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A NOTE TO READERS 

An important part of helping clients achieve their financial 
goals is making sure they don’t miss out on ways to reduce 
their tax bills. Because taxes are often a significant outflow 
of resources each year, finding ways to minimize taxes, while 
investing in a tax-efficient manner, is crucial to success.

Tax laws are continually changing, so staying abreast of new 
rules requires constant vigilance. As advisors, we believe 
it is our duty to monitor these changes to help our clients 
minimize their tax burden. The following pages contain our 
effort to assess the current tax landscape while providing 
strategies to optimize your tax effectiveness.

This book focuses on individual taxes. While we may briefly 
touch on business and estate taxes, a thorough discussion of 
these taxes is beyond the scope of this book.

We hope you discover some strategies that will help you 
save money. If you do, it will be time well spent!
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HIGHLIGHTS FROM TAX REFORM
The most recent major tax legislation was passed in 
December 2017 as the Tax Cuts and Jobs Act (TCJA). That 
legislation impacted many tax planning strategies for 2018 
and beyond.

Most of the individual provisions will remain until 2025, after 
which they are scheduled to expire and revert to previous 
law. Here are some key highlights of the legislation:

• Income tax rates and capital gains tax rates: Most 
taxpayers received slightly reduced tax rates starting 
in 2018. The seven tax brackets remained, with slightly 
lower rates. The preferred rates on long-term capital 
gains and qualified dividends stayed the same. 

• Increased standard deduction: The standard deduction 
nearly doubled and is indexed to inflation each year. 
This increase came with an elimination of personal 
exemptions. Because of the increased standard deduction 
and elimination, or reduction of many itemized 
deductions, fewer than 10% of taxpayers are expected to 
itemize, down from about one-third previously.

• State and local income and property tax (itemized 
deduction): Combined state and local income and 
property tax itemized deductions were capped at 
$10,000.

• Elimination of miscellaneous itemized deductions: 
These included deductions for employee business 
expenses, tax preparation fees and investment advisory 
fees.
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• Pease Limitation repealed: In contrast to the items 
above limiting itemized deductions, the Pease limitation, 
which limited itemized deductions on mortgage interest, 
state and local taxes and charitable contributions for 
higher-income taxpayers, was repealed.

• Recharacterizations for Roth conversions eliminated: 
Investors can convert money from an IRA account 
to a Roth. Previously, the decision could be undone 
with a recharacterization. The TCJA eliminated 
recharacterizations for conversions, forcing more 
careful planning around the initial conversion. 
Recharacterizations of Roth contributions are still 
allowed.

• Alternative minimum tax (AMT): This tax was retained, 
but with sharply higher exemptions, meaning fewer 
taxpayers would be impacted. Taxpayers subject to AMT 
in previous years may still be eligible to get some of that 
back as a credit on future tax returns.

• Estate tax: The estate tax exemption doubled and is 
indexed each year for inflation. As a result, significantly 
fewer individuals were expected to be subject to the 
estate tax. The estate tax and accompanying strategies to 
minimize this tax are beyond the scope of this book.

• Expanded child tax credit: The child tax credit doubled. 
More significantly for affluent households, the income 
phaseouts more than doubled in some cases.

• Deduction for “pass-through” entities: For owners of 
“pass-through” entities (including sole proprietorships, 
partnerships and S corporations), business profits may be 
eligible for a 20% deduction on the personal tax return.

The tax changes for business income are complex, but 
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also bring significant planning opportunities. These need 
to be addressed with a tax advisor on a case-by-case 
basis.

• Changes to 529 college savings accounts: Up to 
$10,000 per student can be used tax-free each year for 
K-12 school expenses. This can be for public, private or 
religious schools and is in addition to existing college 
education costs.

• Alimony income and deductions: For any divorce 
executed after Dec. 31, 2018, alimony payments are 
no longer tax deductible by the payer, and support is 
no longer included as taxable income by the recipient. 
Any alimony payments made under pre-2019 divorce 
agreements maintain their existing tax treatment.
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ITEMIZED DEDUCTIONS AFTER 
THE 2017 TAX CUTS AND JOBS ACT

With the doubling of the standard deduction and elimination 
or reduction of several itemized deductions, you might 
think there aren’t many opportunities left to itemize. That 
isn’t the case at all, depending on your circumstances. It’s 
more important now than ever to figure out what you can 
still itemize in 2019 and beyond. To keep track of these 
deductible expenses, it’s also important to be organized and 
maintain a box or folder to store your receipts throughout 
the year. This level of organization is necessary whether you 
work with a tax professional or prepare your own taxes. 

Deductions fall into these categories:

• Medical and dental expenses
• Taxes you paid
• Interest you paid
• Gifts to charity
• Casualty and theft losses
• Other miscellaneous deductions

Discussing every expense you could deduct would be too 
cumbersome, so we’ll stick with the deductions most relevant 
to the families we serve. As you read, keep in mind you can 
only deduct expenses paid for the year in which they occur.

