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2024 YEAR-END TAX PLANNING NEWSLETTER
Dear Client,

After years of pandemic recovery, followed by years of high inflation, 2024 saw the return of a quiet economic
year. This was also true from a tax standpoint. While the IRS has continued to churn out guidance relating to the
Inflation Reduction Act of 2022 and the SECURE 2.0 Act, most other areas of taxation are likely to be stable
through the end of the year.

That is not to say that 2024 was quiet across the board. After a highly contentious election, Americans voted to
return Donald Trump to the White House on November 5. Much of Trump’s tax agenda focused on the Tax Cuts
and Jobs Act (TCJA) of 2017, the majority of which is set to sunset at the end of 2025. How the impending
sunset is handled will be a critical issue throughout the next year.

But the sunset of TCJA is a 2025 problem; for the end of 2024, the best plan is a continued application of tried-
and-true year-end strategies from years’ past. While there are always new strategies to consider, and indeed there
are some changes from recent legislation that are in effect for 2024, the simple tactics of deferring income and
increasing current deductions are the best bet for the next few weeks.

Through the end of 2024, there is a very low likelihood of tax legislation. However, the expectation is that tax
legislation will ramp up in early 2025. With the GOP in control of the Senate and the House, Trump’s agenda
will have a much easier path to legislative approval.

Action on the soon-to-expire TCJA is likely to be high on the to-do list for the new Congress. Many leaders in
the GOP have expressed interest in taking quick action to extend the provisions beyond their pending expiration
at the end of 2025. However, given the fact that TCJA has one more year to go, the issue of extension is not
highly relevant to year-end tax planning for 2024.

MINIMIZING INDIVIDUAL TAXES

The key to any year-end planning strategy is to minimize taxes. This is generally done by either reducing the
amount of income received or increasing the amount of deductions.

Delaying and reducing gains

Like taxes on ordinary income, taxes on capital gains apply at different rates depending upon the amount of
taxable income. For 2024, the thresholds have adjusted upward from 2023 by about 5 - 6% as follows:

0% 15% 20%
MFJ/SS $0 - $94,050 $94,051 - $583,750 over $583,750
MFS $0 - $47,025 $47,026 - $291,850 over $291,850
HoH $0 - $63,000 $63,001 - $551,350 over $551,350
Single $0 - $47,025 $47,026 - $518,900 over $518,900
E&T $0 - $3,150 $3,151 - $15,450 over $15,451




For taxpayers whose income tends to fluctuate from year to year, it would be wise to examine the impact of
sales of investment items. For taxpayers who think they may have lower income in 2024, it would be smart to
hold off on a sale of a capital item if their income is at or near a threshold for a higher capital gains bracket.

This type of consideration should not be limited to capital gain taxes, but also the net investment income (NII)
tax. The 3.8% NII tax kicks in at $200,000 of modified adjusted gross income for single and head-of-
household filers, $250,000 for joint filers, and $125,000 for married taxpayers filing separately.

Since the NII thresholds fall right in the middle of the 15% capital gains bracket, a taxpayer to whom the NII
applies because of a sale of a capital item would likely not be able to reduce the tax to 0%. But a taxpayer who

is barely in the 20% bracket could defer a sale and move into the 15% bracket, meaning a sale of a capital item
would only be taxed at 18.8% instead of 23.8%.

Harvesting tax losses. A potential tax strategy involves selling investments at a loss to offset or reduce capital
gains generated in the same tax year. However, the benefits only apply to high-income taxpayers. In addition,
taxpayers must be mindful of the wash-sale rules that might disallow the loss if they reinvest in a ‘substantially
similar’ asset within 30 days.

Maximizing deductions

For 2024, the inflation-adjusted standard deduction amounts are $29,200 for joint filers and surviving spouse,
$21,900 for heads of households, and $14,600 for all other filers. (These amounts are even higher for those
over age 65). With standard deduction amounts so high, coupled with the $10,000 limitation on the deduction
of state and local taxes, it is difficult for many taxpayers to claim enough deductions to make itemizing
beneficial. Thus, maximizing deductions may not be beneficial for all taxpayers.

