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Tax planning for income usually involves strategies for minimizing your taxable income. In
particular, the timing and the method by which your income is reported become paramount.
Effective planning begins with an understanding of the various types of income. Next, you’ll want
to consider tools for creating tax-free income, methods of sheltering earned income from taxes,
strategies to defer taxes (and other tax-advantaged strategies), and vehicles for shifting income
and tax. For older taxpayers, it’s also useful to know how to minimize taxation of your Social
Security benefits.

How can you shelter earned income from taxes?

Sheltering your earned income involves employing one or more tools to generate losses,
deductions or credits that will reduce the current federal tax burden on your earned income.
Typically, your desired result is income deferral. Several methods exist to shelter earned income
from taxes, including traditional deductible IRAs and employer-sponsored retirement plans.
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Why should you be aware of strategies to defer taxes?

There are several reasons why deferring the taxation of income is generally desirable. First,
deferring taxes will provide you with more money right now to fund various financial plans.
Moreover, certain qualified retirement plans allow you not only to defer some of your current
taxable income, but also let your retirement savings grow tax-free until a distribution is taken.

As a general rule, when tax rates are stable, it’s wise for you to defer the recognition of as much
income as possible to a later year and accelerate deductions. This will allow you to minimize your
current income tax liability. Consequently, you will be able to invest money that would otherwise
have been used to pay income taxes, keeping that money working for you. When you eventually
recognize the income, it’s possible that you’ll be in a lower tax bracket.

What are some other tax-advantaged strategies?

Many other tax-advantaged strategies exist. For instance, you should be aware of tax shelters and
tools for creating passive income in order to take advantage of passive losses. Additional
strategies that may help you reduce your overall income tax burden include taking advantage of
the tax benefits of generating capital gains, investing in real estate, receiving annuitized payments
and engaging in year-end tax planning.

What about Social Security benefits?

If you’re an older taxpayer, you should probably be concerned with minimizing the taxation of your
Social Security retirement benefits. Certain techniques exist to limit the taxation of such benefits,
including filing your income tax return jointly and employing tools to reduce your modified adjusted
gross income.

IMPORTANT DISCLOSURES

The information contained herein represents the current views and opinions of Westwood Wealth
Management and its Financial Planning Group (collectively “Westwood”). The content presented
has been curated by Westwood, but the material is the product and property of Broadridge
Investor Communication Solutions, Inc., which Westwood has licensed for use and distribution.
These materials are provided for general information and educational purposes based upon
publicly available information from sources believed to be reliable.

  
This presentation does not constitute an offering of any security, product, service or fund. No
investment strategy can guarantee performance results. Past performance is no guarantee of
future results. All investments are subject to investment risk, including loss of principal invested.

  
This presentation is provided without regard to the specific investment objectives, financial
situation or particular needs of any specific recipient and does not contain investment
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recommendations. This publication is also designed to provide general information about
economics, asset classes and strategies. All sector and asset allocation recommendations must
be considered in the context of an individual investor’s goals, time horizon and risk tolerance. Not
all asset classes and strategies will be suitable for all investors.

  
Westwood makes no representations as to the accuracy or the completeness of any of the
information herein. The information in this material is only as current as the date indicated and
may be superseded by subsequent market events or for other reasons. Any statements of opinion
constitute only current opinions of Westwood, which are subject to change and which Westwood
does not undertake to update.


