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Welcome to the sixth edition of The Wall Street Journal’s Tax Guide. What began 

with an editor’s request to summarize the 2017 tax overhaul’s changes for Journal 

readers has become–thanks to your enthusiastic response–an annual overview of 

individual income-tax provisions affecting Americans.  

The volume and pace of tax changes since the first edition have surprised even the 

writers of this guide. The 2017 overhaul has been followed by other law changes, 

including two major updates of retirement-account rules and a host of provisions 

responding to the Covid-19 pandemic. In addition, the Internal Revenue Service 

has issued guidance on key issues.

Every year inflation adjustments also shift the code. Given surging inflation in 

2022, some of the changes for tax year 2023 are especially large. For example, 

employees can elect to contribute $22,500 to 401(k)s and similar retirement plans 

for 2023, or $2,000 more than 2022. It’s both the largest dollar and percentage 

increase in this benefit to date, say tax specialists.

For filers preparing 2022 returns, the good news is that the tax code is ent- 

ering a period of relative calm as confusing changes prompted by the pandemic 

have expired. However, many filers will also see smaller refunds because of  

these expirations.

This calm will not last. The 2017 overhaul’s profound changes to individual tax 

rates and other provisions, including the estate-tax exemption and a special break 

for closely held businesses, are scheduled to expire at the end of 2025 unless Con-

gress acts. Expect a lot of political argument and drama along the way as lawmak-

ers debate what to do with those expiring provisions.

As always, tax filers will have a flood of questions before this year’s April 18 tax 

due date. What’s the deadline for contributing to a Roth IRA vs. a Solo 401(k)? 

What’s the threshold for the zero tax rate on long-term capital gains? If I put 

$5,000 into my grandchild’s 529 plan, do I owe tax on the contribution? 

Introduction
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The WSJ Tax Guide aims to answer these questions and many more. We hope it 

will help readers in the many areas of their lives touched by taxes–such as invest-

ing, buying or selling a home, saving for college, paying for medical expenses and 

making withdrawals from retirement plans. With this new edition, Wall Street 

Journal readers have a guide to the 2023 world of taxes.

Introduction

— Laura Saunders, Richard Rubin & Ashlea Ebeling

Email the authors at laura.saunders@wsj.com, richard.rubin@wsj.com and  
ashlea.ebeling@wsj.com

mailto:laura.saunders%40wsj.com?subject=
mailto:richard.rubin%40wsj.com?subject=
mailto:ashlea.ebeling%40wsj.com?subject=
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The tax code has seven income-tax brackets for individuals that currently 

range from 10% to 37%. The 10% rate takes effect at the first dollar of taxable 

income, after benefits such as the standard deduction are applied, and each tax 

rate applies to income in that bracket. This means a taxpayer whose last dollars 

are taxed at 24% will also have portions of income taxed at 0, 10%, 12% and 22%. 

The current rates and brackets were set by the 2017 tax overhaul and expire at the 

end of 2025. If Congress doesn’t make changes, the top rate will return to 39.6%  

in 2026.  

The income-tax rates and brackets are 

adjusted annually for inflation, al-

though in 2017 Congress switched to an 

often-slower method of calculating it. 

At the time, the change was projected 

to cost Americans $133.5 billion over a 

decade, according to Congress’s Joint 

Committee on Taxation.  

Not all tax provisions are inflation-ad-

justed, however. Exceptions include the 

limits for the mortgage-interest deduc-

tion, taxes on Social Security benefits, 

and the 3.8% surtax on net invest-

ment income. The exemption of up to 

$500,000 on the sale of a home is also 

unadjusted for inflation, as is the $3,000 

deduction of capital losses against ordi-

nary income such as wages. As a result, millions of Americans owe more tax than 

they would if these provisions were indexed. More information about inflation and 

tax thresholds is here.

Income-Tax Rates and Brackets
Tax brackets and some thresholds have been adjusted to reflect  

higher inflation, but some provisions don’t have inflation adjustments

Key Inflation-Adjusted Tax Numbers for 2022

Source: Internal Revenue Service 
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https://www.wsj.com/articles/trump-tax-cut-to-be-eroded-next-year-by-inflation-switch-1542302217
https://www.wsj.com/articles/trump-tax-cut-to-be-eroded-next-year-by-inflation-switch-1542302217
https://www.wsj.com/articles/inflation-causes-irs-to-raise-tax-brackets-standard-deduction-by-7-11666116021
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Investors who have taxable accounts–as opposed to tax-favored retirement  

accounts such as individual retirement accounts (IRAs) or 401(k)s–are often 

eligible for lower tax rates on investment income and other benefits. 

When an investor sells a holding in  

a taxable account, the result is a cap-

ital gain or loss that is the difference 

between the investment’s original cost 

(plus adjustments) and its selling price. 

For example, if an investor buys a share  

for $6 and sells it for $10, the capital 

gain is $4. If that person buys another 

share for $6 and sells it for $4, then the 

capital loss is $2.

A key benefit is that capital losses can 

offset capital gains. If the investor in 

this example sells both shares in the 

same calendar year, he or she would  

net the $4 gain with the $2 loss, for a taxable capital gain of $2. 

If total losses exceed total gains, the net losses can offset up to $3,000 of  

“ordinary” income such as wages per year.  Remaining unused capital losses can 

then be carried forward to offset future capital gains and ordinary income.

Long-term capital gains are profits on investments held longer than a year.  

They are taxed at favorable rates of 0, 15% or 20%.

Short-term capital gains are profits on investments held a year or less, and they 

are taxed at the higher rates that apply to ordinary income. This is a key distinc-

tion frequent traders should pay careful attention to. 

Investment Income-Tax 
Rates and Brackets

Congress hasn’t made changes to rates on long-term  
capital gains and dividends for 2022 and 2023

Key Inflation-Adjusted Tax Numbers for 2022

*Applies to gains on assets held longer than a year and qualified dividends. 
Source: Internal Revenue Service 
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DIVIDENDS
The favorable tax rates for long-term gains also apply to “qualified” dividends, 

and most dividends fall in this category. Nonqualified dividends are taxed at the 

higher rates for ordinary income like wages. 

THE 3.8% SURTAX
A 3.8% surtax applies to net investment 

income for most single filers with adjusted 

gross income (AGI) above $200,000 and 

most couples filing jointly with AGI above 

$250,000. This surtax applies only to the 

amount of net investment income above 

those thresholds, which aren’t indexed  

for inflation. 

For example, say that Marian is a single 

taxpayer with $150,000 of salary plus a $50,000 taxable long-term gain and 

$25,000 of qualified dividends. She would owe the 3.8% surtax on $25,000. 

Because of this surtax, top-bracket taxpayers typically owe 23.8% instead of 20% 

on their long-term gains and dividends. Some taxpayers in the 15% bracket for  

investment income also owe the 3.8% surtax on part or all of it because their  

adjusted gross income is above the $250,000/$200,000 thresholds.

Here’s another example. Matthew is a single taxpayer with $210,000 of adjusted 

gross income, and $50,000 of that is a windfall from a long-term gain on an in-

vestment and some qualified dividends. In that case, all of Matthew’s investment 

income would be taxed at a 15% rate, and he would also owe an additional 3.8% 

on $10,000 because that is the amount exceeding $200,000. So his tax rate on the 

$10,000 would be 18.8%.

Investment Income-Tax Rates and Brackets

A 3.8% surtax 
applies to net in-
vestment income 
above certain 
thresholds.
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HOW THE ZERO RATE APPLIES
Here is a simplified example. Janet is a single taxpayer with $35,000 of taxable  

ordinary income for 2022 after deductions and exemptions, such as for tax-free  

municipal-bond interest. Her taxable income is subject to rates up to 12%, as  

detailed in the income-tax brackets.

But Janet also has $20,000 of net long-term capital gains. This “stacks” on top 

of her $35,000 of taxable income, giving her a total of $55,000. For 2022, the 15% 

bracket for capital gains begins at $41,676 of taxable income for single filers. As 

a result, Janet would owe zero tax on about $7,000 of her gains and 15% on about 

$13,000 of them. 

Investment Income-Tax Rates and Brackets
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U.S. income tax is a pay-as-you-go system. The law requires most employees 

and self-employed business owners to pay at least 90% of their taxes long  

before the April due date, which for individual tax returns is April 18, 2023. The 

due date is often delayed for victims of federally declared disasters.  

Taxpayers can request a six-month extension to file their returns–Oct. 16, 2023 

for 2022 returns–but that doesn’t delay the requirement to pay what is owed. 

Tax underpayments typically incur penalties based on current interest rates.  

Recently this rate came to 7% annually, far higher than the year-earlier rate of 3%. 

To avoid these penalties, employees and many retirees typically have taxes with-

held from paychecks or Social Security and pension payments before year-end. 

Self-employed business owners and others who don’t have withholding instead 

make quarterly estimated payments of their taxes based on earnings for that 

quarter. The deadlines for 2023 are April 18, June 15, Sept. 15, and Jan. 16, 2024, 

except where there are extensions due to disasters. Tax payments made after the 

deadlines but before the April due date help reduce penalties. 

Many Americans also received unemployment compensation in 2022. These pay-

ments are taxable, and unlike for 2020 there is no partial exemption. Recipients 

should expect to get a Form 1099-G for the total that will be reported to the IRS.

The IRS has posted a calculator to help employees make withholding decisions, 

and it has been updated for 2023.  

For more information on withholding and estimated taxes, see IRS Publication 505.

Withholding and Estimated  
Taxes, Including for  

Unemployment Benefits
Filers with uneven earnings or unemployment payments should  

check for tax underpayments to avoid penalties

https://www.irs.gov/newsroom/tax-relief-in-disaster-situations
https://www.irs.gov/newsroom/tax-relief-in-disaster-situations
https://www.irs.gov/faqs/estimated-tax/individuals/individuals-2
https://www.irs.gov/individuals/tax-withholding-estimator
https://www.irs.gov/pub/irs-pdf/p505.pdf
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The pandemic turned millions of Americans 

into telecommuters, and it persuaded many 

companies to be more open to allowing remote 

work by employees. “Temporary” has now become 

longer term in many cases. This shift can require 

employees to file returns and pay taxes to more 

than one state if their office and the residence 

where they work are located in different states. 

The problem for remote workers is that each 

state’s tax system is a unique mix of rules that 

consider how long a worker is there, what in-

come is earned, and the location of the worker’s 

true home, or “domicile.” While some states give 

credits for taxes on wages paid to different states, 

others don’t–or the credit they give may not fully 

offset the tax paid. Non-wage income, such as from 

investments, is often at risk of double taxation. 

As a result, out-of-state remote workers can wind up owing more, or the same,  

or possibly less. Businesses often face a torrent of extra tax-filing requirements, 

even if the amount of income paid to remote workers is relatively small. 

A number of states passed special pandemic provisions for remote workers,  

but these have lapsed, according to Cathie Stanton, a member of the American 

Institute of CPAs who monitors state taxes on remote work. Some states with a 

lot of residents leaving for lower-tax states are trying to maintain ties with remote 

workers as a revenue source.

“New York and California have always been vigilant about whether people who 

have homes out of state are still residents,” she says. “But now we’re seeing other, 

lower-rate states like Virginia challenge a change in residence, especially for peo-

ple claiming they’ve moved to a no-income-tax state.” 

State Taxes on Remote Work
People who work remotely may need to file in, and perhaps pay taxes to, 

more than one state

https://store.wsj.com/shop/us/us/wsjusspring22/?swg=true&inttrackingCode=aaqyhda0&icid=WSJ_ON_PHP_ACQ_NA&n2IKsaD9=n2IKsaD9&Pg9aWOPT=Pg9aWOPT&Cp5dKJWb=Cp5dKJWb&APCc9OU1=APCc9OU1
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State Taxes on Remote Work

The upshot is that people working remotely across state lines need to research 

exactly what state taxes could apply to them.

How will a state know someone has worked there, especially if the office is else-

where? Both employers and tax preparers risk penalties for misrepresentations on 

tax forms they prepare, so they will question workers or clients. DIY filers using 

commercial software should remember that tax returns are signed under penalty 

of perjury. 
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Cryptocurrencies and other digital assets had a tumultuous 2022. The price 

of bitcoin dropped more than 60% during the year, and a number of crypto ex-

changes declared bankruptcy. Sam Bankman-Fried, the disgraced CEO of crypto 

exchange FTX, is awaiting trial on charges of fraud. 

Crypto investors with assets at bankrupt exchanges are currently in limbo, ac-

cording to Shehan Chandrasekera, a CPA who heads tax strategy at CoinTracker, 

a provider of crypto tax software. 

“They’ll have to wait until the bankruptcies are finalized to even think about tak-

ing tax deductions for their losses–and whether that will be allowed,” he says.