One of the best ways to maximize the amount of deductions is to develop a bunching strategy. This involves
accumulating charitable contributions, or even medical expenses, from two or more years into one year. For
example, a taxpayer may not make any of their normal charitable contributions in 2024, and then make double
the normal amount in 2025 in order to help surpass the standard deduction amount. The same strategy can be
employed for deductible medical expenses where the timing is somewhat flexible, such as for elective
procedures (remember that purely cosmetic procedures are not deductible).

Even with bunching, it might be difficult to achieve itemized deductions high enough in 2024 to surpass the
standard deduction. Bunching can be a very effective strategy, but it must be effectively used, and potentially
planned out two or three years in advance to maximize the benefit, while also considering shifts in tax policies
as a result of political change.

Green energy

Home Energy Credits. The Energy Efficiency Home Improvement Credit became available in 2023. The credit
is generally equal to 30% of the taxpayer’s qualified expenses up to an annual maximum of $1,200 (which can
include doors, windows, other qualifying energy property, and even a home energy audit). Also available is the
Residential Clean Energy Credit, which is also equal to 30% of qualified expenses but with no annual
maximum or lifetime limit. This credit is applicable to the installation of certain energy property like solar
cells, small wind turbines, or battery storage. Restrictions and limitations do apply to both credits.

Vehicle Credits. Eligible new clean vehicles may qualify for a tax credit of up to $7,500. The amount of the
credit depends on when the eligible new clean vehicle is placed in service and whether the vehicle meets
certain requirements for a full or partial credit.



A credit is available for up to $4,000 for the purchase of an eligible previously owned clean vehicle with a
sale price of $25,000 or less that is placed in service during a tax year by a qualified buyer. To claim the credit,
a qualified buyer must meet certain income requirements, and must be the vehicle’s first qualified sale since
August 16, 2022, other than to the original owner.

The amount of either the new or previously owned clean vehicle credit that is more than the income tax
liability for the year cannot be refunded, for either personal or business use. However, eligible taxpayers who
purchase an eligible vehicle after December 31, 2023, for personal use may transfer the entirety of the
allowable credit to an eligible entity (a registered dealer) in exchange for a financial benefit and file a federal
income tax return reporting the transfer of the credit. The entire amount of allowable credit may be transferred
even if the credit amount is more than the taxpayer’s income tax liability.

Retirement Savings

Starting in 2023, the age at which required minimum distributions (RMDs) must begin is increased to 73 for
individuals who turn 72 after 2022 and age 73 before 2033.

Remember that taxpayers who are in their first RMD year have until April 1 of the following year to make that
first RMD. So, while action isn’t absolutely necessary before the end of the year, affected taxpayers should
start to plan for those RMDs. Keep in mind that the RMD for 2025 is required by December 31, 2025. If a
taxpayer were to take both RMDs in 2025, it could push them into a higher tax bracket because both
distributions would be taxable in one tax year.

Qualified charitable distributions, or QCDs, offer eligible taxpayers aged 70 'z or older a great way to easily
give to charity before the end of the year. For those who are at least 72 years old, QCDs count toward the IRA
owner's RMD for the year. QCDs are tax free if they are paid directly from the IRA to an eligible charitable
organization. The annual limit for QCDs increases for the first time in 2024. The annual QCD limit is
$105,000 (up from $100,000 in 2023).

Other year-end strategies
A number of other traditional year-end strategies may apply. These include:

e Determining if any adjustments need to be made to tax withholding or estimated payments.

e Maximizing Education Credits. Individuals can claim a credit for tuition paid in 2024 even if the
academic period begins in 2025, as long as the period begins by the end of March.

e Maximize retirement contributions. Adjusted gross income can be reduced if individuals increase the
amount of their 401(k) contributions. Individuals eligible for deductions for IRA contributions can claim
deductions, and thus reduce AGI, for amounts contributed generally through April 15, 2025.

o Teacher deductions. Educators can claim a deduction for up to $300 of classroom expenses (like books,
supplies, and computer equipment), and should maximize those expenses by year-end.

e Make annual exclusion gifts. The annual gift exclusion limit is $18,000 for 2024, up $1,000 from 2023
limits.

e Fund FSA or HSA. Consider funding an FSA or HSA during your employer's annual benefits enrollment
period for 2025.

e Roth IRA conversion. The value of pretax contributions and any earnings are taxable and the timing for
making this conversion can be optimized in a year with lower income.



