2018 Year-end planning ideas
As the year-end approaches, consider contacting clients with these timely planning ideas.

1. Determine the impact of the tax law on
2018 tax returns
The Tax Cuts and Jobs Act (TCJA) represents the most
sweeping changes to the tax code in decades. While
clients will benefit from the lower tax-rate structure,
many tax preference items such as deductions were
scaled back or eliminated altogether. Clients should
consult with a tax professional to understand how
the new law impacts their taxes and if there are any
strategies that may be considered based on individual
circumstances. For example, a first step is determining
their marginal income tax rate for 2018 based on the
new brackets to see if strategies to increase, reduce, or
defer income before the end of the year make sense.
Also, based on drastic reductions in deductions for
many taxpayers, will clients who historically have
itemized deductions opt for the increased standard
deduction instead?

2. Review required minimum distributions
(RMDs) with clients
Since many investors typically request
distributions from retirement accounts annually
in December to satisfy minimum distribution
requirements, it is a good idea to contact
clients now to make sure they are on track. The
Internal Revenue Service has specific rules for
taking RMDs. In fact, the penalty for not taking a
required distribution is steep: 50% of the required
amount. Having a conversation about RMDs may
also lead to identifying stray retirement accounts
for consolidation. Or, grandparents not relying
on income from RMDs may also be interested
in using those funds to establish a 529 savings
account for grandchildren.
What you need to know
about required IRA withdrawals
When you reach age 701/2, you must shortly begin to
take required minimum distributions (RMDs) from your
Traditional IRA. The same may be true if you have recently
inherited a Traditional IRA. The following information is
designed to help you understand what RMDs are and
what options you may have so you can determine the
appropriate steps to take.

What are required minimum distributions?
The tax laws contain a rule that affects everyone who
has attained age 701/2 and who owns various types
of retirement plans, including Traditional IRAs, and
everyone who has inherited a retirement plan account
as a beneficiary. This rule generally requires that at
least a certain minimum amount be withdrawn every
year from the retirement account. Of course, you may
always withdraw more, subject to taxes.*

Examining the Tax Cuts and Jobs Act
Sweeping tax law changes
In the final weeks of 2017, Congress passed the most
comprehensive tax reform package in decades, reducing
tax rates for individuals and corporations and making
modifications to many tax rules including deductions. The
bill represented the largest change to the tax code since
President Reagan’s Tax Reform Act of 1986.
President Trump signed the “Tax Cuts and Jobs Act”
(“TCJA”) into law on December 22, 2017. The broad
changes mean that the law will impact individuals,
estates, trusts, corporations, and small businesses.
While lawmakers initially sought to simplify the tax code,
the final package was mixed. Some provisions have
been eliminated or simplified, while several new tax rules
were added.
Under the new law, federal taxes for individuals would
decline, on average, by 8%. The average tax rate will fall
to 19% from 20.7%, according to the Joint Committee on
Taxation. The net cost of the law is also projected to reach
$1.4 trillion over the next 10 years.
Because Republicans in Congress chose to work within
the budgetary rules of “reconciliation” to ensure passage
with a simple majority in the Senate, the provisions for
individual taxpayers generally will sunset after 2025. This
means that individual and estate tax cuts, as well as the
increases in the standard deduction, child tax credit, and
other individual provisions, will expire. The potential for
tax rates to increase at that time creates a challenge for
financial planning, unless Congress takes action before
the provisions sunset.

Individual tax provisions

It is extremely important to set up and maintain a
payment schedule that complies with this minimum
annual distribution requirement. Failure to take RMDs
may result in an IRS-imposed penalty equal to 50%
of the amount that should have been withdrawn. The
good news is that the IRS regulations on RMDs make it
simple to calculate your distributions.

