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Year-End Year-Round
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The end of the year presents a unique opportunity to make sen-
sible financial moves that can help save money on your federal
and state income taxes. What's more, the plethora of tax bills that
have become law in recent years—including the Coronavirus Aid,
Relief, and Economic Security (CARES) Act and the Setting Every
Community Up for Retirement Enhancement (SECURE) Act—make
tax planning even more important this year.

Now is a good time to start working with your tax professional to
plan year-end tax moves and formulate a tax plan for the entire
year. We urge you to obtain professional advice before acting on
any of the suggestions provided in this guide.

2021 Tax Brackets

The following federal tax rates apply to taxable income for tax
year 2021 (for tax returns to be filed in the spring of 2022):

Married filing jointly or
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Head of household

Married filing separately

Tax rate Single filers qualifying widow(er)
10% $0 - $9,950 $0 - $19,000
12% $9,951 — $40,525 $19,901 - $81,050
22% $40,526 — $86,375 $81,051 - $172,750
24% $86,376 — $164,925 $172,751 — $329,850
32% $164,926 — $209,425 $329,851 — $418,850
35% $209,426 — $523,600 $418,851 — $628,300
37% $523,601 or more $628,301 or more

$0 - $9,950

$9,951 — $40,525
$40,526 — $86,375
$86,376 — $164,925
$164,926 — $209,425
$209,426 - $314,150

$314,151 or more

$0 - $14,200
$14,201 - $54,200
$54,201 - $86,350
$86,351 — $164,900
$164,901 — $209,400
$209,401 - $523,600

$523,601 or more

Going forward, the Chained Consumer Price Index (C-CPI) will be
used for indexing each year in lieu of the Consumer Price Index
(CPI). Note that many of the provisions of the TCJA only apply
through the end of 2025, at which time the old rules will be rein-

stated. We may not always mention the “change back” rules that
apply to many of the changes in the law, but we do note here that
the rate reductions reflected above will change after 2025 as the
law currently stands.



Strategies for
Individual Taxpayers

A good way to start your year-end tax planning is by identifying

any changes in your personal situation that may affect your taxes.

A change in your marital status,amove, a job change, a new business,

retirement, a new dependent or loss of one—any of these life events

would likely have a tax impact. Similarly, you'll want to be alert to any

tax law changes that may present planning opportunities.

Your marginal rate. For planning purposes,
focus on your marginal tax rate, which is
the rate that applies to your next dollar of
taxable income. Knowing your marginal rate
can help you gauge the impact of various
planning strategies. For example, an addi-
tional $1,000 deduction would save $350 in
taxes for a taxpayer in the 35% tax bracket.

Standard deduction vs. itemized deduc-
tions. The standard deduction is made in

lieu of itemized deductions. For tax year
2021, the standard deduction is as follows:

Single & married filing
separately

$12,550 (previously $12,400)

Heads of household
$18,800 (previously $18,650)

Married filing jointly
$25,100 (previously $24,800)

2 &

There is an additional standard deduction
for persons age 65 and older or blind. The
increased standard deduction means few-
er taxpayers will itemize. As a possible
tax savings strategy, consider itemizing
every other year, accelerating or postpon-
ing itemized deductions as necessary to
“bunch” more itemized deductions in a par-
ticular year.

Previously, there was a rule that phased
out itemized deductions at higher income
levels, but that rule was repealed effective
in 2018. Certain deductions are still affect-
ed by the measure of the taxpayer’s adjust-
ed gross income, notably charitable dona-
tions and medical expenses.

By now, you're most likely aware of TCJA’s
limit of $10,000 for the sum of property tax
on a US personal residence plus state in-
come tax (or sales tax can be substituted
for state income tax). These limits don't ap-
ply to such taxes when incurred in a trade
or business or for the production of income.

An itemized deduction for a home loan is
usually limited to mortgages not exceed-
ing $750,000 under the TCJA, or $1 million
if the home loan was in place by December
15,2017.

“Home equity indebtedness” may not be
deductible as home mortgage interest, but
there is an exception when such debt is
used to buy, build, or substantially improve
the home and the home secures the debt.

Refinancing is contemplated in the legisla-
tive history, but to preserve your interest de-
duction, this needs to be done with careful
attention to the tax rules.



Donation deductions. You may want to coordinate the year that
you itemize with efforts to “bunch” your charitable donations so
that your total itemized deductions will surpass your standard
deduction.

Miscellaneous itemized deductions. Miscellaneous itemized de-
ductions used to be counted as itemized deductions to the extent
they exceeded 2% of adjusted gross income of the year. However,
the TCJA repealed these as deductions on your federal return.

Following is a partial list of items you may have claimed as a mis-
cellaneous itemized deduction in the past, but which are no longer
deductible.

@ Tax preparation fees

Your circumstances may justify allocating some of your tax pro-
fessional's fee to other schedules, such as business or rental
income schedules.

@ Unreimbursed employee expenses

Examples include depreciation on a computer even when re-
quired by the employer; license, regulatory, and legal fees re-
lated to your job; subscriptions to professional journals and
newspapers; tools and supplies used in your work; travel, trans-
portation, meals, and entertainment related to your work and
not reimbursed by your employer; union dues; and work-related
education.

@ Expenses for the production or collection of income

Examples include depreciation on a computer used for invest-
ments; investment fees and expenses; service charges on divi-
dend reinvestment plans; trustee’s fees for an IRA if separately
billed and paid; appraisal fees to support a charitable donation
or casualty loss; and miscellaneous itemized deductions from
pass-through entities.

