10 ways to help you build your business into 2017
As the year-end approaches, consider contacting clients with these timely planning ideas.

1. 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.

2. Identify opportunities to harvest tax losses
Tax-rate increases combined with new health-care-related
taxes make smart tax planning more critical. 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.
Using investment losses
to your advantage
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.
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.

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 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.

Considerations
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 exchangetraded 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
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What you need to know
about required IRA withdrawals
Important guidelines for IRA owners and beneficiaries.

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.*
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.

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.

A
1 fter-tax assets within an IRA account are not subject to taxes.

What you need to know about
required IRA withdrawals – IR704

Grandparents not relying on income from RMDs may
also be interested in using those funds to establish a 529
savings account for grandchildren. For charitably-minded
clients, there may also be an opportunity to avoid taxes
on RMDs if those distributions are sent directly to a qualified charity.

3. 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 taxdeferred income benefits extend to future generations.
IRA distribution planning worksheet
Use this worksheet as the first step in your distribution planning process. It is designed to help you
and your financial advisor evaluate your current financial situation and future income goals.

List all your sources of retirement income.

If you are already taking an RMD, do you think you
are withdrawing the right amount from your IRA?
Yes
No

When do you and your spouse intend to retire?

Do you understand how a Stretch IRA works?
Yes
No
Have you spoken to your parents about their IRAs
and the benefit of a Stretch IRA?

When will you need to begin withdrawing money
from your IRA?

Yes
No
Do you wish to leave IRA money to children
who are minors?
Yes

If applicable, list your required minimum
distribution (RMD) amounts per IRA.

Yes

Donating IRA assets to charity

No

Legislation 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.

No
Do you wish to leave IRA money to a trust
or charity?

When was the last time you checked your
beneficiary designations?
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.
C
• haritable deductions are limited by a taxpayer’s
income — generally up to a maximum of 50% 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.

Talk to your financial representative
It’s important to consider your tax situation before
deciding whether to make a charitable contribution from
your IRA. Be sure to work closely with your financial representative to determine whether this tax provision is right
for you.
This information is not meant as tax or legal advice. Tax laws are
complex and subject to change. Please consult a professional tax
advisor to determine how this tax law affects your situation.

Donating IRA assets to
a charity – II828
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4. Contact clients before the end of the year to
discuss the benefit of converting to a Roth IRA
Your clients are likely aware of the benefits of Roth
IRAs: tax-free withdrawals in retirement, no required
minimum distributions, and the option to leave
an income-tax–free legacy to the next generation.
Although tax rates have increased recently for some
taxpayers, a Roth IRA conversion may still make
sense. For example, income for many individuals
can vary substantially from year to year such as
with sales professionals or executives who receive
bonuses. Completing “tactical” Roth IRA conversions when income is lower can put these clients in a
better position to manage their tax bill in retirement.
Additionally, with increasing federal budget deficits
and concerns regarding the strength of entitlement
programs like Social Security, it is conceivable that
tax rates may be higher in the future.
Preserve income from future tax increases
Top federal income tax rate for each year since 1926

C
• urrent federal tax rates are below the long-term average,
but they could increase in the future to cover projected
federal budget deficits.
A
• n investment in a municipal bond fund generates income
that is exempt from federal taxes, regardless of the level of
tax rates now or in the future.
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Capital gains, if any, are taxable for federal and, in most cases, state purposes. For some investors, investment income may be subject to the federal alternative minimum tax. Income from federally
exempt funds may be subject to state and local taxes.
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5. 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
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, there is no limit on how much of an NOL can be
used to offset 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.”
Advanced tax strategies using
a Roth IRA conversion
The Roth IRA can act as an effective hedge against the prospect of rising tax rates in the future.
This piece presents five strategies for talking to clients in a variety of financial situations about the
benefits of a Roth IRA conversion.

For clients who are hesitant to convert because of the
potential negative income tax implications or who are
simply unsure of the amount to convert, remember that
there is always the option of recharacterizing all or part
of a Roth IRA conversion before the tax-filing deadline
without incurring additional taxes or penalty.
Converting a Traditional IRA to a Roth IRA
The case for converting, and how to do it
While Roth IRAs currently comprise only a small fraction of
the total $7 trillion IRA market, they are poised to grow as a
result of recent tax law changes. As investors become more
concerned about the impact of taxes in retirement, Roth IRAs
present a tax-free income alternative. Unlike most retirement
accounts, Roth IRAs feature withdrawals that are free from
federal income taxes, making them an attractive vehicle for a
wide range of retirement savers.