Certain categories, including medical and dental expenses 
and casualty and theft losses, are subject to a floor that only 
permits you to deduct expenses above certain thresholds, 
such as 10% of your adjusted gross income (AGI – IRS Form 
1040, line 7). Your AGI is your total amount of income from 
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all sources, after subtracting certain deductions such as alimony 
paid (for pre-2019 divorces), HSA contributions, the deductible 
part of self-employment taxes, etc. For example, if your AGI is 
$100,000 and the threshold for medical expenses is 7.5%, any 
qualifying expenses above $7,500 can be included and deducted.

MEDICAL AND DENTAL EXPENSES
As stated in the previous example, out-of-pocket medical and 
dental expenses are subject to a 7.5% AGI floor in tax years 2019 
and beyond. You’d be surprised at how quickly these expenses 
can add up and be eligible to write off. Below is a list of common 
deductions in this category. 

Insurance premiums paid for medical coverage 
This includes all premium costs you paid for out-of-pocket, but 
not those you paid for pre-tax through your employer-provided 
plan. Any premium you already received a tax deduction for 
can’t be double-counted. Examples of premiums paid out-of-
pocket that qualify include:

• Individual insurance not purchased as part of an employer 
plan

• Medicare Part A (if you have to pay a premium) 
• Medicare Part B (supplemental medical insurance)
• Medicare Part C (HMO or advantage plans)
• Medicare Part D (prescription drug coverage)
• Medigap supplemental

Insurance premiums for long-term care coverage 
Amounts listed in the table below are per person, so if both 
spouses have coverage, they can both include premium 
expenses up to the allowable amount per their age. Remember, 
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you can’t deduct any part of a premium paid for by an 
employer for a group long-term care policy.

Your age at end of 2022 Deductible Part of Premium
 40 or less   $450
 41 to 50   $850
 51 to 60   $1,690
 61 to 70   $4,510
 71 or older   $5,640

Other expenses
Here are a few more expenses you may be able to deduct.

• Payments of fees to doctors, dentists, surgeons, 
chiropractors, etc.

• Nursing home care costs.
• Payments for admission and transportation to a medical 

conference relating to a chronic disease that you, your 
spouse or your dependents have.

• You can deduct $0.22 per mile you drive to and from 
places for medical reasons. It’s important to keep a log 
of all mileage driven for medical, charitable and business 
reasons.

• Payments for false teeth, reading or prescription 
eyeglasses or contacts, hearing aids, etc.

• Costs of modifying your residence to make it more 
accessible/livable, such as paying for a wheelchair ramp 
or wheelchair accessible bathroom. You can deduct the 
actual costs of the construction/project less any increase 
in the value of your home that results from it.
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STATE AND LOCAL TAXES YOU PAID
Taxpayers are limited to $10,000 in deductions for state and 
local income, sales and property taxes.

You may be able to deduct the following taxes up to the 
limit.

Income tax or general sales tax 
For income tax and general sale tax, you can deduct the 
greater of these two expenses, but not both. 

State and local income tax
If you live in a state with an income tax, you can deduct 
these taxes paid on your federal tax return. Fourteen states 
also charge a local income tax that can be included in this 
amount. Keep in mind that people who have businesses and/
or investments that generate income in other states have to 
file a tax return in that state and pay tax there. 

General sales tax 
When you buy things, your receipt reflects the sales tax you 
paid. To determine your deduction, you can either aggregate 
sales tax paid throughout the year, or you can you use an IRS 
calculator that provides estimates based on your income and 
zip code. Since many don’t want to take the time to save and 
add up every receipt, it makes sense to use the calculator. 
What’s important to know is you can add sales tax paid 
on larger purchases such as a car, boat, RV, etc., to the IRS 
calculator’s basic estimate. In fact, the IRS calculator asks you 
for the sales tax paid on any significant purchases during the 
year. 
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Real estate tax 
Do you own a home or parcel of land and pay property tax? 
If so, you can deduct it. You can even deduct property tax 
paid on your vacation home. 

Personal property tax 
Some states and local jurisdictions charge personal property 
tax on your possessions, such as a boat or a car. Seattle, for 
example, charges a personal property tax as part of your 
annual car tab renewal fee, which is based on the value of 
your car. You can deduct the portion of these expenses tied 
to the value of your property.

INTEREST YOU PAID
Families with debt find that this is their largest deduction, 
which may allow them to itemize instead of claiming the 
standard deduction. Those without debt will not benefit from 
this deduction.  

Home mortgage interest and points 
This includes mortgage interest paid on your first $750,000 
of home mortgage debt across qualifying properties, such 
as your primary and secondary homes. Secondary homes 
include vacation properties or even interest paid on an RV 
loan, if the vehicle or travel trailer has a bathroom, bedroom 
and kitchen. You can’t deduct interest paid on mortgage 
balances above $750,000. 

