Ten Tips to Reduce
Your Tax Bill
Arthur F. Dicker, JD, LL.M., CFP®
Wealth Strategist

“[T]here is nothing sinister in so arranging [one’s]
affairs as to keep taxes as low as possible. Everyone
does it, rich and poor alike, and all do right, for
nobody owes any public duty to pay more than the
law demands.”
– Judge Learned Hand, Gregory v. Helvering (1934)

Disclaimers
• These materials have been prepared for general informational
purposes only. They are not intended to provide, nor should they be
relied on for, tax or legal advice. Please consult with your own tax
advisor for advice specific to your personal situation.
• The information presented in these slides is current as of the date
of preparation (November 9, 2017) and may become outdated as a
result of subsequent federal or state tax legislation. Always check
the current law before taking any action.
• Any opinions expressed in this material are those of the presenter,
not Curran Wealth Management or Hippo Tax Services.

3

1.

Consider accelerating itemized deductions
to 2017, if you itemize

• Some deductions might be more valuable to you this year than
they will be next year.
• Especially in light of proposed tax law changes, e.g.,
– reduction in marginal tax rates for many taxpayers
– increase in standard deduction
– elimination or restriction of certain deductions, such as
• medical expenses
• property taxes
• state income tax
• mortgage interest
• If the standard deduction goes up to $24,400 (MFJ), you might
not be able to itemize at all in 2018.
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1.

Consider accelerating itemized deductions
to 2017, if you itemize

• For example, if you itemize deductions in 2017:
• Consider paying January property tax bill by Dec. 31
• Pay 4th quarter estimated state income tax by Dec. 31
• Consider making charitable contributions by year-end
• Pay medical bills by Dec. 31 if you will exceed the
10%-of-AGI threshold (formerly 7½% of AGI)
• But be careful if you are subject to the Alternative Minimum Tax,
which disallows certain itemized deductions, such as state and
local taxes.
Check with your tax advisor about your specific circumstances.
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2.

Subtract accrued interest paid on bond/CD
purchases from interest income

• What is accrued interest paid on purchases?
• Where do you find it on Tax Reporting Statement?
• Subtract accrued interest paid on purchases from interest
income on Schedule B
– But not municipal bond interest paid on purchases
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3.

Subtract amortized bond premium from
interest income (covered and non-covered)

• What is amortized bond premium (ABP)?
• Where do you find it on Tax Reporting Statement?
Include covered and non-covered bonds/CDs
• Subtract ABP from interest income on Schedule B
• Note: You could choose not to deduct ABP and instead
report a capital loss when the bond/CD matures, but your
custodian is probably amortizing the basis on its records.
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4.

Identify treasury bond interest – subtract
from taxable income on state return

• Interest earned on U.S. Treasury obligations is exempt from state
income tax
• U.S. government bond interest reported on 1099-INT is
identified as such
• But certain kinds of mutual funds and exchange- traded funds
(ETFs) pay dividends that are comprised of U.S. Treasury bond
interest, are not so easily identified, e.g., TIPS ETF
• Also, DBC Commodity Index Fund – see K-1 statement
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5.

Maximize 401(k) and other benefit plan
contributions – reduce AGI

• “Pay yourself first”
• 401(k) contributions are deducted from your paycheck on a
pre-tax basis – they are not included in adjusted gross income unless you elect to contribute to a Roth 401(k)
• Contribution limit is $18,000 for 2017, increasing to $18,500 for
2018, plus up to $6,000 “catch-up” contribution (both years) if
you are age 50 or over
• At least contribute enough to qualify to receive the employer’s
matching contribution, if any
• Other types of retirement plans may be available if you are
self-employed
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6.

Utilize Qualified Charitable Distributions
from IRAs

• A qualified charitable distribution is a donation directly from
one’s IRA to a qualified 501(c)(3) charity.
• A QCD bypasses the donor’s income tax return altogether.
• Donor must be at least 70 ½ years old at time of gift (not earlier
in the year you turn 70 ½)
• Donation must be payable directly to charitable organization,
cannot go through donor first
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6.

Utilize Qualified Charitable Distributions
from IRAs

• QCDs can be used to satisfy Required Minimum Distributions
• Amount limited to $100,000 annually per person
• QCDs can give you the benefit of a full charitable deduction
even if you don’t itemize.
• You cannot make a QCD to a Donor Advised Fund.
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7.

Make charitable donations of appreciated
securities
• Instead of giving cash, consider a gift of appreciated
securities, such as shares of stock.
• Subject to certain limits, if the donor has owned the
securities for more than one year, he or she gets an
income tax deduction for the full fair market value of the
securities on the date of the gift.
• The donor does not recognize any capital gain on his/ her
income tax return.
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7.

Make charitable donations of appreciated
securities

Example:
Theresa owns 100 shares of Apple common stock worth
$100 per share that she bought years ago for $1,000.
She wants to donate $5,000 to her alma mater. To raise
the $5,000 cash, she could sell $5,780 of Apple stock.
After paying tax on the capital gains at a 15% rate,
Theresa would have $5,000 left to give.
• $5,780 proceeds minus $ 578 basis = $5,202 capital gains
• 15% tax on long-term capital gains x $5,202 = $ 780 tax
• Net proceeds after tax = $ 5,780 minus $ 780 = $ 5,000
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7.

Make charitable donations of appreciated
securities

Example: (continued)
Or, Theresa could give the college $5,000 of Apple stock directly.
She gets the same $5,000 charitable income tax deduction and
pays no tax on the $4,500 capital gain. The capital gain is not
reported on her tax return.
If Theresa already has $5,000 cash, she could give stock to the
college and use the cash to replace the same number of shares
at a new, higher basis.
Result: Theresa saves $780 in this example by giving stock instead
of cash. (This does not take into account state income tax, if any.)
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8.

