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Your Tax Return Is More Than a Filing Requirement—It’s a
Financial Planning Tool

Tax preparers know firsthand how most people interact with their tax return. They want it prepared
accurately, filed on time, and then—understandably—out of sight and out of mind. But at Klaas Financial,
we view the tax return as more than a compliance document. When reviewed thoughtfully, it can be one
of the most useful planning tools you already have.

That’s why Klaas employees Eric Schwartz and Jenny Doty recently discussed the topic on the Money in
Motion radio show. The conversation focused on how your tax return can inform better tax and financial
decisions throughout the year. The goal was simple: to help illuminate a few key areas of the return that
often hold valuable insight but are rarely discussed once filing season ends.

Taxable Income: One Number, Many Planning Opportunities

One of the first places we encourage clients to look is Taxable Income, reported on line 15 of Form 1040.
This number already reflects many important adjustments, including whether you claimed the standard
deduction or itemized, as well as recent tax law changes such as the enhanced senior deduction and
newer deductions for tips and overtime.

Taxable income is critical because it determines your tax bracket and is used to calculate your tax
liability. By comparing your 2025 taxable income to the 2026 tax brackets, you can see how much room
remains before reaching the next bracket.

If you’re close to the top of a bracket, you may want to consider deferring income or accelerating
deductions. Charitable strategies—such as contributing to a donor-advised fund—can sometimes be an
effective way to manage income across tax years. On the other hand, if your taxable income shows you’re
comfortably within a lower bracket, intentionally recognizing additional income in the following year may
be a smart move.

This is also where planning strategies like Roth IRA conversions come into play. If taxable income is lower
than expected, there may be an opportunity to convert a portion of traditional retirement assets to Roth
assets while staying within a favorable tax bracket.

Capital Gains Are Tied to Taxable Income, Too

Another planning opportunity tied directly to taxable income involves long-term capital gains. When
income falls below certain thresholds, long-term capital gains may be taxed at a 0% federal rate.

For 2026, that threshold applies to taxable income below $49,450 for single filers and $98,900 for
married couples filing jointly. In the right circumstances, this can allow taxpayers to sell appreciated
investments without triggering federal capital gains tax—a powerful but often overlooked strategy that
works best when tax and investment planning are coordinated.



Why Adjusted Gross Income Deserves Attention

While taxable income gets most of the spotlight, Adjusted Gross Income (AGIl)—line 11 of the 1040—is
just as important in many situations. AGl is calculated earlier in the return and is used by numerous
programs and institutions to determine eligibility or costs.

AGI can affect:

e Medicare Part B and D premiums
e Healthinsurance marketplace subsidies
e College financial aid

e Certain credits and deductions

One area where this is especially critical is the Advanced Premium Tax Credit that is used to subsidize
health insurance premiums. Although taxpayers can benefit from lower premiums during the year,
eligibility is ultimately determined when the tax return is filed. If AGl exceeds the allowable threshold,
taxpayers will be required to repay the entire subsidy—sometimes thousands of dollars.

This is one of the most challenging situations we help clients navigate, and it underscores why proactive
planning matters. In 2026, an AGl above 400% of the federal poverty level will eliminate eligibility
altogether.

Reducing AGI Before It Hits the Tax Return

When working with W-2 earners, we often encourage clients to review their employer benefit options
carefully. Contributions to programs like Health Savings Accounts (HSAs) and Flexible Spending
Accounts (FSAs) reduce taxable compensation before it ever appears on the tax return.

Similarly, pre-tax contributions to employer retirement plans—or directly to a Traditional IRA when
eligible—can lower both AGI and taxable income while helping build long-term savings. Understanding
which deductions occur before AGl and which occur after is a key part of effective tax planning.

Qualified Charitable Distributions for Those 70%2 and Older

For retirees, one of the most effective tools available is the Qualified Charitable Distribution (QCD). For
individuals age 70" or older, up to $111,000 per person (in 2026) can be distributed directly from a
traditional IRA to a qualified charity and excluded entirely from taxable income.

This strategy can be especially valuable because it reduces income at the source rather than relying on
itemized deductions. You can now verify whether QCDs were reported on your tax return. On the 2025
Form 1040, a new checkbox on line 4 indicates whether QCDs were made. While the amount isn’t listed
explicitly, the difference between total IRA distributions on line 4a and taxable distributions in line 4b
often reflects the QCD total.

A Common Transition Issue: Withholding in Retirement

One final issue we see frequently arises when clients move from working years into retirement. W-2
wages with automatic withholding are often replaced by pensions, Social Security, and investment
income—many of which default to little or no withholding.

To avoid surprises, we encourage retirees to compare total tax liability (line 24) against total withholding
and estimated payments (lines 25 and 26). If there was a large balance due or an unusually large refund,
it may be time to adjust withholding or estimated payments. Making those adjustments proactively can
help avoid underpayment penalties and cash-flow disruptions later.

The Takeaway



In the opinion of a financial planner, the tax return is not just a form you file—it’s a summary from a
specific perspective of your financial life for the year. When reviewed carefully, it can reveal planning
opportunities, highlight potential risks, and serve as a valuable starting point for conversations with your
financial adviser.

That’s why we encourage clients not to wait until the next filing deadline to revisit their return. A little
analysis now can make a meaningful difference in the year ahead—and help ensure your tax strategy
supports your broader financial goals.

This article is provided for general informational and educational purposes only and should
not be construed as individualized tax, legal, or investment advice. Tax and financial planning strategies
discussed may not be appropriate for all individuals and depend on specific facts and circumstances.
Readers should consult with their tax professional and financial adviser regarding their personal situation
before implementing any strategy.

Investment advisory services are offered through Klaas Financial Asset Advisors, LLC, an SEC-registered
investment adviser. Registration does not imply a certain level of skill or training.