Other important individual changes. Moving expenses, whether
paid by the individual in connection with employment or a trade
or business, are no longer deductible unless you are in the mil-
itary. An employer paying an employee’s moving expenses can
normally continue to deduct such payments, but reimburse-
ments by an employer are now taxable to the employee.

The more liberal moving expense deduction rules will return af-
ter 2025. Consult the effective dates with the help of your ad-
visor to determine when the long-term perspective of changes
may be important.

Alimony. Beginning with divorce decrees issued after December
31, 2018, alimony payments will no longer be deductible by the
payer, nor will the payments be taxable to the recipient spouse.
For divorce decrees issued prior to January 1, 2019, the old
rules still apply; alimony payments are still deductible for the
payer and taxable income for the recipient spouse.

Personal casualty and theft losses. As of 2018, personal casu-
alty and theft losses are deductible only in federally declared
disaster areas.

Additional 0.9% Medicare tax. This additional Medicare tax on
employment and self-employment earnings sometimes catches
taxpayers by surprise. While the regular Medicare tax applies to
all earnings, the 0.9% tax applies only to earnings over $200,000
(single/head of household), $250,000 (married filing jointly), or

$125,000 (married filing separately). The additional Medicare tax
was introduced by the Affordable Care Act and is still with us.

Net investment income tax. Another Affordable Care Act provi-
sion, the 3.8% net investment income tax affects higher-income
investors with modified AGI over $200,000 (single/head of house-
hold), $250,000 (married filing jointly), or $125,000 (married filing
separately). You can find more details regarding the net invest-
ment income tax and some tips for lessening your exposure to it
on page 9.

Alternative minimum tax (AMT). The basic purpose of the AMT
system is to ensure that taxpayers who use various deductions,
credits, and exclusions to reduce their regular tax liability still pay a
minimum amount of tax. The discussion on page 5 shows the AMT
rates and exemption amounts. A tax projection can tell you whether
you are likely to owe the AMT for 2021. If you are, there may be strat-

egies you can consider to mitigate the impact of the tax.

Medical and related. Unreimbursed medical expenses are still
deductible, and in 2021 they qualify as itemized deductions
to the extent they exceed 7.5% of adjusted gross income. This
rule applies regardless of the taxpayer's age. But keep in mind
that medical is just one of the components of itemized
deductions, the sum of which must exceed the standard
deduction to yield any real tax savings.

Participants enrolled in a High Deductible Health Plan (HDHP)
may contribute to a Health Savings Account (HSA). For 2021,
the plan must have a minimum annual deductible of $1,400 for
individuals and $2,800 for family. Contributions to an HSA are
fully tax deductible. The maximum contribution to an HSA for
2021 is $3,600 for individuals and $7,200 for families. The max-
imum out-of-pocket expense limits for 2021 are $7,000 for indi-
viduals and $14,000 for families. Out-of-pocket expenses include
deductibles, co-pays, and coinsurance, but not premiums.



Spend FSA funds. Do you have a flexible spending account (FSA)
through your employer? Generally, you'll forfeit any amount remain-
ing in your FSA at year-end or the end of the plan’s grace period, if
applicable. However, you may be able to carry over up to $550 in
2021 for the next year in lieu of the optional grace period. If you
have money in an FSA, you'll want to know the timing rules for your
plan so you can use up your money within the allotted time.

Note that the IRS has temporarily increased flexibility for FSAs in
response to COVID-19. Talk to your employer for details.

Energy. Solar photovoltaic (PV) systems installed between 2020
and 2022 qualify for a federal residential solar energy tax credit
of 26%, while systems installed in 2023 will qualify for a 22% tax
credit. The credit will expire in 2024 for residential solar systems,
though businesses will qualify for a 10% solar energy tax credit
in 2024.

Education. The American Opportunity Tax Credit and the Lifetime
Learning Credit are still available with little change. The credits are
reduced with higher levels of income. Meanwhile, the student loan
interest deduction is still in effect.



TIMING MATTERS

Timing plays a significant role in year-end tax planning. Typically,
you'll want to look for ways to delay the taxation of income until a
later tax year and accelerate deductible expenses into the current
tax year. Such strategies can lower this year’s taxable income—and
the amount of income taxes currently payable.

However, if you expect to be in a higher tax bracket next year, con-
sider doing the reverse: move taxable income into this year and
push deductible expenses into next year, when the deductions can
potentially save you more tax dollars. Before implementing this
plan, though, consider the time value of money. By paying taxes ear-
lier, you give up the opportunity to invest those funds in the interim.

Here are some potential ways to defer taxable income:

@ Increase pretax salary deferrals to an employer’s 401(k), 403(b),
governmental 457, or SIMPLE retirement plan. You'll find the
2021 deferral limits in the table on page 6.

@ Ask if you can receive a year-end bonus or commission pay-
ment shortly after year-end.

Deductible expenses you might be able to accelerate include:

@ Charitable contributions. If you mail your check or charge your
donation to your credit card by year-end, it will count as a 2021
contribution. Caveat: The tax savings from charitable contribu-
tions may be affected by an interplay with the 20% of business
income deduction that began in 2018. It is particularly important
to “do the math” in planning charitable contributions.

@ State income tax payments. Ask your employer to withhold
more tax from your remaining 2021 paychecks. Alternatively,
make your January estimated state and local income tax pay-
ment before year-end and pay enough to cover any projected
balance due. Caveat: To obtain a benefit from a state income
tax payment, you must itemize rather than use the standard de-
duction in 2021. Also, as noted above, there is a $10,000 limit to
the sum of property taxes on a residence plus state income tax
(assuming you don't deduct sales tax).

