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Income and Portfolio
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A key strategy for boosting long-term investment returns is being smart about tax
efficiency.

Key Takeaways

e Reducing federal tax liabilities in your portfolio can help you build wealth over the long run.
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generates. Reducing tax liabilities in your portfolio can also play a key role in helping you build
wealth over the long run. As you review your income and portfolio, consider these steps to help

reduce potential federal tax liabilities.
1. Optimize new tax deductions

By taking all available deductions, you can lower your taxable income, which reduces the amount of
taxes that you have to pay each year. For the 2025 tax year, the new tax law increased the standard
deduction amount to $15,750 for single filers and $31,500 for married couples filing jointly, indexed
for inflation. In 2026, the deductions jump to $16,100 for singles and $32,200 for joint filers. This
and other changes mean that the majority of the taxpayers will benefit from taking the standard

deduction when filing taxes.!

If you’re among the taxpayers who will still itemize, there are important new deductions under the
One Big Beautiful Bill Act (OBBBA) for you to keep in mind as well. Those include a higher
individual state and local tax (SALT) deduction limit of $40,000 for 2025, up from $10,000
previously, followed by 1% increases annually from 2026 through 2029.2

OBBBA also changes the rules around charitable deductions for taxpayers who itemize their
deductions. Under the new rules, charitable contributions will only be deductible to the extent they
exceed 0.5% of adjusted gross income (the “AGI floor”). The rules also limit the value of itemized

deductions for taxpayers in the highest income bracket®



— INVESTOR RELATIONS MEDIA RELATIONS ALUMNI CLIENT LOGIN

Morgan Stanley

>

Our Insights What We Do About Us Careers Q

)

By taking all available deductions, you can lower your taxable income, which reduces the
amount of taxes that you have to pay each year.

Find a Financial Advisor, Branch and Private Wealth Advisor near you.
Check the background of Our Firm and Investment Professionals on FINRA's Broker/Check [4.
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2. Employ Tax-Loss Harvesting
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the losses you realize when you sell an investment for less than you paid for it. “Harvesting” or

selling investments at a loss allows you to offset capital gains for US federal income tax purposes.

If you wish to maintain similar portfolio exposure while avoiding a “wash sale” (which would
disallow the current deduction of the capital loss), you can sell the original holding, realize the
capital loss, then buy back the same or substantially identical security 30 days after the date of the

sale or disposition.

Using Morgan Stanley’s Total Tax 365, your Financial Advisor can help you “harvest” any captial
losses year-round to offset capital gains. In addition, Morgan Stanley’s sophisticated tax-
management platform lets you design your own tax-loss harvesting experience. For instance, you
can select the loss-harvesting frequency, choose your loss-targeting approach or customize with
our opportunistic tax-loss harvest feature that systematically identifies losses to capture

throughout the year.
3. Carry Your Capital Losses Forward

Another strategy to consider is carrying over capital losses from one year to offset capital gains in
another year. If you have offset all your capital gains and still have capital losses remaining, you can
potentially apply up to $3,000 of capital losses to offset your ordinary income, further reducing this
year’s tax liability. If you have additional losses that aren’t captured, carry those capital losses
forward next year. There is no limit to how long you can carry capital losses forward into the future

across your lifetime.
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Investors that own international securities are often subject to withholding taxes by foreign
governments on investment income (dividends and interest). If double taxation treaties exist
between the country where you reside and the location of the security issuer, you may be entitled to

reclaim all or some of these foreign taxes, but you must do so within the statute of limitations.
In addition, you may credit certain foreign tax amounts against United States federal income taxes

You should discuss this with your tax advisor, and talk to your Morgan Stanley Financial Advisor

about foreign tax reclaim services.
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Money that you contribute to tax-advantaged retirement accounts can not only help you
save money on taxes now, but potentially help set you up for income in retirement.

