PROFESSIONAL EDITION

JC.LASSER'S

YOUR INCOME TAX

2 0 2 3







PROFESSIONAL EDITION

J.KC.LASSER'S

YOUR INCOME TAX

Prepared by the
J.K. LASSER INSTITUTE"™

WILEY



Staff for This Book

John Wiley & Sons, Inc.

J.K. Lasser Editorial

Elliott Eiss, Member of the New York Bar, Contributing Editor
Barbara Weltman, Member of the New York Bar, Contributing Editor
George Jones, Member of the New York Bar, Contributing Editor
Angelo C. Jack, Production Manager

William Hamill, Copyediting and Proofreading

Index by WordCo Indexing Services

Copyright © 2023 by John Wiley & Sons, Inc. All rights reserved.
Published by John Wiley & Sons, Inc., Hoboken, New Jersey.

Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form
or by any means, electronic, mechanical, photocopying, recording, scanning, or otherwise, except as
permitted under Section 107 or 108 of the 1976 United States Copyright Act, without either the prior
written permission of the Publisher, or authorization through payment of the appropriate per-copy fee
to the Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, (978) 750-8400,
fax (978) 750-4470, or on the web at www.copyright.com. Requests to the Publisher for permission
should be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken,
NJ 07030, (201) 748-6011, fax (201) 748-6008, or online at http://www.wiley.com/go/permission.

Trademarks: Wiley and the Wiley logo are trademarks or registered trademarks of John Wiley & Sons,
Inc. and/or its affiliates in the United States and other countries and may not be used without written
permission. All other trademarks are the property of their respective owners. John Wiley & Sons, Inc. is
not associated with any product or vendor mentioned in this book.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best efforts in
preparing this book, they make no representations or warranties with respect to the accuracy or completeness
of the contents of this book and specifically disclaim any implied warranties of merchantability or fitness
for a particular purpose. No warranty may be created or extended by sales representatives or written sales
materials. The advice and strategies contained herein may not be suitable for your situation. You should
consult with a professional where appropriate. Further, readers should be aware that websites listed in this
work may have changed or disappeared between when this work was written and when it is read. Neither
the publisher nor authors shall be liable for any loss of profit or any other commercial damages, including
but not limited to special, incidental, consequential, or other damages.

For general information on our other products and services or for technical support, please contact our
Customer Care Department within the United States at (800) 762-2974, outside the United States at
(317) 572-3993 or fax (317) 572-4002.

Wiley also publishes its books in a variety of electronic formats. Some content that appears in print may
not be available in electronic formats. For more information about Wiley products, visit our web site at
www.wiley.com.

Library of Congress Cataloging-in-Publication Data:

ISBN  978-1-394-15771-6 (Print)
ISBN  978-1-394-15773-0 (ePub)
ISBN  978-1-394-15772-3 (ePDF)

Eighty-Sixth Edition



=
2
ﬂ:ﬂr

Visit jklasser.com
for FREE download
of e-Supplement

You can download a free e-Supplement
to Your Income Tax 2023 at jklasser.com.
The e-Supplement will provide an update
on tax developments from the IRS and
Congress, including a look ahead to 2023.

On the homepage at jklasser.com, you
will find free tax news, tax tips and tax
planning articles.

How To Use the Professional Edition of
Your Income 1ax 2023

Tax alert symbols. Throughout the text of Your Income Tax, these special symbols alert
you to advisory tips about filing your federal tax return and tax planning opportunities:

A Filing Tip or Filing Instruction helps you prepare your 2022 return.

A Planning Reminder highlights year-end tax strategies for 2022 or planning
opportunities for 2023 and later years.

A Caution points out potential pitfalls to avoid and areas where IRS opposition may
be expected.

A Law Alert indicates recent changes in the tax law and pending legislation
before Congress.

A Court Decision highlights key rulings from the Tax Court and other federal courts.

An IRS Alert highlights key rulings and announcements from the IRS.

The federal income tax law, despite efforts at simplification, remains a maze of statutes,
regulations, rulings, and court decisions written in technical language covering thousands
and thousands of pages. For 86 years, /. K. Lassers™ Your Income Tax has aided and guided
millions of taxpayers through this complex law. Every effort has been made to provide a
direct and easy-to-understand explanation that shows how to comply with the law and at
the same time take advantage of tax-saving options and plans.

