
2016 Year-End Tax Tips 

 

One year is ending and another is about to begin.  In the case of 2016-2017, it’s possible that taxes will 

change significantly.  So, special consideration of this year’s year-end tax strategy is important. 

Some traditional year-end strategies, like accelerating deductions and deferring income, may be especially 

wise this year.  That’s because tax rates may go down next year.  Both President-Elect Trump and 

Congress have proposals to reduce taxes.  Although nothing is certain, below are some strategies you may 

wish to consider. 

1. Capital loss harvesting.  This is a traditional strategy that involves selling stock, mutual funds, and 

other assets that have gone down in value in order to realize capital losses.  Those losses can be used to 

offset capital gains that you have realized earlier this year.  In addition, up to $3ooo in capital losses can 

offset other items of income such as pensions, IRA withdrawals, wages, and interest.  If tax rates go down 

next year, capital losses realized in 2016 will be more valuable than losses in 2017.  If you have a stock 

that has gone down in value but you think is a good long term investment, there are a couple of strategies 

you can use.  The first involves selling the stock and then repurchasing it at least 31 days later.  This 

avoids the “wash sale rule” that would negate realization of the loss.  A second strategy is to purchase a 

similar, but different stock.  An example would be to sell Chevron stock and purchase Exxon stock.  

2. Capital gains.  Both the President-Elect and Congress have proposals to reduce the taxes on capital 

gains.  It’s probably wise to hold off on selling stocks, bonds, mutual funds, ETFs, real estate, and other 

capital assets until 2017.  That way, you can make a better informed decision about the tax consequences 

of selling those assets. 

3. Postpone income and accelerate deductions.  Instead of taking that last IRA withdrawal in 

December, postpone it until January.  That moves the taxable income into 2017; possibly a lower tax rate 

year.  Pre-paying property taxes or state income tax installment in December would move those 

deductions into 2016, possibly a higher tax rate year.  You could use a credit card to pay deductible 

expenses before the end of the year. Doing so would increase your 2016 tax deductions even though you 

won’t pay your credit card balance until 2017. 

4. Roth IRA.  Did you convert a portion or all of your traditional IRA to a Roth IRA in 2016?  Although 

this can be a good long term strategy, you may want to move the conversion into 2017 when tax rates may 

be lower.  This is because Roth conversions are taxable.  If you did a Roth conversion in 2016, you can 

reverse it; this is called a re-characterization.  Basically, the funds are returned to the traditional IRA and 

there is no taxation of the Roth conversion for 2016.  Next year you can do another Roth conversion when 

tax rates may be lower.   

5. Medical deductions.  Under current law, 2016 is the last year that a lower “floor” for deducting 

medical expenses is in effect for persons age 65+.  For 2016, the non-deductible floor is 7.5% of adjusted 

gross income.  Next year, the floor is scheduled to rise to 10%, making it more difficult to deduct medical 

expenses.  Where you can, you might want to prepay or accelerate your medical expenses into 2016.  An 

example would be to get all your prescriptions refilled this year. 



6. IRA age 70 ½ required minimum distributions (RMDs).   If you reached age 70 ½ this year, you 

must take your first RMD between now and April 1, 2017.  It might be wise to take that RMD in 2017 if 

you agree that tax rates may go down.  The downside is that you would have to take two RMDs in 2017, 

one for 2016 and one for 2017.  In any case, don’t fail to take your RMDs; the penalty is severe, 50%. 

7. IRA Qualified Charitable Distributions (QCDs).  In late 2015, the so-called PATH Act was passed.  

It made permanent the availability of QCDs.  QCDs are distributions from an IRA that are equal to or less 

than the amount of an RMD for a person over age 70 1/2.  QCDs cannot exceed $100,000 per year.  The 

advantage of a QCD is that it is not taxable to the retiree.  A regular RMD is taxable.  To the extent you 

don’t need the full RMD amount for living expenses; you can avoid income tax and contribute to your 

favorite charity. 

8. Gifts.  Each year you are allowed to make a tax-free gift to family members and others in the amount 

of $14,000.  Such gifts are not taxable to either you or the recipient.  And no gift tax return is required.  

Gifts exceeding $14,000 per person require the filing of a gift tax return.  Gifts of investment property to 

children and grandchildren can shift interest, dividends, and capital gains to a family member who is in a 

lower tax bracket.  This saves income taxes for your family as a whole.  Gifts of larger amounts probably 

should wait until the President-Elect’s proposal to eliminate or modify estate taxes is passed (or not). 

This article is meant to provide information about issues that may affect retirees in 2016-2017.  It only 

provides brief summaries of financial issues.  It is not meant to be comprehensive for any individual issue.  

The information in the article is not individual financial advice.  It is presented for educational purposes 

only.  Use of this article in any other manner or context is neither recommended nor authorized.  Each 

person’s financial situation is different and that requires individual review and strategies.  Considering the 

tax consequences of any transaction should be done before making the transaction.  You should consult 

with your own financial advisor as to whether any of the above issues or strategies is applicable to you.  
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