access benefits that may be buried in the tax code, consult a tax expert such as a certified financial planner who specializes is taxes, and/or a certified public accountant. The resulting tax savings could easily offset the amount you pay for an hour or two of the expert’s time. To find one near you, ask for references from people you trust, or visit the Financial Planning Association’s national database at www.PlannerSearch.org. 

2. Maximize contributions to tax-favored savings vehicles, including retirement plans such as IRAs and 401(k)s, and 529 college savings plans. Since deposits into these accounts generally are considered pre-tax (whereby they’re taxed later, when the money comes out, unless it’s a Roth IRA, where deposits are taxed on the way in), they lower your gross income, potentially reducing the amount you owe in taxes (or increasing the amount of your refund!). That’s why, before the end of the tax year, “it’s important to max out your contributions if you can,” says Gardner. Also ask your tax advisor about new qualified retirement plan contribution levels for the 2015 tax year so you can plan accordingly. 

3. Take stock of any significant life changes you’ve experienced in the current year — change in marital status, birth of a child, change in employment status, purchase of a home, etc. — that may warrant a change in your tax filing status. Is it best to file with a standard deduction or to itemize deductions? If married, to file jointly or individually? Are you eligible for any new tax breaks, including ones that may be expiring at the end of the current tax year? Also talk with a tax expert about whether it makes sense to double-pay property taxes in the current tax year to help offset a tax liability you don’t expect to have in the next tax year. 
 

4. Start gathering the documents and records you’ll need to complete your tax return(s) now, including medical and business expense receipts, records of charitable donations/gifts, etc. 

5. Assess — with the help of a financial professional — the year-to-date performance of your investment portfolio, exploring whether it makes sense to rebalance your portfolio not only to maximize performance and match portfolio make-up to your current stage of life, but also to bolster the tax-efficiency of the portfolio.

6. Make efficient use of your charitable inclinations. Charitable giving not only helps others in need, it can be a powerful tool for offsetting tax liabilities. For instance, people with stock or real estate whose value has appreciated significantly (thus exposing them to a potentially large capital gains tax burden) should consider donating that stock or real estate instead of cash to their chosen charity.  By transferring ownership of the stock directly to a charitable organization, the donor nets a tax write-off for the donation, the charity nets an asset and neither is on the hook for capital gain taxes on that asset, notes Gardner. 

Such a maneuver also opens the door to what’s a called a step-up in basis, whereby if the donor of the stock wants to retail an investment in the company whose stock they donated, they can use the cash they otherwise would have donated to the charitable organization to instead purchase the same stock position (same company and number of shares). 

7. When assessing the performance of your investments, keep a close eye on capital gains tax exposure from investments. If you own mutual funds in a taxable account, for example, you may be on the hook to pay capital gains tax on year-end distributions from those funds. So check with your mutual fund family to determine if any such distributions are in the offing, and if they are, consult with your tax advisor to determine the best course of action.

8. Speaking of capital gains, if you’re facing significant capital gains tax exposure, now may be the right time to offset that exposure by “harvesting” tax losses — essentially selling certain assets, such as stock or real estate that has lost value since you purchased it, at a loss in order to claim the tax break associated with that loss. Here’s another potentially complex maneuver that’s best executed with input from a tax expert.

9. For people 70.5 and older who have qualified tax plans [such as an IRA or 401(k)], be aware of year-end required minimum distribution (RMD) deadlines, and take the appropriate distribution (consulting with your tax advisor). Missing the deadline for taking distributions can result in substantial penalties.
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