Meanwhile, the IRS and Congress have been trying to strip away excuses for mil-

lions of people who aren’t complying with tax rules on cryptocurrencies, either 

inadvertently or on purpose.

To encourage compliance, the agency now includes a pointed question on the front 

page of the individual tax return, just below the taxpayer’s name and address. For 

2022 returns, the wording has been revised to include digital assets such as non-

fungible tokens (NFTs) or stablecoins. It says:

At any time during 2022, did you: (a) receive as a reward, award, or compensation;  
or (b) sell, exchange, gift, or otherwise dispose of a digital asset or a financial interest 
in a digital asset? 

The tax filer must check the box “Yes” or “No.” Cryptocurrency owners who skip 

the question or are untruthful risk higher penalties if the IRS audits them, as it 

will be hard to claim ignorance. More explanation of this question is on page 15 of 

the Form 1040 instructions. 

The IRS also initiated other crypto enforcement efforts in 2022. It persuaded 

federal judges to authorize two new summonses requiring a crypto exchange and a 

bank to turn over to the IRS account information for customers who had $20,000 

Cryptocurrency
The steep drop in cryptocurrency prices in 2022 and the bankruptcies 
 of FTX and other exchanges have added complexity to crypto taxes,  
while the IRS and Congress continue to crack down on tax cheating  

with digital assets

https://www.irs.gov/pub/irs-pdf/i1040gi.pdf
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Cryptocurrency

or more in crypto transactions in any one year from Jan.1, 2016 to Dec. 31, 2021. 

This strategy, known as a John Doe summons, is one the agency has used to inves-

tigate customers of three other crypto exchanges. 

Congress is also trying to improve cryptocurrency tax compliance. Late in 2021, 

lawmakers passed the Infrastructure Investment and Jobs Act. This included a 

provision requiring crypto brokers to report customers’ sales proceeds to the IRS 

on a 1099 form if these assets are held in a taxable account. The requirements are 

akin to what brokerage firms report for investors’ stock sales.

This new reporting was supposed to take effect on Jan. 1, 2023. In late 2022,  

however, the IRS and the Treasury Department delayed the effective date until 

the agencies finish writing rules that clarify thorny issues such as who qualifies  

as a broker. 

IRS guidance on cryptocurrencies dates to 2014 when the agency said bitcoin and 

other cryptocurrencies are property, not currencies such as dollars or euros. Often 

they are investment property akin to stock shares or real estate. 

This means that if crypto is held in a taxable account–as opposed to a retirement 

account like an IRA or Roth IRA–then net profits from a sale are typically taxed 

as long-or short-term capital gains. Losses can be used to offset gains. (See sec-

tion on Investment Taxes.)

This tax treatment has benefits and drawbacks. The benefits include a lower rate 

on gains for cryptocurrency held longer than a year. Investors can also sell losers 

and use losses to offset investment gains from a range of investment assets that 

include real estate or stock. Unused losses can offset up to $3,000 of ordinary 

income such as wages, and losses above that amount carry forward for use against 

future gains.

More detail on the taxation of cryptocurrencies, including tax triggers, lot identi-

fication and wash sales are here. 

A key drawback is that if crypto is used to make a purchase–even of a sandwich–

then the transaction typically generates a taxable sale that the buyer must report 

to the IRS.

https://www.wsj.com/articles/crypto-bitcoin-taxes-irs-11668127981
https://www.wsj.com/articles/biden-administration-delays-tax-rules-for-crypto-brokers-11671824605
https://www.wsj.com/articles/do-you-own-bitcoin-the-irs-is-coming-for-you-1521192601
https://www.wsj.com/articles/do-you-own-bitcoin-the-irs-is-coming-for-you-1521192601
https://www.wsj.com/articles/bitcoin-irs-comes-for-crypto-investors-who-havent-paid-their-taxes-11620937095
https://www.wsj.com/articles/bitcoin-irs-comes-for-crypto-investors-who-havent-paid-their-taxes-11620937095
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Cryptocurrency

Jack, for example, buys a boat with $12,000 of cryptocurrency that he purchased 

for $7,000. His transfer of the crypto is taxable. Jack has to report a taxable gain 

of $5,000 to the IRS–much as if he bought the boat with shares of stock that had 

grown from $7,000 to $12,000. 

This makes cryptocurrencies a cumbersome substitute for cash.

In 2019, the IRS issued further guidance detailing the tax treatment of cryptocur-

rencies. If there is a reorganization that changes the network protocol of coins and 

results in the distribution of new tokens and the crypto owner receives something 

of value, then its fair market value is taxable at ordinary income rates when the 

taxpayer has control of it. 

In late 2020, the Financial Crimes Enforcement Network (FinCEN), a Treasury 

Department unit separate from the IRS, announced it may require U.S. taxpayers 

holding more than $10,000 of cryptocurrencies offshore to file FinCEN Form 114, 

known as the FBAR, to report these holdings. This rule hasn’t yet been adopted, 

so it wasn’t in effect for 2022.

https://www.irs.gov/newsroom/virtual-currency-irs-issues-additional-guidance-on-tax-treatment-and-reminds-taxpayers-of-reporting-obligations
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The federal estate-and gift-tax exemption applies to the total of an individual’s 

taxable gifts made during life, and assets left at death. Above the exemption, 

and after deductions for items such as charitable bequests, the top rate on such 

transfers is 40%.

As part of the 2017 tax overhaul, Congress roughly doubled the exemption begin-

ning in 2018, and this amount will continue to rise with inflation through 2025. 

This expansion helped reduce the number of taxable estates to about 2,600 for 

returns filed in 2021 from about 5,200 in 2017, according to the latest IRS data.  

For 2022, the lifetime exemption for both gift and estate taxes was  

$12.06 million per individual, or $24.12 million per married couple. For 2023,  

an inflation adjustment has lifted it to $12.92  million per individual, or $25.84 

million per couple. 

The 2017 increase in the gift-and estate-tax exemption is set to lapse after 2025, 

but in 2019 the Treasury Department and the IRS issued “grandfather” regula-

tions. In many cases, they allow the increased exemption to apply to earlier gifts  

if Congress reduces the exemption in the future. 

Here is a simplified example. Say that Rachel gave $11 million to a trust for her 

heirs in 2020. This transfer was free of gift tax because the exemption was $11.58 

million for 2020. 

Now, say that in 2026 Congress lowers the exemption to $5 million per person, 

and Rachel dies when that lower exemption is in effect. Under current Treasury 

rules, Rachel’s estate won’t owe tax on any portion of her 2020 gift of $11 million, 

even if $6 million of it is above the $5 million lifetime limit in effect  

at the time of her death. 

Estate and Gift Tax
The expanded estate-and gift-tax exemption expires at the end of  

2025. For more details affecting surviving spouses, see the section for  
widows and widowers.
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Estate and Gift Tax

CAPITAL GAINS AT DEATH 
Under current law, investment assets held at death aren’t subject to capital-gains 

tax. This highly valuable benefit is known as the tax-free step-up in basis. 

For example, say that Robert dies owning shares of stock worth $100 each that 

he bought for $5, and he held them in a taxable account rather than a tax-favored 

retirement plan such as an IRA. 

Because of the step-up provision, Robert’s estate won’t owe capital-gains tax  

on the $95 of growth in each share of stock. Instead, the shares go into his estate 

at their full market value of $100 each. Heirs who receive the shares then have  

a cost basis of $100 each as a starting point for measuring taxable gain or loss 

when they sell.

FILING AN ESTATE-TAX RETURN  
Executors generally don’t need to file a return if the decedent’s estate is below the 

total lifetime exemption for taxable gifts made during life and assets left at death.  

They may want to file one, however, as the surviving spouse can often add the 

partner’s unused exemption to their own. This benefit is known as “portability” 

and could help if Congress lowers the gift-and estate-tax exemption in the future. 

For example, if a wife dies in 2023 and leaves $2 million to heirs other than her 

husband, then her husband could add her unused $10.92 million of exemption to 

his own. (There is no estate tax on amounts that spouses leave to spouses.) 

Estate taxes are normally due nine months after the date of death. But the IRS al-

lows executors to claim the unused exemption for the spouse up to five years after 

the date of death, in many cases.

THE ANNUAL GIFT-TAX EXEMPTION 
For 2023, the annual gift-tax exemption has risen to $17,000 per donor, per  

recipient. In 2022, this limit was $16,000.  

https://www.irs.gov/pub/irs-drop/rp-17-34.pdf
https://www.irs.gov/pub/irs-drop/rp-17-34.pdf
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Estate and Gift Tax

Using this tax break, a giver can give someone else–such as a relative, friend or 

stranger–assets up to the limit each year, free of federal gift taxes. So in 2023 a 

couple with two married children and six grandchildren could make tax-free gifts 

totaling $340,000 to these 10 relatives, plus $34,000 each to other individuals.  

Annual gifts aren’t deductible for income-tax purposes, and gifts aren’t income  

to the recipient. 

Above the annual exclusion, gifts are subtracted from the giver’s lifetime gift-

and estate-tax exemption. However, a married couple can use a technique called 

“gift splitting” that allows one spouse to make two tax-free annual gifts up to the 

exemption amount of $32,000 for 2022 or $34,000 for 2023 if the other spouse 

doesn’t make such gifts. In this case, the giver is required to file a gift-tax return.  

If the gift isn’t in cash, the giver’s “cost basis” carries over to the recipient. For 

example, say that in 2023 Aunt Margaret gives her niece, Linda, a share of long-

held stock worth $1,000 that she acquired years ago for $200. Neither Aunt 

Margaret nor Linda owes tax on the gift. But Linda’s starting point for measuring 

taxable gain when she sells will be $200. If she sells the share for $1,200, her tax-

able gain would be $1,000. 

Gifts to pay tuition or medical expenses are also free of gift tax. To qualify for this 

break, the giver must make the payment directly to the institution. 

BUNCHING GIFTS FOR COLLEGE 
Using another strategy, a giver can “bunch” five years of tax-exempt annual  

gifts to a 529 education-savings plan, typically for children or grandchildren.  

In this case, a gift-tax return should be filed. If the exemption rises in the follow-

ing five years, the giver can make a tax-free gift for the amount of the increase to 

the recipient.

https://www.irs.gov/instructions/i709#idm140535813709808
https://www.irs.gov/instructions/i709#idm140535813709808
https://www.irs.gov/instructions/i709#idm140535813709808
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The standard deduction is the amount taxpayers can subtract from income if 

they don’t break out deductions for mortgage interest, charitable contribu-

tions, state and local taxes and other items separately on Schedule A. Listing 

these deductions separately is called “itemizing.” 

For 2022, the standard deduction is $12,950 for single filers and $25,900 for  

married couples filing jointly. For 2023, it is $13,850 for singles and $27,700 for 

married couples.

In 2017, Congress made a landmark change by nearly 

doubling the standard deduction. As a result, the 

number of filers itemizing deductions dropped to 

about 15 million in 2021 from about 47 million in 

2017, according to the latest IRS data. This shift has 

simplified returns for millions of filers and lightened 

the agency’s burden by reducing the number of de-

ductions it needs to monitor. 

However, taxpayers taking the standard deduction 

don’t get a specific tax break for having mortgage interest, state and local taxes, or 

making charitable donations. That change is likely affecting taxpayers’ decisions 

about making donations or owning a home, among other things.   

ADDITIONAL STANDARD DEDUCTION  
Taxpayers age 65 and older receive an additional standard deduction. For most 

single filers, it is $1,750 for 2022 and $1,850 for 2023. For married couples filing 

jointly, it is $1,400 for 2022 and $1,500 for 2023 for each spouse age 65 and older.

Standard Deduction and  
Personal Exemption

The temporary expansion of the standard deduction and repeal of the  
personal exemption are continuing to affect millions of Americans

About 90% of  
filers now take  
the standard  
deduction.
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Standard Deduction and Personal Exemption

PERSONAL EXEMPTION REPEALED UNTIL 2026
In another landmark shift, Congress temporarily repealed the personal exemption 

at the same time that it nearly doubled the standard deduction. This exemption 

was a subtraction from income for each person included on a tax return—typically 

the members of a family. The 2017 amount was $4,050 per person, and it phased 

out for higher earners.

The personal exemption was also integral to figuring out an employee’s correct 

withholding from pay.

The interaction of the expanded standard deduction, repealed personal exemp-

tion and the child tax credit is complex, and the effects on individuals have var-

ied widely. In part, that is because the personal exemption was a deduction from 

income, while the child credit is a dollar-for-dollar offset of taxes. 

Both the personal-exemption repeal and the expanded standard deduction expire 

at the end of 2025.
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The 2017 tax overhaul doubled the maximum child tax credit to $2,000 from 

$1,000 for each child in a family under age 17 at year-end. The credit is a dol-

lar-for-dollar reduction in taxes that many families with children can claim, as  

it begins to phase out at $400,000 of adjusted gross income for married joint 

filers and $200,000 for single filers. 

