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Dear Clients and Friends:

With the year-end fast approaching, I wanted to review some recent tax law changes and remind
you of some moves that may help lower your income tax bill for this year and next. This year’s
planning contains some new factors to consider, thanks to changes made by the Inflation
Reduction Act of 2022 and the SECURE 2.0 Act.

I hope you find the following discussion of possible year-end tax moves useful.

YEAR-END TAX PLANNING FOR INDIVIDUAL TAXPAYERS: The standard year-end
approach of deferring income and accelerating deductions to minimize taxes will continue to
produce the best results for most taxpayers, as will the bunching of deductible expenses into this
year or next to avoid restrictions and maximize deductions. However, there are some legislative
proposals on the table which might increase income taxes in 2024, if enacted. If you are
concerned that any of these proposals might be enacted, or if you expect your taxable income to
increase in 2024 and push you into higher tax brackets, you may find that the opposite strategies
produce better results. In this event, pulling income into 2023 to be taxed at currently lower
rates, and deferring deductible expenses until 2024, when they can be taken to offset what would
be higher-taxed income in 2024 might yield a better tax result for you. This will require careful
evaluation of all relevant factors.

Here is a list of actions based on current tax rules that may help you save tax dollars if you act
before year-end. Not all of these actions will apply to you, but you (or a family member) may
benefit from many of them. Again, if you are a high-income taxpayer already subject to tax at
the highest brackets, you should exercise caution before taking actions which would pull taxable
income into 2023 or defer deductions until 2024. These potential tax-savings actions include:

e Ifyou are looking to buy a new car before the end of 2023, remember that the Inflation
Reduction Act of 2022 has introduced various credits for buying both new and used
electric vehicles. To claim a tax credit, the taxpayer’s modified adjusted gross income
cannot exceed a threshold amount ($300,000 for married couples filing jointly, $225,000
for heads of households, and $150,000 for single taxpayers). The rules for qualifying for
a tax credit are complex, but the EPA has created the following website where you can
check to see if the make and model you are interested in will qualify for a tax credit:
https:/fueleconomy.gov/feg/tax2023.shtml . Please keep in mind that your car dealer
must provide certain tax information to you regarding the qualifying credit for your
vehicle and must register the sale with the IRS in order for you to claim the credit.
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In addition, the Inflation Reduction Act of 2022 (the “Act”) provides for substantial tax

credits for certain energy-saving equipment installed in your home before the end of
2023:

e You may take a tax credit for specified nonbusiness energy property expenditures
placed in service before January 1, 2033. The tax credit is the amount equal to 30%
of the sum of (i) the amount paid or incurred by you for qualified energy efficiency
improvements installed during that year, and (ii) the amount of the residential energy
property expenditures paid or incurred by you during that year. The credit is further
increased for amounts spent for a home energy audit. The amount of the increase due
to a home energy audit can’t exceed $150. The Act also repeals the lifetime credit
limitation, and instead limits the allowable credit to $1,200 per taxpayer per year. In
addition, there are annual limits of $600 for credits with respect to residential energy
property expenditures, windows, and skylights, and $250 for any exterior door ($500
total for all exterior doors). Notwithstanding these limitations, a $2,000 annual limit
applies with respect to amounts paid or incurred for specified heat pumps, heat pump
water heaters, and biomass stoves and boilers.

e You are allowed a personal tax credit, known as the residential energy efficient
property (REEP) credit, for solar electric, solar hot water, fuel cell, small wind
energy, geothermal heat pump, and biomass fuel property installed in homes in years
before 2035. The Act expanded the REEP credit to include expenditures for qualified
battery storage technology expenditures.

e A New Energy Efficient Home Credit (“NEEHC”) is available to eligible contractors
for qualified new energy efficient homes acquired by a homeowner before January 1,
2033. A home has to satisfy specified energy saving requirements to qualify for the
NEEHC credit. The NEEHC credit can be $500, $1,000, $2,500, or $5,000,
depending on which energy efficiency requirements the home satisfies and whether
the construction of the home meets prevailing wage requirements.

