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As we near the end of 2016, there may be an opportunity to 

reduce your income taxes if you act before the end of the year.  

The election of Mr. Trump will likely result in significant changes 

to the income tax code.  Specifically, President-elect Trump and 

influential Republicans in Congress plan to eliminate certain tax 

benefits and decrease tax rates.  These changes are projected 

to provide tax relief for the mass affluent, as well as middle-

class Americans.  However, it will affect individual taxpayers 

differently.  Moreover, the sudden change year-to-year will 

provide significant timing opportunities.  In this report, we 

provide a handful of simple steps which can reduce your tax 

burden. 

For more information, please visit www.planfinancial.com. 
  

© 2016 Plan Life & Wealth Management, Inc.   All rights reserved. Plan Financial, a company of Plan Life & Wealth, was founded in 1985, and 
serves a wide variety of clients – including corporations, trusts, charitable organizations, and individuals. 
Plan Life & Wealth Management, Inc. • 9 River Park Place East, Suite 440 • Fresno, CA 93720-1530 • USA 



Year-end Tax Planning Report 

 

 

Page 1 

 
  

This report is for informational purposes only.  Forecasts, 

estimates, and certain information contained herein are 

based upon research and should not be considered as 

investment advice or a recommendation of any particular 

security, strategy or investment product.  Information 

contained herein has been obtained from sources believed 

to be reliable, but not guaranteed. 

IRS CIRCULAR 230 DISCLOSURE:  To comply with IRS 

Regulations, we inform you that any discussion of U.S. 

federal tax issues in this correspondence (including any 

enclosures) is not intended or written to be used, and 

cannot be used, (i) to avoid any penalties imposed under 

the Internal Revenue Code, or (ii) to promote, market, or 

recommend to another party any transaction or matter 

addressed herein. 
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Year-end Tax Planning Report 
YEAR-END TAX PLANNING:  TRUMP PRESIDENCY CREATES SPECIAL OPPORTUNITIES FOR 2016 

Dear Clients and Friends: 

With the recent election of Donald Trump as the 45th President of the United States, there will now likely be 
major changes to both the estate and income tax laws.  With Republicans maintaining a majority in the Senate 
and the House of Representatives, significant tax reform is more likely now than it has been in recent years.  It 
seems clear that the desired reforms are likely to: 

 Simplify and lower income tax brackets; 

 Broaden the tax base; 

 Eliminate the alternative minimum tax for individuals and businesses; 

 Curtail tax deductions; 

 Reduce taxes on businesses; and 

 Repeal the estate tax. 

Because the chances of passing legislation are more favorable when a President first takes office, and 

because much of the groundwork has already been laid with the Tax Reform Task Force Blueprint created by 

House Republicans in June 2016, new tax legislation will probably be introduced early in Trump’s presidential 

term.  Below is a summary of some of the more important proposals: 

Proposed Tax Law Changes Current 

House 
Republican 
Proposal 

Trump’s 
Proposal 

Top Income Tax Rate 39.6% 33.0% 33.0% 

Top Tax Rate on Dividends 20.0% 16.5% 20.0% 

Obamacare Tax on Net Investment Income 3.8% Repeal Repeal 

Top Capital Gain Rate 20.0% 16.5% 20.0% 

Top Small Business Income Tax Rate (Professional, 
S-Corp, Sole Proprietor, etc.) 

N/A 25.0% 15.0% 

Top Corporate Rate 35.0% 20.0% 15.0% 

Mortgage Interest Deduction Available Retain $200,000 
Cap on 
Itemized 

Deductions 
State & Local Tax Deduction Available Repeal 

Standard Deduction $12,600 $24,000 $30,000 

Top Estate Tax Rate 40% Repeal Repeal 

Gift & Estate Tax Exemption $5,450,000 Repeal Repeal 

Basis “step-up” Available Retain Eliminate 
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Individual Tax Reform 

Trump’s plan differs in some respects from House Republicans’ Tax Reform Task Force Blueprint, but the two 

plans are in fundamental agreement on big-picture issues.  Both plans would simplify tax brackets, lower tax 

rates, and eliminate the alternative minimum tax, estate tax, and the 3.8% net investment income tax (NIIT).  

This ideological agreement between the White House and Congress should facilitate tax reform in 2017. 