Roth conversions available to everyone
When the Roth was first introduced in 1998, tax filers earning
more than $100,000 1 were ineligible to convert their taxdeferred retirement accounts to Roth IRAs. But beginning
in 2010, that income cap was eliminated, making Roth IRAs
available to all investors. Converting to a Roth IRA is a taxable
event — federal income taxes are due on the value of pretax
contributions and any earnings.
1

Income limits were based on modified adjusted gross income (MAGI).

All tax-deferred IRAs, including Traditional, Rollover, SIMPLE2,
SEP, and SAR-SEP IRAs, are eligible for a Roth IRA conversion.
Tax legislation enacted in early 2013 also expands in-plan
conversions of traditional 401(k) and 403(b) assets to designated Roth accounts to include all participants in a plan.
Previously, plan participants were required to have a “distributable” event (i.e., attainment of age 59½) in order to convert.
In-plan conversions may only be made available to plans that
already offer the Roth 401(k) option for salary deferrals. Plans
are not mandated to offer the conversion option.
2

SIMPLE IRAs may not be converted until two years from the date the account
owner first began participating in the plan.

The case for converting
The tax treatment of withdrawals is the biggest difference
between Roth IRAs and other retirement savings vehicles.
For that reason, investors considering converting to a Roth
IRA will often ask themselves whether their tax liabilities are
likely to be higher now or in retirement. Making that kind of
prediction is a difficult task, and one that can often be based
on flawed assumptions. For example, many individuals are
finding that they want to work at least part-time during their
retirement years for a variety of reasons. That income —
combined with income from Social Security, any annuities,
and required minimum distributions from Traditional
IRAs — may put you in a higher tax bracket than you anticipate. Moreover, if tax rates increase between now and the
time you retire, earning less income would not necessarily
mean you’ll owe less in income taxes.

Your taxes may go down if:
•You expect to stop working (or only work part-time) and,
therefore, would earn less and be in a lower tax bracket
•You plan to move to a state that has lower, or no, state
income taxes
•You plan on moving to a larger home, increasing the
amount of deductible interest you can claim
•You expect to have significant deductible health-care
expenses

Your taxes may go up if:
•You plan to pay off your mortgage or move to a smaller
home, therefore decreasing the amount of deductible
interest you can claim
•You are claiming dependents now that you won’t be
able to claim in retirement
•You expect to receive significant income from large
lump-sum retirement plan payments, IRAs, or annuities
•You plan to liquidate taxable investment savings or
other assets
•You plan to move to a state with higher income taxes

Converting a Traditional IRA
to a Roth IRA – IR757

1. Talk to small business owners about how to
transform NOLs into tax-free income with a
Roth IRA conversion
Small-business owners who will record a net operating
loss (or “NOL”) this year may be able to use the loss
to their advantage. There are two options for using
NOLs to offset income: “Carrybacks” allow NOLs to be
applied to income earned in previous tax years, while
“carryforwards” can be applied toward future tax returns
for up to 20 years. Unlike net capital losses, where
taxpayers are limited to only $3,000 annually to offset
any ordinary income, there is no limit on how much of
an NOL can be used to offset ordinary income. Clients
carrying forward large NOLs can use those losses to
offset the additional income from a Roth IRA conversion.
In some cases, clients may be able to establish Roth
IRAs without paying any additional taxes. The rules on
calculating and utilizing NOLs are complicated, so it is
critical for clients to consult with a qualified tax
professional. If you have not done so already, 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.”
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Example
The illustration below makes the following assumptions:
J• ohn is a sole proprietor, married, with two children
H
• e has a SEP IRA valued at $200,000
D
• ue to investments within the business and a poor
economic environment, business losses total $150,000
H
• is wife earns $75,000 annually
T
• hey report an additional $5,000 in income from interest
and dividends
N
• on-business deductions total $35,000
(itemized deduction + personal exemptions)
SIMPLIFIED NOL CALCULATION
Income
Spousal wages

$

Interest and dividends

$

Total income

$

75,000
5,000
80,000

Deductions
Net business losses (itemized deductions and
personal deductions not allowed in NOL calculation)

($150,000)

NOL for tax year

($70,000)

Income from Roth IRA conversion

$

70,000

Net taxable income

$

0

End result: John is able to convert $70,000 of his
SEP IRA to a Roth without tax consequences.