Low and moderate earners can be eli-

gible for a payment of up to $1,500 for 

2022 or $1,600 for 2023 per child due  

to the credit, even if they don’t owe in-

come tax.

Parents of children born or adopted in 

2022 and 2023 can claim child tax  

credits for them on their returns, but the 

children need a Social Security number. Long-standing rules define who is a  

dependent, as described in IRS Publication 501.

The 2022 and 2023 tax credit for dependents who are age 17 and older at year-

end, such as an older child or elderly relative, is up to $500. 

The 2017 expansion of the child and dependent tax credit expires at the end  

of 2025.

Child and Dependent Tax Credit
Congress didn’t extend expansions of the child tax credit enacted  

during the pandemic. So for 2022 and 2023, this credit reverts to being  
up to $2,000 per child.

The 2017 overhaul’s  
expanded child tax 
credit expires at the 
end of 2025. 

https://www.irs.gov/forms-pubs/about-publication-501
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Since the 2017 tax overhaul, the deduction for state and local taxes paid–in-

cluding income, property, or sales taxes—has been capped at $10,000 per 

return. Previously these deductions were unlimited for individuals, although many 

people who owed the alternative minimum tax lost the benefit of some or all of 

their state and local tax, known as SALT, write-offs. The $10,000 cap expires at 

the end of 2025. 

Here is how it works: Say that Ed and Jane are 

married joint filers who owe $8,000 of state in-

come tax and $6,000 of property tax on their 

home. Before 2018, they could deduct the  

$14,000 total of these taxes if they itemized  

on Schedule A. 

But for tax years 2018-2025, the couple’s deduc-

tion for state and local taxes is capped at $10,000 

per return, and that amount isn’t indexed for 

inflation. This change has prompted many filers to switch to taking the standard 

deduction rather than itemizing on Schedule A. 

The SALT cap affects many married couples more than singles, because the 

$10,000 SALT limit is per return, not per person.  

Can two spouses file separately and claim two $10,000 deductions?  No. Although 

married couples can file separate returns, each spouse would get a $5,000 deduc-

tion for state and local taxes. To qualify for two $10,000 deductions, the couple 

would have to divorce and file as two single taxpayers.  

According to analysis by the Tax Foundation, the SALT cap has hit hardest in 

eight high-tax jurisdictions:  California, New York, the District of Columbia, Con-

necticut, New Jersey, Maryland, Massachusetts and Oregon. It has had the least 

impact in Alaska, South Dakota, Tennessee, North Dakota, Washington, Nebras-

ka, Mississippi and Texas.

State and Local Tax Deductions
The limit for deducting state and local taxes is $10,000 per return, but there  

is a workaround for some business owners

The $10,000 
cap on SALT 
deductions  
applies per tax 
return, not per 
individual.
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State and Local Tax Deductions

Since the SALT cap was imposed, a number of wealthy people, including for-

mer President Donald Trump, have left high-tax northeastern states for Florida, 

which doesn’t have a state income tax. Some other residents of high-priced areas 

have pulled up stakes as well.

In response to the cap, lawmakers in some states adopted strategies to preserve 

the deductibility of state and local taxes. The most popular is a provision for 

owners of “pass-through” businesses such as partnerships, S Corporations, and 

limited-liability companies that typically pass profits and losses through to the 

owners for inclusion in their own taxable income.

These workarounds allow pass-through owners to deduct state taxes from their 

business income by having the business elect to pay the taxes at the entity level. 

As a result, a smaller amount of taxable income passes through to the owner’s 

personal return, where state taxes paid on it are subject to the $10,000 SALT cap. 

The Treasury Department issued guidance allowing such changes in November 

2020 but hasn’t issued regulations explaining them.

According to state-tax specialist Jamie Yesnowitz of Grant Thornton, at least 29 

states have SALT workarounds for the 2022 tax year, including New York, Cali-

fornia and Illinois. Several other states are considering them in 2023 legislative 

sessions. Mr. Yesnowitz notes that the workarounds are designed to reduce state 

taxes on business income distributed to pass-through owners.

https://www.wsj.com/articles/not-so-fast-mr-trump-relocating-to-a-low-tax-state-is-hard-to-do-11573209004
https://www.wsj.com/articles/floridas-sunshine-and-tax-benefits-beckon-billionaires-11573473614
https://www.wsj.com/articles/so-long-california-goodbye-texas-taxpayers-decide-some-states-arent-worth-it-11579948200
https://www.wsj.com/articles/new-york-business-owners-sidestep-billions-in-federal-taxes-with-states-help-11641846435
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The number of taxpayers claiming mortgage-in-

terest deductions on Schedule A has dropped 

sharply since the 2017 tax overhaul enacted both 

direct and indirect curbs on them. For 2020, about 

12 million filers claimed the deduction vs. about 

33 million for 2017, according to the latest  

IRS data.

A key reason for the change: millions more filers 

are claiming the expanded standard deduction 

rather than itemizing deductions separately on 

Schedule A. For example, a married couple won’t 

benefit from itemizing if their mortgage interest, 

state and local taxes and charitable contributions 

total less than their standard deduction amount of 

$25,900 for 2022 or $27,700 for 2023.

In addition, Congress in 2017 imposed new limits 

on the amount of mortgage debt that new pur-

chasers can deduct interest on. As with the expanded standard  

deduction, these limits expire at the end of 2025. 

LIMITS ON ELIGIBLE MORTGAGE DEBT 
Limits apply for taxpayers taking mortgage-interest deductions, and they are 

more generous for taxpayers with older mortgages.

Homeowners with existing mortgages taken out on or before Dec. 15, 2017 can 

continue to deduct interest on a total of $1 million of debt for a first and second 

home. For mortgages issued after Dec. 15, 2017, homeowners can deduct interest 

on a total of $750,000 of debt for a first and second home. These limits aren’t 

indexed for inflation. 

Mortgage Interest Deduction
Higher interest rates have battered home buyers, but changes to the 

mortgage-interest deduction are crimping them as well

https://www.wsj.com/articles/the-tax-breaks-for-homes-that-help-you-now-11596792602
https://store.wsj.com/shop/us/us/wsjusspring22/?swg=true&inttrackingCode=aaqyhda0&icid=WSJ_ON_PHP_ACQ_NA&n2IKsaD9=n2IKsaD9&Pg9aWOPT=Pg9aWOPT&Cp5dKJWb=Cp5dKJWb&APCc9OU1=APCc9OU1
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Mortgage Interest Deduction

MORTGAGE REFINANCING 
Homeowners can refinance mortgage debt up to $1 million that existed on Dec. 15, 

2017 and still deduct the interest. But often the new loan can’t exceed the amount 

of the mortgage being refinanced.

Here’s an example provided by Evan Liddiard, a CPA with the National As-

sociation of Realtors: If Emily has a $1 million mortgage she has paid down to 

$800,000, she can refinance up to $800,000 of debt and continue to deduct 

interest on it. If she refinances for $900,000 and uses $100,000 of it to make sub-

stantial improvements to the home, she could deduct the interest on $900,000, 

according to Mr. Liddiard. 

But if Emily refinances for $900,000 and uses $100,000 to pay her children’s 

tuition, rather than home improvements, then she can deduct interest on only 

$800,000 of the refinancing. 

HOME-EQUITY LOANS AND LINES OF CREDIT (HELOCS) 
Before 2018, homeowners could deduct the interest on up to $100,000  

of home-equity debt used for any purpose. The law now prohibits interest  

deductions for such debt unless the funds are used for certain types of  

home improvements.

To be deductible now, the borrowing must be used to “buy, build, or  

substantially improve” a first or second home. The debt must also be secured  

by the home it applies to. So a Heloc on a first home can’t be used to buy or ex-

pand a second one.

For more information and a list of eligible improvements, see IRS Publication 936 

and IRS Publication 523. 

https://www.wsj.com/articles/your-home-equity-loan-may-now-be-a-lot-more-expensive-1529055001
https://www.wsj.com/articles/your-home-equity-loan-may-now-be-a-lot-more-expensive-1529055001
https://www.irs.gov/forms-pubs/about-publication-936
https://www.irs.gov/forms-pubs/about-publication-523
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The 2017 tax overhaul dramatically reduced the number of filers deduct-

ing charitable donations. While it didn’t limit them outright, it expanded 

the standard deduction so that far fewer taxpayers itemize these deductions on 

Schedule A. 

The number of taxpayers itemizing charitable donations dropped to about 12  

million in 2021 from about 37 million in 2017, according to the most recent IRS 

data. During the pandemic, Congress temporarily expanded tax deductions for 

very large and very small charitable donations, but these changes expired at the 

end of 2021. 

Still, donors who want to maximize their deductions for donations have options 

for doing so.      

A simple one is to “bunch” donations every few years to get over the hurdle of 

the higher standard deduction. For example, say that Stacey and Dana typically 

donate $12,000 a year to charity, but they have paid off their mortgage and their 

SALT deduction is capped at $10,000. 

As a result, taking the 2022 standard deduction of $25,900 makes more sense for 

this couple than itemizing deductions on Schedule A–and they get the standard 

deduction without making any donations.  

The outcome is different if Stacey and Dana instead donate $24,000 every two 

years rather than $12,000 every year. The larger donation plus their $10,000 

SALT deduction means it makes sense to itemize for the years they make dona-

tions and claim the standard deduction for the other years.

Another valuable strategy for givers is to donate appreciated investments such as 

shares of stock or cryptocurrencies held longer than a year in a taxable account. 

In this case, the donor can receive a deduction for the asset’s fair market value 

without owing tax on the appreciation, although conditions apply. For example, 

crypto investors need a formal appraisal if they want to deduct a donation of more 

than $5,000 of cryptocurrency. 

Charitable Donation Deduction
Getting a tax break for charitable donations often requires  

more careful planning than in the past
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Charitable Donation Deduction

Charitable givers using these strategies may want to consider so-called donor-ad-

vised funds. These popular accounts enable donors to bunch smaller gifts into one 

large amount and take a deduction in the year of the gift. The donor then recom-

mends later which charities will be recipients of gifts. Meanwhile, the assets can 

be invested and grow tax-free, although the accounts have fees. 

Donors who are 70½ or older have another good strategy if they have individual 

retirement accounts. Many can benefit from contributing up to $100,000 of IRA 

assets directly to one or more charities. 

For more information, see IRS Publication 526, Charitable Contributions. 

https://www.wsj.com/articles/tis-the-biggest-season-ever-to-set-up-a-charitable-giving-account-1482498001
https://www.wsj.com/articles/tis-the-biggest-season-ever-to-set-up-a-charitable-giving-account-1482498001
https://www.wsj.com/articles/the-secret-way-seniors-can-keep-deducting-gifts-to-charity-1544178618
https://www.irs.gov/forms-pubs/about-publication-526
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In 2020, Congress enacted a permanent threshold for taking deductions for med-

ical expenses. Filers can deduct eligible expenses only to the extent they exceed 

7.5% of their adjusted gross income. 

Relatively few taxpayers qualify for this ben-

efit because their deductible expenses don’t 

exceed the threshold. But the deduction covers 

a range of unreimbursed costs when it does 

apply, and it can be valuable to filers with the 

medical-expense portion of assisted-living or 

nursing-home costs. Other eligible costs in-

clude insurance premiums paid with after-tax 

dollars, acupuncture, menstrual products, 

prostheses and eyeglasses, among other things. 

This deduction is only available to taxpayers 

who itemize.

For more information and a detailed list of eligible expenses, see  

IRS Publication 502.

Medical Expenses Deduction
The income threshold for deducting medical expenses is 7.5%

This benefit can 
apply to many 
unreimbursed 
health-care 
costs.

https://www.irs.gov/pub/irs-pdf/p502.pdf


31

WSJ TAX GUIDE 2023

Flexible spending accounts (FSAs) are employer-sponsored plans that allow 

workers to set aside pretax dollars to pay certain unreimbursed expenses. 

Funds in healthcare FSAs are for healthcare expenses such as co-payments, 

therapy, glasses, OTC medication, menstrual-care products or a wig after chemo-

therapy. Funds in dependent-care accounts can reimburse parents for after-school 

programs or summer camp, among other things. Workers’ contributions to FSAs 

aren’t subject to federal payroll taxes, or in many cases, state taxes. 

For healthcare FSAs, the limit per em-

ployee for 2022 was $2,850, so a couple 

could set aside up to $5,700 if plans were 

offered by both employers. For 2023, 

that limit is $3,050.  

For dependent-care FSAs, the limit 

is usually $5,000 per family, with no 

adjustment for inflation, and a couple 

usually can’t contribute more than the 

lower-earning spouse’s income. 

During the pandemic, Congress allowed year-to-year carryovers of unused funds 

in FSAs in many cases, but those provisions don’t allow carry-overs into 2023. 