5. Prioritize Retirement Contributions

If you are working, money that you contribute to tax-advantaged retirement accounts, such as your
workplace 401(k) account and/or an individual retirement account (IRA), can not only help you save

money on taxes now but could also potentially help set you up for income in retirement.
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deferrals, and those age 50 and older can contribute an extra $8,000 in salary deferrals (with an
enhanced catch-up limit for those aged 60-63, in which case that extra catch-up limit is instead
$11,250 for 2026).* Your contributions to a traditional qualified retirement plan, such as a traditional
401(k), are generally excluded from your income for federal income tax purposes. Investment
earnings on those contributions then generally grow tax-deferred, and distributions of your pre-tax
contributions and earnings are generally subject to income tax at the time of such withdrawal,

except in certain limited circumstances.

Some companies also offer Roth 401(k) accounts. With a Roth retirement account, your
contributions are not eligible for a tax deduction and are generally made on an after-tax basis.
Investment earnings on those contributions then generally grow tax-free. If certain conditions are
met, distributions of your after-tax contributions are not subject to income tax, and distributions of

your earnings may be tax-free.
IRAs

If you don’t have an employer-sponsored retirement account, you can still save for retirement
through an IRA as noted above. The limit for traditional IRA contributions for the 2025 tax year is
$7,000, with an additional $1,000 catchup contribution limit for those age 50 and older.® For 2026,
the limit for traditional IRA contributions is $7,500, with an additional $1,100 limit for catch-up

contributions.®
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1. for 2025, for single filers with a Modified Adjusted Gross Income (MAGI) between $150,000 and
$165,000, and for those married filing jointly with a MAGI between $236,000 and $246,000;

>

and,
2. for 2026, for single filers with a MAGI between $153,000 and $168,000, and for those married
filing jointly with a MAGI between $242,000 and $252,000.

6. Maximize Your Health Savings Account

If you are enrolled in a qualifying high-deductible health plan (HDHP), you may be eligible to
contribute to a health savings account (HSA). The funds you contribute to an HSA are generally tax
deductible if you make them directly. Depending on your employer, your employer may also

contribute to your HSA with a pre-tax salary reduction.

Any earnings in HSA accounts generally grow income tax-free, and distributions may be income tax-
free if used to pay for qualified medical expenses like medication, doctor’s fees and X-Rays. State

and local tax treatment may vary.

HSA funds remain in your account from year-to-year if they aren’t spent, and you retain ownership of

the account, even if you leave your job or switch health plans.

You have until your tax filing deadline without extensions—April 15, 2026, for most individual
taxpayers—to contribute funds to an HSA account for the 2025 tax year. For 2025 taxes, if your HDHP
covers only yourself, you can generally contribute up to $4,300 to an HSA. If you have family HDHP

coverage, you can generally contribute up to $8,550 to an HSA” There is also a catch-up contribution
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For 2026, contribution limits rise to $4,400 for an HSA for individual coverage or up to $8,750 for
family coverage. If you have more than one HSA account, your total contributions to all HSA

accounts cannot exceed these limits.’
7. Take Advantage of Higher Estate and Gift Tax Exemption

The 2026 federal estate and gift tax exemption is $15 million per individual or $30 million for a
married couple The OBBBA permanently extended these higher exemption amounts, which will

adjust annually for inflation after 2026.

You can also give annual gifts of up to $19,000 per recipient (or $38,000 from a married couple

electing to split gifts) without any federal gift tax consequence®

How a Financial Professional Can Help

With Total Tax 365, your Financial Advisor can integrate tax aware solutions, including Tax
Management Services, into your investment plan to help you reduce the impact of federal taxes in

your portfolio.
In addition, if you have complex tax planning needs, your Morgan Stanley Financial Advisor can
connect you to experienced tax professionals from U.S-based providers across the country to help

ensure your tax strategy is optimized.

Connect with your Morgan Stanley Financial Advisor to learn more.
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Footnotes:

" https://www.irs.gov/newsroom/one-big-beautiful-bill-act-tax-deductions-for-working-

View Disclosures
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