You pay points when you originate your mortgage and 
effectively pay extra to reduce your interest rate. This 
may mean you paid $4,000 extra at origination to reduce 
your mortgage interest rate by 0.50%, which can in turn 
substantially decrease the interest paid over the life of the 
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mortgage. You can deduct the cost of these points all at 
one time during the year you bought your home, or you can 
amortize them over the life of the loan. You may decide to 
amortize over the life of your loan if you don’t have enough 
deductions to itemize in the year you purchased your home, 
especially if it was later in the year and you didn’t pay much 
mortgage interest or property tax. 

To amortize, simply divide the cost of your points by the 
number of months of your mortgage and multiply it by the 
number of months in the year to report the appropriate 
amount that year. If you sell your home before the end of 
your loan period, you can deduct all remaining points in the 
year of the sale.

Note: Home equity interest is no longer deductible UNLESS 
it is used to buy, build or substantially improve the home 
that secures the loan. Also, mortgages assumed prior to 
December 15, 2017 are allowed deductions of interest on 
the first $1,000,000 of debt as those loans are grandfathered 
under the pre-Tax Cuts and Jobs Act rules.

Investment interest 
If you’ve borrowed against your investment portfolio, known 
as margin, to buy other investments, then you may be able to 
deduct the interest paid on the margin loan. The deduction 
for interest paid to buy income-producing securities/
investments is limited to the net amount of investment 
income received. This means if you borrow $500,000 on 
margin to buy income-producing securities, you can deduct 
interest paid up to the amount of taxable income generated. 
However, you can’t buy tax-exempt municipal bonds with 
margin and deduct interest paid for the purchase, since they 
aren’t creating taxable income.



19MERRIMAN’S GUIDE TO REDUCING YOUR TAX BILL   

GIFTS TO CHARITY
When you give cash, stock or collectibles, like artwork, 
to qualified charitable organizations, you’re entitled to 
deduct those donations. For gifts to public charities, such as 
churches, hospitals, qualified medical research organizations, 
schools, colleges and universities, you can deduct up to 
60% of your AGI for cash related gifts. For gifts of stock or 
property (investments, real estate, cars, artwork, etc.), you 
can deduct up to 30% of AGI. For gifts to private charities, 
such as family foundations, you can deduct up to 30% of AGI 
for cash related donations and up to 20% of AGI for stocks or 
property. Any gift you can’t deduct one year, due to income 
limitations, can be carried forward for five years.

Gifts by cash or check
You can deduct all gifts you make by cash or check to 
qualified, charitable organizations. Regardless of the amount 
of cash given, you must keep a bank record or written 
communication with the charitable organization that includes 
the name of the organization, the amount and the date of 
the contribution. For specific donations greater than $250, 
you need to obtain a written acknowledgement that indicates 
whether the organization provided a service or benefit to you 
by providing a gift. This is to make sure you don’t receive a 
tax deduction for the entirety of your purchase of a ticket to 
a charity ball or banquet, where you also received a meal and 
drinks. 

Gifts not made by cash or check 
Similar rules to those for cash gifts apply. For gifts of property 
greater than $500, you must complete IRS form 8283. If 
the gift has a fair market value of more than $500 but less 
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than $5,000, complete section A. If it’s greater than $5,000, 
a qualified appraisal is required, along with section B of this 
form. If you moved securities to a Donor Advised Fund1, this 
is where you deduct the fair market value of that gift.

Other considerations
Remember to keep thorough records of all gifts you give. 
Make sure any gift deductions you can’t take one year, due 
to AGI limitations, are carried forward to the following five 
years, to reduce your income. 

You can also deduct the mileage you travel for charity-
related purposes or activities. In 2022, the rate is $0.14 per 
mile. Keep a log of your charitable miles driven.

You can find more information about how to determine the 
best charitable vehicle2 on the Merriman website. 

CASUALTY AND THEFT LOSSES
Personal, casualty losses are deductible only to the extent 
they’re attributable to a federally declared disaster. Disaster 
declarations can be found on the FEMA site3.   

Per the IRS, “a casualty is the damage, destruction or loss of 
property resulting from an identifiable event that is sudden, 
unexpected or unusual.”

Casualty losses are subject to a reduction of $100 per 
event and a floor of 10% of AGI, so you can deduct only 
the expenses above this amount. This means if you have 
only a $2,000 qualifying casualty loss, this expense is first 
reduced by $100 to $1,900, and then it is subject to the 
10% AGI limitation on the overall casualty loss. Keep in 
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mind that qualifying expenses are net of any insurance 
reimbursements.

OTHER MISCELLANEOUS DEDUCTIONS

Gambling losses  
You can deduct losses only up to the amount of your 
gambling winnings for the year. To be eligible for this 
deduction, you must report gambling winnings on your tax 
return, Schedule 1, line 21, under Other Income.
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NEW STRATEGIES TO CONSIDER
While it’s difficult to address every strategy that results from 
an overhaul of this size, there are a few key items you should 
consider.