This means that many plan participants had to use their funds or lose them for 

2022. Employees should check with companies for more details, which can vary 

from plan to plan. 

Flexible Spending Accounts and 
the Dependent-Care Credit

Pandemic expansions of these benefits have ended, but inflation  
has lifted the contribution limit to healthcare FSAs

Middle- and up-
per-income earners: 
Start by funding 
the dependent-care 
FSA.

https://www.wsj.com/articles/check-on-your-fsa-now-or-be-stuck-buying-sunscreen-in-december-11667560270
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Flexible Spending Accounts and the Dependent-Care Credit

CHILD-AND DEPENDENT-CARE TAX CREDIT 
The law has a tax credit for dependent-care expenses for children under age 13 

when the care was provided. It also can apply to expenses for others of any age 

who are incapable of caring for themselves–such as an elderly relative. Congress 

expanded this credit during the pandemic but the expansion expired at the  

end of 2021.     

Under current rules, many filers get a tax credit for 20% of up to $3,000 of eligible 

expenses for one dependent, or up to $6,000 of expenses for two or more. For very 

low earners, the credit can be as high as 35% of these expenses. 

Melissa Labant, a tax principal with CLA, says that for middle- and upper-earn-

ing parents whose marginal tax rate is above 15%, funding a tax-deductible depen-

dent-care FSA often lowers taxes more than the child-care credit. After maxing 

out their FSAs, these parents can then claim the tax credit for care expenses that 

exceed their FSA reimbursements. (No double dipping is allowed.)

For more information, see IRS Publication 503 and talk to your employer. 

https://www.irs.gov/forms-pubs/about-publication-503
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Married couples filing jointly can exclude $500,000 of net profit on the sale 

of a primary home from taxes. For single filers, the exemption is $250,000. 

These amounts aren’t indexed for inflation.

For example, say that a married couple bought a home many years ago for 

$120,000 and later made improvements that added $100,000 to its cost. This 

year, they sell the home for $600,000.

The gain, or profit, on the sale is $380,000. All of it would be exempt from capi-

tal-gains tax due to their $500,000 exemption.

To be eligible for this benefit, the homeowner typically must have used the house 

as a primary residence for at least two of the previous five years. Also, taxpayers 

often aren’t eligible for the full exemption if they excluded a gain from the sale of 

another home during the two years before the sale. 

Surviving widows and widowers have until two years after the spouse’s date of 

death to sell and qualify for the $500,000 exemption rather than a $250,000 

benefit, as long as the survivor hasn’t remarried. The survivor will also likely get 

a “step-up” in cost basis on half of the home’s value (in most states) or all of the 

home’s value (in community-property states). This will lower capital-gains taxes 

on the home sale, if any are owed.

Other limits and exceptions apply, such as for military personnel or the sale of a 

primary home that previously was used as a second home. 

More details on this exemption are here. Also see IRS Publication 523, Selling 

Your Home.

Home-Sellers Exemption
This popular benefit ensures that most homeowners don’t 

owe tax on the sale of their home

https://www.wsj.com/articles/the-huge-tax-break-for-home-sellers-what-to-know-about-the-500-000-tax-exemption-11622771143
https://www.irs.gov/forms-pubs/about-publication-523
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The 2017 tax overhaul disallowed many miscellaneous deductions that taxpay-

ers claimed on Schedule A. These changes generally expire at the end of 2025.  

As a result, employees can’t deduct their home-office expenses—a benefit that 

would be useful to millions who work from home. (Business owners can still take 

deductions for home offices.)

Other miscellaneous deductions repealed until 2026 include write-offs for un-

reimbursed expenses for employee travel, meals and entertainment; union dues; 

safe-deposit box fees; tax-preparation fees; and subscriptions, among others. 

Also suspended is the deduction for investment-advisory fees. This change affects 

investors who pay fees for advice based on a percentage of their assets, including 

many with tax-efficient separately managed accounts. It can also apply to inves-

tors in hedge funds or other funds structured as partnerships, if they owe tax on 

profits before fees are deducted.

Under prior law, many taxpayers found the deduction for miscellaneous expenses 

hard to qualify for because total eligible expenses had to exceed 2% of adjusted 

gross income. 

Also on Schedule A, lawmakers curtailed the deduction for most casualty and 

theft losses other than from federally declared disasters. Some other itemized 

deductions are still allowed, such as for certain gambling losses. They are listed in 

the instructions for Schedule A. 

Elsewhere on the return, Congress suspended the deduction for moving expenses 

by taxpayers who aren’t in the military. However, educators can deduct unreim-

bursed expenses for classroom supplies, even if they don’t itemize on Schedule A. 

The deduction is up to $300 for 2022 and 2023.

Other Deductions, Including  
for Home Offices

Taxpayers can’t deduct a range of expenses that were once allowed, such  
as for a home office used by an employee working remotely

https://www.wsj.com/articles/what-to-do-now-that-the-deduction-for-investment-fees-is-dead-1525426200
https://www.irs.gov/pub/irs-pdf/i1040sca.pdf
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To encourage saving for retirement, Congress has provided Americans with  

an array of tax-favored accounts. Some, such as 401(k) and 403(b) plans,  

are sponsored by employers, and many employers match a portion of the  

worker’s contribution.  

Other accounts, including most individual retirement accounts, are owned and 

funded by individuals. Still others, such as SEP IRAs and Solo 401(k)s, are for 

self-employed business owners.

These accounts typically have annual limits on contributions and often income- 

eligibility requirements as well. Savers also must have at least as much “earned” 

income–not investment income–as the amount of the contribution. Other limits 

can apply. 

Once funds are in an account, they typically grow tax-deferred, but other  

features vary according to the type of account. Contributions to traditional  

IRAs and 401(k) plans are often tax-deductible, but withdrawals are taxed at  

the same rates as ordinary income (like wages)—not at the lower rates for long-

term capital gains. 

With Roth IRAs and Roth 401(k)s, the opposite is the case: contributions aren’t 

tax-deductible going in, but withdrawals can be tax-free. This makes Roth ac-

counts a good choice for many savers who expect their tax rate to be lower at the 

time of contribution than at the time of withdrawal. This category includes many 

younger savers, but it also can include older ones who won’t be moving to a low-

er-tax state in retirement or couples who anticipate a higher tax rate for a survi-

vor after the first spouse’s death. 

For more information on retirement account contributions, see IRS Publication 

590-A.  

Tax-Favored Retirement  
Accounts—Contributions

Inflation adjustments have lifted contribution limits for IRAs  
and 401(k)s for 2023

https://www.irs.gov/forms-pubs/about-publication-590-a
https://www.irs.gov/forms-pubs/about-publication-590-a
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Tax-Favored Retirement Accounts—Contributions

CONTRIBUTION LIMITS–IRAS 
The limit on contributions to traditional IRAs and Roth IRAs is $6,000 for 2022 

and $6,500 in 2023, due to an inflation adjustment. For both years, savers age 50 

and older can contribute an additional $1,000. The ability to deduct a contribu-

tion to a traditional IRA depends on the saver’s income and other factors, such as 

whether a saver is covered by a workplace plan. 

For Roth IRAs, the ability to contribute directly depends on income. The limits 

for most single filers begin at $129,000 for 2022 and $138,000 for 2023. For most 

married joint filers, they begin at $204,000 for 2022 and $218,000 for 2023.  

Currently, there is no age cap for individuals contributing to IRAs. But savers 

must still earn wages or self-employment income to contribute to these accounts, 

or have a spouse who does.  

The deadline for traditional IRA and Roth IRA contributions is the April tax 

deadline of the following year. So most savers have until April 18, 2023 to make 

contributions for 2022. 

CONTRIBUTION LIMITS–401(K)S, SEP IRAS, AND SOLO 401(K)S
The limit on contributions to regular 401(k) and Roth 401(k) plans is higher than 

for IRAs. For 2022, it is up to $20,500 per worker, plus $6,500 for those age 50 

and older. For 2023, it is $22,500, plus $7,500 for savers age 50 and older. Some 

employer plans also allow additional after-tax contributions, so an employee 

could put in up to a total of $66,000, or $73,500 if 50 or older for 2023. This total 

includes any employer contributions.  

For 2022, the limit on contributions to SEP IRAs and Solo 401(k) plans is 

$61,000, plus $6,500 for Solo 401(k) plans for savers age 50 and above. For 2023, 

the limit has risen to $66,000, plus $7,500 for Solo 401(k) plans for those age 50 

and above.

In many cases, savers with SEP IRAs and Solo 401(k)s can make contributions for 

2022 until Oct. 16, 2023, if they have an extension to file their returns.  

https://www.wsj.com/articles/inflation-causes-irs-to-raise-contribution-limits-for-401-k-s-and-iras-11666368024
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Tax-Favored Retirement Accounts—Contributions

ROTH IRA CONVERSIONS
Savers can convert all or part of a traditional IRA to a Roth IRA, but they will 

owe income tax on the transfer. This switch can make sense for people who expect 

their tax rate at withdrawal to be higher than their current one, especially if they 

will pay the taxes due on the transfer with funds outside the account. Future tax-

free withdrawals from the Roth accounts won’t push the saver into a higher tax 

bracket or trigger higher Medicare premiums. 

Savers can no longer undo a Roth conversion by “recharacterizing” it later. 

BACKDOOR ROTH IRA CONVERSIONS 
This strategy offers savers who earn too much 

to make direct Roth IRA contributions a way 

to get money into these accounts. It is a two-

step process and must be reported on IRS Form 

8606. First, a saver contributes up to the an-

nual limit to a nondeductible IRA. (Those who 

earn too much to get a tax deduction can still 

put money in—it just won’t lower their tax bill.) 

Then the saver completes a Roth IRA conversion. But beware of the “pro rata” 

rule: When doing the conversion, the saver must aggregate all IRAs to determine 

how much income tax is owed. If the saver has far more money in a traditional 

IRA than the nondeductible IRA, that could greatly increase the tax on the con-

version and lead to burdensome, long-term record-keeping.  

In the ideal backdoor Roth conversion, the saver has no other IRAs, so he or she 

can open a nondeductible IRA and convert it right away. Little or no tax will be 

due on the conversion because only the account’s earnings are taxable. This move 

can be repeated every year.

In the ideal back-
door Roth IRA 
conversion, the 
saver has no other 
IRAs. 
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Tax-Favored Retirement Accounts—Contributions

MEGA-ROTH 401(K) CONVERSIONS
Some employer retirement plans allow after-tax contributions on top of regu-

lar pretax and Roth contributions. The upshot is that for 2023, employee salary 

deferrals of up to $22,500, whether pretax or Roth, plus any employer contri-

butions, plus after-tax contributions are allowed up to a total of $66,000, or 

$73,500 for those 50 or older. 

With mega-Roth conversions, employees can immediately transfer after-tax mon-

ey in the traditional 401(k) plan into a Roth 401(k) when taxable earnings on it 

are nil or minimal. Some employer plans allow workers to do these conversions in 

the plan automatically for every pay period to minimize taxes and build the Roth 

component of retirement savings.

https://www.wsj.com/articles/a-little-known-back-door-trick-for-boosting-your-roth-contributions-11625848733
https://www.wsj.com/articles/a-little-known-back-door-trick-for-boosting-your-roth-contributions-11625848733
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EMERGENCY WITHDRAWALS
Retirement-account participants in need of cash can make withdrawals before age 

59½ without the usual 10% penalty, but the rules are tricky and vary by type of 

account. In addition, employers can impose their own limitations on withdrawals 

from workplace plans such as 401(k)s.

Roth IRAs are the most flexible accounts for early withdrawals. Savers can pull 

their contributions, but not earnings, at any time without owing a penalty or 

taxes. Once an account holder turns 59 ½ and has had the Roth IRA at least five 

years, he or she can withdraw contributions and earnings tax-free.

Exceptions to the 10% penalty on early withdrawals of traditional IRA funds and 

Roth IRA earnings include payouts for certain medical and educational expenses, 

among others. For a list, see IRS Publication 590-B.

In addition, many employers allow workers to borrow from their 401(k) accounts–

but defaulting on the loan can bring taxes and penalties. Hardship withdrawals 

are also typically allowed for savers facing an “immediate and heavy” financial 

need, such as for disaster-related expenses.

REQUIRED WITHDRAWALS 
In the 2022 law known as SECURE 2.0, Congress again changed the rules for 

when savers must begin depleting retirement accounts such as traditional IRAs 

and 401(k)s. The age for doing so was raised from 72 to 73 beginning in 2023, and 

75 beginning in 2033. A 2019 change in the law already had raised this age from  

70½ to 72. 

Taxpayers born in 1950 or earlier who began taking required minimum distribu-

tions, or RMDs, under prior rules must keep taking them.