Tax rates lowered
The law maintains the current structure of seven tax
brackets but lowers the marginal rates in most of the
brackets. While there was discussion of repeal, the
3.8% Medicare surtax on net investment income still
applies for individuals, married couples, and trusts at
higher income levels.
T
• he new highest rate of 37% (versus 39.6%) applies to
over $500,000 of taxable income for individuals and
$600,000 for married couples
N
• ew tax brackets are 10%, 12%, 22%, 24%, 32%, 35%,
and 37%

Comparing the new rates with the old
A
1 fter-tax assets within an IRA account are not subject to taxes.
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Chart reflects tax rates on specific increments of income based on
marginal tax brackets. The data does not include the 3.8% Medicare
surtax on net investment income that applies to individuals with a
modified adjusted gross income of over $200,000.
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When do IRA owners need to withdraw RMDs?
If you own a Traditional IRA, you must begin taking your
minimum distribution by December 31 of each calendar
year, beginning with the year you reach age 70½. However,
for the first year, you have until April 1 of the year after you
turn age 701/2 to take your distribution.
It is important to remember that if you take advantage
of this extension, you will need to take two RMDs in the
calendar year after the calendar year in which you reach
age 701/2: one for the year in which you turned age 701/2
and one for the next calendar year.

Why does the IRS require IRA owners to begin
taking RMDs?
When you established your Traditional IRA, your contributions may have been tax deductible for the year in which
the contribution was made. In addition, earnings have
accumulated tax deferred, that is, free from income taxes.
To make sure you do not defer paying taxes on retirement
savings indefinitely, the IRS mandates that you begin
receiving money from your Traditional IRA once you reach
age 701/2. These distributions, or RMDs, are subject to
ordinary income taxes. Beneficiaries receiving distributions
will also owe ordinary income tax on their distributions.

What you need to know about
required IRA withdrawals — IR704

3. Consider tax-smart strategies for charitable giving
Historically, a third of taxpayers itemize deductions on
their tax return. A near-doubling of the standard deduction, coupled with reductions in many popular deductions
(state and local taxes for example), means that less than
10% of taxpayers will likely itemize in 2018. This has
profound implications for making charitable gifts. For
taxpayers who are planning on claiming the standard
deduction in 2018, there are two strategies to consider.
For those age 70½ or older, distributing funds from an IRA
tax free directly to a qualified charity (up to $100,000 per
IRA owner and can include RMDs) may be a good option.
Another strategy is the concept of “lumping” multiple years
of charitable gifts into one year in order to itemize deductions on that year’s tax return. For example, instead of a
couple gifting $10,000 annually to a charity, consider gifting
$30,000 in one year, representing three years’ worth of gifts.
The couple could benefit from itemizing deductions that
tax year and claim the higher standard deduction the next
two years.
Donating IRA assets to charity
Provision offers a tax break for retirees

How it works
The provision allows retirees age 701/2 and older to donate
up to $100,000 tax free from their IRA each year. Generally,
when you take a distribution from your IRA, it is treated as
taxable income. Under this provision, made permanent in
the 2015 federal spending and tax package, those assets
are excluded from income if the distribution is made
directly to charity.
The distribution is not included in your income so you
avoid the potential negative consequences that regular
IRA withdrawals in retirement can create, including taxes
on Social Security benefits. Distributions excluded from
income are also equivalent to a 100% deduction. Normally,
charitable contribution deductions are limited to a lower
percentage (or are eliminated altogether) for taxpayers
who do not itemize and take the standard deduction.

Turn your required distributions
into charitable donations
IRS rules mandate that individuals age 701/2 and older
take RMDs from their IRA each year, regardless of whether
the income is needed. These annual withdrawals are
subject to ordinary income taxes. By making a charitable
contribution from your IRA, you can satisfy your RMD
amount without reporting additional income.
This provision may be especially attractive for retirees who
don’t need all the income from their IRA to meet current
living expenses. By donating the money to charity, you can
enjoy the satisfaction of knowing that you are contributing
to a worthy cause while effectively lowering your tax bill.