Since it’s likely that the tax code will be simplified from 7 brackets to 3 brackets as illustrated in the chart 

below, what were likely to be seeing for many people is to defer income recognition events into next 

year and accelerate deductions, including large charitable planning, over the next few weeks. 

Income Tax Reform Proposals 
Republican Congressional Tax Reform 

Income $0 - 75,300* $75,301 - 231,450* $231,451+* 

Current 
Rates 

10% 15% 25% 28% 33% 35% 39.6% 

Proposed 
Rates 

12%** 25% 33% 

  * Married Filing Jointly 

** Increase in the new standard deduction will result in a person currently in the 10% bracket paying less taxes. 

The capital gains rate under the Congressional plan, as shown below, is 16.5%.  Under the Trump plan it’s 

20%.  We think it’s more likely that we end up under the Congressional plan. 

Capital Gains Tax Reform Proposals 
Republican Congressional Tax Reform 

Income $0 - 75,300* $75,301 - 231,450* $231,451+* 

Current 
Rates 

0% 15% 15% 20% 

Proposed 
Rates 

6% 12.5% 16.5% 

  * Married Filing Joint 

Estate Tax Reform 

Estate tax repeal has long been a Republican priority, and chances of success are perhaps greater now than 

ever.  Both the House Republican plan and the Trump plan are in conceptual agreement that the estate tax 

should be repealed. 

While the House Republican plan is short on detail, it proposes simply to “eliminate the estate tax and the 

generation-skipping transfer tax, so that the death of a family member or loved one no longer will be a taxable 
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event.”  There is notably no mention of how repeal of the estate tax could affect the current basis step-up for 

property acquired from a decedent. 

The Trump tax reform plan offers only slightly more detail.  The Trump plan would repeal the estate tax, but 

at a cost:  Capital gains exceeding $10 million held at death would be subject to capital gains tax.  Although 

the details are fuzzy, the apparent intent is to replace the estate tax with a capital gains tax on any unrealized 

appreciation in assets in excess of $10 million that are acquired from a decedent.  But, with the proposed capital 

gains tax rate of 20 percent, the tax bite would be considerably less than the 40 percent estate tax rate 

under current law.  Because the capital gains tax would presumably only apply to appreciation, taxpayers 

would not be taxed on the full value of their gross estate. 

Business Tax Reform 

Trump also has plans for business tax reform: 

Expensing Investments 

 He proposes businesses will be allowed to expense new business investments immediately, instead of 

depreciating them; 

 In-line with proposals from Republicans in Congress. 

Reducing Tax on Business 

 He proposes a 15% tax on “businesses”; 

 Republicans in Congress propose a 20% rate for corporations and a 25% rate on small business 

income. 

Repatriation of Corporate Earnings 

 One-time 10% repatriation tax for offshore corporate earnings; 

 Republicans in Congress have shown support for a similar repatriation holiday. 

Repeal and Replace Obamacare 

 He proposes to repeal and replace Obamacare, presumably reducing healthcare costs it imposes on 

business; 

 He proposes eliminating the Net Investment Income Tax. 

Any tax reform is likely to affect the individual income tax brackets.  Given the potential for lower income 

taxes in 2017, many clients should consider deferring any income (including capital gains harvesting) until next 

year.  Deferring income and capital gain recognition gives you the ability to benefit from any future reduction 

in taxes.  Since it is almost certain that taxes will not increase in 2017, there is little downside to this wait-and-

see approach. 

Fortunately, there are a number of strategies you can use before the end of the year to defer recognizing 

income and accelerating deductions. 

Of course, every situation is different, and many items of income or deduction cannot be controlled, but now is 

the time to look at your year-end tax situation. 
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Bracket Management 

Once the amount of taxable income is estimated, planning to avoid this year’s higher tax brackets and the 

NIIT can begin. There are many different specific tax planning strategies that can be implemented depending 

on the situation. Some of these include: 

Income Tax Planning 

 Harvest capital gains to the extent the 0% capital gain rate applies; 

 Defer recognition of income to capture lower rates in the future: 

o Consider maximizing contributions to IRAs, 401(k)s and deferred compensation; 

o Older clients should consider deferring capital gains for heirs to obtain a step-up in cost basis 

at death. 

 Accelerate deductions in 2016 to capture increased tax savings from this year’s higher tax brackets: 

o Harvest capital losses to offset taxable gains and the Net Investment Income Tax (NIIT); 

o Writing a check for a charitable contribution by year-end counts for the current year; 

o Consider contributing your planned 2017 charitable gifts by year-end 2016; 

o Charging a donation on a credit card by year-end counts for the current year; 

o Consider a qualified charitable distribution (QCD) to charity to fulfill Required Minimum 

Distribution (RMD). 

