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Use Them or Lose Them: 12 Tax and Financial Planning Moves to Make by Year’s End

A tumultuous year that will be remembered mostly for climatic upheaval, political polarity and dubious celebrity behavior in Hollywood and elsewhere still has something positive to offer people, provided they mobilize to take advantage of before year’s end.

A wide range of tax breaks and other perks are available for the current calendar year to potentially lower a person’s tax exposure for 2017, thus putting more money in their pocket for 2018. “With [proposed] tax reform [at the federal level] and a high [stock] market, there is a plethora of changes that warrant year-end consideration more than ever,” says Leon C. LaBrecque, a Certified Financial Planner™ who heads LJPR Financial Advisors Troy, MI.

Here’s a look at some of those, with tips on how to take advantage of them before they disappear.

1. Make charitable contributions before year’s end. If you’re planning to make a charitable contribution anyway, consider donating shares of highly appreciated stock, LaBrecque suggests, in order to lessen your potential capital gains tax exposure later. The stock market’s strong performance in 2017 gives investors plenty of candidates for such a donation, he notes.

A donor-advised fund can be a vehicle through which to make such a contribution, adds Certified Financial Planner™ Edward R. Jastrem of Heritage Financial in Westwood, MA. “A donor advised fund can be an effective way to make use of an income tax deduction, simplify the record keeping process for gifts, and involve family in a charitable endeavor,” he explains. “Many individuals give cash to charities, when they could be enhancing their potential tax savings by gifting long-term appreciated stocks or mutual funds instead. One achieves a deduction for the market value of the donated asset plus the added benefit of not paying a capital gains tax had the appreciated asset been sold.”
2. Pay quarterly state and local taxes due in January 2018 early, before the end of 2017, in case a pending tax proposal to remove the tax deduction for state and local taxes becomes law. Such a change is a real possibility, says LaBrecque. “And you’re only paying about two weeks early, so it’s not that big of a deal.” This won’t apply to people who pay alternative minimum tax, he notes, because they aren’t eligible for the state and local tax deduction anyway.

3. Maximize contributions to a health savings account. If you have an HSA (typically they come packaged with a high-deductible health plan), contributing as much as the tax code allows in a given tax year (for 2017 it’s $3,400 for an individual, $6,750 for a family) allows you to take full advantage of a highly tax-favored vehicle for covering medical and healthcare expenses. 

4. Maximize contributions to a retirement account, including 401(k), 403(b) and IRA, traditional or Roth. If you’re 50 or over, also take advantage of so-called “catchup provisions” that allow people to contribute an additional amount to those plans on a tax-deferred basis. In 2017, the maximum allowable contribution to a 401(k) is $18,000 ($24,000 for people 50+), for example. For an IRA, the max is $5,500, plus an extra $1,000 for people 50 and over. 

5. Consider lumping medical expenses into 2017 instead of waiting until 2018 to incur them. As of this writing, pending tax legislation at the federal level would eliminate tax deductions for medical expenses, according to LaBrecque. So for 2017, while medical expenses are still deductible (provided you itemize your deductions and they exceed 10% of adjusted gross income), try to move certain additional medical expense into 2017, including dental work, medicine and drugs, contact lenses, hearing aids, eye surgery (like LASIK) and more.  Other potentially deductible expenses include what you pay out of pocket for health insurance (including long-term care premiums), prescription medicine, doctors, dentists, and nursing home costs, says LaBrecque. The deduction does not include over-the-counter medicines, toiletries, cosmetics or most cosmetic surgeries. If you’re going to incur these costs anyway, then there’s little downside to moving medical expenses into 2017.

6. Consider moving employee business expenses into 2017. Proposed tax legislation also would eliminate the tax deduction for employee business expenses for people who itemize their deductions, according to LaBrecque. Just in case the proposed provision becomes law, try to incur business expenses in 2017 that you were planning to incur in 2018. Purchase office supplies, business equipment and the like before year’s end.

7. Harvest investment losses. This entails selling investments at a loss to help offset capital gains taxes incurred elsewhere in an investment portfolio. Plus, up to $3,000 in net investment losses can be deducted against ordinary income, according to Certified Financial Planner™ Thomas A. McCarthy of McCarthy & Cox in Marysville, OH. To be sure such a maneuver is executed according to tax laws, seek guidance from a financial professional. To find one in your area, check out the Financial Planning Association’s searchable national database of Certified Financial Professionals at www.PlannerSearch.org.

8. Convert IRA assets to Roth IRA assets. Look at your prior-year federal tax return, Line 43, taxable income, and try to estimate the difference for this year. If it shows you’re likely to have room before you’re bumped to a higher tax bracket, and you have money in a traditional IRA, consider converting the amount of that “room” to a Roth IRA — while taking care not to bump yourself into a higher tax bracket. The goal is tax diversification, as assets in a Roth IRA aren’t taxed on withdrawal. “If you are ever in a low bracket now due to job change, business losses, sabbatical or other reason and will be in a higher tax bracket in the future, you will especially want to consider IRA-to-Roth IRA conversions,” says Scot S. Hanson, a Certified Financial Planner™ with EFS Advisors in Shoreview, MN.

9. Check your investment portfolio to see if it needs rebalancing. “The bull market in equities might have driven your asset allocation out of alignment with your risk tolerance and longer-term goals,” explains Kirk R. Hackbarth, a Certified Financial Planner™ in Elm Grove, WI. “Periodic portfolio rebalancing will allow investors to maintain the appropriate amount of portfolio risk.”

If during this year-end look at your portfolio you see it’s due for rebalancing, consider reducing or selling positions that are scheduled to pay out large capital gains before the end of the year, Hackbarth suggests. 

10. Review your financial plan and your goals. And if you don’t have a plan, consider finding a financial professional who can develop one for you. Are you on track for retirement? Are your assets appropriately positioned to help you meet your short- and long-term goals? A financial professional can provide a “big picture” view of your finances and develop a plan that coordinates all aspects of that big picture while providing actionable steps to meeting near- and long-term goals. 
11. Remember that RMD. People who are 70 ½ and over and who have assets in an IRA, 401(k) or other qualified retirement account must take a required minimum distribution from those accounts. The deadline to take a distribution is April 1 of the year following the year you turn 70½ and Dec. 31 for subsequent years. RMDs vary by account type, so be sure to verify your required amount. Failing to do so can result in a hefty 50% penalty, not exactly a good way to ring in the New Year!

12. Buy a plug-in electric vehicle before year-end. The $7,500 federal tax credit is expected to be gone in 2018.
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