Is a charitable contribution from
an IRA right for you?
Donating IRA assets can be a financially rewarding strategy
for both you and the charity. As always, you should talk
with your financial representative or tax advisor before
making a decision that alters your tax situation. Following
are several examples where it may be appropriate.
G
• enerally, in order to claim a charitable deduction, you
must itemize your tax return. For retirees who no longer
pay mortgage interest, the deductions may be too small
to itemize. The provision offers the tax benefits of a
charitable contribution without your having to itemize
your deductions. In addition, recent tax law changes nearly
double the standard deduction, which will result in fewer
taxpayers itemizing deductions and more opting to claim
the standard deduction.
C
• haritable deductions are limited by a taxpayer’s
income — generally up to a maximum of 60% of modified
adjusted gross income. By directing your IRA distribution
to a charity, you can avoid this restriction.
I• f reporting additional income on your Form 1040 increases
your Medicare Part B premiums or negatively affects the
taxability of your Social Security benefits, then making a
charitable contribution from your IRA may be appropriate.
S
• ome states do not allow residents to deduct a charitable
contribution. Making a donation to a charity directly from an
IRA may provide a way to effectively claim a state tax deduction. Consult a tax professional for state-specific guidance.

Donating IRA assets to charity — II828

4. Identify opportunities to harvest tax losses
In the process of reviewing portfolios, are there
opportunities to strategically generate losses to offset
other gains? For example, using a tax-swap strategy for
mutual fund holdings allows you to realize a tax loss while
retaining essentially equivalent market exposure.

5. Conduct annual beneficiary reviews
This is a great way not only to help your clients avoid
potential pitfalls, but also to uncover other retirement
accounts for consolidation. Clients who own IRAs that
will not be used for retirement income should consider
treating the account as a “Stretch IRA,” ensuring that the
tax-deferred income benefits extend to future generations.
Annual beneficiary reviews are also a good way to connect
with younger heirs of existing clients.
Stretch an IRA over generations
Individual retirement accounts (IRAs) have become a
mainstream investment vehicle since their introduction
by the Employee Retirement Income Security Act in 1974.
IRAs were designed to help individuals without access to
a workplace retirement savings plan, providing them with
a tax-favored way to accumulate money for the future. In
fact, since many investors use IRAs to roll over assets from
401(k) plans when changing employment or retiring, IRAs
are now the dominant vehicle for retirement savings.

U.S. retirement market
$9.2 trillion
$7.7 trillion

$3.1 trillion

IRA assets

Defined Contribution
assets

Private Defined
Benefit assets

Source: ICI, December 2017.

As a result, investors may have a growing amount of assets
in IRAs. But for those who do not need to tap into their IRA
funds in retirement, an IRA can also be used to pass on
assets to heirs. One of the features of an IRA is the potential to “stretch” withdrawals across multiple generations,
which can help extend the life of your savings.

While investment losses are never easy, it is important to
realize that losses exist only on paper until you sell your
shares. That is why many financial advisors counsel their
clients to maintain their share balances rather than sell at a
low point and realize a loss.

years to offset income and capital gains. In addition, up
to $3,000 in net capital losses can be used to reduce
current taxable income. Investors can also use losses from
multiple funds or other securities to cancel out a larger
amount of realized gains.

However, there is one distinct advantage to selling low,
and that is realizing a capital loss that can be applied
against investment gains and, in some cases, regular
income on your tax return. What follows is a discussion of
one such strategy.

Considerations

The tax-swap strategy
Tax swapping is a tax-planning strategy that, when applied
to mutual funds, entails selling one fund and investing in
another that is similar. The strategy allows you to realize
a tax loss while retaining essentially equivalent market
exposure. For example, an investor may be holding the
ABC Municipal Bond Fund whose value has declined
substantially. The investor knows that maintaining an
allocation to municipal bonds in his or her portfolio is
advisable. So, the investor sells the ABC Municipal Bond
Fund, realizing a capital loss, and reinvests the proceeds
in the XYZ Municipal Bond Fund.

