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2023 Tax Return Analysis for Bob
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Tax Breakdown

B T=x on Long Term Capital Gains

& Qualified Dividends
$216,456 (48.2%)

I Tax on Ordinary Taxable Income
186,473 (41.5%)

= Net Investment Income Tax
$42 657 (9.5%)

I Additional Medicare Tax
$3,407 (0.8%)

This chart shows taxes before the inclusion of any credits.
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Marginal Tax Brackets: Long Term Capital Gains &
Dividends
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Federal tax observation notes
Observation Large Capital Gain Impact

The client realized substantial capital gains (over $1 million), primarily from long-term stock holdings
(Apple, Microsoft, Visa) and some short-term NVIDIA transactions. This pushed overall taxable
income to a high bracket, ultimately increasing federal tax. The sheer volume and timing of trades
triggered both higher capital gains tax rates and additional taxes such as the net investment income
tax. Despite the significant withholdings and estimated payments, there was still an amount owed.

Strategy

+ Consider adjusting future trading strategy: Capturing gains in smaller increments or spreading
sales over multiple tax years could help manage capital gain recognition.

+ Look into tax-loss harvesting opportunities: Offsetting gains with any capital losses could reduce
net capital gains. Near-year-end reviews of unrealized positions might identify beneficial harvesting
strategies.

+ Pair investment sales with charitable giving: Donating appreciated securities directly to a qualified
charity can reduce the realized gain while supporting philanthropic goals.

* Review estimated payments: Given the recurring pattern of large capital gains, ensuring sufficient
quarterly estimates (Form 1040-ES) can alleviate interest and penalties for underpayment.

Observation Net Investment Income Tax (NIIT)

The client’s net investment income reached over $1.1 million, triggering the 3.8% net investment
income tax. The large reported dividends and significant capital gains all contributed. Although the
client deducted state and local taxes against this investment income, the deduction was capped at
$10,000 for federal purposes, leaving a high remaining base subject to NIIT.

Strategy

+ Monitor overall investment income levels: If possible, reduce taxable portfolio-level income by
shifting some investments to tax-advantaged vehicles (e.g., IRAs or 401(k)s) to potentially minimize
NIIT exposure.

* Review municipal bonds: Tax-exempt bond interest is not included in the NIIT calculation, which
may help moderate total investment income.

+ Consider timing of major capital gains: Selling appreciated assets in installments or deferring sales
to a later tax year can smooth out the NIIT liability when feasible.

+ Evaluate passive vs. active classifications: Reclassifying certain income streams (if legitimately
active) can help reduce NIIT exposure, but it requires adherence to passive vs. non-passive
income rules.

Observation SALT Deduction Limit

The client claimed over $90,000 in total state and local taxes. However, for federal purposes, only
$10,000 is allowable under the SALT cap. This effectively reduces the benefit of itemizing when state



taxes are significant, leading the remainder of property taxes and state income taxes to be
disallowed above that cap for federal deductions.

Strategy

* Explore any alternative tax strategies: Evaluate whether paying certain taxes or expenses might be
more beneficial in future years depending on legislative changes to the SALT cap or if itemizing is
less beneficial in certain years.

+ Maximize other allowable deductions: Since SALT is capped, ensuring other valid itemized
deductions (e.g., mortgage interest, charitable contributions) are well-documented can help
maximize the overall itemized total.

+ Time payments carefully: If there is a chance the SALT cap might become more flexible or change
in subsequent years, you may consider the timeframe of property tax payments or state estimate
over/underpayments.

Observation Additional Medicare Tax

Due to wage income exceeding the $200,000 threshold for single filers, the client incurred the 0.9%
Additional Medicare Tax of $3,407. Although some portion was withheld through regular payroll, it did
not cover the total, resulting in this additional tax liability at year-end.

Strategy

+ Adjust wage withholdings: If similar or higher wages are expected going forward, updating Form
W-4 to account for the Additional Medicare Tax can avoid a large balance due in future years.

+ Coordinate with investment strategy: The Additional Medicare Tax only applies to earned income,
so if large capital gains or dividends continue, ensure that general withholding and estimated
payments are balanced accordingly.

+ Consider alternative compensation structures: For instance, non-taxable benefits or contributions to
qualified plans can reduce Medicare wages, though they should align with the client’s overall
compensation package and financial goals.

State tax observation notes
Observation California Payment Due

The client owes $6,087 in California taxes despite making significant estimated tax payments totaling
$193,333. The large payment due arises from the high income and partially limited deductions for
California, particularly after adjustments that differ from the federal SALT treatment.

Strategy

* Fine-tune California estimated tax payments: If the client anticipates similar wages, dividend
income, and capital gains, increasing next year’s quarterly estimated tax payments can help avoid
an underpayment situation.

+ Update withholding on wages: For large wage earners, coordinating or increasing state withholding
through payroll can alleviate an outstanding amount due at filing.



* Leverage state tax credits if applicable: Review potential state-specific credits (e.g., renter’s credits,
other specialized credits) to see if any can reduce liability further.

Observation SALT and Itemized Deductions Differences in California

Unlike the federal tax return, California applies its own rules regarding itemized deductions and
SALT. While the SALT cap is typically a federal limitation, California’s state itemized deductions faced
a different threshold calculation. Some deductions phased out or were limited under California’s
rules, producing a lower overall itemized deduction benefit.

Strategy

+ Confirm correct classification of deductions: Verify that deductions limited at the federal level do not
necessarily flow identically to California if the California code differs. Maintain records of property
taxes, charitable donations, and other allowable expenses.

+ Evaluate the standard deduction vs. itemized approach annually: For high-income taxpayers,
continuing to itemize is often beneficial, but the difference between federal and state requirements
can alter year-end planning strategies.

+ Stay aware of legislative updates: California may change its approach to itemized deductions or
SALT treatment, so monitoring potential state-level tax law changes is crucial.

Observation High-Income Special Taxes

California imposes additional mental health services tax on high-income earners. With taxable
income above $1 million, the client likely triggered additional mental health services tax or saw an
increased marginal rate. While the return data redacts some detalil, it is clear that high-income

thresholds lead to unique surcharges.

Strategy

* Review surcharges for high earners: As income grows, surcharges apply on top of the regular tax
rate. Evaluate if any deferral or splitting of large income events across multiple tax years is
feasible.

+ Plan philanthropic giving for state-level benefits: Qualifying charitable contributions can potentially
reduce the taxable income subject to surcharges.

+ Assess timing of substantial equity events: Timing any large stock transactions or bonuses to
smooth out overall annual taxable income may help manage surcharges year to year.

**Disclaimer**

This report is provided for illustrative purposes. It is not intended to be used as the sole basis for
financial decisions, nor should it be construed as advice designed to meet the particular needs of an
individual's situation. Please keep in mind, taxable events may be irrevocable and may impact other
facets of your overall finances, including (but not limited to) a need for additional tax withholding or
estimated tax payments, the loss of certain tax deductions and credits, and higher taxes on Social



Security benefits and higher Medicare premiums. The firm providing you with this report does not
provide legal advice and is not a law firm, and this report should not be construed as such. You
should seek the guidance of qualified law professionals prior to making any decisions about your
personal situation. Data and calculations used to produce this report are provided solely by the
client's plan, the accuracy and completeness of which has not been independently verified by this
firm.