The 2023 edition of Your Income Tax—our 86 edition—continues this tradition. To
make maximum use of this tax guide, we suggest that you use these aids:

Contents Chapter by Chapter. The contents, on pages v—xxw, lists the chapters in Your
Income Tax. References direct you to sections within a particular chapter. Thus a
reference to 21.1 directs you to Chapter 21 and then to section 1 within that chapter.
Section and page references are provided in the index at the back of the book.

What's New for 2022. Pages xxvii—xxix alert you to tax developments that may affect
your 2022 tax return.

Key Tax Numbers for 2022. Pages xxx—xxxi.
Tax-Saving Opportunities. Page xxxii.
Pending Tax Rule Changes. Page xxxiii.

Expiring Provisions. Page xxxiv.
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Tax News for 2022

What’s New for 2022

Some of the tax changes for 2022 noted below were provided by the Inflation Reduction Act,
such as new rules for the credit for certain home energy improvements.

ltem—

Filing status name change from
“qualifying widow/widower” to
“qualifying surviving spouse”

For an update on tax developments and a free download of the
e-Supplement to this book, visit us online at jklasser.com.

Tax News for 2022

Highlight—

The IRS has renamed the filing status formerly called “qualifying widow/widower” as “qualifying
surviving spouse.” The announcement appeared in the draft instructions to the 2022 Form
1040 and Form 1040-SR, which were released shortly before this book was completed. The
rules for this filing status have not changed; the only change is to the name of the filing status.

Tax rate brackets and
preferential rates for capital
gains/qualified dividends

The rate brackets for 2022 ordinary income remain at 10%, 12%, 22%, 24%, 32%, 35%
and 37%, but the taxable income amounts in each bracket have changed. The top bracket of
37% for 2022 applies if taxable income exceeds $539,900 for single taxpayers and heads of
households, $647,850 for married persons filing jointly and qualifying widows/widowers, and
$323,925 for married taxpayers filing separate returns (7.2).

Qualified dividends (4.2) and long-term capital gains (5.3) may escape tax entirely under
the 0% rate, or be subject to capital gain rates of 15% or 20% depending on filing status,
taxable income, and how much of the taxable income consists of qualified dividends and
eligible long-term gains (5.3). The 20% capital gain rate applies in 2022 when taxable income
exceeds $459,750 for singles, $488,500 for heads of households, $517,200 for married
persons filing jointly and qualifying widows/widowers, and $258,600 for married persons filing
separately. The 0%, 15%, and 20% rates do not apply to long-term gains subject to the 28%
rate (collectibles and taxed portion of small business stock) or the 25% rate for unrecaptured
real estate depreciation (5.3).

Retirement plan distributions

COVID-19-related distributions in 2020 may be repaid within 3 years, so a repayment in 2022
means filing an amended return to recoup taxes paid on the 2020 distribution (7.28, 8.27).
If you opted to spread the distribution over 3 years, then a repayment in 2022 means filing
amended returns for 2020 and 2021.

Education-related tax breaks

Educator expenses of up to $300 are deductible for 2022 (72.2).

Standard deductions

The basic standard deduction for 2022 (73.7) is $25,900 for married persons filing jointly
and qualifying widows/widowers, $19,400 for heads of households, or $12,950 for single
taxpayers or married persons filing separately.

The additional standard deduction (73.4) for being 65 or older or blind increases to $1,750
if single or head of household ($3,500 if 65 and blind). If married filing jointly, the additional
standard deduction increases to $1,400 if one spouse is 65 or older or blind, $2,800 if both
spouses are at least 65 (or one is 65 and blind, or both are blind and under age 65).

Self-employment tax and
deduction for portion of self-
employment tax; Social Security
wage base

For 2022, the tax rate on the employee portion of Social Security is 6.2% on wages up to
$147,000, so Social Security tax withholdings should not exceed $9,114. Medicare tax of
1.45% is withheld from all wages regardless of amount.

0n Schedule SE for 2022, self-employment tax applies to earnings of up to $147,000; only
92.35% of earnings are taken into account. The 15.3% rate equals 12.4% for Social Security
(6.2% employee share and 6.2% employer share) plus 2.9% for Medicare. If net earnings
exceed $147,000 (after the reduction), the 2.9% Medicare rate applies to the entire amount
(45.3-45.4).

