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YEAR-END TAX PLANNING 2023

December 11, 2023

ith a divided Congress and the 2024 elections on

the horizon, it is unlikely that we will see any major

federal tax legislation in the immediate future. In
turn, the approaching sunset of many individual tax provisions
of the Tax Cuts and Jobs Act of 2017 (“TCJA") looms large.
Should Congress fail to act, the highest individual and trust tax
brackets will increase to 39.6%; the standard deduction will be
cut roughly in half; and the lifetime estate and gift exemption
will be reduced from nearly $13 million to an estimated $6
million in 2026. And while any imminent federal tax changes
are unlikely, the end of 2022 did bring us SECURE 2.0, an
Act that made many “quality-of-life” changes to retirement
planning while also creating a bit of confusion around inherited
IRAs. As 2023 winds down, it feels like the calm before the
storm from a tax perspective. This makes it the optimal time to
revisit tax and estate planning strategies.

PLAN FOR THE FUTURE

While year-end tax planning is often focused on immediate
savings, it is important to keep in mind the potential impact
of long-term strategies. With the lifetime estate and gift
exemption set to be cut approximately in half after 2025, it
is more important than ever to have an estate plan in place.
In 2012, the last time the exemption was set to decrease
significantly, estate planning attorneys were overwhelmed.
Being proactive about setting up an estate plan, rather than
waiting until the 2025 rush, will provide you enough time to
come up with a plan to meet your goals. For some, that will
mean setting up a spousal lifetime access trust for their family,
while for others it may mean setting up a charitable remainder
trust to support their favorite charities in a tax-advantageous
way. Here are some other longer-term strategies to be aware
of:
« Provide for future generations: The annual gift
exclusion amount increased to $17,000 per person in
2023 and is set to increase again to $18,000 in 2024.
A married couple can therefore gift $34,000 this year to
as many individuals as they want without using any of
their lifetime gift exclusion. Keep in mind that medical
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expenses and tuition payments made directly to an
institution on behalf of family members do not count
against the lifetime exemption.

 Plan for retirement: Taxpayers with traditional IRAs
should consider whether it makes sense to convert
them into Roth IRAs before the lower individual tax
rates sunset in 2026. If converted into Roth IRAs, the
funds in question receive the double benefit of growing
tax-free and not triggering taxes upon distribution at a
later date.

» Save money for education: Contributing to a 529
plan is a good way to let your college savings grow
tax-free. If the funds are used for qualified education
expenses, there will be no tax when withdrawn. These
plans are even more flexible now that $10,000 per
year can be used to pay for K-12 tuition. Be aware that
not every state has conformed with the federal rules,
however, so a K-12 distribution may still be taxable at
the state level.

» Donate to the causes you care about: Contributing
to charity can be an effective way to lower your tax

bill while helping your community, but many taxpayers
will have trouble eclipsing the standard-deduction
threshold. One strategy to get over the threshold is to
bunch multiple years’ worth of contributions into one
year. Setting up a donor advised fund is a great way to
accomplish this bunching strategy while still controlling
the timing of the charitable contributions.

SECURE YOUR RETIREMENT PLANS

On December 29, 2022, the SECURE 2.0 Act was signed into
law, resulting in several significant retirement planning changes.
Some of these changes have provided new opportunities, while
others have generated new questions.

» Some things get better with age: One helpful change



is that the beginning RMD age was raised from 70.5 to age
72, and beginning in 2023, the age was raised from 72 to
73. Beginning in 2033, the RMD age will be raised again
from 73 to /5.

o But | thought stretching was good for me: The rules for
RMDs from inherited IRAs saw sweeping changes, including
the elimination of the “stretch IRA” for most non-spouse/
child beneficiaries. Inherited IRA distribution rules now
depend on whether the original owner was subject to the
RMD regime prior to death and if the new owner is an
eligible designated beneficiary. The IRS has still not issued
final guidance for non-eligible beneficiaries affected by the
new rules.

* Wave penalties goodbye: The IRS provided a gift to
taxpayers and waived penalties for certain late/missed
RMDs, including 2023 RMDs taken before September 30,
2023. The 50% penalty for missed RMDs has been reduced
to 25% and will be further reduced to 10% if the missed
RMD is taken within two years. Historically, the IRS has been
quick to waive these penalties if there was reasonable cause
for the missed distribution. It will be interesting to see if
these waivers are harder to come by now that the penalties
are less severe.

* Never too late to catch up: SECURE 2.0 also brings about
some changes beginning in 2024. Roth 401(k) plans will

not be subject to the RMD regime, a welcomed change.
401(k) plans will also allow for the option to make catch-

up contributions to a Roth 401(k) where this option was
previously only available as a traditional 401(k) contribution.
Beginning in 2026, high earners will only be able to make
catch-up contributions to a Roth 401 (k). Employer matching
contributions are also allowed to be made to either a
traditional or Roth 401(k). Finally, beginning in 2025,
individuals reaching certain ages will have higher catch-up
contribution limits.

e From ABCs to IRAs: Beginning in 2024, families will

be able to roll over unused 529 plan funds to a Roth IRA

for each beneficiary. While this is subject to annual IRA
contribution limits and cannot exceed a lifetime maximum of
$35,000 per beneficiary, it can be a useful future planning
opportunity for families looking to jump-start the retirement
savings journey for their children and grandchildren.
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REMEMBER THAT STATE TAX
PLANNING MATTERS TOO

While focusing on federal tax changes is important for effective
year-end tax planning, there are also profound year-end planning
considerations at the state level.