Tax-Favored Retirement  
Accounts—Withdrawals

Congress has again changed the rules for the age at which  
withdrawals must begin, causing confusion

https://www.irs.gov/forms-pubs/about-publication-590-b
https://www.wsj.com/articles/short-on-cash-more-americans-tap-401-k-savings-for-emergencies-11675305976
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Tax-Favored Retirement Accounts—Withdrawals

IRA owners on the cusp of the changes should pay special attention. Those who 

turned 72 in 2022 must take their first withdrawal, which is for tax year 2022, by 

April 1, 2023. Their second payout, for tax year 2023, is due by Dec. 31, 2023. 

But account holders who turn 72 in 2023 are the first group to get the latest de-

lay. They must take their first withdrawal, for tax year 2024, by April 1, 2025, 

although the amount is still based on the account value as of Dec. 31, 2023. Their 

second withdrawal, for tax year 2025, is due by Dec. 31, 2025. 

There are no required annual payouts from Roth IRAs for the original owner,  

or for an owner’s spouse who inherits the account and rolls it over into his or her 

own account. 

Workplace plans such as 401(k)s also have mandatory withdrawals that apply 

both to traditional pretax accounts and Roth accounts. These start at the same 

ages as for IRA RMDs. A provision of the recent retirement changes eliminates 

mandatory payouts for Roth 401(k) accounts, beginning in 2024.

However, there is an important exception to current required 401(k) payouts. If 

the employee is working for the company sponsoring the plan, then mandatory 

withdrawals often don’t apply. They could still apply to the worker’s other retire-

ment accounts, however. 

Each year’s RMDs are based on the account’s value as of the prior Dec. 31. Al-

though savers have until the following April 1 to make their first required with-

drawal, advisers often discourage waiting because then the account owner will 

have two required withdrawals in the second year, possibly pushing him or her 

into a higher tax bracket. For all years after the first one, required withdrawals 

must be made by year-end. 

For 2022 and later years, the IRS has updated the life expectancy tables used to 

calculate withdrawals. The revised tables typically assume longer lifespans, re-

sulting in lower required payouts.
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Tax-Favored Retirement Accounts—Withdrawals

PENALTIES FOR MISSED RMDS
The recent retirement changes reduce the 50% penalty for missed required with-

drawals to 25% of the amount that should have been withdrawn, effective for tax 

year 2023. The penalty drops to 10% if corrected in a timely manner.

INHERITED IRAS
Taxpayers are still waiting for guidance from the IRS on how to handle withdraw-

als for certain inherited IRAs. 

What’s clear is that if the original IRA owner died before 2020, the heirs can 

often take required withdrawals over many decades, a technique known as the 

Stretch IRA.

Because of a 2019 law change, however, many heirs of IRAs and 401(k)s  whose 

original owners died after Dec. 31, 2019 must now empty the accounts within 10 

years. And if the original IRA owner was required to take annual RMDs, then the 

heir typically has to take annual payouts over the 10-year period. The IRS waived 

annual payouts for 2021 and 2022 for this group and is expected to issue further 

guidance in 2023. 

Current law has exceptions to the 10-year payout for some heirs, especially sur-

viving spouses. They can continue to stretch required payouts–and taxes on 

them–over many years, even if they don’t roll the account into their own name. 

For minor children of the deceased IRA owner, the 10-year withdrawal period 

typically begins when they reach age 21.  

IRA CHARITABLE TRANSFERS
This popular benefit allows retirees who are 70½ or older to donate up to 

$100,000 of IRA assets directly to one or more charities and have the donations 

count toward their required annual withdrawals. 

For IRA owners who give to qualified charities, this is often a tax-efficient  

move. Donors can take the standard deduction and still receive a tax break for 

their giving.

https://www.wsj.com/articles/irs-changes-guidelines-for-inherited-iras-causing-confusion-and-pushback-11659309278
https://www.wsj.com/articles/irs-changes-guidelines-for-inherited-iras-causing-confusion-and-pushback-11659309278
https://www.wsj.com/articles/inheriting-iras-just-got-complicated-thanks-to-new-retirement-overhaul-11576904481
https://www.wsj.com/articles/inheriting-iras-just-got-complicated-thanks-to-new-retirement-overhaul-11576904481
https://www.wsj.com/articles/irs-delays-new-guidelines-for-inherited-iras-11665182415
https://www.wsj.com/articles/irs-delays-new-guidelines-for-inherited-iras-11665182415
https://www.wsj.com/articles/the-secret-way-seniors-can-keep-deducting-gifts-to-charity-1544178618
https://www.wsj.com/articles/the-secret-way-seniors-can-keep-deducting-gifts-to-charity-1544178618
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Tax-Favored Retirement Accounts—Withdrawals

While there is no deduction for such donations of IRA assets, the withdrawal 

doesn’t count as taxable income. This can help reduce Medicare premiums that 

rise with income and taxes on other investment income, among other things. 

However, these transfers can’t be made to a donor-advised fund.

IRA donors should make sure they report charitable transfers on their tax returns. 

IRA sponsors such as brokers and banks typically record the gross withdrawal on 

the 1099-R, but not the net amount after the donation. 

The 2022 law changes included a new provision allowing IRA owners who are 70 ½ 

or older to take a one-time withdrawal of up to $50,000 to fund a charitable gift 

annuity or charitable remainder trust. In general, the IRA owner gets a minimum 

payout of 5% annually, taxed as ordinary income, and the charity gets what’s left 

at the donor’s death. Only the IRA owner, or the owner and spouse, are allowed to 

receive the payouts.

DEFERRED ANNUITIES
The 2022 law changes also expanded access to qualified longevity annuity  

contracts, known as QLACs, for savers seeking guaranteed income in old age.   

A QLAC is a deferred annuity that a retirement-plan participant can buy  

to provide payouts that start much later–say at age 80 or 85–and are guaranteed 

for life. Under the new rules, 401(k) participants or IRA owners can use up  

to $200,000 from their accounts to buy QLACs. Prior rules limited the  

QLAC amount to $145,000 or 25% of the retirement account balance, whichever 

was less. 

IRA CHARITABLE CONTRIBUTIONS AT DEATH
For many IRA owners who plan to leave something to charity at their death, 

making the donation with IRA assets can be highly tax-efficient. There is no tax 

on contributions going in, no tax on annual growth, and no tax on assets left to 

a charity at death. This strategy is also highly flexible: if the donor changes her 

mind, she can change the beneficiary of the IRA.

https://www.wsj.com/articles/leave-ira-money-to-charity-donation-death-bequest-daf-11662073502
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The Lifetime Learning Credit and the American Opportunity Tax Credit are 

the only tax credits for education. Congress repealed the longstanding tui-

tion-and-fees deduction beginning in 2021.

For 2022 and 2023, both credits now have the same income phaseout: $80,000 to 

$90,000 of adjusted gross income for most single filers, and $160,000 to $180,000 

for most married couples filing jointly. These limits aren’t adjusted for inflation.

They apply differently, however. The American Opportunity Tax Credit provides 

a maximum tax reduction of $2,500 per student per year, which is composed of 

100% of the first $2,000 of eligible expenses and 25% of the next $2,000. In gener-

al, it is available for the first four years of postsecondary education, and it applies 

to tuition and course-related expenses, not room and board.

The Lifetime Learning Credit is typically 

less generous, but it applies to a broader 

range of education expenses. It is a tax 

offset of 20% for up to $10,000 of eligible 

expenses, or up to $2,000 per taxpayer a 

year. It can be used for undergraduate ed-

ucation, but also for graduate education, 

continuing education and jobs-skills class-

es even if the skills aren’t related to  

current employment. 

A taxpayer can’t claim more than one of these credits for the same student  

per year.  

Tax Benefits  
for Education

The Lifetime Learning Credit has been expanded and the  
tuition-and-fees deduction has been repealed

You can’t claim 
more than one 
credit for the same 
student per year.  



45

WSJ TAX GUIDE 2023

Tax Benefits for Education

DEDUCTION FOR STUDENT-LOAN INTEREST
Taxpayers with student-loan interest can typically deduct up to $2,500 of it a 

year. This limit applies per tax return, so it is the same both for singles and for 

married couples filing jointly.  For 2022, the phaseout begins at $70,000 for most 

single filers and $145,000 for most married joint filers. For 2023, the phaseout 

begins at $80,000 for most single filers and $155,000 for most married joint filers. 

In 2017, Congress made an important change for people with student loans who 

die or become disabled: forgiveness of such debt due to death or disability is no 

longer taxable. In 2021 pandemic legislation, lawmakers also said forgiveness of 

student loans wouldn’t be taxable through 2025. These provisions expire at the 

end of 2025. 

For more information on both education tax benefits, see IRS Publication 970.

https://www.irs.gov/publications/p970
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Named after a section of the tax code enacted more than two decades ago, 529 

accounts allow savers to contribute dollars annually after federal taxes have 

been paid on them. The assets then can be invested and grow free of federal and 

state taxes. 

There is no federal cap on contributions, but federal gift tax may be due on annu-

al contributions to 529 plans larger than $17,000. States have separate limits for 

total contributions or state income-tax deductions. 

Withdrawals from these accounts are tax-free if they are used to pay eligible 

education expenses such as college tuition, books, and in many cases room and 

board. Tax specialists advise making 529 withdrawals in the same tax year the 

expenses are incurred.   

These plans are popular with middle-and upper-income families. Assets in 529 

plans grew to $413 billion in June 2022 versus $179 billion a decade earlier, ac-

cording to Mark Kantrowitz, a college-savings specialist.

Most 529 plans are offered by states, and nearly all states and the District of 

Columbia have them. More than 30 states offer a tax break for contributions, ac-

cording to Mr. Kantrowitz. 

Savers dissatisfied with their own state’s investment offerings or fees can go else-

where, although investment options are limited in most plans. In addition, states 

that give an income-tax break for 529 contributions often don’t allow them for 

out-of-state plans.  

PAYING FOR K-12 EDUCATION 
Since 2018 Congress has allowed 529 plan assets to be used to pay up to $10,000 

per student, per year, for tuition for K-12 students. This change provides more 

flexibility to savers with 529 plans. 

529 Education-Savings Accounts
A change in the law allows up to $35,000 of 529-plan assets to be  

transferred to Roth IRAs, beginning in 2024
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529 Education-Savings Accounts

Private schools will likely want to know about families’ 529 savings and may take 

that information into account when making financial-aid decisions. Those who 

want to use this break should also check carefully to make sure these withdrawals 

are approved for their specific 529 plan, as some don’t allow them. 

USING 529 ASSETS TO PAY STUDENT LOANS
Parents and others with 529 education-savings accounts are now able to take  

tax-free withdrawals for repayments of some student loans for each beneficiary 

and beneficiary’s siblings. There is a lifetime limit of $10,000 per borrower. Not  

all states have adopted this rule, and a 529 payout for student debt may incur 

state tax.

In addition, some costs for apprenticeships are eligible for tax-free withdrawals 

from 529 accounts. 

TRANSFERS TO ‘529 ABLE’ ACCOUNTS
In another significant change in 2017, Congress enabled savers to transfer funds 

from 529 plans to 529 ABLE accounts. ABLE accounts are for people who became 

blind or disabled before age 26, and they don’t limit the person’s access to Medic-

aid and Supplemental Security Income (SSI) benefits or federal student aid. 

Like 529 plans, 529 ABLE accounts allow assets to grow tax-free. Annual contri-

butions are capped at $16,000 for 2022 and $17,000 for 2023. Withdrawals can be 

tax-free if used to pay expenses such as housing, legal fees and employment train-

ing. Total assets in an account can reach $100,000 without affecting SSI benefits. 

The 2017 change allows annual transfers—$16,000 for 2022 and $17,000 for 2023–

from a regular 529 plan to a 529 ABLE account. The ability to make such trans-

fers avoids a significant drawback. 

This is that after the disabled person’s death, remaining funds in an ABLE ac-

count typically go to the state to repay benefits if the person was receiving Medic-

aid—as many are. But under current rules, someone could fund a 529 account for 

a disabled person and transfer money from it as needed to a 529 ABLE account, 

according to Mr. Kantrowitz. This arrangement offers tax-free growth and per-

haps a state-tax deduction, without giving up ownership of assets.
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529 Education-Savings Accounts

Owners of 529 and 529 ABLE accounts who want to use this benefit should check 

their state plans to make sure it is allowed.

TRANSFERS TO ROTH IRA ACCOUNTS  
A provision of the Secure 2.0 Act passed late in 2022 allows 529 account owners 

to roll over some 529 assets, tax-free, to a Roth IRA owned by the 529 plan’s ben-

eficiary. This rollover, which takes effect in 2024, has a lifetime limit of $35,000. 

Many details of this provision are unclear, says Mr. Kantrowitz, and the IRS will 

need to clarify them. 