Maximize above-the-line deductions. Certain expenses are de-
ductible from your gross income in arriving at your AGIl. These
“above-the-line” deductions (adjustments) are available whether
you claim the standard deduction or itemize your deductions. And
they're especially valuable because they work double-time, both
reducing your AGI and helping you reserve tax breaks you might
otherwise lose because your AGl is too high.

Making the most of your above-the-line deductions will help
lower your tax bill. Here are some potential deductions to keep
in mind.

@ Contributions to a traditional IRA

@ Student loan interest (up to $2,500)

@ Health savings account (HSA) contributions (see page 3)
@ Alimony payments

@ Educator expenses (up to $250)

@ Penalties on the early withdrawal of savings

Self-employed individuals may also claim an above-the-line deduc-
tion for half of their self-employment tax (other than the 0.9% addi-
tional tax), certain retirement account contributions, and qualifying
medical insurance premiums. Minimizing AGI gives you a variety
of tax advantages, so you won't want to overlook any above-the-
line deductions you are entitled to claim.

Consider the AMT. Before accelerating state and local tax pay-
ments, check to make sure that doing so will not create an AMT
problem. Also consider that additional year-end payments of state
and local taxes may not translate into additional deductions, be-
cause in 2021 the maximum deduction for the sum of the state
income tax and residential property tax on the residence (or state
income tax plus sales tax) is limited to $10,000.

Other potential AMT triggers include:
@ The exercise of incentive stock options

@ Significant amounts of tax-exempt interest from “private activity”
municipal bonds

@ Investment interest deduction

2021 AMT TAX RATES

Recent changes kept the AMT for individuals while repealing it for
corporate taxpayers. However, there are higher exemption thresh-
olds and the phase-out of the exemption begins at a higher level,
so there is some relief for individuals. The exemption is much less
likely to be reduced or eliminated by higher levels of income. Ad-
ditionally, some of the preference items are no longer available or
available but with limits.

AMT Income Tax

Up to $199,900 26%
Over $199,900 28%

*$99,950 if married filing separately

STATUS

vemption | haseaut | Exemption | Phaseout

$§72,900

Single/
Head of
Household

$518,400 $§73,600 $523,600

Married
Filing
Jointly
Married
Filing
Separately

$113400 $1,036800 $114600 $1,047,200

$56,700 $518,400 $57,300 $523,600



RETIREMENT PLANNING

No matter where you are in your career, accumulating assets for
future retirement is probably one of your biggest financial goals.
Maximizing your contributions to tax-favored retirement plans can
help you pursue that goal while also saving money on your taxes.

Take advantage of employer plans. With an employer-sponsored
retirement savings plan such as a 401(k), 403(b), or SIMPLE plan,
your contributions and any earnings on those contributions gen-
erally won't be taxed until you begin receiving funds from the plan.

Some employers also allow employees to make after-tax Roth
contributions to their 401(k) or 403(b) retirement savings plans.
Roth contributions are subject to current income taxes, but once
in the plan, the contributions potentially grow tax deferred. With-
drawals of both Roth contributions and related earnings are not
taxed if certain requirements are met.

Fund an IRA. You may make an IRA contribution for the 2021
tax year as late as the April 2022 filing deadline for your federal
income tax return. There are no income restrictions on making
tax-deductible contributions to a traditional IRA unless you or your
spouse actively participates in an employer-sponsored retirement
plan. With active plan participation, the 2021 deduction gradually
phases out once AGI exceeds:

@ $66,000 for single/head of household
@ $105,000 for married filing jointly
@ $10,000 for married filing separately

HOW MUCH CAN YOU

CONTRIBUTE FOR 2021?

To maximize your retirement savings, contribute as much as pos-
sible each year. The 2021 limits are shown below. Note, however,
that employer plans may not permit employees who have reached
age 50 to contribute the higher amount indicated. Additional con-
tribution limits could apply.

UNDER AGE 50 OR
TYPE OF PLAN AGE 50 OLDER

401 (k), 403(b), 457, SEP* $19,500 $26,000
SIMPLE IRA $13,500 $16,500
Traditional/Roth IRA* $6,000 $7,000

*Only SEP plans established before 1997 may allow employees to make
pretax contributions.
**|RA contributions may not exceed earned income.

With a Roth IRA, contributions aren’t tax-deductible and won't be
taxed on withdrawal. You also may withdraw account earnings
tax-free after you've had a Roth IRA for at least five tax years and
reached age 59% (or in certain other circumstances).

Your eligibility to make Roth IRA contributions hinges on your in-
come. In 2021, the allowable Roth IRA contribution phases out as
AGlI rises from $125,000 to $140,000 for unmarried filers, $198,000
to $208,000 for joint filers, and $0 to $10,000 for married persons
filing separately.

If a Roth IRA is attractive to you but your income is too high to
make a contribution, you may be in a position to convert a tra-
ditional IRA to a Roth IRA. There are no income restrictions on
conversions. Consider any such conversion carefully, however. A
Roth conversion is a taxable event that may trigger a large tax bill.

@ Assuming you want to move forward with a Roth IRA conver-
sion, you may save taxes by completing the transaction during a
year in which you expect to be in a relatively low tax bracket (be-
cause, for example, you have a large loss or your income from
other sources is lower than usual).

