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If you already have a traditional IRA, we should evaluate whether it is appropriate to
convert it to a Roth IRA this year. You'll have to pay tax on the amount converted as
ordinary income, but subsequent earnings will be free of tax. And if you have a traditional
401(k), 403(b), or 457 plan that includes after-tax contributions, a new rule allows you to
generally rollover these after-tax amounts to a Roth IRA with no tax consequences. A
rollover of a SIMPLE 401(k) into a Roth IRA may also be available. As with all tax rules,
there are qualifications that apply to these rollovers that we should discuss before you take
any actions.
Net Investment Income Tax Considerations
A 3.8 percent tax applies to certain net investment income of individuals with income above
a threshold amount. The threshold amounts are $250,000 (married filing jointly and
qualifying widow(er) with dependent child), $200,000 (single and head of household), and
$125,000 (married filing separately). In general, investment income includes, but is not
limited to: interest, dividends, capital gains, rental and royalty income, non-qualified
annuities, and income from businesses involved in trading of financial instruments or
commodities. Thus, while the top tax rate for qualified dividend income is generally 20%,
the top rate on such income increases to 23.8% for a taxpayer subject to the net
investment income tax.
One way around the increased tax rate on dividend income is to invest instead in taxexempt state and municipal bonds. The bonds generate tax-exempt income which isn't
subject to the net investment income tax and is not included in determining if you meet the
threshold amount for being subject to the net investment income tax. Note, however, that
such income may be subject to state taxes and the alternative minimum tax. Additionally, if
you are selling an appreciated asset and the gain on the sale will throw you over the
threshold amount for being subject to the net investment income tax, you might consider
selling the asset on an installment basis.
The net investment income tax also applies to income from trades or businesses that are
passive activities. An activity is not generally considered passive if the taxpayer materially
participates in the activity. If you are engaged in an activity which may be considered
passive and thus has the potential to trigger the net investment income tax, we should
evaluate the factors for determining material participation to see if they can help you escape
this tax.
Finally, since net capital losses can be used against capital gains, you may want to consider
getting rid of some of your losing stocks.
Additional Medicare Taxes
An additional Medicare tax of 0.9 percent is imposed on wages and self-employment income
in excess of a threshold amount. The threshold amount is $250,000 in the case of a joint
return or surviving spouse, $125,000 in the case of a married individual filing a separate
return, and $200,000 in any other case. Employers are required to withhold the extra .9
percent once an individual's wages pass $200,000. No deduction is allowed for the
additional tax. However, you may be due a credit if, for example, your status is married
filing jointly, one of you had wages over $200,000, but joint wages are less than $250,000.
On the flip side, you may owe the additional .9 percent if you and your spouse file jointly
and each made under $200,000 of wages but together made over $250,000 in wages.

AMT Considerations
Because many deductions taken for regular tax purposes are not allowed for alternative
minimum tax (AMT) purposes, you may be subject to the AMT if you have excessive
deductions. Deductions which typically throw taxpayers into an AMT situation include high
state and local taxes, interest on home equity loans, a high number of dependent
deductions, and a large amount of miscellaneous itemized deductions. For 2015, the AMT
rate is 26% on alternative minimum taxable income (AMTI) up to $185,400 ($92,700 for
married filing separately) and 28% on AMTI over that amount. However, you are allowed an
AMT exemption depending on your filing status; but the exemption is phased out for
taxpayer's above a certain income level.
If it looks like you may be subject to the AMT this year, we should discuss what actions can
be taken to reduce your exposure. Since the calculation of the AMT begins with adjusted
gross income, lowering your adjusted gross income by maximizing contributions to a taxdeferred retirement plan (e.g., 401(k)) or tax-deferred health savings account may be
appropriate. Additionally, if you use your home for business, related expenses (e.g., a
portion of your property taxes, mortgage interest, etc.) allocable to Schedule C will also
reduce your adjusted gross income.
American Opportunity Credit
If you, your spouse, or a dependent incurred qualified education expenses to attend an
accredited postsecondary institution (e.g., a college or university), you may be eligible for
the American Opportunity Credit. The maximum annual credit is $2,500 per eligible student.
Expenses which qualify for the credit include tuition and fees required for the enrollment or
attendance at an eligible educational institution. For taxpayers with modified adjusted gross
income in excess of $80,000 ($160,000 for joint filers), the amount of the credit is phased
out. The credit is not available for married taxpayers filing separately.
Obamacare Considerations
Under Obamacare, there is a penalty, known as the "shared responsibility payment," for not
having health insurance coverage. You may be liable for this penalty if you didn't have
health insurance for two or more months in 2015. However, depending on your income, you
may be eligible for an exemption from the penalty. The penalty is 2 percent of your 2015
income or $325 per adult, whichever is higher, and $162.50 per uninsured dependent under
18, up to $975 total per family.
Tax Extenders Legislation
Additional tax benefits may be available if Congress passes Tax Extender legislation
introduced in the Senate in August. That legislation would retroactively extend many tax
breaks that expired in 2014. If it passes, the bill will extend the following tax breaks
through 2016:
(1) the deduction by elementary and secondary school teachers of up to $250 of
qualified expenses they paid during the year ($500 on a joint return if both spouses
were eligible educators) and expand the deduction to include expenses in connection
with the professional development activities of an educator;