In addition, the 529 account must have been open for at least 15 years, and  

only funds that have been in the 529 account for five or more years are eligible  

for the rollover.
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Health savings accounts (HSAs) are tax-favored savings accounts that are now 

a key feature of many health-insurance plans, both for employees and indi-

vidual buyers. 

To be eligible for an HSA, a participant must have high-deductible health  

coverage. Many employees have annual deductibles of about $5,000 for a family 

and $2,500 for an individual, although the law allows up to $15,000 for a family 

and $7,500 for an individual for 2023. This insurance also has annual out-of-

pocket maximums.

Such coverage is then paired with a tax-favored savings account—the HSA. Ei-

ther the plan participant or the employer, or both, can put pretax dollars into this 

account to pay the cost of out-of-pocket health expenses. 

For 2023, the maximum HSA contribution is $7,750 for a family and $3,850 for an 

individual, plus $1,000 for participants age 55 and older. (The HSA contribution 

doesn’t have to equal the insurance deductible.) Unused HSA dollars accumulate 

every year and typically can be invested and grow tax-free.

A key benefit of HSAs is that account owners who don’t take withdrawals—either 

because they have low health costs or can afford to pay current expenses out of 

pocket—get tax breaks even better than the ones for IRAs and 401(k)s. There is 

no tax on HSA dollars going in, tax-free growth of account assets, and no tax on 

withdrawals used to pay eligible health expenses.

HSA funds left in the account can compound for years, and owners who skip reim-

bursements when expenses are incurred can be reimbursed for them years later if 

they keep receipts. They can also take tax-free withdrawals for retirement health 

costs such as Medicare premiums.

HSAs can also be supplemental retirement accounts: at age 65, the owner can 

take withdrawals for nonmedical expenses and pay income tax on them, as on 

traditional IRA payouts.

Health Savings Accounts
Millions of Americans can opt into high-deductible health plans paired 

with tax-favored savings accounts. It pays to be aware of the many 
benefits and some pitfalls.
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Health Savings Accounts

However, evaluating high-deductible coverage can be difficult unless minimal 

health costs are expected, and there are often variables to consider that shift  

from year to year. 

For example, does the employer subsidize either the insurance or the HSA contri-

bution? What about drug prices? Are treatments for chronic conditions subject to 

the deductible? In 2019, an IRS ruling stated that some treatments can be covered 

by insurance without a deductible, a change that can make HSAs more attractive. 

Here are other details to help with HSA decisions.

• An HSA can be a great rainy day fund because the rules allow for tax-free 

reimbursements of eligible expenses if the account owner can prove them. So 

if an HSA owner pays out-of-pocket charges himself and saves receipts, he can 

make withdrawals for reimbursements years (or even decades) later when he 

needs cash. Unlike with an IRA withdrawal, the payout will be tax-free.

Also, HSA funds can reimburse a wider variety of costs than insurance typically 

covers, such as contact lens solution. For a list of eligible healthcare expenses, see 

IRS Publication 502.

• Under current law, children such as recent graduates can fund their own HSA 

based on their parents’ health coverage.

Say that Jane, age 23, is employed but still has health insurance through her 

parents’ high-deductible plan with an HSA. (Many children are covered by paren-

tal plans until age 26.) If Jane isn’t claimed as a dependent on her parents’ in-

come-tax return, she can put up to $7,750—the family amount—into her own HSA 

for 2023, even if her parents have funded their own. Jane gets a tax deduction for 

the contribution, but she doesn’t have to fund the HSA with her own earnings; 

someone else could give her the money for it. 

• There is funding flexibility. HSA participants have until the tax due date in 

April, or the date their return is filed, if earlier, to fund their accounts. So 

those who want to pay out-of-pocket expenses with HSA funds can wait to 

finish—or begin—funding their accounts until they know their eligible medi-

cal expenses for the prior year. For 2022, the maximum HSA contribution is 

https://www.wsj.com/articles/its-open-enrollment-time-what-health-plan-should-i-pick-1507899601?mod=article_inline
https://www.irs.gov/pub/irs-drop/n-19-45.pdf
https://www.irs.gov/pub/irs-pdf/p502.pdf
https://www.wsj.com/articles/hsa-tax-breaks-faq-health-savings-account-11665702075?mod=article_inline


51

WSJ TAX GUIDE 2023

Health Savings Accounts

$7,300 for a family and $3,650 for an individual, plus $1,000 for participants 

age 55 and older.  

• HSAs are portable. As with IRAs, HSAs are owned by individuals, not em-

ployers or insurers. If the fees offered by one sponsor are too high, the owner 

can move it to another. 

Although HSAs are individually owned, payouts for qualified expenses can be 

made for either member of a married couple and for the couple’s dependents, 

such as children. 

• Spouses age 55 and older get a catch-up break. HSA owners who are 55 and 

older can put $1,000 extra a year into an HSA. And if one spouse carries the 

family coverage, the other (if 55 or older) can still get a $1,000 catch-up con-

tribution. But this spouse must put the money into his or her own HSA, as 

accounts are individually owned. 

• HSA payouts can be better than itemized deductions. Although a variety of 

medical expenses count as itemized deductions on Schedule A of the tax re-

turn, many filers no longer itemize deductions. People who do itemize can only 

deduct medical expenses exceeding 7.5% of their adjusted gross income.

• Unlike traditional and Roth IRAs, HSAs can’t be inherited and used for  

medical expenses, except by a spouse. Otherwise the assets become taxable  

at death.

However, the HSA owner’s executor can use funds in the account within a year to 

pay unpaid medical bills at death and claim prior expenses paid out of pocket, if 

there is proof of them. 

For more information, see IRS Publication 969.

https://www.irs.gov/pub/irs-pdf/p969.pdf
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The sweeping energy law Congress passed in August 2022 includes major 

changes to tax incentives for consumers to electrify their homes and vehicles. 

These measures are separate from about $9 billion of home-energy rebates aimed 

mostly at lower-income households, which state officials will distribute beginning 

in mid-to-late 2023. 

ELECTRIC VEHICLES, BATTERIES AND HOME-CHARGING STATIONS
In the 2022 law, Congress made it harder for taxpayers to get an existing $7,500 

tax credit for a new electric-vehicle purchase, surprising EV buyers. The changes 

required final assembly in North America for vehicles purchased after Aug. 16, 

2022, unless the buyers entered a binding contract before Aug. 16 and took deliv-

ery from Aug. 16 through Dec. 31. In that case, the North American assembly rule 

doesn’t apply.

For tax year 2023 through 2032, however, the new law provides both more flexi-

bility and more restrictions. For example, it ended manufacturer caps. So some 

Tesla Inc., General Motors Co. and Toyota Motor Corp. vehicles once again qual-

ify. But the law also added vehicle price caps and income limits–so some buyers 

won’t qualify because they earn too much. Another rule limits the credit based on 

battery components and place of manufacture. This rule will take effect after the 

IRS issues guidance, expected in March 2023.

Used EVs, priced up to $25,000 and bought at a dealer, can also qualify for a  

new tax credit starting in 2023. It is 30% of the sales price, up to a maximum 

credit of $4,000. 

People buying EVs need to charge them, too. The August law revived a tax credit 

for residential charging systems retroactive to Jan. 1, 2022. It is $1,000 or 30% 

of the costs of buying or installing a residential EV charging system, whichever is 

less. As of Jan. 1, 2023, the EV charger credit is limited to certain census tracts. 

Claim it on Form 8911, Alternative Fuel Vehicle Refueling Property Credit.

New Electric-Vehicle and 
Home-Energy Tax Incentives

Recent changes to the law can mean upfront tax savings and lower  
energy bills going forward for many home and vehicle owners

https://www.wsj.com/articles/taxes-filing-irs-2023-tax-credit-ev-tesla-11674168088
https://www.wsj.com/articles/tesla-cut-prices-but-some-buyers-wont-get-ev-tax-credit-11673702554?mod=article_inline
https://www.irs.gov/credits-deductions/used-clean-vehicle-credit
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New Electric-Vehicle and Home-Energy Tax Incentives

The EV credits are nonrefundable, meaning filers can’t get back more than they 

owe in taxes. Also, filers can’t carry forward an excess credit to future tax years. 

The IRS has a list of “Manufacturers and Models for New Qualified Clean Vehi-

cles Purchased In 2023” on its website. It issued a 10-page fact sheet on this topic 

in late December.

GREEN REMODELING/ENERGY-EFFICIENT HOME IMPROVEMENTS 
Just for 2022, Congress reinstated an expired energy-efficient home-improvement 

tax credit equal to 10% of the cost of improvements, such as insulation or certain 

air conditioners or water heaters, up to a $500 lifetime cap. 

For 2023 through 2032, a revamped credit jumps to 30% of costs, and the limit 

rises to $1,200 annually. This means someone could claim a 30% credit on the first 

$4,000 spent on energy-efficient home improvements each year. 

There are limits for certain items, such as $250 for an exterior door. There is also 

a higher $2,000  limit for heat pumps and biomass stoves. In addition, homeown-

ers can get a credit of up to $150 for a home-energy audit and a credit of up to 

$600 for electric-panel upgrades.

SOLAR/WIND POWER INSTALLATIONS
In the 2022 law, Congress also made changes to the current tax credit for install-

ing residential solar, small wind or geothermal systems. These delayed a sched-

uled phaseout of the credit and included a credit for battery storage systems. For 

those projects, taxpayers get a 30% credit of the costs of buying and installing the 

systems through year-end 2032, retroactive to Jan. 1, 2022. Starting in 2023, the 

credit also applies to stand-alone battery storage systems. 

For these credits, taxpayers can carry forward any unused amount to reduce tax 

liability in future years. 

For more information on energy-efficient home improvements and solar/wind 

power installations, the U.S. Department of Energy has details on the standards 

for the clean energy tax credits for consumers, with a link to the IRS’s FAQ page.

https://www.irs.gov/credits-deductions/manufacturers-and-models-for-new-qualified-clean-vehicles-purchased-in-2023-or-after
https://www.irs.gov/credits-deductions/manufacturers-and-models-for-new-qualified-clean-vehicles-purchased-in-2023-or-after
https://www.irs.gov/pub/taxpros/fs-2022-42.pdf
https://www.energy.gov/policy/articles/making-our-homes-more-efficient-clean-energy-tax-credits-consumers
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The death of a spouse often combines emotional upheaval with the need  

to quickly make key decisions and deal with tax complexities. Here are issues 

to consider.

FILING AN ESTATE-TAX RETURN  
Executors don’t need to file a return if the decedent’s estate is below the total 

lifetime exemption for taxable gifts made during life and assets left at death, but 

they may want to in order to qualify for a special benefit. For more details, see the 

section on Estate and Gift Tax.   

TAX-BRACKET SHIFTS
The year of death is the last one for which a couple can file jointly. After that, 

the survivor files either as a single person or, if there are dependent children, as a 

surviving widow or widower. Surviving widow(er)s retain the benefits of joint filing 

for up to two years after the year of the spouse’s death, and then they typically file 

as head of household.

Surviving spouses should be aware that even if their income drops, their top tax 

rate may not drop–and could even rise–as a result of shifting from joint-to sin-

gle-filing status. Some call this “the widow’s penalty.” 

For example, say a couple had $225,000 of taxable income and a top tax rate of 

24% for 2022. If one spouse died in 2022 and the survivor has $200,000 of taxable 

income for 2023, he or she will face a top tax rate of 32% for 2023 even with about 

10% less income.

Suggestion: consider accelerating income, such as from asset sales, while joint- 

filing rates and brackets are still available. If income drops in the year of death, 

say because of large medical-expense deductions, that could provide more room 

for acceleration.

For Widows and Widowers
The loss of a spouse often leaves the survivor facing  

confusing tax issues
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For Widows and Widowers

THE STEP-UP 
Under current law, the estate of someone who dies with assets held outside retire-

ment accounts—such as a home, stocks, or a business—typically doesn’t owe tax 

on their appreciation. When heirs sell these assets, they owe tax only on growth 

after the original owner’s death. This valuable resetting of the cost basis, which 

is the starting point for measuring capital gains, is called the “step-up.” (See also 

the section on Investment Tax.)

In most states, jointly held assets such as a home or investment account receive 

a 50% step-up after one partner dies. So if a couple bought a house for $200,000 

that is worth $1.1 million when the first spouse dies, the home’s cost basis ris-

es from $200,000 to $650,000—$100,000 for the survivor’s original cost plus 

$550,000 of step-up for the decedent.

In nine states with community property laws, the step-up on jointly owned assets 

resets the basis to 100% of fair market value after the first spouse’s death. Surviv-

ing spouses will want to take the step-up into account when selling assets because 

a lower gain typically brings a lower tax bill.

THE HOME-SELLERS EXEMPTION 
Surviving spouses who plan to sell their home should watch the calendar. For 

more information, see the Home-Sellers Exemption section.