CHARITABLE CONTRIBUTIONS THROUGH A DONOR 
ADVISED FUND
Because fewer taxpayers will itemize deductions, charitable 
contributions will likely require more planning, even though 
there was no change in their deductibility. Charitable 
“bunching” with a donor advised fund (DAF) can allow multiple 
years of contributions (and their deduction) in a single year. 

Case study: A couple nearing retirement gives a few 
thousand dollars to their favorite charities every year. Outside 
of charitable deductions, they have $14,000 of other itemized 
deductions between mortgage interest paid, sales tax and 
real estate taxes. Since the former standard deduction for 
a couple under age 65 was $12,700, any dollar this couple 
gave to charity directly reduced their tax bill as it was added 
on top of the $14,000.

Now that the 2023 standard deduction has increased to 
$27,700, this changes the effectiveness of their giving. If 
they give $10,400 or less to charity, they lose all tax benefits 
associated with this gift because the $27,700 standard 
deduction is higher. In many cases, it can make sense for 
couples to contribute several years’ worth of donations into 
a DAF that can be distributed to charities in any amount or 
frequency, for the rest of their lives. So instead of donating 
$5,000 a year, which is below the standard deduction, this 
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couple could contribute $50,000 of appreciated securities 
to a DAF and receive the tax deduction now and distribute 
to charities later. This especially makes sense for individuals 
nearing retirement who are in a much higher tax bracket now 
than they will be in retirement. 

CHARITABLE CONTRIBUTIONS THROUGH A QUALIFIED 
CHARITABLE DISTRIBUTION
Similar to the previous example, many retirees won’t receive 
the full tax benefit related to their charitable giving due 
to the doubling of the standard deduction. One way for 
individuals age 70½ and above to receive the full benefit 
from charitable giving is through completing a qualified 
charitable distribution (QCD), from their annual required 
minimum distribution (RMD). Rather than having to itemize 
these donations, 100% of the gift is tax-free, so it doesn’t 
show up in your taxable income. With a QCD, you’re eligible 
to give up to $100,000 of your RMD to any number of 
charities throughout the year.

Case study: Phil and Sue are retired and in their 70s. Giving 
to charity is a priority for them. In fact, they like to give 10% 
of their pension and Social Security benefits and 15% of their 
previous year’s investment returns to several charities that 
are important to them. This year that amounts to a $10,000 
gift based on income and a $25,000 gift based on last year’s 
investment returns. Phil’s RMD for the year is $45,000.

Previously, they wrote checks to their designated charities 
and deducted the gifts as part of their itemized deductions. 
Outside of charitable giving in the range of $20,000 to 
$40,000 a year, this couple had $14,000 of other deductions 
made up primarily of state and local income tax, real estate 
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taxes and a small amount of mortgage interest paid. 

Now that the standard deduction for them has increased 
from $15,200 in 2017 ($12,700 standard deduction + 
$2,500 additional standard deduction for being above 65) 
to $30,700 in 2023 ($27,700 standard deduction + $3,000 
additional standard deduction for being above 65), part of 
their charitable giving won’t produce any tax benefits. In 
this example, there are no tax benefits for $16,700 of their 
gift-related deductions ($30,700 total standard deduction - 
$14,000 other itemized deductions) because their other non-
charitable, itemized deductions were well below the $30,700 
standard deduction.

Instead of itemizing, this couple could complete $35,000 
of QCDs to cover a large part of Phil’s RMD. Instead of 
first receiving this $35,000 of taxable income from Phil’s 
retirement account, the QCDs allow these pre-tax dollars to 
never be taxed. This means the couple receives 100% of the 
tax benefit from their giving, versus losing $16,700 worth of 
tax benefits if they itemize.

We have tips for correctly reporting a QCD on your tax return 
in the blog post titled, “Things to Remember around Tax 
Time if you Made a Qualified Charitable Distribution.”4 

HEALTHCARE PLANNING
The cost of healthcare is often an impediment to retiring 
before age 65, when Medicare kicks in. Since the Affordable 
Care Act (ACA) went into effect, subsidies have been 
available to help individuals below a certain income 
threshold pay reduced premiums. Many affluent retirees can 
qualify for this credit with some tax planning in advance.
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While the 2017 tax legislation repeals the ACA’s individual 
mandate requiring individuals to buy insurance, the premium 
subsidy structure remains. As of 2023, this change hasn’t 
impacted ongoing strategies.

Case study: John and Sally retire at age 59 with $1 million 
in IRA assets, $250,000 in Roth IRA assets and $750,000 in 
a taxable account. The $750,000 in the taxable account has 
a cost basis of $600,000. They’ll have to purchase their own 
health insurance for six years, until they reach age 65.

