


 

 

The end of 2017 witnessed the most significant federal tax reform in decades, with notable changes to individual and 

corporate income tax rules.  As a result, tax planning strategies in 2018 may be markedly different relative to common 

approaches employed by taxpayers in prior years.  Fundamentally, however, tax minimization still hinges on two primary 

approaches: deferring taxable income into future tax years, and offsetting current taxable income with specific deductions.  

Understanding the approaches to defer taxable income and/or the availability and proper timing of a given deduction remains 

paramount to effective planning strategies.  Beyond the scope of income taxes, the end of a year gives rise to other planning 

opportunities related to wealth transfer taxes, retirement planning, and the fulfillment of business and philanthropic 

objectives.  

Under the 2017 Tax Cuts and Jobs Act, income tax rates and applicable thresholds were modified, though seven tax brackets 

remain.  Specifically, the rates applicable to a given income level were largely reduced to an extent for most taxpayers, with a 

tradeoff for eliminated or reduced tax deductions.  The applicable rates and thresholds for dividends and capital gains 

(including the net investment income tax), however, remained consistent with prior law. 
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As a first step in end of year tax planning strategies, it is worthwhile to evaluate which tax bracket a taxpayer may fall within.  

To the extent that income or realization events can be postponed to a subsequent tax year, a marginally higher income tax 

bracket may be avoided. 

Apart from tax rate changes, the Tax Act made significant changes to common taxpayer deductions, including: 

• A higher standard deduction, which will eliminate the need for many taxpayers to itemize.  For 2018, the standard 

deduction is $12,000 unmarried and $24,000 for married filing jointly.  For taxpayers accustomed to keeping 

copious records related to itemized deductions, such measures may no longer be necessary if a standard deduction 

will now be employed. 

• Elimination of the personal exemption deduction, along with the personal exemption phaseout (and the Pease 

limitation, which reduced the deductibility of itemized deductions for certain high-income taxpayers). 

• A cap on the deductibility of state and local taxes (the so-called SALT deduction, which includes income, property and 

sales taxes) of $10,000 (such limit applies at the same level for either unmarried or married taxpayers filing jointly). 

• Mortgage interest is still deductible, but the total debt interest allowed is reduced to $750,000 for debt incurred on 

home purchases this year and thereafter (prior debt and refinancing of existing debt are grandfathered).  Home equity 

debt interest is no longer deductible for debt that exceeds such level, regardless of when incurred. 

• A child tax credit of $2,000 per child is available to families with children under 17 (though such credit is phased out 

for taxpayers with income above $200,000 unmarried and $400,000 married filing jointly). 

• The alternative minimum tax (AMT) was preserved, but the exemption was increased and the income level for 

phaseout of the exemption was significantly increased (further discussed below). 

• Lastly, the deduction for miscellaneous itemized expenses was eliminated.  While subject to a 2% of adjusted gross 

income (AGI) floor, this deduction was frequently claimed by individuals with unreimbursed expenses related to 

employment with an employer, as well as those incurring investment advisory fees.  Since such expenses are no 

longer deductible, careful expense management or consideration of alternative (deductible) routes to incur such 

costs may be warranted. 

One additional notable change impacting taxpayers after this year involves the deductibility of alimony payments.  

Specifically, for divorce decrees and agreements entered into after 2018 and beyond, alimony will no longer be deductible to 

the payor and taxable to the recipient.  Instead, no deduction will be allowed for such payments, and the recipient will receive 

such payments free of income tax.  Divorce negotiations should factor in this tax impact. 

One option to avoid taxable income in the current year is to postpone receipt until the subsequent year.  This may not be 

practical in all circumstances; however, for cash basis taxpayers with the ability to defer actual receipt of income, the deferral 

may offer the benefit of: 

• Deferral of payment on taxes attributable to such income (subject to estimated quarterly taxes, if applicable), and 

• Potentially reduced income tax on such income where a taxpayer may be in a lower bracket in the succeeding tax 

year.   

For executives and other highly paid employees, income deferral via an employee funded deferred compensation program 

might be worthwhile to consider, especially if retirement is anticipated within a 5-year to 10-year time period.  For example, 

for marginal income subject to the highest income tax rates that is otherwise being accumulated for retirement savings, 



 

 

deferral to receipt during low income retirement years may subject such income to much lower income tax brackets.  