One-half of the self-employment tax may be claimed as an above-the-line deduction on
Schedule 1 of Form 1040 or 1040-SR (45.3-45.4).

If an election was made in 2020 to defer the employer portion of Social Security taxes,
which is part of self-employment tax, then 50% of the deferred amount must be paid by
December 31, 2022.
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ltem—

IRA and Roth IRA contribution
phaseout; rollover limits

Tax News for 2022

Highlight—

The age cap on contributing to a traditional IRA has been repealed. Contributions to a traditional
IRA for 2022 can be made as long as you have earned income (or other eligible income) (8.2).

While the contribution limits for traditional IRAs and Roth IRAs are unchanged for 2022, the
deduction limit for 2022 contributions to a traditional IRA is phased out (8.4) for active plan
participants with modified AGI (MAGI) between $68,000 and $78,000 for a single person or
head of household, or between $109,000 and $129,000 for married persons filing jointly and
qualifying widows/widowers. The phaseout range is MAGI between $204,000 and $214,000
for a spouse who is not an active plan participant and who files jointly with a spouse who is
an active plan participant.

The 2022 Roth IRA contribution limit is phased out (8.27) for a single person or head of
household with MAGI between $129,000 and $144,000, and for married persons filing jointly
and qualifying widows/widowers with MAGI between $204,000 and $214,000.

Qualified business income
deduction

If you are a sole proprietor or have an interest in a partnership, limited liability company, or
S corporation, you may be eligible for a deduction of up to 20% of qualified business income
(40.24). This deduction is a personal deduction, not a business deduction, and can be claimed
whether you itemize or take the standard deduction. The taxable income amounts used to
figure the deduction for 2022 have been increased for inflation.

First-year expensing

For qualifying property placed in service in 2022, first-year expensing (42.3) is allowed up to
a limit of $1,080,000, and the limit begins to phase out if the total cost of qualifying property
exceeds $2,700,000 (42.3).

IRS mileage allowance

The IRS standard business mileage rate for 2022 is 58.5 cents a mile for the first half of 2022
and 62.5 cents per mile for the second half of 2022 (43.7).

The rate for medical expense (77.9) and moving expense for certain military personnel
(12.3) deductions is 18 cents a mile for the first half of 2022 and 22 cents per mile for the
second half of 2022.

For charitable volunteers (74.4), the mileage rate is unchanged at 14 cents a mile.

Vehicle depreciation limit

For a vehicle placed in service in 2022 and used over 50% for business, the first-year
depreciation limit using bonus depreciation is $19,200. However, if you elect not to have bonus
depreciation apply, or you are not eligible for the bonus, the first-year depreciation limit is
$11,200 (43.5).

Electric vehicle credit

For vehicles placed in service on or after August 16, 2022, there is a “final assembly
requirement” that must be met in order to claim the credit (25.77).

Health savings accounts (HSAs)

The definition of a high-deductible health plan, which is a prerequisite to funding an HSA,
means a policy with a minimum deductible for 2022 of $1,400 for self-only coverage and a
maximum out-of-pocket cap on co-payments and other amounts of $7,050. These limits are
doubled for family coverage ($2,800/$14,100) (41.10).

The contribution limit for 2022 is $3,650 for self-only coverage and $7,300 for family
coverage (41.11). Those age 55 or older and not yet on Medicare can add an additional $1,000.

Adoption expenses

For 2022, the limit on the adoption credit as well as the exclusion for employer-paid adoption
assistance is $14,890 (3.6). The benefit phaseout range is modified adjusted gross income
between $223,410 to $263,410 (25.9).

Child tax credit

For 2022, the child tax credit returns to pre-2021 rules; there are no advance payments as
there was in 2021 for eligible taxpayers. This means the maximum credit for a child under
age 17 is $2,000 (25.2). The credit begins to phase out when modified adjusted gross income
exceeds $400,000 on a joint return or $200,000 for all other filers. There is an additional child
tax credit that can be claimed if the child tax credit otherwise allowed is limited by tax liability;
the refundable amount may not exceed $1,500 per qualifying child (25.3). The credit for other
dependents is unchanged (i.e., not refundable and limited to $500 per dependent) (25.4).
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