Year-End Planning Tips

A few adjustments could make a difference in your tax rate.

by Alexandra Armstrong, CFP® CRPC® & Christopher Rivers, CFP® CRPC®
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CAPITAL GAINS TAXES

Note that the capital gains rates in the chart at right apply
to long-term gains, which are gains on sales of assets
held for longer than one year. Gains from the sale of
short-term holdings will be taxed as ordinary income —
at a federal rate as high as 37% depending on your other
sources of income.

If you have losses on investment sales, these are first
used to offset your capital gains. If your total capital losses
exceed your total capital gains, you can deduct up to
$3,000 of the excess loss each year against ordinary in-
come. The unused capital losses above that amount can
be carried forward indefinitely to be used in future years.

While markets have rebounded in 2023, you may have
investments that are currently showing a loss. If so, you
should consider selling the shares to realize the loss and
reduce your taxes.

If you believe the holding is still a good long-term
investment, there are a couple of strategies you can use
to capture the loss and ultimately remain invested.

First, you can sell the stock for a loss and repurchase
itin 31 days (the Internal Revenue Service requires you
to wait 30 days to do so to avoid erasing the tax loss, the
so-called “wash rule”).

However, you may be concerned about the stock
moving up during the 30-day waiting period. One way to
mitigate this risk is to double up on your position, wait
30 days and then sell the top-costing shares assuming
they're still at a loss. You need to make the purchase
before the end of November, in order to wait the 31 days
and still take the loss in the 2023 tax year.

Another approach is to invest the proceeds from the
sale into a similar (though not “substantially equiva-
lent”) security within the same asset class as the one you
sold. After 31 days you then sell the placeholder invest-
ment and repurchase your original holding.

CHARITABLE CONTRIBUTION DEDUCTIONS
Whether you contribute cash, stock or other assets,
it'simportant to adhere to the year-end deadlines for
2023 charitable contributions. First, in order to get tax
benefits for charitable contributions you generally must
itemize deductions.

If you donate cash to a charitable organization, you
can deduct your donation in 2023 as long as you mail
your check by Dec. 31. This is true even if the organiza-
tion doesn't cash your check until 2024. If you charge
your donation to your credit card, your donation is treat-
ed as occurring on the date the charge occurs.

If you donate stock or other securities by mailing cer-
tificates, the date of mailing is the date of the donation.
If you have the shares donated electronically, the date
your brokerage statement shows it leaving the account
is the date of the gift. The value of your donation equals
the average of the highest and lowest selling prices on
that date.

Donations of clothing, household items and other
goods can be deducted based on the fair market value
of the goods. We recommend you make an itemized list

The Capital Gains Tax
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and take pictures of your donated items in case your tax
return is audited. We also suggest you “low ball” your
estimates to be on the safe side.

For 2023, the deduction for charitable cash contribu-
tions is limited to 60% of your adjusted gross income
(AGI). For non-cash contributions, the deduction is
limited to 30% of AGI. Contribution amounts over those
limits can be carried forward for up to five years. Note
that this is a return to pre-2020 rules, after these limits
were temporarily removed to encourage giving during
the height of the pandemic.

CONSIDER A QUALIFIED CHARITABLE
DISTRIBUTION

If you're over age 70.5, you have the ability to contribute
directly to a charity using a distribution from your
individual retirement account (IRA), better known as

a qualified charitable deduction (QCD). For those over
age 73, this distribution counts towards satisfying your
required minimum distribution (RMD), but it does not
count as taxable income. This is particularly powerful
for those who don’t itemize deductions on their returns
and otherwise wouldn't be able to claim a deduction for
their charitable gifts.

CONTRIBUTE THE MAXIMUM YOU CAN TO

A QUALIFIED RETIREMENT PLAN OR IRA

In 2023, you can contribute the lower of $22,500 or
whatever you earned to your 401(k) or 403(b) plan. If
you're age 50 or older, you can add another $7,500 to
that number. If these are not contributions to your Roth
401(k), any dollar you set aside will lower your taxable
income. These contributions must be made in the form
of payroll deductions before year-end.

If your AGI is below $116,000 as a married person
filing jointly or $73,000 as a single filer, you also can
make a tax-deductible contribution of $6,500 (or $7,500
if you are age 50 or older) to an IRA, even if you are
covered by a 401(k) plan at work.

In addition, if one spouse does not work, that person
is still eligible to contribute to an IRA. For those mar-
ried filing jointly, this spousal IRA contribution is fully
deductible until your AGI reaches $218,000.

Contributions to an IRA for 2023 can be made any time
before the normal filing deadline of April 15, 2024, or when
you file your 2024 tax return on extension, whichever
date comes first. This is one area where you have time
after year-end to decide.
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DEADLINES ARE DIFFERENT FOR THOSE WITH
SELF-EMPLOYMENT INCOME

While IRA contributions must be made by April 15, that
is not true for those with SEP IRAs, SIMPLE IRAs or solo
401(k) plans. The deadline for those plans is the date that
you file your taxes. Thus if you file for an extension, you
have until Oct. 15 to make your contribution.

TAKE ADVANTAGE OF IRS DELAYS

In 2019 with the Secure Act, and again in late 2022 with
Secure Act 2.0, Congress made extensive changes to
the tax system. However, because of the complexity of
the changes, the Internal Revenue Service has delayed
several provisions.

The original Secure Act changed the way inherited
IRAs are treated. Under new rules, starting in 2020 if you
inherited an IRA from someone who is not your spouse,
you are required to distribute the entire account within
10 years of the IRA owner's date of death (subject to some
exclusions).

What was not originally clear was whether this could
be done all at once at the end of the 10th year, or if distri-
butions had to be taken regularly during the period. The
IRS has since clarified that regular age-based required
minimum distributions (RMDs) must be taken each year
and the IRA account must be empty by year 10. However,
the IRS has delayed issuing the final rules, and as a result,
has waived any penalties for those not taking an RMD
from an inherited IRA in 2023. Therefore you should
consider skipping the distribution year and avoid taking
on additional taxable income, given there is no penalty.

On the 401(k) front, a pending change to catch-up
contributions has been delayed. Under the Secure Act,
taxpayers making more than $145,000 will be required
to make any catch-up contributions to their 401(k) plans
as Roth contributions, which means a tax will be due on
those contributions. However, the IRS recently delayed
the start of this provision to 2025, so you have two years
to take advantage of additional tax savings on these

catch-up contributions.

Lastly, if you live in an area affected by natural disaster,
the IRS (and your state) often extend the deadlines to file
returns or make payments. There are currently extensions
in effect for parts of Hawaii due to the wildfires and parts
of several Southern states affected by Hurricane Idalia.

CONSULTING YOUR TAX ADVISER

This time of year is an excellent time for you to check

in with your accountant about your situation (the

earlier the better!). Your accountant can advise you as

to whether you should be making estimated federal or
state tax payments by year-end or in January based on
the information you provide. By taking some action now,
you should be able to reduce your tax bill somewhat.
Good luck!
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This material has been provided for general informa-
tional purposes only and doesn’t constitute either tax
or legal advice. Investors should consult a tax or legal
professional regarding their individual situation.

Securities offered through Commonwealth Financial
Network®, member FINRA/SIPC. Advisory services
offered through Armstrong, Fleming & Moore Inc.,

a Registered Investment Adviser, are separate and
unrelated to Commonwealth Financial Network.

Follow Betterlnvesting on Social Media
for regularly posted investing news, articles, events and information.
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