Consultation with one’s CPA, as well as the employer, is necessary to evaluate the efficacy of such arrangements for a given 

individual.  The opportunity cost of tax deferral must also be weighed against any interest offered on deferred amounts. 

The net investment income tax (NIIT) is a 3.8% surtax imposed on most forms of passive investment income for taxpayers 

with total AGI above certain thresholds: $200,000 unmarried and $250,000 married filing jointly.  These thresholds are not 

indexed for inflation.  Investment income generally includes rents, royalties, dividends, interest, capital gains, and other 

passive income sources.   

For taxpayers above the applicable income threshold this year, it may make sense to defer sales of appreciated stock or defer 

taxable dividend distributions from closely held C corporations (note that for owners of an S corporation who are active in the 

business, S corp income is generally not subject to the NIIT).  Conversely, where other sources of income push investment 

income above the threshold subjecting it to NIIT, it may make sense to defer such income until the subsequent tax year, 

where possible. 

Investors with perennial exposure to the NIIT who wish to reduce its impact also can consider Roth conversions to reduce 

future required minimum distributions (RMDs) that could otherwise push a taxpayer above the threshold in the future.  For 

individuals selling a capital asset, an installment sale (usually via seller financing) may be preferable to spread out income over 

a period of years to reduce AGI and potential NIIT exposure as well.  Growth in cash value life insurance and municipal bond 

interest also generally avoids NIIT.  Lastly, charitable giving may help reduce AGI and the corresponding NIIT exposure of 

investment income.  Each situation is unique and requires careful assessment in consultation with one’s CPA.  

The deduction for medical expenses was not eliminated under the 2017 Tax Act.  In fact, for 2018 only, the AGI threshold to 

claim the deduction was reduced to 7.5%.  As a result, it may be worthwhile to examine to what extent large expenditures 

made for qualified medical care costs could enhance one’s deductions for this year.  Alternatively, it may make sense to defer 

payment on certain costs where possible to obtain a deduction in 2019 if the probability of deducting costs is higher next year, 

based on expected income or anticipated expenditures.   

Related to health care costs, the requirement to maintain certain minimal health insurance coverage is still enforced through 

the shared responsibility payment (i.e., penalty) for failure to maintain coverage, assessed as part of the tax return filing 

process.  Starting in 2019, however, the penalty tax rate is reduced to 0%, essentially repealing the requirement to maintain 

such coverage starting next year. 

Another very common end of year planning topic involves capital loss and/or gain harvesting to offset income, utilize losses, 

and/or rebalance the portfolio in a tax efficient fashion.   

With capital loss harvesting, assets are sold at a loss to offset gains realized on other asset sales.  For example, if a large gain 

realization event occurred during the year, securities within one’s portfolio that are currently in a loss position can be sold to 

generate offsetting losses to reduce the impact of taxes on the prior gain.  One important caveat for loss harvesting involves 

the “wash sale” rules.  Generally, losses on security sales cannot be claimed if the same (or a “substantially similar”) security is 

repurchased within a 30-day period.  Therefore, if losses are utilized specifically to offset a taxable gain, one must be willing to 

assume the 30-day risk of removing such security from the portfolio.  Note as well that loss harvesting where a security is 

repurchased lowers the basis in such security, essentially acting as a tax deferral strategy (rather than a tax elimination 

benefit).  It also is important to understand the ordering rules of how losses offset certain types of gains—specifically: 

• Short-term losses are subtracted from short-term gains; then 

• Long-term losses are subtracted from long-term gains; then 

• If one of the proceeding results in a net gain, and the other is a net loss, the result is netted; then 



 

 

• If there is still a loss, up to $3,000 can be deducted from other ordinary income; and  

• Any remaining loss can be carried forward until it’s used. 

Short-term capital gains are subject to ordinary income tax rates, which can be as high as 40.8%, while long-term capital gains 

(property held at least one year) are subject to lower rates, which can be as high as 23.8%.  When considering loss harvesting, 

it is therefore crucial to understand the nature of a given gain or loss to ensure effective and efficient use of offsetting losses.    