Advanced tax strategies using
a Roth IRA conversion – SI615

6. Discuss strategies to help offset the alternative
minimum tax (AMT)
Although tax legislation signed into law at the beginning
of 2013 prevented a dramatic expansion of the AMT,
roughly 4 million taxpayers will still owe AMT with an
average tax bill of roughly $6,600. There are a variety
of strategies that can help clients avoid or minimize
the impact of the AMT, including deferring certain tax
deductions, being careful when exercising stock options,
or avoiding exposure to private activity bonds.

7. Update affluent clients and prospects on the
current estate 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 is $14,000,
and the lifetime gift tax exemption is $5.45 million for 2016.
High-net-worth clients and families may wish to consult
with an attorney on more sophisticated gifting strategies,
such as Family Limited Partnerships (FLPs), Dynasty Trusts,
or Grantor Retained Annuity Trusts (GRATs).

The alternative minimum tax
Tax-saving strategies

The alternative minimum tax (AMT) was originally
designed by Congress to ensure that wealthy individuals
could not avoid income tax by exploiting weaknesses in
the tax code. When the AMT was introduced in 1969, it
only affected taxpayers with very high incomes. But, until
recently, AMT rules were not indexed for inflation. Over the
past 40 years, economic growth and inflation have caused
wage levels to increase significantly, yet the income
threshold above which individuals must figure their AMT
liability stayed level, resulting in an expansion of the AMT.
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After fluctuating for several years, federal estate tax and
gift tax exemption levels were made permanent by the
American Taxpayer Relief Act in 2013. The law also included
an adjustment for inflation.

Will you owe the AMT?

2016 AMT exemption amounts
Single filers

5.0

Number of AMT taxpayers (millions)

1980

The signing into law in early 2013 of the American
Taxpayer Relief Act of 2012 brings some much-needed
clarity to the AMT system. Unlike previous legislation to
index the AMT for inflation, this law enacts that change
on a permanent basis. The AMT exemption amount is
increased for inflation going forward. This prevents a
dramatic expansion of the AMT to many more taxpayers.

Married/filing jointly

$53,900

Number of taxpayers
subject to AMT has
increased significantly

$83,800

Your income

Chance that you will owe the AMT

Less than $100,000

Less than 2%

$100,000–$200,000

2%

$200,000–$500,000

32%

$500,000–$1,000,000

62%

Over $1,000,000

21%

The alternative minimum tax: Taxsaving strategies – II800

Source:
1
Urban-Brookings Tax Policy Center, August 2013 estimates.
Most recent data available.

The permanent increase in the exemption amounts
means less income will be subject to the AMT. However,
there are still a significant number of taxpayers who will
feel the burden of the AMT each year. Fortunately, there
are strategies you can use to reduce the likelihood you’ll
have to pay the AMT.

The nature of the tax
The alternative minimum tax is a separate, parallel federal
income tax system, with two marginal tax rates, 26% and
28%, and different exemption amounts. Under AMT rules,
certain exclusions, exemptions, deductions, and credits
that would reduce your regular taxable income are not
allowed. You must “adjust” your regular taxable income to
arrive at your alternative minimum taxable income (AMTI).

Taxpayers with incomes above $100,000
should complete IRS Form 6251 to see if
they owe the AMT.

Clients should also consider adding tax-free investments
to their portfolios. Putnam’s tax-free municipal bond lineup
offers a broad range of funds, a prudent approach to risk,
and competitive performance with minimal or no exposure
to the AMT.
2015 tax rates, schedules, and contribution limits
INCOME TAX

