
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

Are we going to get tax reform this year or not?

There has been remarkably little public progress on tax legislation. Typically, 
in past years most of the legislative drafting work occurred in the spring 
and summer, with votes on new legislation just before or after the August 
recess that Congress takes every year. That hasn’t happened this year.

What’s more, some of this year’s “big tax reform ideas,” such as the border-
adjustable tax, already have been laid to rest. The general goals of tax 
reform have been announced, but specifics are lacking.

Still, given the unpredictability of today’s politics, tax legislation remains 
a possibility. In 2012 the country was facing a “fiscal cliff” as a variety 
of tax rules expired at the end of the year. The legislation that headed 
off that result, the “American Taxpayer Relief Act of 2012,” was passed 
in the Senate at 2:00 a.m. on January 1, 2013, and sent to the House of 
Representatives 21 hours later. 

Anything is possible.
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Uncertainty surrounds year-end tax planning

Volatile financial markets and shifting tax laws must be taken into account as 
the books close on 2017. Nimbleness may be the order of the day.

The stock market has been very good to investors this 
year, but even upside volatility makes portfolio 
management and portfolio tax planning a special 

challenge. When the financial environment 
is susceptible to such radical, rapid shifts, 
taxpayers need to stay alert, ready to react 

quickly to opportunities as they arise. 

Harvesting gains and losses

Many investors have been taking advantage 
of the market gains to get control of their 

capital gains exposure for 2017. Those with 
realized losses may sell winning positions to offset the loss 

without tax liability. Investors who are in positive territory for 
the year can sell losers to protect their gains from 

tax. There is no dollar limit on how much capital 
gain can be offset by tax-loss selling.

Tax consequences should not be the major 
driver of investment decisions,, but they 

do need to be taken into account. Three 
additional factors to keep in mind:

▲ Collectibles. Gains from sales of 
collectibles are taxed at a top rate of 28%, 

much higher than the 20% top rate that applies to stock 
gains. Tax-loss selling will be especially valuable to those who have realized 
gains from selling art, antiques or other collectibles this year.
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Year-end reviews

This has been a very good year for 
many investors, as stock market 
indices have set record after record. 
Now comes the reckoning for your 
portfolio. 

First, taxes on realized gains and 
losses. Where do you stand? Should 
there be some additional realizations 
for improved tax efficiency?

Second, has your portfolio gone out 
of balance? A passive approach 
leads to overweighting stocks in 
an up market. If that’s you, are you 
comfortable with the additional risk 
that implies?

We can help you with evaluations 
such as these. We welcome your 
inquiries.
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Tax planning . . . continued

Upside potential?

Stock market indices have been 
repeatedly setting records 
throughout 2017. That has many 
investors wondering whether we are 
approaching a top for equities.

The price of stocks tells us little 
about whether they are fairly valued. 
Investors generally look to the price/
earnings ratio to get a handle on that. 
How much are investors willing to pay 
today to own a stream of earnings 
in the future? When the p/e ratio is 
high, stocks are relatively expensive.

Nobel Prize-winning economist 
Robert Shiller developed the 
Cyclically Adjusted Price/Earnings 
Ratio to gauge whether the market as 
a whole is overvalued or undervalued. 
He uses the current value of the S&P 
500 divided by average earnings over 
10 years, adjusted for inflation. Data 
for the period since 1970 is in the 
graph here. 

On the one hand, the CAPE ratio is 
nowhere near the stratospheric levels 
found before the dot-com crash. On 
the other hand, it is well above the 
levels seen just before the 2008 
financial crisis. The long-term average 
for the CAPE is 16, and at mid-
September it stood at 30.73.

What is sustaining these high prices? 
The second line on the graph shows 
the long-term interest rates, which 
have been at unprecedentedly low 
levels. It would appear that investors 

have been choosing to stay with 
stocks because the alternatives in 
bonds are not appealing enough. 

Another factor seems to be a surge 
of optimism about the potential for 
growing corporate earnings. If tax 
reform should result in economic 
growth of the sort seen in the 1980s, 
even today’s high prices might seem 
to be bargains in hindsight.

But about those low interest rates. 
The Federal Reserve is committed 
to lifting them, not suddenly but 

steadily. The first step in the process 
is unwinding its bond portfolio, not 
buying new bonds as older bonds 
mature. That process is under way 
now. As interest rates return to 
normal, it is possible that p/e ratios 
also will return to something closer  
to their long-term average. Today’s 
high stock prices should not be taken 
for granted.