Buying health insurance on the individual market is often 
expensive – especially for people in their 50s and 60s. 
However, since the ACA went into effect, the government 
has provided subsidies to reduce health insurance premiums 
costs for taxpayers below a certain income threshold. In 
2023, subsidies are available for a family of two with income 
of less than $73,240.

Even though John and Sally are quite affluent, with $2 million 
of investable assets, they may qualify for reduced healthcare 
coverage if they manage their income effectively. They can 
even spend more than $73,240, since taxable income is what 
matters, and the savings from subsidies can be significant.

For example, in Washington State, if John and Sally have 
$60,000 in income, they could get a silver level plan through 
the state healthcare exchange for $442.52 per month out-of-
pocket, after getting an $851.52 per month subsidy. This is a 
savings of over $10,000 per year. Once their income exceeds 
$73,240 in 2023, premiums would have to be paid entirely 
out-of-pocket. 

EDUCATION PLANNING
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If you have children or expect to have children, there’s never 
a better time to start saving in a 529 plan. The funds in the 
plan grow and can be distributed tax-free for K-12, college 
and graduate school expenses. Now that you can distribute 
$10,000 a year from a 529 tax-free for K-12 education 
expenses, 529 plans provide many planning opportunities.

Case study: John and Jane are retired and their daughter 
just had a baby. Helping to plan and cover the cost of their 
grandchildren’s education is a top priority for them. Since 
the grandchild has several years until school starts and even 
more until college, having funds compound tax-free, with a 
tax-free distribution, to cover education costs makes a lot of 
sense.

They decide to front-load their grandchild’s 529 plan by 
contributing five years’ worth at $15,000 each, or $150,000 
total. The couple will file a gift tax form 709 to notify the IRS 
of this five-year, tax-free gift.

As the 529 plan’s owners, John and Jane can decide whether 
they want to help cover up to $10,000 a year of K-12 private 
school tuition tax-free and/or have the funds distributed tax-
free to cover the grandchild’s college education. Also, if this 
grandchild doesn’t need the funds due to scholarships, the 
parents’ savings, etc., the couple has the flexibility to change 
the beneficiary at any time to a different family member, 
such as another grandchild. Furthermore, they can contribute 
five years’ worth of tax-free gifts again in five years.

Note: In addition, Secure Act 2.0, passed in 2022, now also 
permits the potential rollover funding of unused 529 plan 
balances to Roth IRAs in certain situations.
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FEES FROM IRAS
Since the new tax code doesn’t allow you to deduct 
investment advisory fees, it makes sense to have traditional 
IRAs (pre-tax retirement accounts) pay their own fees. 

Due to the tax-free nature of Roth IRAs, it still makes sense in 
many circumstances to have fees related to those accounts 
paid from taxable investment accounts.

ROTH IRA CONVERSIONS
In years when your income is considerably lower (and you’re 
in a lower tax bracket), such as when you’re not employed 
full-time, consider converting a portion of your traditional 
IRA assets to a Roth IRA. You’ll be subject to income tax on 
the conversion at that time, but those assets would then 
grow and not be subject to tax again.

If you decide to do this, be careful not to convert so 
much that it puts you in a higher tax bracket, which would 
reduce the benefits of the conversion. The goal is to do 
this over a couple of years. For households that retire early, 
such as in their early 40s and 50s, versus at age 66, they 
have many years of potentially low income before Social 
Security, retirement account distributions and pensions 
kick in, pushing them into a higher tax bracket. These are 
the optimal years to pursue conversions, if you have the 
resources to cover the taxes out of pocket. 

If you make a Roth IRA conversion, be aware that you can no 
longer recharacterize or otherwise undo the conversion. This 
means that additional planning is required around Roth IRA 
conversions.

Note: You may not want to make Roth IRA conversions if you 
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plan to give a considerable part of your retirement account 
to charity and/or don’t intend for your family to inherit 
it. Roth IRAs provide the most tax-advantaged accounts 
to the next generation, but if that isn’t a priority, it may 
not make sense to pay all the taxes. Also, if you’re giving 
assets to charity upon death or giving away your required 
minimum distributions (qualified charitable distributions), it 
makes sense to keep those assets in your pre-tax retirement 
account. Charities receive 100% of those assets versus you 
or beneficiaries receiving only the portion after income taxes 
[100% - (federal + state + local marginal taxes)].

Case study: Jim and Jan are married and are set to retire 
at age 60. Most of their retirement funds are in traditional 
IRAs. Before retirement, both Jim and Jan had high paying 
jobs and their combined salaries put them in the highest 
tax bracket. Now that they are retired, they’re in a much 
lower income tax bracket. Due to careful planning, Jim and 
Jan have sufficient income from their taxable investments 
and savings, so they plan on delaying their Social Security 
benefits until age 70.  