Benefits
Tax swapping may be an effective way for you to upgrade
your portfolio while increasing its after-tax performance.
If you are holding a fund that has experienced a “paper”
loss, a swap may allow you to realize a tax loss while
freeing up the money to purchase another fund that may
improve the quality of your overall portfolio. Capital losses
realized from a tax swap can be used to offset realized
capital gains from other investment sales, or may create a
capital loss carryforward that can be used in subsequent

Before executing a tax swap, you should be aware of the
potential impact of the “wash-sale” rule. This tax rule
prevents investors from deducting losses when they
reinvest the proceeds of a securities sale in “substantially
identical” securities within 30 days of the original sale.
However, the wash-sale rule would likely not apply to
actively managed mutual funds because of the differing
holdings within fund portfolios. By contrast, the wash-sale
rule would likely apply to a swap of index funds or
exchange-traded funds based on the same index (e.g., two
funds that track the Barclays Municipal Bond Index).
Also, if you are considering a tax-swap transaction late in
the year, you need to be aware of mutual funds making
year-end capital gains distributions. In taxable accounts,
investors generally should not invest in a new fund right
before it is about to make its year-end distribution.
Otherwise, you will effectively be “buying a tax liability.”
This is because the fund’s net asset value declines by
the amount of the capital gains distribution, but the
distribution is taxable to all current fund shareholders
(i.e., shareholders who owned the fund as of the fund’s
“ex-dividend” date). If you purchase shares immediately
before a distribution, you will be taxed on something you
did not benefit from in the form of a rising share price.
To find out when Putnam funds will be making year-end
distributions, visit our online Tax Center, accessible from
the home page of putnam.com/individual.

Using investment losses to
your advantage — II867

How it works: Maximizing the life of your IRA
While account owners are always free to withdraw as
much as they want (subject to tax and potential penalty)
from an IRA, federal tax law requires that owners of a
Traditional IRA take required minimum distributions
(RMDs) when they reach age 70½. The same requirement
applies to SEPs, SARSEPs, and SIMPLE IRAs. Participants in
qualified employer-based retirement plans, such as 401(k)
plans, are subject to similar rules as well.
For most IRA owners, the rules require RMDs to be based
on remaining life expectancy and paid out over a period
of years determined by using the IRS Uniform Lifetime
Table. Annual RMDs are generally calculated by dividing
the balance of the IRA account as of December 31 of the
previous year by the IRS life expectancy factor.
If an IRA owner has designated a spouse as sole beneficiary and the spouse is more than 10 years younger than
the account owner, RMDs can be calculated based on the
actual joint life expectancy of the owner and spouse.
After an IRA owner dies, federal tax law requires
beneficiaries to withdraw a specific minimum amount
each year. To maximize the life of the IRA and defer taxes
on those assets for as long as possible, account owners
may want to withdraw as little as possible for as long as
the rules permit.

Stretch an IRA over generations — IR705

6. Update affluent clients and prospects on the
current estate and gift tax rules
Are clients and prospects aware of current estate and
gift tax laws? Year-end provides an opportunity to review
existing estate plans and consider gifting strategies. The
annual gift tax exclusion for individuals increases slightly
to $15,000, and the lifetime estate and gift tax exclusion
doubles to $11.18 million for 2018. The drastic increase in
the lifetime exclusion means that clients should review
existing trusts and other documents with their attorney
to see if any modifications are necessary. Also, there may
be opportunities for large lifetime gifts, considering the
doubling of the exclusion amount.
A closer look at the current
estate and gifting tax rules
Tax reform changes the landscape for planning
Passage of the Tax Cuts and Jobs Act in late 2017 represents the most sweeping tax law changes in decades.
While some early legislative versions proposed a full
repeal of the federal estate tax, the final law retains the
estate tax with modification. Specifically, the unified, lifetime exclusion for estates and gifts is doubled, which will
significantly reduce the number of taxable estates. Under
the new rules, less than 2,000 estates would be taxable,
according to the Joint Committee on Taxation. Under the
2017 exemption amounts, about 5,000 estates would have
owed estate taxes.
The estate and gift tax exemption is the dollar amount per
individual that can be sheltered from federal estate or gift
taxes. Individuals may choose to use this exemption by
gifting wealth during their lifetime, leaving assets to heirs
upon death, or a combination of both.
For 2017, with the inflation adjustment, the uniform estate
and gift tax exemption was set at $5.49 million. In 2018,
the exemption amount increases to $11.2 million per individual. Taxable gifts made over a lifetime will also reduce
the exemption amount left upon the death of an asset
owner. For 2018, the annual limit for gifts for an individual
increases slightly to $15,000. This means an individual
can gift that amount to any number of individuals without
having to report a taxable gift. Gifts larger than that
amount must be reported, will reduce the lifetime exemption amount, and may ultimately trigger the federal tax.
The maximum estate and gift tax rate remains at 40%.