▲ Wash sale rules. Tax losses on 
sales can’t be taken if substantially 
identical securities are purchased 
within 30 days before or after the 
date of the sale. Consult with your  
tax adviser on this notoriously  
tricky issue.

▲ Ordinary income offsets. Up 
to $3,000 in capital losses may be 
deducted from wages, interest, and 
other ordinary income.

Asset allocation review

Financial market volatility can cause a 
portfolio to drift from its target asset 
allocation, Sticking to a well-defined 
mix of stocks, bonds, and other asset 
classes generally is considered good 
practice for long-term investors. 
When you stray from your target 
allocation, you are accepting different 

risk parameters for your portfolio. 
That’s a decision most investors don’t 
want to make passively.

However, don’t overlook your 
transaction costs when rebalancing 
your portfolio. To avoid selling your 
winners, consider committing new 
money to the asset classes that are 
underrepresented. 

Year-end gifting

Charitable giving happens throughout 
the year, but year-end is an especially 
active time for it. Those who are age 
70½ or older have an additional 
option to consider. They may arrange 
for a direct transfer from an IRA to 
a charity. The technique has several 
tax advantages. The charitable gift 
is excluded from income, yet it will 
count toward the Required Minimum 
Distribution for 2017.

The first $14,000 in annual gifts to 
one person is free of federal gift tax, 
and there is no limit on the number  
of people to whom one donor may 
give. For married donors, one of 
them may make gifts of $28,000 
and “split” the gifts with the other, 
doubling the tax protection. Thus, a 
grandfather and grandmother with 
four grandchildren may transfer over 
$100,000 to them every year without 
gift tax. Over the course of a decade, 
nearly $1 million will be removed from 
their taxable estates.

Keep an eye on Congress

Tax reform has been promised 
throughout 2017, but there has 
been little visible progress on 
such legislation. On the one hand, 
Republicans and the President are 
highly motivated to get something 

 
Tax effects of choosing the right shares to sell

Selling stock isn’t typically a tax-driven decision, but tax consequences do need to be taken into consideration. If you’ve 
purchased shares of a company over a number of years and have decided to lighten your holdings, your choice of which 
lot to sell could make a big difference on your tax bill. Here’s a simplified example.

Sam and Janet own 40,000 shares of a 
hypothetical company we’ll call XYZ Corp. 
They purchased the shares at various times 
over the past ten years, in four transactions 
of 10,000 shares each. Here is a summary 
of their position:

Now let’s assume that Sam and Janet need 
to sell one block of 10,000, and the current 
price is $12. They can have a gain or a loss, 
depending upon which block they choose to 
sell, and the gain can be long term or short 
term. This table summarizes their potential 
tax liability if they are in the 35% tax bracket.

Should the couple choose to sell Block 3, they will realize a long-term capital loss of $30,000, which may be netted 
against long-term gains for a potential tax savings of $6,000. The worst result would be first in, first out, selling Block 
1 and triggering a large tax bill, but that is the approach required by IRS Regulations if the taxpayer fails to identify the 
proper lot to be sold.

Tax planning for real portfolios is more complicated than this simplified example. As you can see, excellent records are 
an essential prerequisite for informed decision making.

XYZ stock Held for Cost/share Purchase price

Block 1 10 years $5 $50,000

Block 2 5 years $10 $100,000

Block 3 3 years $15 $150,000

Block 4 6 months $10 $100,000

XYZ stock Gain (loss) Tax rate
Tax due  

(tax savings)

Block 1 $70,000 20% $14,000

Block 2 $20,000 20% $4,000

Block 3 ($30,000) 20% ($6,000)

Block 4 $20,000 35% $7,000
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done on taxes before the end of the 
year. On the other hand, there is little 
precedent for moving a major tax bill 
through Congress in just three months.

If there is a tax bill this year, retroactive 
changes are very unlikely. The odds are 
that any new rules will take effect 

on January 1, 2018. Still, if you could 
be confident that your tax bracket next 
year would be different from this year’s, 
that fact might influence the timing of 
your sell decision. If there is a tax rate 
cut in your future, you might want to 
defer a sale into the new year.

Follow through

These ideas are just the beginning, 
intended solely to stimulate your 
thinking. To explore your choices in 
tax and financial management in more 
detail, please consult with your tax 
advisors and our asset management 
specialists.

Source: M.A. Co. Data: www.econ.yale.edu/˜shiller/data.htm



Tax planning . . . continued
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