» The Massachusetts Millionaire’s Tax and revival of the
charitable deduction: The new Massachusetts Millionaire’s
Tax, which is a 4% surtax on taxpayers earning more than
$1 million per year, began in 2023, and there are some
planning tips we have for Massachusetts resident, part-year,
and nonresident taxpayers. For 2023 only, taxpayers may
file their Massachusetts tax returns separately, allowing
fora $1 million limitation for each taxpayer. Beginning in
2024, this option will no longer be available. Also, after a
long hiatus, the charitable contribution deduction is back
for Massachusetts taxpayers. Cash and stock donations will
now be allowed to offset “Part B Income,” which is any non-
portfolio type income such as wages and business income.
Taxpayers with substantial income of this type will need to
do a year-end tax projection because charitable donations
may result in up to 9% in Massachusetts tax savings on top
of the federal tax savings. See our article here covering the
Massachusetts charitable deduction in greater detail: https:/
news.bloombergtax.com/tax-insights-and-commentary/
massachusetts-charitable-tax-deduction-brings-a-big-
opportunity.

« Opportunity for Business Owners: The pass-through-
entity tax deduction is still available, and many of our
partnership and S-Corp clients are taking advantage of this
workaround for the current federal $10,000 cap on itemized
deductions for state income and property taxes. Thirty-six
states now have their own “PTET regime,” and a few have
proposed bills in the works.

It is of course important to remember that each taxpayer’s
circumstances are different. You should therefore contact your
wealth or tax advisor to develop an appropriate plan tailored to your
individual situation.



2023 FEDERAL INCOME TAX RATES

Marginal Rate Single Married Filing Jointly Head of Household
10% $0 - $11,000 $0 - $22,000 $0 - $15,700
12% $11,001 - $44,725 $22,001 - $89450  $15,701 - $59,850
22% $44,726 - $95375  $89451 - $190,750  $59,851 - $95,350
24% $95,376 - $182,100 $190,751 - $364,200 $95,351 - $182,100
32% $182,100 - $231,250 $364,201 - $462,500 $182,101 - $231,250
35% $231,250 - $578,125 $462,501 - $693,750 $231,250 - $578,100
37% > $578,125 > $693,750 > $578,100

RETIREMENT CONTRIBUTION LIMITS

Type of Account 2024 Contribution Limit 2023 Contribution Limit
Individual Retirement Account (IRA) $7.000 + $1,000 catch up if over age 50 $6,500 + $1,000 catch up if over age 50
Roth IRA $7.000 + $1,000 catch up if over age 50 $4,500 + $1,000 catch up if over age 50
401(k), 403(b), and Most 457 Plans $23,000 + $7.500 catch up if over age 50  $22,500 + $7,500 catch up if over age 50
SEP IRA and Solo 401(k) $69,000 up to $345K of comp $66,000 up to $330K of comp
SIMPLE IRA $16,000 $15,500
Defined Benefit Plans Annual Benefit $275,000 Annual Benefit $265,000
Overall Qualified Plan Contribution $69,000 $66,000

Limit (Employer + Employee)

The Colony Group, LLC (“Colony”) is an SEC Registered Investment Advisor with offices in Massachusetts, New York, Maryland, Virginia, Florida, Colorado, California, New Hampshire, Connecticut,
Washington D.C., and New Jersey. Registration does not imply that the SEC has endorsed or approved the qualifications of Colony or its respective representatives to provide the advisory services
described herein. Colony is registered to do business as “The Colony Group of Florida, LLC" in Florida, and “The Colony Group of Missouri, LLC", in Missouri. Colony provides individuals and institutions with
personalized financial advisory services.

This letter is prepared using third party sources. Colony considers these sources to be reliable; however, it cannot guarantee the accuracy or completeness of the information received. This letter represents
the opinions of Colony, may contain forward-looking statements, and presents information that may change due to market conditions or other factors. Nothing contained in this letter may be relied upon as
a guarantee, promise, assurance, or representation as to the future. This letter is general and educational in nature and is not intended to be, nor should it be construed as, investment, tax, or legal advice.
Recipients of this letter should consult their investment, tax, or legal advisor prior to taking action regarding any of the information presented herein. Market conditions can vary widely over time and can
result in a loss of portfolio value.

Colony’s Services are provided pursuant to an advisory agreement with the client. Colony’s Form ADV Part 2A, 2B, Form CRS, and Privacy Notice will be provided on request and as required by law. For a
description of fees payable for investment advisory services, please see Colony’s Form ADV Part 2A.
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