Jim and Jan plan on leaving a legacy to their two children 
and future grandchildren. After meeting with a tax 
professional, they decide to take advantage of being in a 
lower tax bracket by converting a portion of their traditional 
IRA assets into their Roth IRAs. They will convert a calculated 
amount each year to ensure they do not accidentally push 
themselves into a higher tax bracket. They have also been 
advised, due to recent tax law changes, they can no longer 
do a recharacterization of the assets they convert. This 
means they can’t undo any converted assets and they must 
be sure of the amount they plan on converting.
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Income needs can change during retirement. Every year Jim 
and Jan will reassess whether it still makes sense to delay 
Social Security until age 70 and when it may be a good idea 
to withdraw from their traditional IRAs. They know their 
required minimum distributions (RMDs) from their traditional 
IRAs must begin at age 73, so their initial plan is to convert 
traditional IRA assets for the next 10 years. The amount 
that ultimately gets converted into their Roth IRAs will not 
be subject to RMDs, and the conversion can grow tax-free 
for distributions later in retirement or be used as a legacy 
planning tool to provide beneficiaries a tax-free inheritance. 
Jim and Jan both confirm they have the correct beneficiaries 
listed on their traditional IRAs and Roth IRAs, and now they 
feel they have a coordinated strategy for their retirement 
income plan, tax plan and estate plan.



31MERRIMAN’S GUIDE TO REDUCING YOUR TAX BILL   

CLASSIC STRATEGIES TO REDUCE 
YOUR TAXES EVEN AFTER THE MOST 

RECENT TAX REFORM

MAX OUT YOUR 401(K)
Contributing the maximum to your 401(k), without 
jeopardizing your finances or being at risk of having to take 
an early withdrawal, pays off long-term. You receive the 
tax deduction up front on any contributions and the funds 
grow tax-deferred throughout your career, providing a 
greater balance to draw from in retirement. The maximum 
contribution limit for 2023 is $22,500, with a catch-up 
contribution of $7,500 if you are age 50 or older.

BACKDOOR ROTH IRA
While Roth conversion recharacterizations are no longer 
allowed (as discussed above), several strategies remain to 
maximize the benefit of Roth accounts. If your income is too 
high to qualify for making regular Roth IRA contributions, 
you can make a non-deductible traditional IRA contribution 
that is later converted to a Roth IRA. This is a tax-free 
conversion if you have no other pre-tax IRA assets. These 
could include an existing balance in a traditional IRA or 
rollover IRA. Annual IRA contribution limits are $6,500 in 
2023, with an additional $1,000 catch-up contribution for 
individuals age 50 and older. This is an excellent way to save 
tens of thousands of dollars into Roth IRA assets when you 
otherwise may not have been able to do so.  

This strategy works best when there are no other IRA 
assets. If you have other pre-tax IRA assets, we recommend 
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discussing your situation with a qualified tax professional as pro-
rata rules may apply on the conversion and cause some of the 
converted amount to be taxable. 

Case study: John and Nancy have contributed the maximum 
allowed to their Roth IRAs each year, ever since they started their 
careers. Fortunately and unfortunately, now they aren’t eligible 
to contribute to a Roth IRA due to a pay raise tied to Nancy’s 
recent promotion, which pushed their income above $228,000. 
Their assets are composed of a taxable account, Roth IRAs and 
employer 401(k)s.  

Since they expect their income to continue increasing over time, 
they both decide to complete backdoor Roth IRA contributions, 
allowing them to contribute the same $6,000 each year. By 
making a non-deductible traditional IRA contribution and 
converting those funds tax-free to a Roth IRA, they were able 
to continue adding money to their Roth IRAs each year. Being 
able to continue to contribute and grow the Roth IRAs tax-free 
has accelerated this couple’s path to achieving their retirement 
goals.

MAX OUT YOUR HEALTH SAVINGS ACCOUNT
If your employer offers a health savings account (HSA), it’s a 
great way to pay medical expenses now and in retirement. If 
contributions are made directly from your paycheck, they aren’t 
subject to federal and state income taxes or payroll taxes. If your 
contribution is made outside of your paycheck, then you will be 
able to deduct it from your income on your federal and state 
income tax returns. Withdrawals for medical expenses are tax-
free. The excess cash in the account, usually balances with more 
than $3,000, can be invested and grown long-term. A recent 
Fidelity study found that a retired couple will spend a total of 
$315,000 on healthcare, not including the cost of long-term care. 



Saving in tax-advantaged accounts for these expenses can be 
incredibly beneficial. 

Think of a HSA like any other retirement account. To accumulate 
the necessary funds to cover medical expenses in retirement, 
it makes sense to pay out of pocket for reasonable healthcare 
expenses while still employed to allow the HSA to grow.

Case study: Paul, 45, is a married taxpayer with an HSA at work. 
He has a high-deductible health insurance policy. His employer 
contributes $1,000 to his HSA. He can contribute up to $6,750 
more in 2023. All contributions are tax-deductible.

Any qualified medical expenses can be paid from his HSA tax-
free. 