(2) the exclusion from income of imputed income from the discharge of acquisition
indebtedness for a principal residence;
(3) the equalization of the tax exclusion for employer-paid mass transit and parking
benefits and expands such exclusion to include bike sharing programs;
(4) the tax deduction for mortgage insurance premiums;
(5) the tax deduction for state and local general sales taxes in lieu of state and local
income taxes;
(6) the tax deduction for contributions of property made for conservation purposes;
(7) the deduction from gross income for qualified tuition and related expenses; and
the tax-free distributions from IRAs for charitable purposes.
Other Steps to Consider Before the End of the Year
The following are some of the additional actions we should review before year end to see if
they make sense in your situation. The focus should not be entirely on tax savings. These
strategies should be adopted only if they make sense in the context of your total financial
picture.
Accelerating Income into 2015
Depending on your projected income for 2016, it may make sense to accelerate income into
2015 if you expect 2016 income to be significantly higher. We certainly can discuss the
items below to tailor you 2015 income tax outlook. Options for accelerating income include:
(1) harvesting gains from your investment portfolio, but keeping in mind the 3.8
investment income tax;
(2) as previously mentioned, converting a retirement account into a Roth IRA and
recognizing the conversion income this year;
(3) taking IRA distributions this year rather than next year;
(4) if you are self-employed with receivables on hand, trying to get clients or
customers to pay before year end; and
(6) settling lawsuits or insurance claims that will generate income this year.
Deferring Income into 2016
There are also scenarios (for example, if you think that your income will decrease
substantially next year) in which it might make sense to defer income into 2016 or later
years. Some options for deferring income include:
(1) if you are due a year-end bonus, asking your employer to pay the bonus in
January 2016;

(2) if you are considering selling assets that will generate a gain, postponing the sale
until 2016;
(3) delaying the exercise of any stock options you may have;
(4) if you are selling property, considering an installment sale; and
(5) parking investments in deferred annuities.
Deferring Deductions into 2016
If you anticipate a substantial increase in taxable income, we may want to explore pushing
deductions into 2016 by looking at the following:
(1) postponing year-end charitable contributions, property tax payments, and
medical and dental expense payments, to the extent you might get a deduction for
such payments, until next year; and
(2) postponing the sale of any loss-generating property.
Accelerating Deductions into 2015
If you expect your income to decrease next year, accelerating deductions into the current
year can offset the higher income this year. Some options include:
(1) prepaying your property taxes in December;
(2) making your January mortgage payment in December;
(3) if you owe state income taxes, making up any shortfall in December rather than
waiting until your return is due;
(4) since medical expenses are deductible only to the extent they exceed 10 percent
(7.5 percent if you or your spouse are 65 before the end of the year) of your
adjusted gross income (AGI), bunching large medical bills not covered by insurance
into one year to help overcome this threshold;
(5) making any large charitable contributions in 2015, rather than 2016;
(6) selling some or all of your loss stocks; and
(7) if you qualify for a health savings account, consider setting one up and making
the maximum contribution allowable.
Life Events
Certain life events can also affect your tax situation. If you've gotten married or divorced,
had a birth or death in the family, lost or changed jobs, retired during the year, we need to
discuss the tax implications of these events.

Miscellaneous Items
Finally, these are some additional miscellaneous items to consider:
(1) If you have a health flexible spending account with a balance, remember to
spend it before year end (unless your employer allows you to go until March 15,
2016, in which case you'll have until then). You may want to check with your
employer to see if they give the optional grace period to March 15.
(2) If you own a vacation home that you rented out, we need to look at the number
of days it was used for business versus pleasure to see if there is anything we can do
to maximize tax savings with respect to that property. For example, if you spent less
than 14 days at the home, it may make sense to spend a few more days and have
the house qualify as a second residence, with the interest being deductible. For a
rental home, rental expenses, including interest, are limited to rental income.
(3) We should also consider if there is any income that can be shifted to a child so
that the income is paid at the child's rate.
(4) If you have any foreign assets, there are reporting and filing requirements with
respect to those assets. Noncompliance carries stiff penalties.
Please call us at your convenience so we can set up an appointment and estimate your tax
liability for the year and determine whether any estimated tax payments may be due before
year end.
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