CAPITAL GAINS TAX
If taxable income is
over but not over

Married/Filing
jointly and
qualifying
widow(er)s

$

Single

$

0

$0.00 + 10%

74,900

74,900

74,900

29,387.50 + 28%
111,324.00 + 35%

—

129,996.50 + 39.6%

151,200

51,577.50 + 33%

$9,225

230,450
411,500
464,850

$0.00 + 10%

37,450

0
18,450

10,312.50 + 25%

411,500
464,850

0

$

1,845.00 + 15%

151,200
230,450

411,500

9,225

$

922.50 + 15%

0

90,750
189,300

18,481.25 + 28%

90,750

411,500

46,075.25 + 33%

189,300

413,200

413,200
$

5,156.25 + 25%

—

0

119,401.25 + 35%

$

375.00 + 25%

9,050

9,050

413,200

$0.00 + 15%

5,900

5,900

411,500

119,996.25 + 39.6%

$2,500

2,500

5,900

2,107.00 + 33%

—

0
2,500

1,225.00 + 28%

12,300

12,300

37,450

9,050

3,179.50 + 39.6%

12,300

over
0
50,000

If taxable income is
but not over
$

50,000
75,000

The tax is
$

0 + 15%

Of the
amount over
$

0

7,500 + 25%

50,000

75,000

100,000

13,750 + 34%

75,000

100,000

335,000

22,250 + 39%

100,000

335,000

Short-term
12 months

10%, 15% brackets

Ordinary rate

Long-term
>12 months
0%

25%, 28%, 33%, 35% brackets

Ordinary rate

15%

39.6% bracket

Ordinary rate

20%

TAX ON QUALIFIED DIVIDENDS
Tax bracket

Tax

10%, 15% brackets

0%

25%, 28%, 33%, 35% brackets

15%

39.6% bracket

20%

Additional 3.8% federal Medicare tax applies to individuals on the lesser of net
investment income or modified AGI in excess of $200,000 (single) or $250,000
(married/filing jointly and qualifying widow(er)s). Also applies to any trust or
estate on the lesser of undistributed net income or AGI in excess of the dollar
amount at which the estate/trust pays income taxes at the highest rate.
KIDDIE TAX

CORPORATE TAX

$

Tax bracket

Additional 3.8% federal Medicare tax applies to individuals on the lesser of net
investment income or modified AGI in excess of $200,000 (single) or $250,000
(married/filing jointly and qualifying widow(er)s). Also applies to any trust or
estate on the lesser of undistributed net income or AGI in excess of the dollar
amount at which the estate/trust pays income taxes at the highest rate.

9,225

37,450
90,750
189,300
411,500
Estates and
trusts

Of the
The tax is amount over

$18,450

18,450
151,200
230,450
464,850

10,000,000

113,900 + 34%

10,000,000

15,000,000

3,400,000 + 35%

10,000,000

15,000,000

18,333,333

5,150,000 + 38%

15,000,000

18,333,333

—

35%

335,000

0

Catch-up contribution limit for 401(k), 403(b), and 457 plans
Maximum elective deferral to SIMPLE IRA plans
Catch-up contribution limit for SIMPLE plans
Maximum elective deferral to 457 plans of gov’t and tax-exempt employers
Limit on annual additions to defined contribution plans
Annual compensation threshold requiring SEP contribution
Limit on annual additions to SEP plans
Maximum annual compensation taken into account for contributions

$18,000

0%
Child’s tax rate
Child’s tax rate
Generally, the parent’s highest marginal tax rate

CHILD TAX CREDIT

STANDARD DEDUCTIONS

6,000
Annual

12,500
3,000
18,000
53,000
600

Married/Filing jointly and qualifying widow(er)s
Single

210,000
120,000
2,550

Additional age
65+ or blind

$12,600

$1,250

$6,300

$1,550

PERSONAL EXEMPTIONS AND ITEMIZED DEDUCTIONS
Exemption

53,000
265,000

Annual benefit limit under defined benefit plans
Limitation used in definition of highly compensated employee
Health flexible spending account maximum salary reduction contribution

Sources: IRS and Social Security Administration updates 2014 and 2015.

Unearned income > $2,100

$1,000 per child; phases out $50 for each $1,000 of modified AGI (rounded up to the
next $1,000 increment) over $110,000 (married/filing jointly) or $75,000 (single)

EMPLOYER RETIREMENT PLANS
Maximum elective deferral to retirement plans, e.g., 401(k), 403(b)

$0 to $1,050
Earned income > $1,050
Unearned income > $1,050, ≤ $2,100

If a child’s earned income represents not more than one half of support needs,
the kiddie tax generally also applies to unearned income of children who have
not attained age 19 by the close of the year, and children who are full-time
students and have not attained age 24 as of the close of the year.

Married/Filing jointly and qualifying widow(er)s

$4,000 each

Single

Personal exemptions and itemized deductions phase out beginning with
AGI over $258,250 (single) or $309,900 (married/filing jointly and
qualifying widow(er)s).

$4,000

2016 tax rate
schedules – II941

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.
The estate tax exemption was made permanent at a level
of $5 million (for individuals), indexed for inflation. For 2016,
with the inflation adjustment, the uniform estate and gift
tax exemption is set at $5.45 million. Taxable gifts made
over a lifetime will also reduce the exemption amount left
upon the death of an asset owner. For 2016, the annual limit
for gifts to an individual was set at $14,000. 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 was set at 40%.
The law also made the “portability provision” permanent.
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.