 Defer the large purchase of business equipment; 

 Plan in general for lower rates in the future, such if considering a Roth Conversion. 

 Aggressively manage taxation of investments. 

Watch out for Phase-outs 

 Phase-out of personal exemptions (PEP) and limitations on itemized deductions (Pease) as income rises 

above the following threshold amounts: 

o Single taxpayers    $259,400 

o Head of households    $285,350 

o Married filing jointly or surviving spouse $311,300 

o Married filing separately   $155,650 

 Above certain Adjusted Gross Income (AGI) amounts, personal exemptions are completely phased out. 

Example:  Timing Deductions for 2016 or 2017? 

o Dick and Jane are married taxpayers filing a joint return; 

o They are trying to decide whether to make a $20,000 charitable contribution in 2016 or 

2017; 

o Their AGI is $800,000, but they expect it to decrease to $200,000 in 2017; 

o They have no other itemized deductions. 
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 2016 2017 

Adjusted Gross Income $800,000 $200,000 

Charitable Deduction $20,000 $20,000 

Pease Limitation (($800,000-

$311,300) x 3%) $14,661 $0 

Deduction Allowed $5,339 $20,000 

Tax Rate 39.6% 28% 

Tax Savings $2,114 $5,600 

 

If they take the charitable deduction in 2016, the Pease limitation will eliminate a significant portion.   

By contrast, if they take the charitable deduction in 2017, the Pease limitation won’t apply and the 

contribution is fully deductible. 

Despite their tax bracket decreasing considerably, the tax benefit of taking the deduction in 2017 

is greater. 

 

“Flying below the radar” 

(Married Filing Joint) 

 

Estate Tax Planning 

 Defer techniques which incur income, gift, or estate tax; 

 Consider transfer tax-free inter vivos (lifetime) gifts to avoid the recognition of capital gain; 

 Fulfill charitable gifts with IRA assets at death. 

Conclusion 

With the end of 2016 fast approaching, now is the time to find out if one or more of these strategies might 

help you save on your income tax this year. 

Planning Tip:  Proper planning is NOT about avoiding deductions, but 

about managing income to avoid the higher income tax brackets and 

“flying below the radar.” 
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Tax-Aware Investing 

Taxes are the biggest drag on investment performance.  Over a long period of time, “tax drag” can have a 

dramatic effect on wealth accumulation.  There’s an axiom in investing that says, “It’s not what you make, it’s 

what you keep.”  In other words, don’t allow your hard-earned investment gains to get eaten up by taxes.  

The chart below shows just how damaging taxes can be.  

Look at the top line in the graph. A $100,000 portfolio invested in 60% stocks and 40% bonds in 1979 

would have grown to almost $4 million before taxes by 2015.  However, with no efforts to mitigate the tax 

effect, Uncle Sam would have eaten almost 60 percent of the gain, lowering the investor’s wealth to just a 

little more than $1.6 million. * 

 

 

 

 

 

 

 

 

 

 

 

  

Tax-managed portfolios 

produce higher after-tax 

returns 

 Tax Lot Accounting 

 Loss Harvesting 

 Wider Rebalancing 

Ranges 

 Tax-Aware Trading 

 Gain/Loss Offset 

 Transition of Low 

Cost-Basis Stocks 

 

“Because we all know that when it comes down to it, it’s not the 

money you earn — it’s what you keep” 

Taxes Reduce Performance Over Time (Hypothetical Growth of $100,000*) 

*Source:  Parametric Portfolio Associates:  Based on a hypothetical tax-free $100,000 portfolio invested 60% in stocks 

(based on the Russell 3000) and 40% bonds (based on the Barclays Aggregate) with (1) no liquidators; (2) interest income 

and dividends taxed annually at historical top marginal tax rates; (3) capital gains realized at 50% per year and taxed at 

the historical long-term capital gains tax rate; (4) portfolio is held for 36 years from (1979-2015).  The intent is to portray a 

worst-case scenario.  The portfolio would have grown from $100,000 to about $4.0 million. 