RETIREMENT ACCOUNTS
Surviving spouses can roll over inherited retirement accounts such as  

401(k)s and IRAs into their own names, and financial advisers routinely  

recommend this move.

But it may not always be smart. For example, if the survivor is under age 59 ½ 

and will need to draw on an account, rolling it over could bring a 10% penalty on 

payouts. While there is no deadline for doing a spousal rollover, often there is no 

reversing one once it is made.
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For Widows and Widowers

New widows and widowers should consider their options carefully. It is possible to 

divide retirement accounts such as IRAs and then roll over some but not all assets 

into the survivor’s name. This would leave the remainder in an inherited IRA 

available for penalty-free payouts to a younger spouse.

Heirs of these accounts who will face higher taxes as single filers may also want to 

convert assets to Roth IRAs. These can have tax-free withdrawals—especially if 

they can convert while eligible for joint-filing rates and brackets.

WITHHOLDING AND ESTIMATED TAXES 
In general, filers must send the IRS 90% of their total tax for the year by Dec. 31 

or soon after, and often this amount is divided unequally between spouses. If the 

partner who died paid most of the withholding or estimated taxes, the survivor 

may need to make changes or risk underpayment penalties at tax time—especially 

if the spouse’s death was early in the year.

https://www.wsj.com/articles/biden-tax-plans-potential-impact-on-your-ira-11619795375
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The “Kiddie Tax” is a levy on a child’s “unearned” income above $2,300 for 

2022 and $2,500 for 2023. Above the exemption, that income is taxed at the 

parents’ rate.  

This tax typically applies to investment income such as dividends, interest, and 

capital gains, although it can also apply to taxable financial aid for education,  

a taxable survivor’s benefit or payouts from an inherited traditional IRA. It 

doesn’t apply to a young person’s earned income, such as from mowing lawns or 

designing websites. 

Congress passed the Kiddie Tax in 1986 to prevent wealthy or affluent people 

from taking advantage of their children’s lower tax rates by shifting income-pro-

ducing assets to them. Today, the tax applies to nearly all children under 18 and 

many who are under 24, if they are full-time students and aren’t self-supporting. 

The 2017 tax overhaul simplified the Kiddie Tax by making a youngster’s un-

earned taxable income subject to trust tax rates rather than the parents’ in-

come-tax rate. But the unanticipated result of the change was that, while the 

tax was often lower or the same for children of high-income parents, it often rose 

sharply for children of parents in lower tax brackets. 

In 2019, Congress restored prior law for 2020 and beyond–a fact that generous 

parents, grandparents and others should be aware of.

The ‘Kiddie Tax’
This provision can raise the tax rate on  

children’s unearned income

https://www.wsj.com/articles/the-winners-and-losers-from-the-new-kiddie-tax-1532084412
https://www.wsj.com/articles/time-to-go-back-to-school-on-the-kiddie-tax-11582281008
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The 2017 tax overhaul greatly lessened the im-

pact of the alternative minimum tax, or AMT. 

However, these changes are scheduled to expire at 

the end of 2025.

The AMT is a complex parallel tax system that 

often seems arbitrary, and its purpose is to limit 

tax breaks allowed by the regular tax system. This 

is meant to ensure that higher earners can’t legally 

avoid all taxes. The 2017 tax changes reduced or 

repealed several key AMT triggers, such as state 

and local tax deductions, personal exemptions and 

miscellaneous deductions. The AMT exemption 

was also expanded as part of the 2017 changes.

As a result, the AMT now applies to far fewer tax-

payers than it once did–about 239,000 filers for 

2021 vs. five million filers for 2017 before the law 

change, according to the latest IRS data.

Tax specialists say the breaks triggering the AMT now are likely to be more un-

usual items, such as incentive stock options, interest from certain municipal 

bonds and net operating losses.

Alternative Minimum Tax
This levy affects far fewer taxpayers than it once did, although  

prior rules are set to return in 2026

https://store.wsj.com/shop/us/us/wsjusspring22/?swg=true&inttrackingCode=aaqyhda0&icid=WSJ_ON_PHP_ACQ_NA&n2IKsaD9=n2IKsaD9&Pg9aWOPT=Pg9aWOPT&Cp5dKJWb=Cp5dKJWb&APCc9OU1=APCc9OU1
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In 2017, Congress made a major, permanent change to the tax status of alimony 

payments. As a result, payers can’t deduct alimony on their federal tax returns 

for divorce and separation agreements signed after 2018.

At the same time, alimony recipients no longer have to report these payments as 

income, making the tax treatment of them similar to that of child support. 

Deductions are still allowed for alimony paid as a result of agreements signed in 

2018 and before, and such payments will still be taxable to the recipients. 

Before the law changed, alimony–also called maintenance–was often used when 

one spouse of a divorcing couple earned far more than the other. Alimony was 

deductible at the payer’s higher rate, and taxed at the recipient’s lower rate, cre-

ating what was known as the “IRS divorce subsidy.” Payments typically continued 

for a period of years and helped defray the expenses of splitting one household 

into two. 

Elena Karabatos, a divorce attorney with Schlissel Ostrow Karabatos, says  

that in many cases the 2017 changes to the tax treatment of alimony result in 

reduced cash-flow for both spouses and lead to lower alimony payments to the 

lower-earning spouse.

Alimony
Alimony is losing favor with divorcing couples
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If you’re filing for the first time this year, congratulations! You’ve arrived.  

Welcome to the strange, confusing world of U.S. income taxes.

You’re joining more than 200 million Americans each year who gather forms, face 

complex calculations and file an income-tax return with the Internal Revenue 

Service by the April due date. This year, that is April 18 for most taxpayers.

You’ll likely be filing income taxes for a long time, so here are answers to  

basic questions. 

HOW MUCH MONEY CAN I EARN BEFORE I OWE FEDERAL  
INCOME TAXES?  
The short answer is $12,950 for 2022 and $13,850 for 2023.  

That is the “standard deduction” for most single people for these years. For  

most married couples it doubles to $25,900 for 2022 and $27,700 for 2023. 

With taxes, a deduction is something everyone wants. Deductions are amounts 

subtracted from income the government taxes you on. So deductions lower your 

reported income and your tax bill. 

People can either list key deductions for items such as state taxes or charitable 

donations on a special form known as Schedule A, or they can skip that process 

and choose the standard deduction. This year about 90% of filers will opt for the 

standard deduction because it will save them more.  

Often the tax threshold is higher than the standard deduction, however. People 

paying student-loan interest get a special deduction of up to $2,500 for such 

interest per return. So a single person taking it for 2022 could earn up to $15,450 

before owing tax. 

Workers who contribute to retirement accounts like a traditional IRA or 401(k) 

can raise their nontaxable amount by $6,000 or more. Taxpayers can also qualify 

for credits that reduce their actual taxes rather than just their income. 

For First-Time Taxpayers
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For First-Time Taxpayers

WHAT ARE THE RATES ON TAXABLE INCOME?
For now, they range from a low of 10% to a high of 37%. (See Income-Tax Rates 

and Brackets section.) The rates phase in as income rises, so 10% applies to the 

first slice of income, 12% to the second slice, 22% to the third, and so on. State or 

local income taxes are on top of that.  

OK, SO WHY DID THE COMPANY THAT PAID ME A PITTANCE FOR AN 
INTERNSHIP TAKE OUT SO MUCH FOR TAXES? 
The answer is withholding–and it has nothing to do with emotional style. The 

U.S. tax system is pay-as-you-earn. Employers usually must send part of each 

worker’s paycheck to the government so the workers don’t have to cope with a big 

bill at tax time. These payments are called withholding. 

To be safe, your employer may have withheld more income taxes than you’ll  

actually owe. In that case, you get this extra bit back by filing a tax return and 

claiming a refund. 

Meanwhile, you may be able to adjust your withholding and get higher take-home 

pay by filling out an IRS Form W-4 and giving it to the business. There is a useful 

IRS calculator for this. 

But beware of withholding too little. The law requires most filers to pay 90% of 

the income tax they owe before year-end or soon after, or face penalties. Also, 

check your pay stub. Maybe the withholding is mostly for Social Security and 

Medicare taxes, not income taxes.

WHY ARE MY SOCIAL SECURITY AND MEDICARE TAXES SO HIGH?
Lower earners often owe more for these social-insurance taxes than for income tax 

because they can kick in on the first dollar of pay.

For example, the Social Security and Medicare tax on the first $12,950 of pay for 

a single employee in 2022 comes to $991. Meanwhile, the federal income tax on it 

can be $0 due to the standard deduction. 

https://apps.irs.gov/app/tax-withholding-estimator
https://apps.irs.gov/app/tax-withholding-estimator
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The Social Security tax is a flat 6.2% per employee, plus 6.2% paid by the em-

ployer, on the first $147,000 for 2022 and $160,200 for 2023. Employees don’t see 

the employer’s share on their pay stub. The Medicare tax is 1.45% each for the 

employer and the employee, and it applies to all pay. 

Higher earners also owe a Medicare-tax surcharge of 0.9% on earned income such 

as wages above $200,000 for most single filers and $250,000 for most married 

joint filers–amounts that aren’t indexed for inflation.

People who are self-employed, such as gig workers and business owners, can owe 

even more in these taxes. More on this below.

HOW ARE EDUCATION SCHOLARSHIPS AND STIPENDS TAXED? 
Scholarships that are used to pay for tuition, fees and textbooks are usually tax-

free if the student is pursuing a degree or certificate. Tuition waivers for graduate 

student teaching and research are often tax-free as well.  

HOW DO I FILE MY TAXES IF I DON’T HAVE A PERMANENT ADDRESS, 
OR IF I LIVED IN SEVERAL STATES IN THE PAST YEAR? 
The IRS generally communicates with people by mail, so it needs a mailing ad-

dress for each filer. If you don’t have someone you trust to accept mail, consider a 

post office box. 

Note that refund checks can be deposited directly to financial accounts. They 

don’t have to be sent to the address on the tax return. Workers who lived in more 

than one state during the year should check with each state to see if they need to 

file state returns there.

I’M A GIG-ECONOMY WORKER . ARE MY TAXES DIFFERENT? 
So different! This is a vast topic discussed in the section for business owners, but 

here’s a quick outline. 

If you are paid for work, but aren’t a business’s employee, you are “self-em-

ployed.” Businesses that hire you likely won’t withhold taxes from your pay,  

even if they pay you regularly. You will be responsible for paying estimated taxes 

quarterly, but you will also likely be able to deduct business expenses that  

employees can’t.

For First-Time Taxpayers
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And you will likely owe higher Social Security and Medicare taxes because gig 

workers owe both the employee and the employer portion of these, although they 

get a deduction for half of it.

Advice for gig workers: take your taxes seriously now, not later. The penalties for 

getting them wrong can be severe, and the IRS can be relentless. Consider asking 

a tax professional to outline the obligations, traps and benefits you are facing, 

even if you do your own taxes. Always, always keep good records. 

WHAT’S THE CHEAPEST WAY TO DO MY TAXES? 
Get ready to do research.

In theory, more than 100 million filers earning below $73,000 for 2022 have  

access to free online tax prep provided by commercial firms through an IRS pro-

gram known as Free File.

Yet less than 5% of eligible taxpayers use Free File to prepare their returns, lead-

ing to charges that some firms made it difficult on purpose. Changes were made so 

Free File would be less confusing, but both H&R Block and Intuit, the maker of 

TurboTax, have since withdrawn from the Free File program. 

If you want to use Free File, be sure to go through the IRS’s website rather than 

individual providers’ sites. Many states also offer free state tax-prep online, and 

some are linked to IRS Free File. 

If you use commercial software, it may also be free. If it isn’t, consider paying  

the fee yourself rather than having it subtracted from your refund, as the cost of 

this convenience can be high. While the IRS still accepts returns on paper, re-

funds are slower and error rates are higher. E-filing is almost always the fastest 

way to get a refund.

Also research the cost of e-filing your state taxes. Commercial tax-prep firms 

often charge for this, but many states have ways to e-file for free.

For First-Time Taxpayers

https://www.irs.gov/filing/free-file-do-your-federal-taxes-for-free
https://www.irs.gov/filing/free-file-do-your-federal-taxes-for-free
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For most U.S. business owners, the political fighting over the corporate tax rate 

and taxation of foreign income is irrelevant. That is because most U.S. busi-

nesses are organized as so-called pass-through entities for tax purposes. This 

means the businesses’ income and expenses pass through to the owners’ individu-

al tax returns. Any income taxes are paid at individual tax rates. 

So everything that affects individual taxpayers also affects the owners of pass–

through entities, which include S corporations, partnerships, limited liability 

companies and sole proprietorships. 

The definition of business owner can also be quite broad. Gig workers and others 

who are independent contractors are technically treated as business owners under 

the tax system. That comes with additional tax obligations because they must pay 

their own payroll taxes through the self-employment tax system. 