Higher-income individuals must be wary of the 3.8% surtax on certain unearned income.
The net investment income tax (“NIIT”) is 3.8% of the lesser of: (i) net investment
income (“NII™), or (ii) the excess of modified adjusted gross income (“MAGI”) over a
threshold amount ($250,000 for joint filers or surviving spouses, $125,000 for a married
individual filing a separate return, and $200,000 in any other case). As year-end nears,
the approach taken to minimize or eliminate the 3.8% surtax will depend on the
taxpayer’s estimated MAGI and NII for the year. Some taxpayers should consider ways
to minimize (e.g., through deferral) additional NII for the balance of the year, others
should try to reduce MAGI other than NII, and some individuals will need to consider
ways to minimize both NII and other types of MAGI. An important exception is that NII
does not include distributions from IRAs or most other retirement plans.

The 0.9% additional Medicare tax also may require higher-income earners to take year-
end action. It applies to individuals whose employment wages and self-employment
income total more than an amount equal to the NIIT thresholds (discussed above).
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Employers must withhold the additional Medicare tax from wages in excess of $200,000
regardless of filing status or other income. Self-employed persons must take it into
account in figuring estimated tax. There could be situations where an employee may
need to have more withheld toward the end of the year to cover the tax. This would be
the case, for example, if an employee earns less than $200,000 from multiple employers
but more than that amount in total. Such an employee would owe the additional
Medicare tax, but nothing would have been withheld by any employer.

Long-term capital gain from sales of assets held for over one year is taxed at 0%, 15% or
20%, depending on the taxpayer's taxable income. If you hold long-term appreciated
assets, consider selling enough of them to generate long-term capital gains that can be
sheltered by the 0% rate. The 0% rate generally applies to net long-term capital gain to
the extent that, when added to regular taxable income, it is not more than the maximum
zero rate amount (e.g., $89,250 for a married couple in 2023, and $44.,625 for a single
taxpayer in 2023). Pay attention to the amount of capital gains to be taxed at the zero rate
before deciding to “harvest” tax losses. For example, if the $5,000 of long-term capital
gains you recognized earlier this year qualifies for the zero rate, then try not to sell assets
yielding a capital loss before year-end (because the first $5,000 of those losses will offset
$5,000 of capital gain that is already tax-free). Instead, consider delaying the
“harvesting” of capital losses until 2024 for use to potentially offset capital gains which
might be taxed at the 15% or 20% rate.

Postpone income until 2024 and accelerate deductions into 2023 if doing so will enable
you to claim larger deductions, credits, and other tax breaks for 2024 that are phased out
over varying levels of adjusted gross income (“AGI”). These tax breaks subject to phase
out may include deductible IRA contributions, child tax credits, higher education tax
credits, and deductions for student loan interest. Postponing income also is desirable for
taxpayers who anticipate being in a lower tax bracket next year due to changed financial
circumstances. Note, however, that in some cases, it may actually pay to accelerate
income into 2023. For example, that may be the case for a person who will have a more
favorable filing status this year than next (e.g., head of household versus individual filing
status), or who expects to be in a higher tax bracket next year.

If you believe a Roth IRA is better for you than a traditional IRA, consider converting
traditional-IRA money invested in any beaten-down stocks (or mutual funds) into a Roth
IRA in 2023 (if eligible to do so). Keep in mind that the conversion will increase your
income for 2023, possibly reducing tax breaks subject to phaseout at higher AGI levels.

It may be advantageous to try to arrange with your employer to defer payment of any
bonus that may be coming your way until 2024. This will defer your tax on the bonus
and may also reduce your tax (if you expect to be in a lower tax bracket in 2024). Again,
considerations may be different for the high-income individuals.

Many taxpayers won't want (or need) to itemize because of the high basic standard
deduction amounts that apply for 2023 ($27,700 for joint filers, $13,850 for singles and
for marrieds filing separately, $20,800 for heads of household), and because many
itemized deductions have been reduced or abolished. For example, the deduction for
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