If the portfolio was taxed as indicated above, it would have lost 60% of its value, due to taxes paid and earnings lost on 

that money.  Tax-managed investment strategies are designed to minimize capital gains distributions and maximize after-

tax returns.  Past performance is no guarantee of future results.  There are risks involved with investing, including loss of 

principal.  Index returns are for illustrative purposes only and do not represent actual fund performance.  Index 

performance returns do not reflect any management fees, transaction costs or expenses.  Indexes are unmanaged and one 

cannot invest directly in an index. 
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Modifying or “Decanting” Irrevocable Trusts  

Many irrevocable trusts could be amended to better accomplish the objectives of the grantor and increase the 

benefit to beneficiaries.  The simplest and least expensive way to do so is by decanting the old trust into a 

new one.  Instead of exercising its power to make distributions to, or for the benefit of beneficiaries, the 

trustee distributes assets to a new trust with different terms. 

Reasons to Decant 

Trust decanting can be used to address a variety of trust Issues. Some of the most popular reasons for 

decanting a trust are discussed below. Before utilizing any of the strategies, advisors should consider any tax 

issues that might be raised.  Although the subject is beyond the scope of this topic, the fiduciary responsibilities 

of the trustees must also be considered. 

 Extending the Term of the Trust.  Many trusts are structured to terminate and pay all trust assets to a 

beneficiary when the beneficiary reaches a certain age or to pay assets to beneficiaries at staggered 

ages (e.g., 1/3 at age 25, 1/3 at age 35 and 1/3 at age 45). This can open up the trust to 

unnecessary estate tax, creditors and divorcing spouses. It might also have negative effects on the 

beneficiary’s career motivation and lifestyle, particularly if trust investments have been highly 

successful. If the beneficiaries have not yet reached the requisite age or ages, the trustee should 

consider decanting the trust into a trust that delays distributions of principal. 

 Correcting Drafting Errors or Clarifying Ambiguities.  Many trusts have drafting errors or ambiguous 

terms that need to be fixed. While many newer trusts give a trust protector or independent trustee the 

power to make necessary changes, older trusts generally do not. Instead of an expensive court 

reformation, the trustee should consider decanting the trust into a new trust. 

 Combining Trusts.  Clients often set up multiple trusts for their heirs that have very similar provisions. 

To increase administrative efficiency and save costs, trustees should consider decanting all but one 

trust into a single trust or decanting all the original trusts into a new one. 

 Modifying Powers of Appointment.  When the estate tax unified credit amount was much lower and 

the estate tax rate was higher, trusts were generally drafted to avoid having trust assets included in 

the grantor’s estate for estate tax purposes.  Although assets not included in the estate did not receive 

a basis step-up at death, this disadvantage was outweighed by avoiding the estate tax, which had 

much higher rates. With recent increases in the unified credit (now referred to as the applicable 

exclusion amount), decreases in the estate tax rate and increases in the income tax rate, it may be 

more advantageous to have trust assets included in the grantor’s gross estate. Decanting can be used 

to give a beneficiary a general power of appointment over assets, causing the assets to be included 

in the power-holder’s estate and creating a basis step-up in the assets for heirs. 

Whether planners should go ahead with decanting may depend on the type of decanting they wish to do. 

Commentators have suggested that if the decanting changes only administrative provisions, there is little risk 

even though it is not possible to get a PLR on the tax consequences.  If the decanting changes distributions or 

lengthens the term of the trust, however, a number of unfavorable tax consequences are possible and 

practitioners should proceed with caution. 
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Powers of Attorney 

It is important to review any law changes affecting powers of attorney. These changes are especially relevant 

in the estate planning context, as they affect an agent’s ability to assist the principal with estate planning 

transactions.  Existing documents should be reviewed carefully to ensure that the provisions remain 

appropriate. 

General Housekeeping 

As always, we recommend a review of your estate plan whenever there is a significant change in your family 

situation, your financial circumstance, or the tax law. We also continue to recommend the periodic review of 

all of your estate planning documents, including your living wills, health care proxies, powers of attorney, and 

beneficiary designations for life insurance policies and retirement plans. This is especially important if you are 

recently divorced, married, or re-married. 

Periodic reviews of life insurance policies are also recommended to: 

 Determine whether existing coverage is still appropriate. 

 Assess the expiration date of the guarantee period, or the conversion option on your term insurance. 

We hope you find this information helpful. If you have any questions about any of these concepts or 

developments discussed in this letter, we suggest that you discuss your specific tax issues with your tax and 

legal advisor. 

 

 