Deduct self-employed health insurance
premiums when permitted

• If neither you nor your spouse are eligible for health insurance
under an employer’s plan, and if one of you has selfemployment net income, then you can adopt a health
insurance plan for the business and deduct the premiums as
an adjustment to gross income on page 1 of 1040.
• Up to the amount of your net self-employment income minus
½ of self-employment tax.
• Also applies to long-term care insurance (up to a certain
amount) and Medicare Part B premiums, if applicable.
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9.

Utilize “stepped-up” basis for inherited
property

• Under current law, property includible in a decedent’s
taxable estate acquires a new tax basis = fair market value at
date of death, whether or not estate is large enough to owe
any estate tax.
• Applies to all property, including real estate and marketable
securities, except certain “ordinary income” property such
as IRA accounts and annuities.
• Property owned jointly with a spouse gets a 50% step-up in
basis upon death of first spouse.
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9.

Utilize “stepped-up” basis for inherited
property

Example:
Bob and Betty Smith own a cabin on the lake. They paid $50,000
for it in 1977. Today it is worth $350,000. If they sold it now,
they would have $300,000 of capital gains. Suppose Bob dies
first. Since Bob and Betty owned the cabin jointly, Betty gets a ½
step-up in basis = ½ x $50,000 + ½ x $350,000 = $200,000,
eliminating $150,000 of unrealized capital gain. If Betty
continues to own the cabin until her death, her heirs will inherit
it with a new basis equal to its value on her date of death.
Point: If you are older, think twice
before you sell the cabin or give it to
your kids while living.
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10.

Keep track of capital loss carryforwards
(and use them)
• If you have a net capital loss ( = total capital
losses in excess of total capital gains) for the
year, you can deduct up to $3,000 of the loss
against other ordinary income on their tax
return.
• Same $3,000 limit for single or joint tax
returns.
• The amount of net capital loss in excess of
$3,000 may be carried over and applied to
future years indefinitely.
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10.

Keep track of capital loss carryforwards
(and use them)

Example:
In 2017, Jennie Jones has capital gains of $5,000 and
capital losses of $15,000, for a net capital loss of
$10,000. She can deduct $3,000 of the net capital loss
against her other income in 2017. The remaining
$7,000 in losses carry over to 2018 for use that year. If
not fully utilized in 2018, the excess carries over for use
in future years.
• Be careful to track your capital loss carryover and inform
your tax preparer.
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11.

Utilize New York pension and annuity exclusion
for IRA distributions and other pensions

• New York excludes from state income tax Social Security benefits
and the full amount of federal and NY state and local government
pensions, including NY state teachers’ pensions (but not other
states’ pensions).
• In addition New York provides a “pension and annuity” exclusion
that applies to other employer pensions, deferred comp plans,
401(k), 403(b) and taxable IRA distributions, up to $20,000 per
taxpayer annually, in the aggregate.
• Taxpayer must be at least 59½ years old at time of receipt.
• Also applies to inherited IRAs, up to a pro rata share of $20,000
annually, if the decedent would have been 59½.
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12.

Take New York tax credit for long-term
care insurance premiums

• New York gives you a nonrefundable credit against NYS
income tax = 20% of premiums paid for qualified long-term
care insurance.
• No limit on amount of premium.
• If credit exceeds your tax bill, excess credit carries over for use
in future years.
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13.
.

Take New York nursing home assessment
credit, if applicable

• If you pay for a nursing home out of pocket, your bill probably
includes a 6% assessment (tax) on the services.
• New York provides a credit for the full amount of this tax paid,
on the payer’s NYS income tax return.
• Credit is refundable, i.e., payer gets the excess back even if it is
more than the amount of the state income tax for the year.
• Credit goes to person who pays the assessment.
• Credit does not apply if nursing home is paid by Medicaid.
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Be aware of Medicare Part B
brackets - MAGI
• Medicare Part B premiums depend on your Modified Adjusted
Gross Income (MAGI)
Adjusted Gross
Income
(line 37, Form 1040)

Tax-exempt municipal
bond interest
(line 8b)

Modified Adjusted
Gross Income
(MAGI)

• MAGI also determines Medicare Part D premiums.
• Two-year lag: 2016 MAGI determines 2018 Medicare
premiums, for example.
• Note: If you have a “life-changing event” from the base year
to the premium year (e.g., retirement), you can notify Social
Security and request an adjustment to base-year income .
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Be aware of Medicare Part B
brackets - MAGI
Medicare Part B Premium Income Thresholds
If your Married Filing Joint*
You will pay
MAGI in 2016 was:
monthly** in 2018:
Less than $170,000
More than $170,001 but not more than $214,000
More than $214,001 but not more than $267,000
More than $267,001 but not more than $320,000
More than $320,000

$134.00
$187.50
$267.90
$348.40
$428.60

*If you file Single, divide the above MAGI thresholds by 1/2.
** These amounts are preliminary estimates

• These are “cliff brackets” – If you are $1 into the next bracket, you
pay the higher premium all year ( times 2, if both spouses are on
Medicare).
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Be aware of Medicare Part B
brackets - MAGI
• Point: If you can estimate your MAGI before year-end and
you are close to a bracket change, try to manage your
discretionary income to avoid a higher Medicare premium
bracket.
• For example, if you do not need the Required Minimum
Distribution from your IRA for living expenses and you are
charitably inclined, consider a Qualified Charitable
Distribution* to keep your MAGI below a premium threshold.
*See earlier slides for discussion of Qualified Charitable Distributions.
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Questions?

Thank you for attending!