Fund 529 plans. Many states offer a tax credit for contributions to 529 education plans or 529A ABLE
accounts.

Exercise stock options. Determine whether now is the time to exercise or disqualify company-granted
stock options.

Looking Ahead

Prepare for a possible sunset of TCJA individual income tax provisions at the end of 2025. These include:

Tax brackets. Adjustment to individual tax brackets would mean higher marginal tax rates in 2026.
Exemptions. Reinstatement of the personal exemption and dependent exemption.
Child Tax Credit. Modifications to the child tax credit and repeal of the other dependent credit.

Standard Deduction. The standard deduction will decrease significantly, from $15,000 to $8,350, for
single filers and from $30,000 to $16,700 for taxpayers under 65 filing jointly. Therefore, making it
more favorable to itemize deductions.

SALT Deduction. TCJA limited the state and local tax deduction to $10,000. This limit will expire after
2025.

Mortgage Loan Interest Deduction. The deduction for interest on a home equity loan was eliminated and
interest deduction was limited to mortgages of $750,000 or less. After 2025, interest on home equity
loans of up to $100,000 and on mortgages of up to $1,000,000 will be deductible.

Charitable Deductions. The deduction for cash gifts to public charities will drop from up to 60% of AGI
to 50% of AGL.

Casualty Losses. Casualty losses not related to a federal disaster declaration will be deductible again
after 2025.

Miscellaneous Itemized Deductions. Miscellaneous itemized deductions will be reinstated for things like
investment advisory fees, legal fees and out-of-pocket employee expenses. These items will again be
deductible to the extent they exceed 2% of the taxpayer’s AGI.

Pease limitation on itemized deductions. The amount of itemized deductions that a taxpayer can claim
will phase out for higher-income taxpayers after 2025.

Alternative Minimum Tax. The threshold for the AMT will drop significantly. More taxpayers with
lower incomes will be at risk after 2025.

TAX PLANNING FOR BUSINESSES

Deadline for Corporate Transparency Act Registration (BOI)

Beginning on January 1, 2024, many companies in the United States are required to report information about
their beneficial owners (i.e., the individuals who own or control the company). Companies must report the
information to the Financial Crimes Enforcement Network (FinCEN), which is a bureau of the Treasury
Department, through an electronic filing system. Companies should review and determine their reporting
entities and filing obligations for the beneficial ownership information (BOI) report. In general, an entity that
exists before that date will not be required to file its initial report until January 1, 2025.

Generally, any corporation, limited liability company, or any other entity that is created by filing a document
with a secretary of state or similar office under state or tribal laws, or is formed under foreign law and
registered to do business in the United States by filing a document with a secretary of state or similar office
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under state or tribal laws, is a reporting company that must disclose information regarding its beneficial owners
and its company applicants to FinCEN under the Corporate Transparency Act.

YEAR-END BUSINESS STRATEGIES
Retirement Plans

The SECURE 2.0 Act of 2022 expands provisions for retirement plans to benefit both employers and plan
participants. Although some benefits were available in 2023, several of the provisions became effective in
2024 and beyond.

Credit for startup costs. In 2023, the credit to start a retirement plan for employees was increased to 100% of
startup costs for employers with 50 or fewer employees, and an additional credit for contributions is added for
the first five years of a plan’s existence.

Starter 401 (k) plans for employers with no retirement plan. An employer that does not sponsor a retirement
plan can offer a starter 401(k) plan (or safe harbor 403(b) plan). A starter 401(k) plan (or safe harbor 403(b)
plan) would generally require that all employees be enrolled in the plan at 3% to 15% of compensation deferral
rate by default. The maximum contribution to the plan per employee is $6,000 (for 2024) and $7,000 for
employees aged 50 and older, as adjusted for inflation. This provision is effective for plan years beginning
after December 31, 2023.

Amendments to increase benefit accruals under plan for previous plan year allowed until employer tax return
due date. The SECURE Act 2.0 allows an employer to adopt a new retirement plan by the due date of the
employer’s tax return for the fiscal year in which the plan is effective. Current law, however, provides that plan
amendments to an existing plan must generally be adopted by the last day of the plan year in which the
amendment is effective. This precludes an employer from adding plan provisions that may be beneficial to
participants. The SECURE Act 2.0 amends these provisions to allow discretionary amendments that increase
participants’ benefits to be adopted by the due date of the employer’s tax return. This provision is effective for
plan years beginning after December 31, 2023.