Estate and gift tax rules had changed frequently as tax
legislation expired, which had presented challenges for
long-range estate and legacy planning. With permanent
exemption levels, it is important for investors to understand
the implications of the tax thresholds and how they may
incorporate them in estate and legacy planning.
Key estate tax figures for 2015

Estate and gift tax exemption = $5.45 million/individual
Maximum tax rate = 40%
Annual gifting exemption = $14,000/individual

Planning considerations
The permanency of the estate tax exemption dramatically
reduces the number of estates that will have to pay federal
estate taxes. For 2016, the exemption amounts are
$5.45 million for individuals and $10.9 million for couples.

For estates falling under the exemption amount
While many estates will fall below the exemption level, this
does not mean that only individuals and families with significant wealth need to focus on estate planning. The reality
is that proper estate planning extends well beyond minimizing or preparing for federal estate taxes. Households
within the exemption level should consider:
O
• rderly transition of wealth to heirs or charitable concerns
through wills or other means.
P
• lans to address potential state estate or inheritance taxes.
There are approximately 20 states that have different rules
involving taxation on estates, including exemption amounts
below the federal threshold of
$5.45 million.

A closer look at the gifting
and estate tax rules – II546

8. Consider mutual funds with tax-loss carryforwards
to help reduce potential capital gains taxes
Investors using taxable accounts may be able to use an
effective strategy to help reduce their tax liability. Some
mutual funds have embedded historical capital losses
that can be used to offset current or future capital gains
distributions that can increase a client’s tax burden. Help
your clients facing potential capital gains by identifying
funds that have tax-loss carryforwards.

Find even more at putnamwealthmanagement.com,
including legislative updates and new business-building ideas.

9. Discuss year-end gifting strategies
using 529s
Remind key clients, such as grandparents, that
the annual gifting limit for 2016 is $14,000, and
that a special 529-plan exclusion allows five years’
worth of gifts — up to $70,000 or $140,000 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.

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, taxdeferred retirement accounts. Many clients could benefit
from increasing their allocations to tax-free 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)

$

$

$

Help a grandchild with college costs —
and get tax benefits, too.

Brokerage accounts

Putnam 529 for America

$

SM

Mutual funds

Putnam 529 for America is a great
way to help with college savings:
•Proceeds can be used for any eligible college
in the country
•Anyone can contribute on behalf of the child
•You pay no federal income taxes on earnings or
withdrawals for qualified higher education expenses
•A wide range of investment choices: age-based
portfolios, goal-based portfolios, and individual
fund options from Putnam and other firms
•The opportunity to invest in Putnam Absolute
Return Funds, which seek lower volatility than
more traditional mutual funds

You keep control of your assets

Total

$

$
Annuities

$
Total

$

You can reinvest your IRA distributions
Required minimum distributions from your retirement
plan account can be contributed to your Putnam 529 for
America account. While you will pay income taxes on the
IRA distributions, your money will have the opportunity to
continue growing tax free.

Multiple tax benefits
•You pay no federal income taxes on account earnings
while the account is invested and no federal income taxes
when you withdraw the money to pay for qualified
higher education expenses of your beneficiary.

Putnam 529 for America is sponsored by the State of Nevada,
acting through the Trustees of the College Savings Plans of
Nevada and the Nevada College Savings Trust Fund. Anyone
may invest in the plan and use the proceeds to attend school in
any state. Before investing, consider whether your state’s plan
or that of your beneficiary offers state tax and other benefits
not available through Putnam 529 for America. If you withdraw
money for something other than qualified higher education
expenses, you will owe federal income tax and may face a 10%
federal tax penalty on earnings. Consult your tax advisor.

$

Even though your grandchild is the beneficiary, you always
control withdrawals from the account. The money will not
transfer to the child when the child reaches legal age, as
is the case with other types of savings accounts. In addition, you can change the beneficiary to a different family
member at any time.

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

•A special exclusion enables you to make up to five years’
worth of gifts in a single year to a single beneficiary without
triggering the federal gift tax. The maximum for individuals
is $70,000; maximum for married couples is $140,000.
•Putnam 529 for America may provide estate tax benefits
to families whose estates exceed the estate tax exemption.
Although contributions are removed from your estate for
estate tax purposes, you retain control over the assets, a
benefit unique to 529 plans.

Municipal bonds

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

$
Total

$

Tax diversification
worksheet – II905

Want to help a grandchild with
college costs? – ED106

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 Putnam Dealer Marketing Services at 1-800-354-4000. Your clients should read the
prospectus carefully before investing.

Not all literature may be approved for use at all firms.
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