End-of-Year Tax Planning Strategies: Maximize Your
Tax Deductions and Credits
By SDO CPA

As the year draws to a close, it's the perfect time to engage in proactive tax planning for 2024.

Whether you're an individual with a W-2, a freelancer receiving 1099s, or someone enjoying
retirement income, implementing effective tax strategies now can significantly reduce your
taxable income. This comprehensive guide will help you navigate the complexities of
end-of-year tax planning, offering insights into maximizing deductions and credits,
understanding the benefits of standard deduction vs. itemizing, and ensuring you're

well-prepared for the upcoming tax season.
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1. Maximize Retirement Account Contributions

Planning for retirement secures your future and offers immediate tax benefits.
a. 401(k) and IRA Contributions

e Maximize 401(k) Contributions: For 2024, the IRS allows you to contribute up to
$23,000 to your 401(k) if you're under 50, and an additional $7,500 catch-up contribution
if you're 50 or older. Contributions reduce your taxable income, offering significant tax
savings.

o Example: If you earn $80,000 and contribute $23,000 to your 401(k), your
taxable income reduces to $57,000.

¢ IRA Tax Deduction: Contribute up to $7,000 to a Traditional IRA ($8,000 if you're 50 or
older). Depending on your income (AGI) and whether a retirement plan at work covers
you, you may deduct the total amount of your contribution.

o Deduction Limits:
m Single Filers: Full deduction if modified AGl is $75,000 or less.
m Married Filing Jointly: Full deduction if modified AGI is $125,000 or less.

e Savers Credit: If your income is below certain thresholds, you may qualify for the
Savers Credit, a tax credit worth up to 50% of your retirement contributions.

o Eligibility:
m Single Filers: AGI up to $37,000.
m Married Filing Jointly: AGI up to $74,000.

2. Leverage Health and Dependent Care Accounts

If qualified, health and dependent care accounts offer tax-advantaged ways to pay for medical
and childcare expenses.

a. Flexible Spending Accounts (FSAs) and Dependent Care FSAs (DCFSAs)

e Use It or Lose It: FSAs are typically "use-it-or-lose-it" accounts. Spend your FSA funds
before the plan year's end to avoid forfeiting your money.
o Eligible Expenses:
m Medical co-pays and deductibles
m Prescription medications
m Medical equipment
e Dependent Care FSA: You can contribute up to $5,000 to DCFSAs to pay for eligible
childcare expenses with pre-tax dollars.
o Eligible Expenses:
m Daycare
m After-school programs
m  Summer camps

b. Health Savings Accounts (HSAs)

e Triple Tax Advantage:
o Contributions are Tax-Deductible: Reduce your taxable income.
o Tax-Free Growth: Earnings grow tax-free.
o Tax-Free Withdrawals: For qualified medical expenses.

e Contribution Limits for 2024
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o Individual Coverage: Up to $4,150.
o Family Coverage: Up to $8,300.
o Catch-Up Contribution (55 or older): Additional $1,000.

3. Optimize Education Savings and Credits

Investing in education can provide significant tax benefits.
a. 529 Plan Tax Benefits

e Tax-Free Growth: Earnings in a 529 plan grow federally tax-free and are not taxed when
used for qualified education expenses.
e State Tax Deductions: Over 30 states offer tax deductions or credits for 529 plan
contributions.
o Example: New York allows a deduction of up to $5,000 ($10,000 for married
couples filing jointly).
e Qualified Expenses:
o Tuition and fees
o Books and supplies
o Room and board (if enrolled at least half-time)

b. Education Tax Credits

e American Opportunity Credit (AOC):
o Credit Amount: Up to $2,500 per eligible student.
m Calculated as 100% of the first $2,000 of qualified education expenses
plus 25% of the next $2,000.
o Refundability:
m  40% of the credit (up to $1,000) is refundable, meaning you can receive it
even if you owe no tax.

o Eligibility:
m Available for students pursuing a degree or recognized education
credential.

