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Thanksgiving is a great holiday for
being with the ones we love and we
hope you enjoy celebrating all there
is to be thankful for this year!
Investing, Year-End Tax Tips and
Traditional to Roth IRA conversions
are just a few of the great articles for
this month’s Directions, we hope you
enjoy it.

DIRECTIONS FOR LIFE

As iron sharpens iron, so one person
sharpens another.

Proverbs 27:17

Owning shares of
stock or stock funds
might increase the
value of your portfolio
in one of two
fundamental ways:
capital appreciation
(i.e., price increases)
and dividend
payments. Of the two,

capital appreciation carries the greatest
potential for return, but it also carries the
greatest potential for loss. And any gains or
losses are only reaped when you sell your
shares.

By contrast, dividends typically offer more
consistent modest returns that are paid while
you hold your shares. For this reason,
dividends have long been popular with retirees
and others who are looking for regular income.
But focusing on dividends can be appropriate
for almost any investor, especially if dividends
are reinvested to purchase additional shares.
Although reinvesting dividends from individual
stocks may not be cost-effective, mutual funds
and exchange-traded funds (ETFs) generally
offer an option to reinvest dividends and/or
capital gains.

Growth and volatility
In general, more established companies tend to
pay dividends, and these companies may not
have as much growth potential as newer
companies that plow all of their earnings back
into the company. Even so, dividends can boost
total return. A 2015 study found that dividends
had accounted for about one-third of the total
return of the S&P 500 index since 1956, with
the other two-thirds from capital appreciation. In
the fourth quarter of 2017, more than 80% of
S&P 500 stocks paid a dividend with an
average yield of 1.87% for the index as a whole
and 2.24% for dividend-paying stocks. Many
mid-size and smaller companies also paid
dividends.1

Because dividends are by definition a positive
return, even during a down market,
dividend-paying stocks may be less volatile
than non-dividend payers. However, dividend

stocks tend to be more sensitive to rising
interest rates; investors looking for income may
move away from stocks if less risky
fixed-income investments offer comparable
yields.

Quarterly payments
Dividends are typically paid quarterly in the
form of cash or stock. The amount is set by the
company's board of directors and can be
changed at any time. Dividends can be
expressed as the dollar amount paid on each
share or as yield — the annual dividend income
per share divided by the current market price.
When the share price falls, the yield rises
(assuming dividend payments remain the
same), enabling investors who reinvest their
dividends to buy more shares that have the
potential to grow as market performance
improves.

Investing in dividends is a long-term
commitment. In exchange for less volatility and
more stable returns, investors should be
prepared for periods where dividend payers
drag down rather than boost an equity portfolio.
The amount of a company's dividend can
fluctuate with earnings, which are influenced by
economic, market, and political events.
Dividends are typically not guaranteed and
could be changed or eliminated.

The return and principal value of all
investments fluctuate with changes in market
conditions. Shares, when sold, may be worth
more or less than their original cost. Supply and
demand for ETF shares may cause them to
trade at a premium or a discount relative to the
value of the underlying shares.

Mutual funds and ETFs are sold by prospectus.
Please consider the investment objectives,
risks, charges, and expenses carefully before
investing. The prospectus, which contains this
and other information about the investment
company, can be obtained from your financial
professional. Be sure to read the prospectus
carefully before deciding whether to invest.
1 S&P Dow Jones Indices, 2015, 2018
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Ten Year-End Tax Tips for 2018
Here are 10 things to consider as you weigh
potential tax moves between now and the end
of the year.

1. Set aside time to plan
Effective planning requires that you have a
good understanding of your current tax
situation, as well as a reasonable estimate of
how your circumstances might change next
year. There's a real opportunity for tax savings
if you'll be paying taxes at a lower rate in one
year than in the other. However, the window for
most tax-saving moves closes on December
31, so don't procrastinate.

2. Defer income to next year
Consider opportunities to defer income to 2019,
particularly if you think you may be in a lower
tax bracket then. For example, you may be able
to defer a year-end bonus or delay the
collection of business debts, rents, and
payments for services. Doing so may enable
you to postpone payment of tax on the income
until next year.

3. Accelerate deductions
You might also look for opportunities to
accelerate deductions into the current tax year.
If you itemize deductions, making payments for
deductible expenses such as medical
expenses, qualifying interest, and state taxes
before the end of the year, instead of paying
them in early 2019, could make a difference on
your 2018 return.

4. Factor in the AMT
If you're subject to the alternative minimum tax
(AMT), traditional year-end maneuvers such as
deferring income and accelerating deductions
can have a negative effect. Essentially a
separate federal income tax system with its
own rates and rules, the AMT effectively
disallows a number of itemized deductions. For
example, if you're subject to the AMT in 2018,
prepaying 2019 state and local taxes probably
won't help your 2018 tax situation, but could
hurt your 2019 bottom line. Taking the time to
determine whether you may be subject to the
AMT before you make any year-end moves
could help save you from making a costly
mistake.

