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Tax Credits for Electric
Vehicles: The Latest
from the IRS

The IRS recently issued new guidance on electric
vehicles (EVs). There are four ways you can
potentially benefit from a federal tax credit for an
EV you place in service in 2023 or later:

1. Purchase an EV, and claim the clean vehicle
credit.

2. Lease an EV, and benefit from the lessor’s
EV discount.

3. Purchase a used EV that qualifies for the
used EV tax credit.

4. Purchase an EV for business use, and claim
the new commercial clean vehicle tax credit.

The new clean vehicle credit is available through
2032, with a maximum credit of $7,500.

To qualify for the clean vehicle credit, you must
meet specific criteria, including income limits,
vehicle price caps, and domestic assembly
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requirements. The credit amount for vehicles
delivered on or after April 18, 2023, depends on the
vehicle meeting critical minerals sourcing and/or
battery components sourcing requirements.

If you can’t find an EV that qualifies for the credit
or your income is too high, you can lease an EV
from a leasing company that can claim up to a
$7,500 commercial clean vehicle tax credit. The
leasing company may then pass on all or part of the
credit to you through reduced leasing costs.

For used EV purchases, you can earn a credit of up
to $4,000, but you must buy the vehicle from a
dealer and meet the law’s income caps and other
restrictions.

Finally, if you purchase an EV for business use, you
can qualify for the commercial clean vehicle tax
credit, which is not subject to critical minerals or
battery components rules, making it easier to qualify
for this credit starting April 18, 2023.

To claim an EV credit, the seller must complete a
seller’s report and provide a copy to you and the
IRS. For the clean vehicle credit, you will file IRS
Form 8936; for the commercial clean vehicle credit,
you will file IRS Form 8936-A.
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Using Family Loans to
Secure Better Home Loan
Interest Rates

Here’s some information on how you can help a
family member buy a home by making a loan to
them while ensuring that you and the family

member benefit from a tax-smart loan structure.

With the current national average interest rates for
30-year and 15-year fixed-rate mortgages at 6.81
percent and 6.13 percent, respectively, family loans
can offer a much more attractive alternative. By
charging the Applicable Federal Rate (AFR) as
interest, you can give the borrower a good deal
without giving yourself a tax headache.

The IRS issues new AFRs for term loans every
month. The rates for April 2023 are as follows:

® Short-term loan (three years or less): 4.86
percent

e Mid-term loan (over three years but not more
than nine years): 4.15 percent

e [Long-term loan (over nine years): 4.02
percent

Charging at least the AFR for a term loan to a
family member allows you to avoid federal income
tax and federal gift tax complications.

But if you charge less than the AFR, you may need
to navigate some tax complications. Two tax-law
exceptions, the $10,000 and $100,000 loopholes,
can help you avoid these complications, although
they may not be suitable for all home loans.

It is crucial to document the loan with a written
promissory note and secure it with the borrower’s

home for them to claim deductions for qualified
residence interest expenses. Make sure the borrower
signs the note and that the note includes details such
as the interest rate, a schedule of interest and
principal payments, and any security or collateral for
the loan.

In conclusion, family loans can provide homebuyers
with better interest rates than commercial lenders
offer, especially if family members charge the AFR.
Remember to consider the loan terms and tax
consequences when structuring the loan.

Basic Estate Planning

You need an estate plan, regardless of whether or
not you are among the ultra-rich. As recent news has
shown, even those who have won the lottery or have
substantial wealth can fall victim to poor estate
planning.

While federal estate taxes may not concern you, you
need a will to have your wishes honored after your
death. Without a will, state law dictates the
distribution of your assets, which may not align with
your intentions. Additionally, if you have minor
children, a will allows you to name a guardian to
care for them in the event of your untimely passing.

Your heirs will want to avoid probate because it can
be a costly and time-consuming legal process. A
living trust gives you a valuable tool to avoid
probate. By transferring legal ownership of your
assets to the trust, you can ensure that your
beneficiaries receive them without suffering through
probate.

You can amend your living trust as circumstances
change, providing flexibility and control over your

assets.

It is also essential to keep your beneficiary
designations up-to-date, as they take precedence
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over wills and living trusts regarding asset
distribution.

Additionally, if your estate will suffer from federal
or state death taxes, you should plan to minimize
your exposure.

Estate planning is not a one-time event but a process
that you should review and update regularly to
accommodate life changes and fluctuations in estate
and death tax rules. It is recommended that you
check your estate plan annually to ensure it aligns
with your wishes and circumstances.

One Ugly Rule for S Corp
Owners Deducting Health
Insurance

When your S corporation covers or reimburses your
more-than-2-percent-shareholder-employee health
insurance expenses, it classifies the payments as box
1 W-2 wages but not box 3 or box 5 wages.

When calculating the amount eligible for the Form
1040 self-employed health insurance deduction, you
must use your Medicare wages (listed in box 5 of
Form W-2) as your “earned income” rather than the
amount reported in box 1.

Here are two examples that show you the impact of
this rule:

e Ted’s S corporation pays him $0 in cash
wages and reimburses him $18,000 for
health insurance. His W-2 shows $18,000 as
box 1 wages and $0 as box 3 and box 5
wages. Although Ted has $18,000 in taxable
wage income from the corporation’s
reimbursement of his health insurance, his
Form 1040 self-employed health insurance
deduction is $0 due to his lack of Medicare
wages.

® Janet’s corporation pays her $107,000 in
cash wages and reimburses her $22,000 for
health insurance. Janet’s W-2 from her S
corporation shows box 1 wages of $129,000,
box 3 wages of $107,000, and box 5 wages
0of $107,000. The IRS allows her Form 1040
self-employed health insurance deduction of
$22,000 because her Medicare wages exceed
the insurance cost.

To avoid unfavorable tax outcomes, ensure that your
S corporation reports Medicare wages (box 5) equal
to or greater than the health insurance costs paid or
reimbursed.
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