 

 

Offset at same tax rate 
(40.8%) 

Inefficient:  40.8% loss rate 
offset by 23.8% gain rate 

Efficient:  40.8% gain rate 
offset by 23.8% loss rate 

Offset at same tax rate 
(23.8%) 

 

As the chart above depicts, a mismatch between long-term and short-term items can either be efficient or inefficient, due to 

the difference in applicable tax rates. A taxpayer with a marginal ordinary income tax rate of 25% and a long-term capital gains 

rate of 15% will save 10% in tax if a long-term loss can be netted against a short-term gain, rather than a long-term gain.  

Gain harvesting may make sense for taxpayers who expect to be in a higher income tax bracket in a future year.  However, the 

benefit of continued tax deferral must be compared to the potential tax savings—such deferral is generally worth the 

projected return on taxes paid in the near term (the longer the deferral, the higher this tradeoff generally is).  Because long-

term capital gains may be subject to a rate of between 0% and 23.8%, per the chart on page 1, it may make sense to realize a 

gain in the current period to pay taxes at a lower rate.   

For gain harvesting, a taxpayer may repurchase such asset at any time to maintain the same position in the portfolio (if 

desired), as the wash sale rules do not apply to sales triggering a gain. 

 

Example: Harry and Beth are a married couple filing jointly, with total salary income of $150,000 in 2018; 

however, they expect this to increase permanently to $250,000 in 2019.  Moreover, they plan to sell stock 

they own in 2019 which has a basis of $50,000 and a fair market value (FMV) of $150,000.  If they carry out 

this plan, the $100,000 gain will be taxed at 18.8% in 2019.  Their total income in 2019 would be $350,000, 

so the $100,000 capital gain would be subject to the 3.8% NIIT, adding $3,800 to their tax bill.   

By contrast, if they sell the stock in 2018, the NIIT wouldn’t apply because Harry and Beth would be 

below the $250,000 AGI threshold amount for married taxpayers filing jointly and the tax payable 

would be only $15,000.  By selling early the couple will save $3,800 in tax [$100,000 x (18.8% - 15%)].  

While the tax law changes have eliminated or reduced the import of many common deductions, taxpayers may consider 

accelerating outlays to obtain a deduction in the current year where possible.  For example, charitable gifts could be lumped 

together into a single tax year to obtain a deduction that might not otherwise be available for individuals using the now higher 

standard deduction.  This may be especially true for taxpayers in a high bracket this year, where taxable income is expected to 

be considerably lower next year—e.g., individuals planning to retire soon, those who have realized a sizable one-time gain (or 

perhaps sizable one-time bump in compensation), etc. 



 

 

Notable for business owners is the ability to write off the cost of qualified property under the expanded (though temporary) 

bonus depreciation provisions, as well as an expanded §179 deduction.  While this piece focuses on individual income tax 

planning, it is still important for many business owners to review the business tax changes enacted under tax reform with their 

CPAs.  For businesses considering a significant capital investment in the near future, the ability to deduct some or all of it may 

significantly help offset an expected high-income tax bill in the current year.  

While the alternative minimum tax (AMT) was not repealed as many had hoped, a measure of relief is available for affected 

taxpayers this year.  First, because certain deductions that are added back for AMT calculation purposes were reduced or 

eliminated, the AMT will likely impact fewer individuals.  Additionally, the AMT exemption was increased for 2018 ($70,300 

single/$109,400 married), and the income level for phase-out of such exemptions was increased as well ($500,000 

single/$1,000,000 married).  For taxpayers still subject to AMT, it may be necessary to postpone certain deductions to the 

following tax year, or otherwise defer income to fall under the level where it would otherwise apply. 

Contributions to individual retirement accounts (IRAs) and qualified retirement plans offer an opportunity to obtain an income 

tax deduction on such contribution, which may help avoid marginal tax increases due to AGI caps or thresholds.  Of course, 

deductible contributions to traditional IRAs are limited to a relatively small sum: $5,500 per individual (or $6,500 if age 50+).  