Because businesses are taxed on their profits and not on their gross revenue, many 

business owners can deduct a variety of expenses that employees can’t deduct on 

their individual returns. That is so long as business owners keep careful records. 

These business deductions can include costs related to driving, maintaining a 

home office, tax-preparation fees and business meals. In more than 20 states, 

many pass-through businesses can use special tax provisions to help avoid the 

federal $10,000 limit on deductions for state and local taxes. 

PASS–THROUGH DEDUCTION
For many of these business owners, the most important tax-code feature is the 

special deduction for pass-through businesses. Congress created this 20% deduc-

tion in 2017 as part of the tax cuts pushed by then-President Donald Trump. It 

was designed to give these owners an effective tax-rate cut just like the one cor-

porations received. Like other pieces of that law, the deduction is scheduled to 

expire after 2025 and is under attack from Democrats. Given the divided state of 

government, no changes are likely before 2025. 

For Business Owners  
(Including 1099–K Reporting)
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For Business Owners (Including 1099–K Reporting)

In 2022, for individuals with taxable income up to $170,050 and married couples 

with taxable income up to $340,100, the pass-through deduction is unlimited, 

regardless of industry, employees and assets. Because of annual inflation adjust-

ments, those numbers move up to $182,100 and $364,200 for tax year 2023. 

Above those thresholds, there are limits. Specified service businesses—including 

medical practices and accounting firms—start losing the deduction. For others, 

the deduction is limited by a formula that takes into account wages paid and tan-

gible assets. 

For more information, see IRS Publication 535.

EMPLOYEE RETENTION CREDIT
The coronavirus pandemic prompted Congress to make changes to business taxa-

tion to help companies cope with shrinking revenue as well as supply chain prob-

lems. But those have now largely expired. Other potential changes–particularly 

for multinational corporations–are potentially on the horizon. 

Many smaller businesses can still be affected by Congress’s decisions to offer and 

then repeal the employee-retention tax credit that was created during the pan-

demic. Some are trying to claim it by amending prior years’ returns, and a cottage 

industry has sprung up to file those claims. The credit operated as a wage subsi-

dy. For 2021, businesses could receive up to 70% of wages paid, up to $7,000 per 

employee per quarter.  

Employers became eligible based on revenue declines or whether they were sub-

ject to government restrictions or closures. Smaller businesses can generally get 

the credit to cover their workers; larger businesses are limited in that they can 

generally get the credit only if they paid people not to work. 

Congress repealed the credit effective after Sept. 30, 2021 for almost all busi-

nesses. This was done as part of the infrastructure legislation that became law in 

November of that year. 

EATING OUT FOR WORK

https://www.irs.gov/forms-pubs/about-publication-535
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Another pandemic-era provision expired at the 

end of 2022, and there was  

little effort in Congress to extend it. Under the 

provision, businesses were able  

to fully deduct the cost of restaurant meals, rather 

than face a 50% limit that had applied before. Mr. 

Trump had pushed for that idea to aid the strug-

gling restaurant industry. 

DIGITAL PAYMENTS
Another tax change going into effect in 2023 will 

affect businesses that receive payments through 

platforms such as PayPal and Venmo. Those 

services will begin sending information returns—

on Form 1099-K—to users and to the IRS when 

transactions for goods and services exceed $600 

in a year.

The plan, enacted by Congress in 2021, is aimed 

at people who conduct business using those payment systems, not at people who 

get reimbursements from friends and relatives. Those information returns will 

give the IRS more data about their business activities, and the agency intends to 

use the information. It doesn’t change the rules about whether such transactions 

amount to income, and that can vary depending on individual circumstances. 

Before that change, 1099-K information returns were sent only when a particu-

lar user had more than $20,000 and 200 transactions. The $600 threshold was 

supposed to apply to transactions starting in 2022. In late December, the IRS 

delayed the implementation amid concerns from businesses and members of Con-

gress. The change is now scheduled to start for transactions in 2023, with 1099-K 

forms being sent to business owners in early 2024. Meanwhile, Congress may try 

to raise the threshold or further postpone the effective date. Current IRS guid-

ance on 1099-K issues is here.

https://www.irs.gov/businesses/understanding-your-form-1099-k
https://store.wsj.com/shop/us/us/wsjusspring22/?swg=true&inttrackingCode=aaqyhda0&icid=WSJ_ON_PHP_ACQ_NA&n2IKsaD9=n2IKsaD9&Pg9aWOPT=Pg9aWOPT&Cp5dKJWb=Cp5dKJWb&APCc9OU1=APCc9OU1
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INTEREST COSTS AND CAPITAL EQUIPMENT
Changes from the 2017 tax law are still roiling businesses as the rules change. 

Starting in 2022, many businesses are required to amortize their research costs 

rather than deduct them immediately. Members of both parties favor repealing 

or delaying that change, but they haven’t been able to do so because of broader 

tax-policy disagreements. 

Starting in 2022, large companies face even tighter limits on deducting their in-

terest costs under a new formula. And a provision of the 2017 tax law that allowed 

100% deductions for companies that purchase capital equipment has started to 

phase down in 2023. The benefit is now declining so that there is a first–year de-

duction worth 80% in 2023, 60% in 2024, 40% in 2025 and 20% in 2026. Smaller 

businesses have a similar–but permanent–provision for immediate write–offs.
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THE IRS
The IRS is changing. 

The U.S. tax agency, which has long struggled with outdated technology and a 

shrinking staff, is embarking on a significant expansion, fueled by the $80 billion 

it received from Congress in the health, climate and tax law known as the Inflation 

Reduction Act. 

Agency officials are still finishing their strategic plan that will spell out their long–

range vision for using that money over the next decade. Improving the IRS also is 

a top priority for Treasury Secretary Janet Yellen. 

In the meantime, taxpayers will start seeing the first effects of that IRA money 

during this tax–filing season. The IRS has already hired 5,000 new customer–

service representatives who will answer phone calls and staff in–person taxpayer 

assistance centers around the country. 

Last year, callers to the IRS reached a live person barely more than 10% of the 

time, causing significant frustration. This year, Treasury Department officials 

hope they can exceed 85%. They are also leaning more on automated phone re-

sponses and digital services to handle taxpayers’ queries. 

The IRS is trying to shift taxpayers to online services, letting people respond to 

commonly issued notices through personalized accounts instead of by mail. Dra-

matic change may take time as the IRS develops and implements new technology.

The IRS also plans to move tax returns more quickly, attempting to avoid the 

enormous backlogs that plagued the agency during the coronavirus pandemic. 

Electronically filed tax returns typically flow smoothly through the IRS, but the 

minority of returns filed on paper take far longer. Many of those documents spent 

the pandemic stacked in carts in Utah, Texas and Missouri, waiting for IRS em-

ployees to transcribe them by hand into the computers. That slows down refunds 

and leads to frustration for taxpayers. 

The Road Ahead for Taxes 

https://www.wsj.com/articles/irs-to-start-spending-its-80-billion-budget-by-hiring-people-to-answer-the-phone-11661430600
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The IRS is now starting to implement scanning technology–which it had previ-

ously deemed unreliable–to digitize some paper filings. Officials expect to expand 

the use of scanning over the coming year. The less time that IRS employees have 

to spend processing paper, the more time they can devote to other tasks. 

The other side of the IRS expansion is enforcement, and the agency is getting 

ready to hire thousands of people to conduct audits and collect unpaid taxes. 

That won’t be the “87,000 agents” from the political ads, because many new hires 

will replace departing staffers and many won’t be agents. But don’t let the termi-

nology be confusing. The IRS is going to be significantly larger than it has been, 

with a renewed focus on closing the so–called tax gap between taxes owed and 

taxes collected. 

Treasury officials say they plan to ramp up audits on high-income households, 

large corporations and partnerships, taking a go-where-the-money-is approach. 

And they hope to use technology to improve audit selection, focusing enforcement 

resources on people who are more likely to be noncompliant. 

Ms. Yellen says the IRS won’t increase audit rates above historic levels for house-

holds making under $400,000, trying to align tax-enforcement priorities with the 

Biden administration’s promise not to increase taxes on anyone but the top sliver 

of U.S. households. 

But the administration hasn’t specified yet what that means. In recent years, 

those audits have declined along with the IRS budget. If the benchmark year is 12 

or 15 years ago, audit rates on middle-income households may go up from where 

they have been. If the benchmark is 2018 or 2019, there will be little change. 

Either way, the enforcement expansion won’t be quick. The IRS needs to hire in 

a tough labor market for accounting specialists. Then it needs to train those new 

employees, pulling its most experienced auditors off the job to do that. Once the 

new staff starts working, it will take even more time to conduct those audits and 

move them through the appeals and legal processes. 

But make no mistake: A changed IRS is on the way.

The Road Ahead for Taxes

https://www.wsj.com/articles/what-80-billion-more-for-the-irs-means-for-your-taxes-11660901409
https://www.wsj.com/articles/irs-faces-tight-job-market-and-competition-for-talent-as-it-recruits-thousands-11663407003
https://www.wsj.com/articles/irs-faces-tight-job-market-and-competition-for-talent-as-it-recruits-thousands-11663407003
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The Road Ahead for Taxes

CONGRESS
The tax code is entering a rare period of temporary stability.

Potentially large changes loom in the middle distance, but tax years 2023 and 

2024 should be relatively placid and predictable. That is thanks to the expiration 

of pandemic-era tax breaks and the likely gridlock caused by divided government. 

Republicans won back control of the House of Representatives in the 2022 elec-

tion, promising to push back against Democratic proposals for tax increases and 

reverse the expansion of the Internal Revenue Service. With Democrats con-

trolling the Senate and the White House, the most likely outcome is a stalemate. 

Democrats will continue to push their ideas and block attempts to cut IRS fund-

ing. The Biden administration wants to revive the expanded child tax credit that 

was in place for 2021. Many Democrats also propose raising tax rates on high-in-

come individuals and corporations, ideas that were stymied within their own par-

ty in 2021 and 2022. Those plans are unlikely to advance in the Republican-con-

trolled House. 

Also still in limbo: Business tax changes taking effect in 2022 and 2023. Compa-

nies pushed Congress to reverse some of these scheduled changes to deductions 

for capital expenses, interest and research costs, but Democrats refused to act 

unless child tax credit expansions were included. There’s little sign that the two 

sides will be able to bridge that divide. 

What that means is that 2023 and 2024 will be a prelude to the end of 2025, when 

dozens of provisions enacted in 2017 are set to expire. 

In 2017, the Republican-controlled Congress and then-President Donald Trump 

created the Tax Cuts and Jobs Act, which lowered tax rates and curtailed tax 

breaks. The corporate tax rate cut in that law isn’t set to expire, but many of the 

individual tax provisions are. Some tax increases for multinational companies are 

scheduled to kick in, too. 
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Congress did that because it passed the law using a budgetary procedure known 

as reconciliation. The benefit of that for Republicans was that they needed only a 

simple majority in the Senate. One big constraint of reconciliation is that it can’t 

be used to create long-term budget deficits. 

To deal with that restriction, Republicans chose to set the individual tax changes 

for expiration at the end of 2025, mirroring what Congress did with the Bush tax 

cuts in the 2000s. 

So unless Congress acts, tax year 2026 will bring higher marginal tax rates, a low-

er standard deduction, a smaller child tax credit and lower estate-tax thresholds. 

The top tax rate would rise to 39.6% from 37%. 

The special 20% deduction for closely held businesses would go away. Per-person 

exemptions would return, and so would itemized deductions for things such as 

moving expenses. The $10,000 cap on deductions for state and local taxes would 

go away. The alternative minimum tax–a parallel tax system for high-income 

households that denies many deductions–would expand. 

The changes would, in large part, bring back the 2017 tax system and raise taxes 

on most households at all income levels. It would be, in effect, the reverse of what 

happened in 2017. 

Republicans see the 2017 tax cuts as a huge success, pointing to strong economic 

growth in 2018 and 2019 before the pandemic. They generally want to extend all 

the cuts they created and remove those expiration dates. They may even move a 

bill through the House in 2023 or 2024 that would do that. 

Democrats are likely to block that, aiming to do something like what they did as 

the Bush tax cuts were approaching their expiration date. Then, after 2012, the 

tax cuts were allowed to expire for upper-income households and extended indefi-

nitely for everybody else. 
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The fate of the 2017 tax cuts will be decided by the 

2024 election, and presidential and congressional 

candidates will be offering their own proposals. 

If one party gains unified control of the Congress 

and White House in next year’s election, it will 

likely get its way. If the government remains di-

vided, expect intense negotiations. And Congress 

loves to go to the brink, so don’t be surprised if 

there is a repeat of the end of 2012, when tax cuts 

were expiring after Dec. 31, and lawmakers worked 

straight through midnight.
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