m Applicable only if the student has not completed the first four years of
postsecondary education before the tax year.
m Students must be enrolled at least half-time for at least one academic
period during the tax year.
m No felony drug convictions at the end of the tax year.
m Full credit is available for Modified Adjusted Gross Income (MAGI) up to
$80,000 for single filers and $160,000 for joint filers.
m Credit phases out between MAGI of $80,000 and $90,000 for single filers
and $160,000 and $180,000 for joint filers.
m No credit is allowed for MAGI above $90,000 (single) or $180,000 (joint).
o Expenses Covered:
m Tuition and fees
m Course materials
o Claiming the Credit:
m  Must complete IRS Form 8863 and attach it to your tax return.
m  Form 1098-T from the educational institution is required.
e Lifetime Learning Credit (LLC):
o Credit Amount: Up to $2,000 per tax return.
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m  Maximum of $2,000 per tax return.
m Calculated as 20% of the first $10,000 of qualified education expenses.
Refundability:
m Nonrefundable; the credit can reduce your tax to zero but won't result in a
refund.
Eligibility:
m Available for all years of postsecondary education and for courses to
acquire or improve job skills.
m Student does not need to be pursuing a degree or other recognized
education credential.
m Available for an unlimited number of tax years.
m Full credit is available for MAGI up to $80,000 for single filers and
$160,000 for joint filers.
m Credit phases out between MAGI of $80,000 and $90,000 for single filers
and $160,000 and $180,000 for joint filers.
m No credit is allowed for MAGI above $90,000 (single) or $180,000 (joint).
Expenses Covered:
m Tuition and fees for undergraduate, graduate, and professional degree
courses
Claiming the Credit:
m  Must complete IRS Form 8863 and attach it to your tax return.
m Form 1098-T from the educational institution is required.

Key Differences:

o

Duration: AOTC is limited to the first four years of postsecondary education,
while LLC is available for unlimited years.

Refundability: AOTC is partially refundable; LLC is nonrefundable.

Enrollment Status: AOTC requires at least half-time enrollment; LLC does not.
Credit Per Student vs. Per Return: AOTC is per eligible student; LLC is per tax
return.

For more detailed information, refer to the IRS guidelines on Education Credits.

4. Increase Charitable Contributions

Giving back can also provide tax benefits.

Deduction Limits Based on Adjusted Gross Income (AGI):

Cash Contributions: Deductible up to 60% of your AGI when donated to qualified
public charities.

Non-Cash Contributions: Generally limited to 50% of AGlI for donations to qualifying
organizations.

Appreciated Capital Gain Property: Limited to 30% of AGI if donated to qualifying
organizations.

Excess contributions can be carried forward for up to five subsequent tax years.

Qualified Organizations:

Deductions are permissible only for donations to IRS-recognized tax-exempt organizations,
such as:

Religious institutions
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Educational organizations

Charitable entities

Scientific or literary organizations

Organizations preventing cruelty to children or animals

Verify an organization's status using the IRS Tax Exempt Organization Search tool.

Documentation Requirements:

e Cash Contributions: Maintain bank records or written communications from the charity
detailing the amount and date of the contribution.

e Non-Cash Contributions: Obtain a receipt from the organization describing the
donated items.

e Contributions Over $250: Secure a contemporaneous written acknowledgment from
the charity.

e Non-Cash Contributions Over $5000: Complete and attach IRS Form 8283 to your tax
return. A non-cash contribution over $5000 requires a qualified appraisal.

Proper documentation is essential to substantiate your deductions.

Additional Considerations:

e Bunching Strategy: To surpass the standard deduction threshold, consider
consolidating charitable contributions into a single tax year.

o Qualified Charitable Distributions (QCDs): Individuals aged 707 or older can donate
up to $100,000 directly from IRAs to charities, potentially reducing taxable income.

For comprehensive guidance, refer to IRS Publication 526, "Charitable Contributions."

5. Homeownership and Energy Efficiency
Your home can be a source of significant tax savings.

a. Mortgage Interest and Property Tax Deductions
Mortgage Interest Deduction:

e Deduction Limits:
o Interest paid on mortgage debt up to $750,000 is deductible for single filers and
those married filing jointly.
o For married individuals filing separately, the limit is $375,000.
o These limits apply to mortgages originated after December 15, 2017. |IRS
e Eligible Mortgages:
o The deduction applies to loans used to buy, build, or substantially improve your
primary or secondary residence.
o The loan must be secured by the property.
e Home Equity Loans:
o Interest on home equity loans is deductible only if the loan proceeds are used to
buy, build, or substantially improve the home by securing the loan. IRS

Property Tax Deduction:
e State and Local Tax (SALT) Deduction Cap:
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o The total deduction for state and local taxes, including property taxes, is capped
at $10,000 for single filers and those married filing jointly.
o For married individuals filing separately, the cap is $5,000.
e Deductible Taxes:
o Only property taxes assessed by state or local governments and paid during the
tax year are deductible.
o Fees for services, such as trash collection or water, are not deductible.