Plans sponsored by an employer (even for the self-employed), can offer higher deductions, depending on the type of plan.  For 

2018, the maximum amount that can be contributed to a defined contribution plan on behalf of an employee is $55,000.  This 

limit may be reached by a self-employed individual through a SEP or simplified employer pension IRA, however, actual 

earnings may limit the actual amount available to contribute.  Larger contributions may be available for a defined benefit plan, 

depending on the participant’s age, however, such plans are generally costlier to establish and administer.   

Most qualified plans established and funded prior to the end of the year will be eligible for a deduction in the current year.  IRA 

arrangements will generally allow a deduction for 2018 if the contribution is made by April 15th of 2019.  The establishment 

and requirements of a formal qualified plan by an employer should be carefully evaluated and reviewed with experienced 

counsel.  Note that strict rules governing non-discrimination, participation, and vesting of benefits generally preclude a 

qualified plan from heavily favoring select employees or owners of the business. 

A Roth conversion of an existing IRA may be attractive to consider late in the year, especially under two circumstances: 

• To the extent that such conversion does not subject the converted amount to a higher marginal tax rate (i.e., 

converting up to the limit of the current tax bracket), and 

• Where cash exists outside of the IRA to pay the tax on the converted amount. 

A Roth IRA is attractive relative to a traditional IRA for two primary reasons: there is no income tax imposed on distributions, 

nor does the participant have to take required minimum distributions at age 70½.  As a result, investments can accumulate 

tax free for many years, and distributions do not push up AGI.  Of course, traditional IRAs offer an upfront tax deduction for 

contributions (for individuals not otherwise participating in an employer sponsored plan and where AGI does not exceed a 

certain level), whereas no deduction is available for contributions to Roth IRAs.  Furthermore, taxpayers with AGI above 

$199,000 (married filing jointly [2018]) are not eligible to make contributions to a Roth account.   

Under a static comparison, the two types of accounts result in equivalent after-tax dollars in the future for account owners.  A 

Roth conversion of a traditional IRA, however, allows individuals to secure a larger amount of funds inside a Roth account, 

assuming the income taxes due upon conversion are paid with cash outside of the account.  This also permits individuals 

otherwise above the AGI contribution threshold to create a Roth.  Note that changes under the recent tax reform eliminated 

the ability to recharacterize a Roth conversion (for situations where it proved inadvisable due to a market downturn); 

conversions should be evaluated with a long-term perspective in mind. 



 

 

Roth conversion  No conversion 

Traditional IRA balance Traditional IRA balance 

Tax upon conversion Tax upon conversion 

Outside funds Outside funds 

Roth balance Outside funds in 10 years 

After-tax balance in 10 years Net after-tax IRA balance in 10 years 

   Total after-tax balance in 10 years 

For individuals who reached age 70½ in 2018 (or those currently age 71 or over), a required minimum distribution must 

generally be taken from an IRA (aggregation is permitted), as well as any qualified plan sponsored by an employer in which the 

participant is more than a 5% owner.  Such distributions must be taken by December 31st of the year, and failure to take 

RMDs can result in significant tax penalties, even if such failure is inadvertent.  Many financial institutions that custody such 

accounts provide account owners with notification to make such distribution—however, it is incumbent on the account 

owner him or herself to make sure the distribution is properly taken.  Of course, such distribution is generally taxable in its own 

right, so taxpayers should make sure to evaluate the specific tax impact and corresponding tax obligation payable in April of 

2019.  Note as well that beneficiaries of a plan inherited during the year should be aware that the participant’s RMD is still 

necessary to be taken by December 31st.  This can be difficult to address for heirs in the middle of the settlement of an estate 

but can result in sizable penalties if not addressed. 

Charitable giving tends to be one of the most frequent topics discussed as part of end of year tax planning, as giving coincides 

with the altruistic spirit of the holidays, as well as the more practical aspect of quick and efficient income tax deductions.  

While tax reform did not eliminate the charitable deduction, the higher standard deduction may negate additional tax benefits 

for gifts where taxpayers will not otherwise itemize their deductions.  For this reason, it is important to evaluate whether tax 

motivated giving will achieve any 

specific marginal tax benefit.  Tax 

reform notably increased the AGI 

limit for cash gifts to public 

charities—for large givers, therefore, 

some additional tax benefit may be 

available. 

Both the value of the charitable 

income tax deduction, as well as the 

applicable AGI limit, depend in large 

part on the nature of the asset 

donated to charity.  