@ Converting when the market value of your IRA investments has
fallen can save you tax dollars.

@ Consider spreading the conversion over several tax years to pre-
vent the extra conversion income from pushing you into a higher
bracket.

Take required minimum distributions (RMDs). The SECURE Act
increased the age for taking RMDs from 70% to 72 for individuals
who did not reach age 70% before January 1, 2020. However, the
CARES Act suspended RMDs for 2020, though you must start tak-
ing them again in 2021. The additional excise tax for failure to take
an RMD is a steep 50% of the amount you should have withdrawn.



Your first RMD will typically be due by April 1 of the year after you
reach age 70%, and another RMD will be due by December 31 of
that same year. RMDs for subsequent years must be taken by
year-end. (You typically can delay distributions from your employ-
er's retirement plan until retirement if you are not a 5% owner of
the company. Check with your plan administrator for information
on your plan’s rules.)

@ Weigh the tax deferral benefit of waiting until right before the
April 1 deadline to take your first RMD against the potential for
being pushed into a higher tax bracket by taking two RMDs in
one year.

@ Consider state tax issues, particularly if you anticipate moving
to a state with a significantly different tax rate structure.

Minimize tax on Social Security. If you are a Social Security re-
cipient, monitor your year-end transactions carefully. When “pro-
visional income” exceeds specified levels (see table to the right),
a portion of Social Security retirement benefits becomes taxable
(state rules may vary.) For this purpose, provisional income is de-
fined as modified AGI, which includes otherwise tax-exempt mu-
nicipal bond interest, plus half of your Social Security benefits.

@ If realizing additional income in 2021 would trigger additional
tax on your Social Security benefits, consider whether you're
able to defer the income until early 2022.

TR
R

WILL YOUR SOCIAL SECURITY

BENEFITS BE TAXABLE?

UP TO THIS PERCENTAGE OF YOUR
BENEFITS WILL BE TAXED

A 4

Ona On a Single or
Joint Return* Head-of-Household Return

If your provisional income is: If your provisional income is:
$32,000 or less @ $25,000 or less
Over $44,000

*The provisional income threshold is zero for married persons filing
separately who do not live apart from their spouses for the entire year.

Between $25,000

Between $32,000
and $34,000

and $44,000

Over $34,000

P = ¥




YOUR INVESTMENTS

For tax purposes, not all income is created equal. Capital gains
and dividends, for instance, are taxed differently—and often more
favorably—than ordinary income. Following are some planning
strategies you can use to secure more favorable tax treatment for
your investment income.

Plan investment gains and losses. As part of your year-end tax
planning, review investments that you hold outside of your tax-de-
ferred accounts to see if there may be opportunities to save taxes.

If you have already realized (or expect to realize) a large capital gain
this year, consider whether you are holding securities in your portfo-
lio that you want to sell because they haven't performed up to your
expectations. Realizing capital losses before the end of the year
would allow you to use those losses to offset your capital gains.

CAPITAL GAIN/

DIVIDEND RATES

Previously, you faced three federal income tax rates on Long
Term Capital Gains (LTCGs) and qualified dividends—0%, 15%, and
20%—and they were tied to the ordinary income rate brackets. Af-
ter 2018, these rates have their own brackets that are no longer
tied to the ordinary income brackets.

INCOME RANGES FOR LONG-TERM CAPITAL GAIN RATES

Single Up to $40,400 gﬁgggé Over $445,850
ﬁﬂo?ﬂfyd Fiing Up to $80,800 SS:(())fgg(—) Over $501,600
:ce,i(i::om Up to $54,100 gf?é],%é Over $473.750
gﬂfgﬁjgi”g Up to $40,400 ssfé’a‘,‘éﬂa Over $250,800

SHORT-TERM CAPITAL GAINS

as high as
37%

Certain higher-income taxpayers are also subject to the addition-
al 3.8% net investment income tax. Capital losses are generally
deductible in full against capital gains, and any capital losses in
excess of capital gains may offset up to $3,000 of ordinary income
(1,500 if you are married filing separately).

(taxed at ordinary income tax rates)

You may carry forward any excess capital losses you aren’t able to
deduct for use in later years, subject to the same limitation.

@ If you have incurred capital losses in 2021, it may be a good time
to take profits on appreciated investments you no longer want to
hold. But be sure to weigh all relevant factors before you make
any investment decisions. In certain circumstances taxpayers
may want to consider the rule that when the taxpayer passes

away, assets usually take on a basis equal to fair market value,
so the heir may have little or no gain for tax purposes.

Avoid wash sales. Exercise caution before selling securities to
realize a tax loss with the thought of buying back in shortly after-
ward. Under the tax law’s “wash-sale” rules, no capital loss deduc-
tion is allowed in the year of the sale if you buy substantially iden-
tical securities within 30 days after (or before) the sale. Instead,
the disallowed loss becomes part of your cost basis in the newly
acquired securities. This delays the tax benefit from the capital
loss until you sell the replacement securities.

@ To avoid awash sale and take advantage of a tax loss on a stock
you still want to own, consider “doubling up” on your position
by buying additional shares at least 31 days in advance of your
planned sale. Then sell your original securities at a loss. But pay
attention to any dividend payments during the wash-sale peri-
od. If they are reinvested in additional shares, you may lose your
ability to deduct part of your original loss.

@ Alternatively, you could sell the securities on which you have a
paper loss and replace them with shares of another company in
the same industry having similar prospects.