Expanding automatic enrollment in retirement plans. In plan years beginning after 2024, 401(k) and 403(b)
sponsors must automatically enroll employees in plans once they become eligible to participate in the plan.
Under the requirement, the amount at which employees are automatically enrolled cannot be any less than 3%
of salary, and no more than 10%. The amount of employee contributions is increased by 1% every year after
automatic enrollment, until it reaches at least 10%, up to a maximum contribution of 15%.

Employees can opt out of the automatic enrollment if they choose. Exceptions to the automatic enrollment
requirement are available for businesses with ten or fewer employees, businesses that have been in existence
for less than 3-years, church plans, and government plans.

Improving coverage for part-time workers. The SECURE Act 2.0 requires employers to allow long-term, part-
time workers to participate in their 401(k) plans. The SECURE Act 2.0 provision provides that except in the
case of collectively bargained plans, employers maintaining a 401(k) plan must have a dual eligibility
requirement under which an employee must complete either a 1-year of service requirement (with the 1,000
hour rule) or 3 consecutive years of service where the employee completes at least 500 hours of service. The
SECURE Act 2.0 reduces the 3-year rule to 2-years, effective for plan years beginning after December 31,
2024. This provision also extends the long-term part-time coverage rules to 403(b) plans that are subject to
ERISA.



Depreciation and expensing

For tax years beginning in 2024, the maximum section 179 expense deduction is $1,220,000. This limit is
reduced by the amount by which the cost of section 179 property placed in service during the tax year exceeds
$3,050,000.

Taxpayers may also claim an additional first-year depreciation allowance of 60% for property placed in service
in 2024. It may be the best policy to take advantage of this benefit in the current year. The allowance generally
decreases by 20% per year and expires January 1, 2027. For 2025, the allowance is 40%.

Clean commercial vehicles

Taxpayers may qualify for a credit if they buy a new, qualified plug-in electric vehicle or fuel cell electric
vehicle. Businesses and tax-exempt organizations that buy a qualified commercial clean vehicle may qualify
for a clean vehicle tax credit of up to $40,000. The credit equals the lesser of:

e 15% of the vehicle purchase price for plug-in hybrid electric vehicles

e 30% of the vehicle purchase price for EVs and FCEVs

e The incremental cost of the vehicle compared to an equivalent internal combustion engine vehicle

Maximum tax credits may not exceed $7,500 for vehicles under 14,000 Ibs. and $40,000 for vehicles above
14,000 lbs.

General Year-End Tax Planning Strategies

e Time the deduction of employee bonuses and executive compensation,
e Prepay rent and suppliers under the cash system; commit to contracts under the accrual method,
e Consider inventory write-offs, and

e Invest in clean energy property for eligible credits.
Looking Ahead
Several provisions of the TCJA expire or revert to their pre-TCJA limits at the end of 2025. They include:

e Research and development (R&D) expensing (section 174),
e Less stringent business interest limitations (section 163(j)),

e Reduction of 100% bonus depreciation allowance,

e Modifications to depreciation limits for passenger vehicles,

e [Expiration of the qualified business income (QBI) deduction,
e State and local tax deduction (SALT) limitation removed,

e Bonus depreciation available for certain step-up transactions,
e Passive loss and net investment income tax planning,

e Excess business loss limitation,

e (arried interest legislation, and

e Pass-through basis reporting requirements.



These changes as well as changes to rules regarding conversions from an S corporation to a C corporation, S
corporations and shareholder compensation, and the self-employment tax considerations for owners may
prompt some taxpayers to reevaluate their choice of entity within this changing tax landscape.

Contact Us

Please call our office to schedule an appointment to discuss your year-end strategy. There is no one size fits all
for tax planning and any strategy may have unintended consequences if the taxpayer’s situation is not
evaluated holistically considering the changing landscape. Please call our office to discuss all your options.

Sincerely,

&L, Hovo Pénf-«a// RC.

November 25, 2024





