2020 year-end planning ideas
As the year-end approaches, consider contacting clients with these timely planning ideas.

1. Utilize a Roth conversion to take advantage
of lower tax rates
The Tax Cuts and Jobs Act (TCJA) made sweeping
changes to the tax code, including the lowest income
tax rates in decades. Clients should consult with a tax
professional as year-end approaches to determine
their marginal income tax rate for 2020 and identify
potential strategies. Given rising federal budget deficits and the expiration of these tax rates in 2026 (or
sooner if Congress takes action), taxpayers may want
to consider utilizing Roth strategies now as a hedge
against the risk of higher tax rates in the future. For
example, determine how much income can be realized
within the current tax bracket before “creeping” to the
next tax bracket as a basis for how much in traditional
retirement funds to convert to a Roth.

2. Remind clients required minimum distributions
(RMDs) are suspended for 2020
Since many investors typically request distributions from retirement accounts annually
in December to satisfy minimum distribution
requirements, it is a good idea to remind clients
the rules have temporarily changed this year. The
CARES Act suspends RMDs in 2020 for account
owners, those who have inherited retirement
accounts, and people who reached their required
beginning date (RBD) in 2019 but planned on
waiting until 2020 to take their first required
distribution.

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 $8 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
tax-deferred 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
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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:
Y• ou expect to stop working (or only work part-time) and,
therefore, would earn less and be in a lower tax bracket
Y• ou plan to move to a state that has lower, or no, state
income taxes
Y• ou plan on moving to a larger home, increasing the amount
of deductible interest you can claim
Y• ou expect to have significant deductible health-care
expenses

Your taxes may go up if:
Y• ou plan to pay off your mortgage or move to a smaller
home, therefore decreasing the amount of deductible
interest you can claim
Y• ou expect to receive significant income from large
lump-sum retirement plan payments, IRAs, or annuities
Y• ou plan to liquidate taxable investment savings or
other assets
Y• ou plan to move to a state with higher income taxes

Converting a Traditional IRA to
a Roth IRA — IR757
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3. Consider tax-smart strategies for charitable giving
When the TCJA was signed into law in 2017, it created a
new landscape for tax deductions. By reducing popular
deductions and doubling the standard deduction, most
taxpayers now opt to claim the standard deduction. This
has profound implications for making charitable gifts.
For taxpayers who are planning on claiming the standard
deduction, there are several 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. Lastly, the CARES Act makes two changes
for 2020. Taxpayers, including those utilizing the standard
deduction in 2020, can claim an above-the-line deduction
of up to $300 of cash contributions to qualified charities.
And, the limit on cash contributions to qualified, public
charities increases from 60% of AGI to 100%.
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.
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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.
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.

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.
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5. Review beneficiary designations
Late last year, Congress passed the SECURE Act, which
eliminates the “stretch” option on distributions from
inherited retirement accounts. Under the new rules, most
non-spouse beneficiaries are required to fully distribute
inherited account balances by the end of the 10th year
following the year the account owner dies. Conducting
annual beneficiary reviews is a great way to identify clients
whose estate plans have been impacted by this change,
and it may prompt discussions with clients and their heirs
around efficient wealth transfer strategies.
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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 remains the same
at $15,000, and the lifetime estate and gift tax exclusion
increases to $11.58 million for 2020. The drastic increase in
the lifetime exclusion since the passage of the new tax law
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 historically high level 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%.

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.
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7. Discuss year-end gifting strategies using 529s
Remind key clients, such as grandparents, that the annual
gifting limit for 2020 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. Lastly, recent
tax law changes allow 529 account owners to withdraw
$10,000 for K–12 tuition expenses and $10,000 to repay
student loans, and allow distributions for qualified apprenticeship programs.
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)

Public (resident)

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 recent 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 ($213,300 for individuals, $426,600 for
couples) may be limited or restricted from utilizing the
deduction, so strategies to reduce taxable income under
these thresholds may be advantageous.

9. Talk to business owners about how to
transform net operating losses (NOLs) into
tax-free income with a Roth IRA conversion
Business owners who will record a net operating
loss (NOL) this year may be able to use it to their
advantage. 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 taxable income.
In addition, the CARES Act temporarily suspends
this 80% limit for 2020, allowing taxpayers to
apply an NOL against 100% of taxable 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.”

Apply a net operating loss to
a Roth IRA conversion
The Tax Cuts and Jobs Act resulted in sweeping reforms to the tax code, including changes
impacting small-business owners. Because of modifications in the way certain business losses are
treated under the new law, a Roth IRA conversion may be an appealing strategy to consider.

What is a net operating loss (NOL)?
A net operating loss (NOL) may occur during a tax year in
which business deductions exceed income, resulting in
negative income. Historically, taxpayers could apply this
NOL deduction to prior tax returns, at least two years
prior, and in some cases as many as five years. This was
referred to as an NOL “carryback.” Alternatively, the
taxpayer could apply the loss to future tax returns for
a maximum of 20 years. This was referred to as an NOL
“carryforward.”

NOLs and small businesses
Small-business owners who operate as pass-through
entities may take advantage of an NOL. In the case of
a sole proprietor, business income and expenses are
reported on Schedule C, which is used to calculate
net business profit or loss. This figure is then carried
over to the taxpayer’s 1040 form and combined with
other income (spousal income, unearned income from
investments, etc.) Generally, if the business loss being
reported on Schedule C exceeds all other income
reported on the 1040, an NOL deduction may be
available, depending on the circumstances.

For other pass-through business entities, such as an
S Corp, partnership, or LLC, the calculation of an NOL is
more complicated. In these cases, a business loss for a
particular year is first applied to the taxpayer’s cost basis
in the business. Once the basis in the entity is reduced to
zero, an NOL may apply. Additionally, entities generating
passive income (from real estate activities, for example)
are subject to the passive loss rules and may be limited
when calculating a deduction for NOL.

Tax reform introduces changes to NOLs
The Tax Cuts and Jobs Act (TCJA) introduced major
changes to the tax treatment of NOLs.
B
• eginning in 2018, taxpayers are no longer able to carry
back NOLs, but instead may carry forward NOLs for an
unlimited number of years
T
• axpayers are allowed to deduct NOLs only up to 80%
of taxable income in that year
N
• ew limits are imposed on deducting “excess
business losses”*
T
1 he TCJA introduces a limitation on “excess business losses,”
meaning business owners are restricted from deducting business
losses in excess of $250,000 per taxpayer (individuals) or $500,000
(married couples filing a joint return). Business losses above this
limit must be carried forward to the following tax year. This new
limit and other changes related to NOLs apply to businesses other
than C corporations from 2018 through 2025.

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.
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10. Connect with clients who may have taken a
qualified coronavirus distribution
Under the CARES Act, the 10% early withdrawal penalty
is waived for distributions up to $100,000 in 2020 for
those diagnosed with COVID-19 — or whose spouses
or dependents are diagnosed with it — or those who
have experienced adverse financial consequences, such
as being laid off or quarantined due to the pandemic.
Income attributed to distributions is taxed equally over
2020, 2021, and 2022 or may be contributed back into
a retirement account within three years. Additionally,
taxpayers have the option of reporting all of the taxes
due in the current tax year in lieu of spreading the
income over three years. Make sure clients who have
taken these distributions know their options.
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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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