Watch holding periods. The length of time you hold an investment
before selling it (your “holding period”) determines if a capital gain
or loss is short term or long term. The short-term holding period is
one year or less. The long-term holding period is more than one year.
Ideally, any taxable net capital gain you have will be long term so that
you'll benefit from the preferential tax rates (see table on left).

You can see from the same table that “qualified” dividends are taxed
at the favorable capital gain rate.

Most regular dividends paid by US corporations (and certain foreign
corporations) will be considered qualified if you hold the stock for a
minimum number of days:

@ More than 60 days during the 121-day period that begins 60
days before the stock’s ex-dividend date (common stock)

@ More than 90 days during the 181-day period that begins 90 days
before the stock’s ex-dividend date (preferred stock)

A stock’s ex-dividend date is the date on which the stock begins
trading without rights to the most recently declared dividend.

Donate appreciated securities. As noted above, when you con-
tribute appreciated securities that you've held for more than one
year to a qualified charitable organization, you may deduct the full
fair market value of the donated securities as an itemized deduc-
tion (subject to certain restrictions and limitations).

@ Making a charitable gift of appreciated securities can help you
avoid the capital gains tax that might otherwise be due if you
sold the securities first and then donated the sales proceeds.

Monitor fund distributions. Many mutual funds make taxable dis-
tributions of capital gains to fund investors during the last couple
of months of the year. All fund investors as of the date of record
set by the fund for the distribution receive their proportionate
share of the capital gains.

@ If you are considering buying into a fund near year-end, check
to see if the fund anticipates making a capital gain distribution.
To avoid receiving additional taxable income this year, consider
waiting to invest until after the record date for the distribution.



Minimize net investment income tax. If your modified AGlI is high
enough for the 3.8% net investment income tax to be a factor, you
will want to consider strategies to lessen your exposure to the tax.
The tax is calculated by multiplying 3.8% by the lesser of: (1) your net
investment income or (2) the excess of your modified AGI over the rel-
evant threshold for your filing status. As mentioned earlier, the mod-
ified AGI thresholds are $250,000 (married filing jointly), $125,000
(married filing separately), and $200,000 (single/head of household).

Net investment income can include income from interest, dividends,
annuities, royalties, rents, net capital gain, and passive trade or
business activities. It does not include any amount that is subject
to self-employment tax, amounts distributed from retirement plans,
exempt interest on state and local bonds, or gain on the sale of a
principal residence to the extent the gain is excludable from income.

@ Increasing the number of hours you participate in an entity’s af-
fairs to meet the tax law’s “material participation” standards can
convert passive income into active income that is not subject to
the 3.8% tax.

@ Consider structuring a sale of appreciated real estate held as
an investment as an installment sale. With an installment sale,
you spread your gain—and the taxes on that gain—over more
than one year. (The installment sale method cannot be used for
sales of publicly traded securities or for certain sales to related
parties, and it is not available to dealers.)

MORE PLANNING TIPS

Don't overlook mortgage points. You may deduct mortgage
“points” (prepaid interest) in full in the year you purchase or build
your main home and the home serves as collateral for the loan. The
payment of points must be typical for the area where the transac-
tion takes place and the amount paid should not exceed what is
usually charged. The points may also be deducted over the life of
the loan.

Avoid an underpayment penalty. Paying enough income tax during
the year is essential if you want to avoid an underpayment penalty.
Generally, the amount of federal income tax withheld from your pay
and/or your quarterly estimated tax payments for 2021 should at
least equal to the lower of (1) 90% of your 2021 tax liability or (2)
100% of your 2020 tax liability (110% if your AGI for the prior year
exceeded $150,000). However, if the tax shown on your 2021 return
(after withholding tax paid) is less than $1,000, an underpayment
penalty won't apply.

@ When you are checking your tax payments, be sure to take into
account any potential liability you may have for the 0.9% addi-
tional Medicare tax discussed on page 3.

@ If you missed an estimated payment earlier this year or didn’t
pay enough, consider having more income tax withheld from
your or your spouse’s paychecks before year-end. Because the
IRS applies withheld tax pro rata over the full tax year, this strat-
egy can be helpful in reducing previous underpayments of esti-
mated tax.
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Opportunities for
Business Owners

There are a number of opportunities for businesses to reduce their
2021 taxes by making certain financial moves before the end of the
year. Following are a few to consider.

REVIEW EARNINGS AND TAXES

The structure of your business—C corpo-
ration, S corporation, partnership, limited
liability company (LLC), or sole propri-
etorship—determines how your business
income is taxed. Generally, the income,
losses, deductions, and credits of an S cor-
poration, partnership, or LLC are passed
through to the owners to be reported on
their tax returns. Sole proprietors also re-
port business income and deductions on
their personal tax returns.

20% of qualified business income tax de-
duction for taxpayers other than corpora-
tions. With the TCJA, corporations received
a major rate reduction. Business owners
(other than C corporations) received a new
deduction that begins in 2018 and expires
after 2025. It is measured by 20% of their
business income.

The rules for this deduction become rather
complex, at times even calling for the tax-
payer to distinguish the income or loss of
each separate trader or business. There is
also an emphasis on projecting one's tax-
able income for the year. Limitations apply
to the deduction depending on the taxpay-
er's taxable income, which include the type
of trade or business, the amount of W-2
wages paid by the qualified business, and
the unadjusted basis immediately after ac-
quisition of qualified property held by the
trade or business.