Using investment losses
to your advantage

What is the “stretch IRA” approach?
A stretch IRA is a strategy to extend the life of an IRA for
successor beneficiaries. This concept allows the IRA to
continue to grow tax deferred even after the death of the
account owner.

There are no changes to the “portability provision,” which
was made permanent in 2013. With portability, a surviving
spouse can utilize any unused portion of the deceased
spouse’s estate tax exemption — up to the maximum
individual limit — to reduce his or her own taxable estate.
The spouse must choose this provision upon the death of
the first spouse. It is also important to note that previously
claimed exemptions are not transferable if the surviving
spouse remarries.
Because Republicans in Congress chose to work within the
budgetary rules of “reconciliation” to ensure passage with
a simple majority in the Senate, the provisions for individual taxpayers — including estate and gift taxes — will
sunset after 2025.
Key estate tax figures for 2018
Estate and gift tax exemption = $11.2 million/individual*
Maximum tax rate = 40%
Annual gifting exemption = $15,000/individual
T1 his amount may change slightly for 2018 as a result of TCJA’s adoption of
chained CPI for annual inflation adjustments. Amount shown is the amount
scheduled to apply for 2018 prior to the law change.

A closer look at the current estate and
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7. Discuss year-end gifting strategies using 529s
Remind key clients, such as grandparents, that the annual
gifting limit for 2018 is $15,000, and that a special 529-plan
exclusion allows five years’ worth of gifts — up to $75,000
or $150,000 for married couples — to be contributed at
once, provided that no other gifts are made within the
next five-year period. And there’s also an added benefit
for grandparents who own 529s: These assets are not
currently factored as assets for determining federal financial aid under the FAFSA process. However, distributions
from these accounts may be counted as part of the income
test portion of the financial aid calculation.
Strategies to make the most of college savings
The cost of college tuition and fees rose 1.7% for public
college and 3.5% for a private college in 2016 from 2015,
exceeding inflation again, the College Board found.*
Parents looking at college expenses in the future are
already prioritizing the need to save as they seek to
reduce the debt burden for their children or themselves.
For families with children preparing to enter college in the
near term, the next challenge is how to spend down those
savings in an efficient manner while considering financial
aid implications, minimizing taxes, and even reducing
investment risk. With a range of savings vehicles and
debt options available to help pay for college, it can be a
complicated decision when determining which accounts or
strategies to utilize and when to make withdrawals.
RISING COST OF COLLEGE
(PUBLISHED ANNUAL TUITION
AND FEES ONLY)
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it is important to understand the benefits and limitations
of each investment vehicle in order to prioritize its use
based on financial aid or tax considerations.
Among the most popular are 529 college savings plans.
Assets in 529 plans have grown substantially for more than
a decade, and now exceed $250 billion, according, to the
Investment Company Institute. The number of 529 plan
accounts has also risen steadily and totaled nearly 12.9
million at the end of 2016.
State 529 plan assets
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Source: The College Board, Trends in Higher Education Series, 2017.

Meeting the challenge of how to spend down
college savings
Most families use a combination of options to pay for
college, including 529 college savings plans, personal
savings, financial aid, and different forms of debt. In its
2017 report, Sallie Mae† found the largest portion of college
costs — 35% — is paid from scholarships and grants,
followed by parent income and savings (23%), student
borrowing (19%), student income (11%), parent borrowing
(8%), and relatives and friends (4%). With a focus on saving,
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Source: Investment Company Institute and College Savings Plans Network, 2016.

How college savings are utilized in combination with other
accounts — and the timing of distributions — can make a
difference on the longevity of assets and financial aid eligibility. For college savings, a drawdown strategy should be a
priority.