Standard vs. Iltemized Deductions:

e To claim these deductions, you must itemize your deductions on Schedule A of your tax
return.

e For 2024, the standard deduction is $14,600 for single filers and $29,200 for married
couples filing jointly.

e |[f your total itemized deductions, including mortgage interest and property taxes, do not
exceed the standard deduction, taking the standard deduction may be more beneficial.

b. Residential Energy Tax Credits

e Energy Efficient Home Improvement Credit:
o Overview: This credit allows homeowners to claim 30% of the cost of eligible
energy-efficient home improvements made during the year.
o Annual Limits:
m Total Credit Limit: Up to $1,200 per year.
m Specific Limits:
m Exterior Doors: $250 per door, up to a total of $500.
m Exterior Windows and Skylights: Up to $600.
m Home Energy Audits: Up to $150.
o Eligible Improvements:
m Building Envelope Components:
m Exterior doors, windows, and skylights meet Energy Star
requirements.
m Insulation materials or systems that meet International Energy
Conservation Code (IECC) standards.
m Residential Energy Property:
m Central air conditioners, water heaters, furnaces, boilers, and heat
pumps.
m Biomass stoves and boilers.
o Installation Costs: Labor costs for the installation of certain property, such as
heat pumps, biomass stoves, and boilers, are included in the credit calculation.
o Claiming the Credit: Use IRS Form 5695, "Residential Energy Credits," to claim
this credit. IRS
e Residential Clean Energy Credit:
o Overview: This credit offers 30% of the cost of qualifying clean energy property
installed in your home.
o Eligible Property:
m Solar electric panels (photovoltaic systems).
Solar water heaters.
Wind turbines.
Geothermal heat pumps.
Fuel cells.
Battery storage technology with a capacity of at least 3 kilowatt-hours
(eligible starting in 2023).
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o Credit Limits:

m General: No annual or lifetime dollar limit, except for fuel cell property,
which is limited to $500 for each half kilowatt of capacity.

o Installation Costs: Labor costs for on-site preparation, assembly, or original
installation, and for piping or wiring to connect the property to your home, are
included.

o Claiming the Credit: Use IRS Form 5695 to claim this credit. IRS

Key Considerations:

e Nonrefundable Credits: Both credits are nonrefundable, meaning they can reduce your
tax liability to zero but won't result in a refund. However, unused portions of the
Residential Clean Energy Credit can be carried forward to future tax years.

e Documentation: Maintain records of all qualifying purchases and installations, including
receipts and manufacturer certifications, to substantiate your claims.

e State Incentives: In addition to federal credits, check for state or local incentives that
may further reduce the cost of energy-efficient home improvements.

6. Business and Self-Employment Tax Strategies

There are additional tax-saving opportunities if you run a business or are self-employed.
a. Home Office Expenses

For the 2024 tax year, the home office deduction allows eligible self-employed individuals and
certain business owners to deduct expenses related to the business use of their home. This
deduction is not available to employees working from home.

Eligibility Criteria:

e Exclusive and Regular Use: A specific area of your home must be used exclusively
and regularly for business purposes. Occasional or incidental business use does not
qualify.

e Principal Place of Business: Your home office must be your principal place of
business, or a place where you meet clients or customers in the normal course of your
business.

Calculation Methods:

1. Simplified Method:
o Deduct $5 per square foot of the area used for business, up to a maximum of
300 square feet.
o Maximum deduction: $1,500 per year.
o No need to track actual expenses.
2. Regular Method:
o Calculate actual expenses related to the business use of your home.
o Expenses are divided into:

m Direct Expenses: Costs exclusive to the home office (e.g., painting the
office).

m Indirect Expenses: Costs for maintaining the entire home (e.g.,
mortgage interest, utilities), prorated based on the percentage of the
home used for business.

o Requires detailed record-keeping and documentation.
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Deductible Expenses:

e Direct Expenses: Fully deductible.
e Indirect Expenses: Deductible based on the percentage of your home used for
business.