The business generally needs to be an ac-
tive one, but passive investors with flow-
through income from an active business
may benefit. Wage income doesn’t qualify
for this deduction, but within the new rules,
it helps to weigh wage payments and/or
capital expenditures in the context of their
impact on this deduction. Wage payments
and/or capital expenditures are sometimes
necessary to qualify for this new deduc-
tion.

Subchapter S income from an active busi-
ness may qualify, but payments out of the
S corporation to owners can affect the
computations, depending on whether they
are wages to the owner-employees or just
distributions of earnings, dividends. Wage
levels of owners or guaranteed payment
levels to partners can be important plan-
ning aspects of this new deduction.

Decisions about electing to expense capi-
tal expenditures within the limits of those
rules need to be weighed in the context of
the impact on this new deduction.

The maximum income to receive the full
deduction without being subject to the
Wage and Unadjusted Basis limitation cal-
culations is $164,900 single and $329,800
married.

This deduction is available whether or not
one itemizes or uses the standard deduction.



There is a lot of math involved in considering this rate reduction.
Even itemized deductions, such as charitable contributions, can at
times impact the measurement of the deduction by reducing tax-
able income to meet the income threshold. See your tax advisor in
planning for these important changes.

Other important business provisions. There is also an import-
ant limitation on individual business losses. In general, if an indi-
vidual has a business loss of $262,000 (or $524,000 for married
individuals filing jointly), the loss is not currently deductible but
rather has to be considered part of the taxpayer’s net operating
loss carryover. Net operating losses carried forward are limited
to 80% of taxable income.

There's another important new limitation, which says that after
2017, net operating losses have to be carried forward. They can
no longer be carried back to recover prior taxes. A new business
that loses money then makes money in later years may qualify
to carry forward business losses and essentially pay tax on net
taxable income over a period of years. But if the same business
has income then losses in later years, it may end up paying tax
and having only loss carryforwards.

Business-related membership dues may be less deductive or no
longer deductible.

The TCJA also made it easier for small businesses, generally de-
fined as having gross receipts of less than $25 million, to stay
on the cash method of accounting, as well as to avoid or mini-
mize what may otherwise be capitalized as inventory costs, and
to avoid the uniform capitalization rules for personal property
acquired for resale. See your advisor for details.

Lower corporate taxes. There was a significant reduction in cor-
porate taxes enacted in late 2017. As of 2018, the corporate rate
is a flat 21%. The old rate structure began at 15% on the first
$50,000 but then exceeded the new current corporate tax rate. The
old rate structure generally reflected a top rate of 35%, although
the incremental rate was higher in certain ranges of income.

Many business taxpayers will want to discuss these changes with
their tax advisor and consider whether the new rate structure for
corporations, along with the new 20% of business income deduction
available in some cases for noncorporate taxpayers, should cause
them to review the advantages of a C corporate structure—incorpo-
rating or terminating an S election.

Corporate income is potentially subject to two layers of income tax—
once at the corporate level and again if distributed to shareholders
as dividends. Corporate earnings paid out to you as reasonable com-
pensation are included in your taxable income but are deductible by
the corporation. Thus, they are taxable only once—to you.

Before deciding to pay out earnings as compensation, though, re-
member that qualified dividends are taxed at a maximum rate of 20%.
Your compensation will be taxed at rates as high as 37%, plus you'll
owe FICA tax, which may include the additional 0.9% Medicare tax dis-
cussed on page 3.

@ |If you expect your closely held C corporation to have a profitable
year, consider whether it makes business (as well as tax) sense to
pay bonuses or make a tax-deductible profit-sharing contribution
this year to minimize corporate taxable income.

@ Bear in mind that the IRS can assess a 20% accumulated earn-
ings tax penalty on corporations that accumulate excessive earn-
ings and profits. Generally, a corporation can accumulate up to
$250,000 of earnings ($150,000 in the case of certain service cor-
porations) without penalty.

@ |If your corporation has a reasonable business purpose for accu-
mulating additional earnings, document why the additional money
is needed in the corporate minutes. Possible reasons include the
purchase of new equipment or the construction of new facilities.

@ The alternative minimum tax for corporations, but not individuals,
was repealed for taxable years beginning after December 31,2017.




TIMING STRATEGIES

The tax accounting method your business uses determines when
income must be recognized for tax purposes and when expenses
are deductible. Cash method taxpayers report income when it is
actually or constructively received and generally deduct expenses
when payments are disbursed. Accrual method taxpayers report
income in the year their right to the income becomes fixed and
the income amount can be determined with reasonable accuracy.
Deductions are taken when all events have occurred creating the
liability and when the amounts can be determined with reasonable

$1,000,000.00
$200,000.00

accuracy. $1,200,000.00 S
@ If your business uses the cash method, you might defer income $300,000.00
by delaying billing notices so the payment won't be received un- 19%
(o)

til early next year.

@ As an accrual method taxpayer, you might defer income by de-
laying the shipment of products or provision of services until the
beginning of your 2022 tax year.

@ Also look for opportunities to defer certain advance payments
received for services and the sale of goods. (Requirements

apply.)
Time bonus payments. If your company intends to pay employ-
ees bonuses for 2021, consider the timing of those payments.

@ As a cash method business, your company may want to pay bo-
nuses before the end of the year to gain a 2021 deduction for the

expense.

@ You have alittle more flexibility if your business uses the accrual
method. A 2021 deduction will be available for bonus payments
made to unrelated employees if paid by the timely filing date (in-
cluding extensions) of the related tax return, provided the liabili-
ty to pay the bonuses is both fixed and determinable by the end

of that tax year. . "
L

Business bad debts. Business bad debts represent another po-
tential deduction your business should consider if it extends cred-
it to customers. A deduction is available for any debt that is wholly
or partially “worthless,” assuming your company has already in-
cluded the amount in income. However, businesses that use the
cash method of accounting can'’t write off uncollectible amounts
as bad debts because they don't recognize sales revenue until it
is received.