Withdrawals used for purposes other than medical expenses are 
subject to income tax and a 10% penalty. However, after age 65, 
withdrawals for non-medical expenses are no longer subject to 
the penalty. If Paul never needs the money for medical expenses, 
his HSA can be used in retirement with the same tax treatment 
as his IRA.

TAX OPTIMIZATION WITH ASSET LOCATION
If you have a taxable account and retirement accounts, it’s time 
to view them as one comprehensive portfolio, rather than as 
separate portfolios holding all assets. From there, preferentially 
place investments that are subject to ordinary income tax (real 
estate investment trusts (REITs), corporate bonds, treasuries, 
etc.) in retirement accounts where taxes are deferred. Assets 
that receive tax advantages, like international stocks and tax-
free like municipal bonds, should be placed in taxable accounts. 
International stocks receive a foreign tax credit for taxes paid on 
dividends overseas that you can deduct on your tax return if the 
investment is in your taxable account. The goal of asset location 
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is to seek the highest after-tax return for a household portfolio. 

Note: If you’re using asset location to allocate across your 
taxable account and retirement accounts and you need to sell 
items in your taxable account that have smaller capital gains 
(such as bonds) to meet cash flow needs, you can turn around 
and repurchase similar assets in your retirement accounts to 
maintain your diversified portfolio.

Case study: Mike has a $2 million portfolio – $1 million in a 
taxable account and the other $1 million in a retirement account. 
He has an asset allocation of 60% stocks, 35% bonds and 
5% specialized. As the below chart shows, he can invest each 
account in each asset class. The only difference between the 
investments in each account is the types of bonds used. He has 
tax-exempt bonds in his taxable account and taxable bonds in 
the retirement account.
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The next chart shows how these same accounts would be 
constructed using asset location. At the household account 
level (shown in the Total Household column), there’s no 
change. However, there are significant changes at the individual 
retirement and taxable account level. Instead of holding each 
asset class, the taxable account doesn’t hold any specialized 
investments or domestic stocks and the retirement account 
doesn’t hold any bonds.

This preferential holding of specialized assets and domestic 
stocks in the retirement account provides the return benefit of 
using asset location.

TAX-GAIN HARVESTING
You can still realize long-term capital gains and receive qualified 
dividends without being subject to tax if your taxable income 
is less than $44,625 if single or $89,250 if married in 2023. This 
means that if your remaining taxable income is below these 
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thresholds after your standard or itemized deductions, you 
can sell appreciated securities in your taxable account without 
owing any taxes. This provides the opportunity for a step-up 
in basis, wiping out capital gains. It also helps reduce the tax 
consequences of rebalancing when stocks have been on a run 
and for meeting cash flow needs.

Case study: Jim and Pam just retired at 55. They spent their 
careers accumulating assets so they could retire early, and they 
plan to take withdrawals from their taxable portfolio until they 
reach their 60s. Of their $4 million investable net worth, $1.2 
million is in their taxable account and invested across stocks and 
bonds. Because they retired prior to starting Social Security and 
they won’t receive pensions, they will withdraw funds monthly 
from their taxable account to maintain their lifestyle. 

This couple has plenty of room to receive long-term capital 
gains and qualified dividends without incurring any taxes. 
Only after their income exceeds $116,950 ($27,700 standard 
deduction + $89,250 taxable income) will any long-term capital 
gains from sales or qualified dividends received be taxed at 15%. 
By gain harvesting, this couple can meet their spending needs 
without having to withdraw as much from their portfolio, since 
their tax liability would be low, or even $0.

Note: This example of tax-gain harvesting also shows how 
some of these planning strategies interact with each other. For 
example, Jim and Pam likely could do some Roth conversions 
instead (or a little of both). Also, if Jim and Pam are getting 
healthcare subsidies, as discussed in the healthcare planning 
section above, they may not want to realize all the gains possible 
at the 0% long-term capital gains rate.

There are many moving parts, and it’s worth reviewing strategies 
with your financial advisor and CPA.
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TAX-LOSS HARVESTING
It may sound counterintuitive but capturing losses by selling 
securities in your taxable account when they have decreased 
in value, and simultaneously buying a temporary replacement 
security, has many benefits. Since the proceeds are reinvested 
in a temporary security, such as an exchange-traded fund that 
represents a similar asset class, you aren’t missing out on any 
increases in the stock market. Instead, you now have a capital 
loss you can use to offset future capital gains, including year-end 
capital gain distributions, which could help you save on taxes now. 
You may also deduct up to $3,000 of net capital losses (losses in 
excess of gains) against ordinary income per year. Any remaining 
losses may be carried forward indefinitely to offset future capital 
gain income. Loss carryforwards are particularly useful when 
trying to rebalance portfolios when stocks have gone on a run, or 
if you have to sell to meet cash flow needs in the future.