5. Bump up withholding to cover a tax
shortfall
If it looks as though you're going to owe federal
income tax for the year, especially if you think
you may be subject to an estimated tax penalty,
consider asking your employer (via Form W-4)
to increase your withholding for the remainder
of the year to cover the shortfall. The biggest

advantage in doing so is that withholding is
considered as having been paid evenly through
the year instead of when the dollars are actually
taken from your paycheck. This strategy can
also be used to make up for low or missing
quarterly estimated tax payments. With all the
recent tax changes, it may be especially
important to review your withholding in 2018.

6. Maximize retirement savings
Deductible contributions to a traditional IRA and
pre-tax contributions to an employer-sponsored
retirement plan such as a 401(k) can reduce
your 2018 taxable income. If you haven't
already contributed up to the maximum amount
allowed, consider doing so by year-end.

7. Take any required distributions
Once you reach age 70½, you generally must
start taking required minimum distributions
(RMDs) from traditional IRAs and
employer-sponsored retirement plans (an
exception may apply if you're still working for
the employer sponsoring the plan). Take any
distributions by the date required — the end of
the year for most individuals. The penalty for
failing to do so is substantial: 50% of any
amount that you failed to distribute as required.

8. Weigh year-end investment moves
You shouldn't let tax considerations drive your
investment decisions. However, it's worth
considering the tax implications of any year-end
investment moves that you make. For example,
if you have realized net capital gains from
selling securities at a profit, you might avoid
being taxed on some or all of those gains by
selling losing positions. Any losses over and
above the amount of your gains can be used to
offset up to $3,000 of ordinary income ($1,500
if your filing status is married filing separately)
or carried forward to reduce your taxes in future
years.

9. Beware the net investment income
tax
Don't forget to account for the 3.8% net
investment income tax. This additional tax may
apply to some or all of your net investment
income if your modified adjusted gross income
(AGI) exceeds $200,000 ($250,000 if married
filing jointly, $125,000 if married filing
separately, $200,000 if head of household).

10. Get help if you need it
There's a lot to think about when it comes to tax
planning. That's why it often makes sense to
talk to a tax professional who is able to
evaluate your situation and help you determine
if any year-end moves make sense for you.

Timing of itemized
deductions and the
increased standard
deduction

The Tax Cuts and Jobs Act,
signed into law in December
2017, substantially increased
the standard deduction
amounts and made significant
changes to itemized
deductions, generally starting
in 2018. (After 2025, these
provisions revert to pre-2018
law.) It may now be especially
useful to bunch itemized
deductions in certain years; for
example, when they would
exceed the standard deduction.

IRA and retirement plan
contributions

For 2018, you can contribute
up to $18,500 to a 401(k) plan
($24,500 if you're age 50 or
older) and up to $5,500 to a
traditional or Roth IRA ($6,500
if you're age 50 or older). The
window to make 2018
contributions to an employer
plan generally closes at the
end of the year, while you
typically have until the due date
of your federal income tax
return (not including
extensions) to make 2018 IRA
contributions.
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Infographic: Financial Lessons from Football
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

Can I convert my traditional IRA to a Roth IRA in 2018?
If you've been thinking about
converting your traditional IRA
to a Roth IRA, this year may
be an appropriate time to do
so. Because federal income

tax rates were reduced by the Tax Cuts and
Jobs Act passed in December 2017, converting
your IRA may now be "cheaper" than in past
years.

Anyone can convert a traditional IRA to a Roth
IRA in 2018. There are no income limits or
restrictions based on tax filing status. You
generally have to include the amount you
convert in your gross income for the year of
conversion, but any nondeductible contributions
you've made to your traditional IRA won't be
taxed when you convert. (You can also convert
SEP IRAs, and SIMPLE IRAs that are at least
two years old, to Roth IRAs.)

Converting is easy. You simply notify your
existing IRA provider that you want to convert
all or part of your traditional IRA to a Roth IRA,
and they'll provide you with the necessary
paperwork to complete. You can also transfer
or roll your traditional IRA assets over to a new
IRA provider and complete the conversion
there.

If you prefer, you can instead contact the
trustee/custodian of your traditional IRA, have
the funds in your traditional IRA distributed to
you, and then roll those funds over to your new
Roth IRA within 60 days of the distribution. The
income tax consequences are the same
regardless of the method you choose.1

The conversion rules can also be used to
contribute to a Roth IRA in 2018 if you wouldn't
otherwise be able to make a regular annual
contribution because of the income limits. (In
2018, you can't contribute to a Roth IRA if you
earn $199,000 or more and are married filing
jointly, or if you're single and earn $135,000 or
more.) You can simply make a nondeductible
contribution to a traditional IRA and then
convert that traditional IRA to a Roth IRA.
(Keep in mind, however, that you'll need to
aggregate the value of all your traditional IRAs
when you calculate the tax on the conversion.)
You can contribute up to $5,500 to all IRAs
combined in 2018, or $6,500 if you're 50 or
older.
1 If you choose to receive the funds first and don't
transfer the entire amount, a 10% early withdrawal
penalty may apply to amounts not converted.
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