@ Review accounts receivable reports before year-end to identify
uncollectible accounts that may be written off as bad debts.

$105,000.00
$150,000.00
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ASSET PURCHASES

The PATH Act's provisions regarding tax depreciation and expens-
ing have made it possible for businesses to approach planning for
purchases of machinery, equipment, and other fixed assets with
more certainty regarding the tax results. Several significant tax
breaks are potentially available.

Use Section 179 expensing. A popular provision among small
businesses, the Section 179 election allows a business to expense a
portion of eligible asset purchases in the year the assets are placed
in service, in lieu of depreciating the assets over several years. The
expense election is reduced (dollar for dollar) once qualifying asset
purchases exceed the investment ceiling. Eligible Section 179 prop-
erty includes:

@ New and used machinery, equipment, vehicles, and other tangi-
ble non-real estate property

@ Computer software purchased off the shelf

@ Qualified restaurant property, retail improvements, and lease-
hold improvements
@ For 2021, the expensing election is increased to $1,050,000 and

the investment ceiling to $2,620,000. The amounts will be indexed
for inflation going forward. Additionally, the election is limited to

taxable income from any of your active trades or businesses.

Deduct bonus depreciation. You will also want to consider taking
advantage of bonus depreciation, which allows a business to take
an immediate write-off of 100% of an asset’s cost, beginning with
assets purchased and placed in service after September 27, 2017.
The TCJA increased the percentage of write-off from 50% to 100%.
This applies to new and used property.

Only certain types of depreciable property can qualify, including
tangible property with a recovery period of 20 years or fewer under
the Modified Accelerated Cost Recovery System (MACRS).

(LT

@ Because bonus depreciation isn't limited to taxable income,
the deduction can contribute to or create a net operating loss
(NOL). However, post-2017 NOLs for corporate and other tax-
payers are no longer subject to carryback but rather carryfor-
ward. Additionally, there is an 80% limitation applicable to loss-
es arising in tax years beginning after December 31, 2017.

@ |If your business intends to elect Section 179 expensing and
bonus depreciation for only some of its asset acquisitions and
regular depreciation for others, consider using the Section 179
election for the assets with the longest lives.

Expense lower cost purchases. In addition to the Section 179
and bonus depreciation elections, also consider the election that
is available for “de minimis” asset purchases if certain require-
ments are met.

MACRS DEPRECIATION

ASSET CLASSES

PROPERTY CLASS ASSETS INCLUDED
3-year Tractor units for over-the-road use
Automobiles, trucks, computers,
5-year : .
peripheral equipment
Office furniture and fixtures, farm
7-year . .
machinery and equipment
10-year Vessels, barges, tugs
Certain land improvements, qualified
15-year leasehold and retail improvements,
qualified restaurant property
20-year Farm buildings (other than certain

single-purpose structures)

Residential Rental
Property (27.5-year)

Apartment buildings, single-family
rental properties

Nonresidential Real

Property (39-year) Office buildings, stores, warehouses

The lists of property included in each class aren't all-inclusive.
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S CORPORATION STRATEGIES

Is your business organized as an S corporation? If so, you and
your individual shareholders will pay taxes on your proportionate
share of corporate income at rates as high as 37%. As a result,
steps taken to lower your S corporation’s business income before
year-end can help reduce your income tax burden. As we noted,
Subchapter S income may be able to take advantage of the 20%
qualified business income deduction.

Review shareholder compensation. Although employee salaries
and bonuses (and the related employment taxes) are generally
deductible corporate expenses, it is usually best for S corporation
shareholders/employees to draw only “reasonable” compensa-
tion from their companies. The reason: any additional nonwage
distributions or corporate earnings escape Social Security, Medi-
care, and self-employment taxes.

@ Review the amount you are taking as a salary from your S cor-
poration to make sure it is reasonable for the services you per-
form for the company, but don't overpay yourself. If desired, the
company can distribute additional earnings to you and any oth-
er shareholders free of employment taxes. Wages to yourself
may also reduce the 20% of business income deduction.

Know your basis. Special tax planning may be called for if an S
corporation expects to generate an NOL for the year. Very gener-
ally, a shareholder’s loss deduction is limited to the sharehold-
er's investment in the company, as reflected in a figure known as
adjusted basis. The adjusted basis figure changes each year to
account for any money flowing between the company and the
shareholder—distributions, capital contributions, loans, and loan
repayments—as well as for the shareholder’s allocated share of
corporate income or loss.

@ |If you anticipate that your S corporation will show a loss this
year, check to see if you have enough basis to deduct it. If not,
you can increase your basis either by loaning the company mon-
ey or making an additional capital contribution before year-end
to potentially save on taxes by deducting the loss individually.

ADDITIONAL PLANNING TIPS

Below are more strategies that can prove useful in lowering busi-
ness taxes.

Deduct retirement plan contributions. Maximizing tax-deduct-
ible contributions to a retirement plan for yourself and any eligible
employees can lower your business taxes and help you accumu-
late funds for your retirement. The table below shows the 2021
contribution limits for different types of plans.