 

Type of Property Contributed 
Deduction 

Value 
AGI Percentage 

Limit* 

Cash N/A 60% 

Long-term capital gain property    

    General rule FMV 30% 

    Donor elects reduced deduction Cost Basis 50% 

Short-term capital gain property Cost Basis 50% 

Ordinary-income property Cost Basis 50% 

Tangible personal property - unrelated use Cost Basis 50% 

* Extent to which contribution may be deductible based on donor's Adjusted Gross Income 
(AGI) (unused deductions may generally be carried forward for additional 5 years) 



 

 

While cash is the simplest and most commonly donated item, significant tax benefits can be realized through donations of 

non-cash assets as well.  The most common include gifts of appreciated securities and donations from individual retirements 

plans: 

• Donations of appreciated publicly traded securities are generally eligible for a deduction based on the full FMV of the 

stock, avoiding capital gains taxes when subsequently sold by the charity. 

• For an individual with low basis stock that they otherwise wish to retain as part of the portfolio, cash that would have 

been donated can then be used to purchase such stock, resulting in a higher personal basis in shares moving forward 

(essentially transferring the capital gains avoidance back to the donor). 

• As an example, if a donor sells stock subject to a 23.8% top capital gains rate prior to contributing shares, versus 

donating the shares directly, the implications can be illustrated as follows: 

 

• For individuals over age 70½ (the age at which RMDs begin), a qualified charitable distribution (QCD) from an IRA can 

be a potentially more tax efficient way to make a charitable gift.  IRA assets up to $100,000 annually can be gifted to 

charity directly by the custodian of the IRA without triggering income recognition to the IRA owner, while also 

counting such distribution towards the RMD.  While no corresponding charitable deduction is offered, the effect is to 

avoid any specific AGI limitation that may apply to the gift, as well as preventing the distribution from increasing one’s 

AGI to a point that can subject investment income to a higher tax rate or triggering other adverse income tax 

phaseouts.  Note that the QCD is only available for donations to public charities—it is not available for donations to 

private foundations or donor advised funds.   

 

Example:  Jim, a retiree with an IRA, reaches age 70½ and will be required to take $100,000 

RMD.  All other sources of income are from his tax-free municipal bond portfolio.  Jim wishes 

to provide the entire RMD to charity, however, distribution followed by gift will only be 

deductible up to 60% of AGI, resulting in required tax payment on $40,000 of taxable income.  

With a qualified charitable distribution, the entirety of the RMD can essentially be deducted for 

income tax purposes.   
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• The QCD may also be especially tax-efficient for taxpayers who will use the higher standard deduction, as it 
essentially enables them to fully deduct the RMD contributed from their taxable income.  

Other non-cash donations may be attractive options to consider as well.  Note that such transactions usually require 

additional lead time to effectively implement.  Considerations around donations of property such as real estate, closely held 

business interests, tangible property, LLC or partnership interests, private equity/hedge fund interests, split interest 

charitable trusts, etc., include: 

• Charity’s willingness to accept such gift; 

• For tangible personal property, whether such gift is related to charity’s purpose; 

• Extent to which debt is present on property, or whether property serves as collateral on loan; 

• Agreements that pertain to co-owned property; 

• Proper valuation of property and applicable documentation; and 

• Evaluation of and implementation by attorney and/or CPA where needed. 

Based on claimed value, as well as type of property donated, differing types of documentation may be required to properly 

sustain a charitable donation.  Note that even good faith charitable gifts may not be eligible for a tax deduction if proper (and 

rigidly enforced) formalities are not observed—requirements are time-sensitive as well.   

• For single contributions in excess of $250, donors must obtain a contemporaneous written acknowledgement from 

the charity noting receipt of the gift, as well as any goods or services provided in return (if any).  To be considered 

contemporaneous, such acknowledgement must be received by the earlier of the actual filing of the donor’s return, 

or the due date (plus extensions) of such return.   

• Non-cash contributions in excess of $5,000 (other than publicly traded securities) require a formal appraisal by a 

credentialed appraiser with experience appraising such property.  If the claimed value of the property exceeds 

$500,000, such appraisal must be included with the tax return.  Appraisals must generally be conducted prior to the 

filing date of their tax return but cannot be conducted more than 60 days prior to the date of donation. 

