
TAX PLANNING

7 Important Income Tax Tips
The end of the year is a time to re�ect upon the past and plan for the future,
including planning for income and estate taxes. Below, we present some important
income and estate tax items to consider before the end of the year.
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The end of the year is a time to re�ect upon the past and plan for the future, including
planning for income and estate taxes. Below, we present some important income and
estate tax items to consider before the end of the year.

Contributions to a Retirement Plan

Self- employed individuals can establish and fund a quali�ed retirement plan. There
are many different types of plans including Simpli�ed Employee Pension plans
(“SEPs”), Solo 401(k) Plans, Savings Incentive Match Plans for Employees (“Simple
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Plans”), pro�t sharing plans, and de�ned bene�t plans. Each plan has its own
advantages and disadvantages, and the maximum contribution allowed for each
plan varies. Some of these plans need to be established prior to December 31, 2014,
although they could be funded in 2015 with the amount contributed treated as a
deduction in 2014.

Employees not covered by a retirement plan at work can establish an Individual
Retirement Account (IRA), and all individuals should consider establishing a Roth
IRA.

Prepaying State Income Taxes

State income taxes are deductible when paid. If you have a state estimated tax
payment due January 15, 2015, consider accelerating that payment to sometime prior
to December 31, 2014 in order to deduct the payment in 2014. However, keep in mind
that state income taxes are not deductible for alternative minimum tax purposes.

In addition, a new wrinkle is the impact that state income taxes have on the net
investment income tax. A careful analysis of your 2014 and 2015 tax liability
(including your alternative minimum tax and net investment income tax) should be
done to determine if it is bene�cial to prepay state income taxes.

Evaluating Year-to-Date Capital Losses and Year-End Capital Gains

Capital losses can offset capital gains plus $3,000 of ordinary income. Now is the
time to review your investment portfolio and your year to date capital gains and
losses to determine if you should realize any more losses and/or gains. If you have an
overall net loss so far, consider selling some appreciated positions to lock in the
gains. If you have an overall net gain so far, consider selling some loss positions to
reduce your potential tax liability. Triggering capital losses could also reduce your
net investment income tax. You could buy back the securities sold at a loss provided
you purchase the securities either more than 30 days before or 30 days after the sale.
Capital losses in excess of capital gains plus $3,000 can be carried over. However,
some states do not permit carryovers of capital losses.

Charitable Donations

If you are charitably inclined, a donation to a charitable organization can reduce
your tax bill. Checks to charities must be in the mail on or before December 31, 2014,
while donations charged to a credit card can be deducted if charged in 2014, even if
not paid until 2015. Consider giving appreciated securities to a charity instead of
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cash. The tax deduction for a contribution of appreciated securities is generally equal
to the fair market value of the securities given and you do not have to pay income tax
on the appreciation associated with the securities. Contributions of appreciated
securities to public charities are limited to 30% of your adjusted gross income as
opposed to contributions of cash to public charities which are limited to 50% of your
adjusted gross income.

Annual Exclusion Gifts

Everyone is allowed to give $14,000 each year to any number of recipients. Married
taxpayers can give up to $28,000. This amount is free of any gift or inheritance tax
and the recipient is not subject to income tax on the gift.   The gift can be any type of
asset – cash, check, stock, artwork, etc. However, it must be a gift of a “present
interest” – meaning that the recipient must be able to access the property now, and
not just in the future.

Annual exclusion gifts are a simple yet effective way to potentially signi�cantly
reduce one’s estate tax. For example, a married couple with three children and nine
grandchildren can annually give away $336,000 ($28,000 to each of their twelve
descendants) without paying any gift tax. By following this practice for �ve years,
they would have removed $1,690,000 from their taxable estate.

An annual exclusion gift made around the holidays would likely be much
appreciated.

Children or Grandchildren Education Planning

Consider opening and funding a section 529 plan. There are many different plans
available, all of which are essentially a savings plan for college.

Earnings in a section 529 savings plan and quali�ed distributions from it are not
taxed. Quali�ed distributions are distributions used to pay for a person’s quali�ed
higher education expenses at an accredited post-secondary educational institution
offering credits towards a degree (associate’s, bachelor’s, or graduate/professional
degree) plus certain vocational institutions. Quali�ed higher education expenses are
“tuition, fees, books, supplies and equipment.” Certain room and board expenses are
also considered quali�ed higher education expenses

Contributions to section 529 plans qualify for the annual exclusion described above.  
In addition, you are allowed to fund up to �ve times the annual exclusion ($70,000)
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in one year and treat the transfer as made over �ve years. Married taxpayers can fund
up to $140,000 in one year and treat the transfer as made over �ve years.

Review Important Tax Documents

Now is a good time to review all your important tax documents such as last wills and
testaments, health care proxies, powers of attorney, and trusts. In addition, you
should review bene�ciary designations for retirement plans and life insurance
policies and check how all your property and bank/brokerage accounts are titled. As
you go through this review, consider the following:

Have children been born since your documents were last updated?
Has there been a divorce?
Has there been a marriage?
Are the named trustees still close con�dants?

Now is the time to consider all the above items before it is too late. Should you need
assistance with your year-end income and estate tax planning speak with your
trusted tax advisor.

——————–

Richard Bloom, CPA, PFS, MST is a Partner in the Edison, NJ of�ce of WeiserMazars LLP.
Richard has more than 20 years of experience delivering specialized personal tax and
�nancial planning services to high net worth individuals, including business owners,
executives, hedge fund managers, and family of�ces. He provides tax consulting; income
and estate tax planning; federal, state and local tax compliance services; and representation
before federal and state tax authorities for such individuals and family of�ces. Richard can
be reached at 732-475-2146 or Richard.Bloom@weisermazars.com
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