2021 RETIREMENT

PLAN CONTRIBUTIONS

Maximum Addition to a Plan
Plan Type Participant’s Account

401 (k)* Lesser of $58,000 or 100% of compensation
Profit sharing Lesser of $58,000 or 100% of compensation
SEP-IRA Lesser of $58,000 or 25% of compensation
Up to $13,500 of employee salary deferrals
SIMPLE IRA plus employer contributions (3% match or

2% nonelective contributions)

*See pages 5 & 6 for the applicable limits on employee salary deferrals.

Some plans allow participants age 50 and older to make addition-
al catch-up contributions, which would not be subject to the limits
set forth above.

- . . ——
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Know the health care reform rules. Although the Affordable
Care Act has been in place for several years, 2015 was the
first full year that employer shared responsibility provisions
and the related information reporting requirements applied.
If your business is large enough to be affected by these rules
(i.e., it is an “applicable large employer”), you must offer min-
imum essential health care coverage that is “affordable” and
that provides “minimum value” to your full-time employees (and
their dependents) or potentially be required to make a shared
responsibility payment to the IRS. You'll also have reporting
responsibilities. Generally, a business that had an average of
at least 50 full-time employees (including full-time equivalent
employees) during 2017 is considered an applicable large em-
ployer for 2021.

Deduct start-up expenditures. If you are involved in a new busi-
ness venture in 2021, you may elect to deduct up to $5,000 of your
business start-up expenditures, such as travel expenses incurred
in lining up prospective distributors or supplies and advertising
costs paid or incurred before the new business began operating.
(Remaining costs are deductible over a 180-month period.) The
$5,000 deduction is reduced by the amount your start-up costs ex-
ceed $50,000. To claim the deduction for 2021, your new business
must be up and running by year-end.

~

Hire your child. Paying your child to do legitimate work for your
business can be a tax saver if you are self-employed. You may de-
duct reasonable wages paid to your child as a business expense.
The income will be taxed to your child, but the standard deduc-
tion can shield as much as $12,550 from tax (in 2021). Any earn-
ings over that amount will be taxed at your child’s rate—which is
probably much lower than yours. Wages you pay your child will be
exempt from FICA taxes until your child turns 18, assuming your
business is unincorporated.

Take credit. Eligible businesses can use tax credits to lower their
tax liabilities. The next table shows some of the tax credits avail-
able for 2021.

15



SEE IF YOUR BUSINESS QUALIFIES FOR TAX CREDITS

>

Employer-Provided
Child Care

25% of expenses to buy, build, reha-
bilitate, or expand property that will
be used as part of an employer’s child
care facility, plus 10% of the amount
paid under a contract to provide child
care resource and referral services to
employees, up to a maximum credit of

FICA Tip

Amount of employer’'s FICA taxes
paid on employee tips in excess
of the amount treated as wages
in satisfaction of minimum wage
requirements (food and beverage
establishments only)

$150,000 a year
= €
&
Employer Wage
Research Differential

Generally, 20% of the amount by
which qualified research expenses

20% up to $20,000 of wage differential
exceed a base amount

payments paid for each employee
called to active military service

Small Employer
Health Insurance

Up to 50% of employer contributions for employee health
insurance (available for two consecutive years only)

Small Employer Pension Plan
Start-Up Costs

50% of administration and retire-
ment-related education expenses
for the first three plan years, up to a
maximum credit of $500 a year

i

Work
Opportunity

For hiring members of targeted
groups—generally 40% of up to $6,000
of first-year wages paid per employee.

This credit was extended by the
Consolidated Appropriation Act, 2021,
until December 31, 2025.

Cy

Disabled
Access

50% of eligible access expenditures over $250 and not more
than $10,250 (eligible small businesses only)




Proposed Tax Law Changes
fo Keep an cye On

The Biden administration has proposed major changes to federal tax laws,
which, if passed, could significantly affect tax planning going forward.
These include the following:

An increase in the corporate income tax rate from 21% to 28% and a minimum 15% corporate income tax
on the book earnings of large corporations with more than $2 billion in net book income

An increase in the top marginal individual income tax rate to 39.6%, or 43.4% when the net investment
income tax is factored in

A change in the taxation of long-term capital gains taxes and qualified dividends for individuals with
adjusted gross income exceeding $1 million

For these taxpayers, long-term capital gains would be taxed at ordinary income tax rates
as high as 43.4% instead of more favorable long-term capital gains rates

Limitations to Section 1031 “like-kind exchanges” that only allow the deferral of gains up to $500,000
(or $1 million for married couples filing jointly) annually for qualifying real property exchanges

Currently, there is no limit on the deferral of gains for like-kind exchanges

Elimination of the $10,000 deduction limit for state and local income or sales and property taxes
(or SALT deductions) paid annually

Creation of a progressive tax system for estates transferred at death (similar to marginal income tax
brackets) with proposed estate tax brackets as follows:

Estate Value at Death Applicable Estate Tax Rate
$0 to $3.5 million 0%

$3.5 million to $10 million 45%

$10 million to $50 million 50%

$50 million to $1 billion 55%

More than $1 billion 65%

Elimination of the step-up in cost basis for inherited assets

A reduction in the annual gift tax exclusion from $15,000 (or $30,000 per married couple)
to $10,000 (or $20,000 per married couple)

As skilled professionals, we have the knowledge and experience to help you with planning needs. Please contact us for
more information about any of our services.

The general information provided in this publication is not intended to be nor should it be treated as tax, legal, investment,
accounting, or other professional advice. Before making any decision or taking any action, you should consult a qualified
professional advisor who has been provided with all pertinent facts relevant to your situation.
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