T
1 he College Board, Trends in College Pricing, 2016.
S
2 allie Mae, How America Pays for College, 2017.
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8. Help business owners maximize the new 20%
deduction for qualified business income (QBI)
The new tax law introduced a provision (IRC Section 199A)
that allows certain taxpayers to deduct 20% of qualified
business income (QBI) on their tax returns. Business
income from pass-through entities — sole proprietorships,
partnerships, LLCs, and S Corps — may qualify for the
new deduction. Business owners at higher income levels
($207,500 for individuals, $415,000 for couples) may
be limited or restricted from utilizing the deduction,
so strategies to reduce taxable income under these
thresholds may be appropriate.

9. Talk to small-business owners about how to
transform net operating losses (NOLs) into
tax-free income with a Roth IRA conversion
Small-business owners who will record a net
operating loss (NOL) this year may be able to use it
to their advantage. NOLs may be carried forward to
offset ordinary income on future tax returns. Unlike
net capital losses, where taxpayers are limited to
using only $3,000 annually to offset any ordinary
income, taxpayers can generally apply NOLs
against 80% of ordinary income. Clients carrying
forward large NOLs can use those losses to offset
the additional income from a Roth IRA conversion.
The rules on calculating and utilizing NOLs are
complicated, so it is critical for clients to consult
with a qualified tax professional. Forming
strategic relationships with local CPAs who
can assist business owners with these types of
transactions is a good idea. Such relationships
can also potentially lead to referrals for retirement
and other investment business opportunities.
More information on NOLs can be found within
IRS publication 536, “Net Operating Losses for
Individuals, Estates, and Trusts.”

Understanding the impact of
tax reform on small businesses

The Tax Cuts and Jobs Act
delivered a significant
tax-rate reduction to
corporations as well as
many changes affecting
small businesses.
Source: U.S. Small Business Association, August 2017.
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Find even more at putnamwealthmanagement.com,
including legislative updates and new business-building ideas.

10. Talk to your clients about diversifying
their tax liabilities
During client reviews, consider grouping clients’
investments into three categories: taxable, tax deferred,
and tax free. For many, this exercise may illustrate that
they are “overweight” in one area, namely traditional,
tax-deferred retirement accounts. Many clients
could benefit from increasing their allocations to taxfree vehicles by investing in municipal bonds or by
converting an account to a Roth IRA.
Tax diversification worksheet
In uncertain market environments, investors
must understand the importance of diversifying
investments along asset classes and investment
styles. Investors may apply a similar strategy to ensure
that their investments are diversified in preparation
for the uncertainty surrounding future taxes.

Tax diversification offers some distinct benefits:
•Flexibility to draw income from different sources
depending on your tax situation and changes in
overall life circumstances
•Opportunity to hedge your portfolio against the
direction of tax rates, which could move higher in
the future

Where are your investments located?
Taxable assets

Tax-deferred assets

Tax-free assets

Savings account and CDs

Traditional IRAs

Roth IRA and Roth 401(k)

$
Brokerage accounts

$
Mutual funds

$
Total

$

$
Retirement plans (e.g., 401(k), 403(b))

$
Annuities

$
Total

$

$
Municipal bonds

$
College savings accounts (e.g., 529)

$
Total

$

Tax diversification
worksheet — II905

This material is for informational and educational purposes only. It is not a recommendation of any specific investment product, strategy, or decision, and
is not intended to suggest taking or refraining from any course of action. It is not intended to address the needs, circumstances, and objectives of any specific
investor. Putnam, which earns fees when clients select its products and services, is not offering impartial advice in a fiduciary capacity in providing this sales and
marketing material. This information is not meant as tax or legal advice. Investors should consult a professional advisor before making investment and financial
decisions and for more information on tax rules and other laws, which are complex and subject to change.

Your clients should carefully consider the investment objectives, risks, charges, and expenses of a fund before
investing. For a prospectus, or a summary prospectus if available, containing this and other information for any
Putnam fund or product, call the Putnam Client Engagement Center at 1-800-354-4000. Your clients should read
the prospectus carefully before investing.
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