
THE TAX EFFICIENCY CHALLENGE
A guide to understanding clients’ assets 

using the IRS Form 1040

This guide will:

 	 • Help clients lower their tax liability

 	 • Identify tax-inefficient assets earmarked for the future

 	 • Start the conversation with clients on tax-advantaged investing

We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any tax, 
accounting, or legal statements made herein.
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Do clients understand that the federal taxes they pay today on capital gains, dividends, 
and interest income may financially impact their future retirement?

1040—INCOME TAX RETURN

Line 2b shows taxable interest.

Line 3a shows qualified dividends and 
Line 3b shows ordinary dividends.

How much of this income does 
the client need today? Is there an 
opportunity to reposition their assets 
to achieve greater investment tax 
diversification?

Lines 6a and 6b show the amount 
of Social Security benefits the client 
received and any benefits that are 
subject to tax. It may surprise clients 
that a portion of their Social Security 
benefits may be taxable.

Line 7 “Capital Gains or Losses” 
from securities transactions on 
Schedule D. These are not included 
in Schedule 1 income.

Would clients like to explore 
ways to reduce the taxes they pay 
on Social Security benefits?

Line 11 shows the client’s Adjusted 
Gross Income (AGI). AGI helps determine 
if the client will be subject to several 
other calculations, such as additional 
taxation on Net Investment Income, 
higher Medicare payroll taxation, higher 
Medicare premiums, or higher levels of 
Social Security taxation.

Would clients like to explore strategies 
to reduce AGI by moving currently 
taxable income into a deferral 
product?

Line 15 shows a client’s taxable income. The taxable income determines the tax bracket 
and the long-term capital gains rate. If the client is in a relatively high tax bracket, it 
may be particularly beneficial to invest in a tax-efficient manner.

How do your clients feel about their total tax burden?

SCHEDULE 1—ADDITIONAL INCOME

Line 4 shows non-securities capital gains and losses. Securities 
transactions are detailed on Schedule D and entered on Line 7 of 
the 1040. In addition to the sale of a capital asset, it includes some 
distributions from nonqualified taxable assets. Since clients have 
no control over those distributions, they also have no control over the 
timing of the tax liability.

Line 13 shows deductions for HSA contributions.

Line 16 shows deductions for  and SIMPLE contributions.SEP

Line 20 shows deductions for IRA contributions.

Would clients like to have more control over the timing of taxes?

Where is that IRA being held?
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SCHEDULE A—ITEMIZED DEDUCTIONS

Line 17 While fewer taxpayers will use itemized 
deductions due to the elimination of personal 
exemptions, the reduction of the number of 
itemized deductions available, and the increase 
in the Standard Deduction (in 2023, $13,850 for 
Single filers and $27,700 for Married Filing Jointly), 
taxpayers should still work through Schedule A to 
see if itemizing can provide a deduction larger than 
the Standard amount.

SCHEDULE 2—ALTERNATIVE MINIMUM TAX

Line 1 shows any applicable Alternative 
Minimum Tax (AMT). The AMT exemption 
amounts for tax year 2023 are $81,300 
(single) and $126,500 (joint).

SCHEDULE 2—ADDITIONAL TAXES

Line 11 shows an additional 0.9% Medicare tax on 
earned income that can be due for filers at higher 
income levels.

Line 12 shows a 3.8% tax is imposed on 
investment income for higher income individuals. 
Both taxes are imposed on those single filers with 
more than $200,000 AGI and more than $250,000 
for married couples filing jointly.

Do you have clients subject to these taxes? 
Would they like to explore moving currently 
taxable income into a deferral product?

It’s never too early—or too late—to plan for the next tax year.
Looking at a client's whole financial picture can help increase their trust and confidence in you. Carefully evaluate 
their overall financial situation and goals, as well as product features, fees, and limitations, before making investment 
decisions. For more help with tax efficiency, please call our National Sales Desk today at 800-513-0805.
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Annuities are issued by The Prudential Insurance Company of America and Pruco Life Insurance Company (in New York, by Pruco Life Insurance Company of New Jersey), 
located in Newark, NJ (main office). Variable annuities are distributed by Prudential Annuities Distributors, , Shelton, CT.Inc.

A variable annuity is suitable for long-term investing, particularly when saving for retirement; however, it is possible to lose money investing in securities.

This material is being provided for informational or educational purposes only and does not take into account the investment objectives or financial situation of any 
clients or prospective clients. The information is not intended as investment advice and is not a recommendation about managing or investing a client’s retirement 
savings. Clients seeking information regarding their particular investment needs should contact a financial professional.

Because qualified retirement plans, IRAs, and variable annuities offer a tax-deferral feature, clients should carefully consider the other features, benefits, risks, and 
costs associated with a variable annuity before purchasing one in either a qualified plan or an IRA. Before purchasing a variable annuity, clients should take full 
advantage of their 401(k) and other qualified plans.

© 2024 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc. and its 
related entities, registered in many jurisdictions worldwide.
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