Before making any large end-of-year donations, individuals should consult with their professional advisors to ensure proper 

documentation is available to support a claimed deduction. 

End of year tax planning frequently brings to mind the 

potential need to effect gifts under the annual gift tax 

exclusion.  For 2018, individuals may gift up to $15,000 per 

donee without imposition of any gift tax (or use of lifetime 

gift tax exemption).   

Gifting programs are frequently desirable for high net worth 

individuals interested in reducing their taxable estates, as 

well as providing additional financial resources for family 

members without transfer taxation.  Annual exclusion gifts 

are also free of any gift tax reporting requirements (only gifts 

in excess of such level require a gift tax return).  Married 

couples can essentially double up their gifts to $30,000 per 

donee—for high net worth families with multiple 

generations, this modest sum can offer a notable estate tax benefit over the long term.   

Large Estate Owners (Married)  
with 3 children and 9 grandchildren 

Total donees 12 

Annual amount per donee  $                          30,000  

Total annual gift  $                       360,000 

Total estate tax saved by gift  $                       144,000  

  

Total Estate Tax Savings of Annual Gifting Program 
(Assume 5% growth) 

Year one  $                       144,000  

Year ten  $                  1,811,217 

Year twenty  $                  4,761,497 



 

 

Annual gifts can be made in a manner of ways including outright to the donee.  Alternatively, annual gifts can be made to a 

trust for the benefit of the donee (or a class of donees).  A trust is frequently desirable because it can offer asset protection 

for the beneficiaries, as well as asset management and consolidation.  In order for a gift in trust to be eligible for the annual 

exclusion (assuming the gift will remain in trust), the beneficiary must have a specific period (usually 30 days) to withdraw such 

gift. 

In order for an annual exclusion gift to be eligible for 2018, it must be considered a completed gift by December 31, 2018.  For 

gifts by check, it is important for recipients to present such checks for deposit prior to the end of the year as well.    

§

Owners of businesses taxed on a pass-through basis (S corporations, partnerships, LLCs, and sole proprietorships) can claim 

a deduction for a portion of business income starting in 2018.  “Qualified Business Income” is eligible for a deduction of up to 

20% of such income (essentially lowering the top ordinary tax rate to 29.6%).  

The deduction is limited to 50% of the taxpayer’s allocable share of W-2 wages paid by the business (or the sum of 25% of W-

2 wages plus 2.5% of the unadjusted basis [after acquisition] of all qualified property).   

 

Example: A business with $1 million of pass-through income to the owner pays $1 million in 

wages to the employees of the business.  Because the $200,000 income deduction is less than 

the $500,000 wage limitation, the owner will receive a deduction of $200,000 (assuming the 

business is not a professional services firm, as discussed below). 

 

 

Note that the W-2 limit will not apply to taxpayers with taxable income under $157,500 single/$315,000 married and will be 

phased in as income exceeds such levels.  

Note additionally that the preferred rates apply to passive “business activities” as opposed to passive “investment income”—

as such, rent, royalties, etc. received by a pass-through will generally not be eligible for the preferential rate; however qualified 

real estate investment trust dividends, cooperative dividends and certain publicly traded partnership income may still be 

eligible for a deduction.  

Certain professional service firms (physicians, attorneys, accountants, financial service professionals, etc.) will not generally 

be eligible for the deduction if business income exceeds certain thresholds ($207,500 single/$415,000 married); however, 

some level of deduction may still be available.  

Overall, the rules governing preferred pass-through treatment are quite complex and subject to numerous caveats and 

qualifications.  Expert and thorough guidance in this area is paramount for most pass-through business owners. 

The Tax Cuts and Jobs Act of 2017 affects income tax, estate, charitable, retirement and business planning options for all 

taxpayers.  To gain an understanding of the pros and cons of each option, taxpayers should work with a financial professional, 

such as a Nautilus Member Agent.  Nautilus Members have access to world-class experts who look at their clients’ individual 

situations, offer state of the art options and financial strategies to help make sure they remain on target, and help clients 

better understand the potential impacts of tax reform and planning opportunities moving forward.   
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