Case study: Tom had a $2 million taxable portfolio with 60% 
stocks. He was still working and had a high income. The stock 
market went through a correction, whereby the stock portion 
of his portfolio fell by 15%. Considering a 60% stock portfolio, 
this meant his portfolio declined by $180,000. This led to a lot of 
positions in his portfolio having unrealized losses.

While Tom wasn’t happy about incurring a loss, especially as he 
was getting closer to his retirement date, the positions with losses 
greater than 5% were sold and subsequently reinvested in index 
funds that tracked a similar asset class to what was sold. This 
activity allowed Tom to realize a loss greater than $100,000 for tax 
purposes, while not giving up any upside from being out of the 
stock market. 

This loss offset $20,000 of gains that were realized later in the year, 
provided a $3,000 reduction against his taxable income for the 
year and carried forward $77,000 of the losses into future years 
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to offset gains, thereby allowing him to rebalance or fund future 
withdrawals tax-free in retirement until the losses are used up.

MEGA BACKDOOR ROTH IRA
If you’ve maxed out your regular employee 401(k) contributions 
($22,500 per employee + $7,500 catch-up for age 50 and older), 
your employer’s plan may allow you to contribute additional 
dollars to an after-tax portion of your plan. You won’t receive 
a tax deduction for these contributions. If your plan has this 
option, they likely allow you to contribute up to $20,000 post-tax 
– far greater than the amount you can contribute to a Roth IRA.

The benefit of these after-tax contributions to your 401(k) is that 
you may be able to convert them to a Roth tax-free, depending 
on your employer’s plan. You can work with the custodian of 
your employer’s 401(k) to make sure they allow you to convert 
the assets. Make sure to convert these assets each year. Once the 
assets are converted to a Roth, you won’t pay tax on the assets 
again!

Case study: Phil and Sue work for large companies and have 
high incomes. They currently max out their pre-tax 401(k) 
contributions to reduce the tax bill associated with their high 
incomes. They know, however, that saving $22,500 a year each 
won’t be enough to replace their income in retirement. 

They learn that their 401(k) plans permit after-tax contributions 
above and beyond the employee contribution up to an 
additional $20,000. They set up their retirement plan elections 
so that they max out both the pre-tax 401(k) and after-
tax component throughout the year. Their plan also has an 
option on the elections to automatically convert the after-tax 
component to a Roth IRA each quarter. Otherwise, they would 
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have to contact the custodian (such as Fidelity) each quarter to 
convert the balance.

This couple also supercharged their Roth contributions by 
completing their backdoor Roth IRA contributions of $7,500 
through their IRAs.
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PARTING THOUGHTS

Taxes, whether paid in life or upon passing, can impact your 
wealth, but understanding your deductions and other tax 
strategies can help mitigate this impact. Remember, keep good 
records and stay organized so you don’t miss any savings 
come tax time, and make sure to give these records to your tax 
preparer. 

Don’t forget to talk to your Merriman advisor about how to best 
take advantage of tax planning strategies, and please contact us 
with any additional questions. 

Subscribe to the Merriman blog5 to stay up to date on future 
changes to the tax code, and be notified when new eBooks are 
published.
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TAX TABLES

Tax rate comparison

Married Filing Joint
2023 Taxable Income
$0 - $22,000
$22,001 - $89,450
$89,451 - $190,750
$190,751 - $364,200
$364,201 - $462,500
$462,501 - $693,750
Over $693,750
Single
2023 Taxable Income
$0 - $11,000
$11,001 - $44,725
$44,726 - $95,375
$95,376 - $182,100
$182,101 - $231,250
$231,251 - $578,125
Over $578,125

22%
24%
32%
35%
37%

2023 Tax Rate
Ordinary

10%
12%
22%
24%
32%
35%
37%

12%

2023 Tax Rate
Ordinary

10%

Filing Status 0% Rate 15% Rate 20% Rate
Married Filing Joint < $89,250 $89,251 - $553,850 > $553,850
Single < $44,625 $44,626 - $492,300 > $492,300

Long Term Capital Gains Tax
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END NOTES

1 https://www.merriman.com/cg/a-more-efficient-way-to-
give-donor-advised-funds/

2 https://www.merriman.com/cg/determining-the-best-
charitable-vehicle-for-your-goals/

3 https://www.fema.gov/disasters

4 https://www.merriman.com/wealth-enhancement/things-
to-remember-around-tax-time-if-youve-made-a-quali-
fied-charitable-distribution/

5 https://www.merriman.com/blog-signup

No client or prospective client should assume that any of portion of this guide serves as the receipt of, 
or a substitute for, personalized advice from Merriman, or from any financial or tax professional. Mer-
riman nor the authors of this book are practicing accountants. The client is responsible for determining 
whether any strategy discussed here is appropriate or suitable for them based on their financial and 
tax situation. The client or prospective client should consult with a financial advisor or tax professional 
regarding their specific financial or tax situation.
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