Limitations:

e The deduction cannot exceed the gross income from the business use of your home,
minus business expenses.
e [Excess expenses may be carried forward to future tax years.

Claiming the Deduction:

e Use Form 8829 to calculate and report the deduction when using the Regular Method.
e Report the deduction on Schedule C (Form 1040) for sole proprietors.

Considerations:

e Choosing between the Simplified and Regular methods depends on your specific
situation; the Regular Method may yield a larger deduction but requires more
documentation.

e Maintain thorough records to substantiate your deduction in case of an audit.

For detailed information, refer to IRS Publication 587, "Business Use of Your Home."

b. Section 179 Expense Deduction

For the 2024 tax year, the Section 179 expense deduction allows businesses to immediately
deduct the full purchase price of qualifying equipment and software, rather than depreciating
these costs over time. Key details include:

Deduction Limits:

e Maximum Deduction: $1,220,000.
e Phase-Out Threshold: Begins when total equipment purchases for the year exceed
$3,050,000.
o The deduction limit reduces dollar-for-dollar beyond this threshold.
o Purchases totaling $4,270,000 or more eliminate the deduction.

Eligible Property:

e Tangible Personal Property: Machinery, equipment, and certain vehicles used in
business.

e Off-the-Shelf Software: Software available to the general public and used in business.

e Qualified Improvement Property: Improvements to nonresidential real property, such
as roofs, HVAC systems, fire protection, and security systems.

Vehicle Limitations:

e Passenger Vehicles: Deduction limited to $12,400.
e Sport Utility Vehicles (SUVs): Deduction limited to $30,500.
o Applies to vehicles with a gross vehicle weight rating (GVWR) between 6,000
and 14,000 pounds.

Business Income Limitation:

e The total Section 179 deduction cannot exceed the taxable income from the business.
e [Excess amounts can be carried forward to future tax years.
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Bonus Depreciation:

e For 2024, bonus depreciation allows an additional 60% deduction on the cost of
qualifying property after the Section 179 deduction is applied.
e Unlike Section 179, bonus depreciation can create a net operating loss.

Claiming the Deduction:

e Elect the deduction by completing Part | of IRS Form 4562 and attaching it to your tax
return.
e Ensure the property is placed in service during the tax year.

Considerations:

e State tax laws may differ; consult with a tax professional to understand specific
implications.
e Proper documentation of purchases and business use is essential for compliance.

For comprehensive guidance, refer to IRS Publication 946, "How to Depreciate Property."

c. Electric Vehicle Tax Credit

For the 2024 tax year, the federal government offers tax credits to incentivize the purchase of
electric vehicles (EVs). These credits are designed to reduce the cost of EVs and promote
environmentally friendly transportation.

1. New Clean Vehicle Credit:

e Credit Amount: Up to $7,500.
e Eligibility Requirements:
o Income Limits:
m Single Filers: Modified Adjusted Gross Income (MAGI) up to $150,000.
m Married Filing Jointly: MAGI up to $300,000.
m Head of Household: MAGI up to $225,000.
o Vehicle Price Caps:
m SUVs, Vans, and Pickup Trucks: Manufacturer's Suggested Retail Price
(MSRP) up to $80,000.
m Other Vehicles: MSRP up to $55,000.
o Vehicle Requirements:
m Final assembly must occur in North America.
m  Must meet critical mineral and battery component sourcing requirements.
m Battery capacity of at least 7 kilowatt-hours.

e Claiming the Credit: Starting January 1, 2024, eligible consumers can transfer the
credit to the dealer at the point of sale, effectively reducing the purchase price.
Alternatively, the credit can be claimed when filing your tax return. The seller must
provide information to the buyer about the vehicle’s qualifications and report the sale
information to the IRS. IRS

2. Previously Owned Clean Vehicle Credit:

e Credit Amount: Lesser of $4,000 or 30% of the vehicle's price.
e Eligibility Requirements:
o Income Limits:
m Single Filers: MAGI up to $75,000.
m Married Filing Jointly: MAGI up to $150,000.
m Head of Household: MAGI up to $112,500.
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o Vehicle Price Cap: Purchase price must not exceed $25,000.
o Vehicle Requirements:
m Model year at least two years earlier than the purchase date.
m Must be purchased from a dealer.
m No prior credit was claimed for the vehicle.
e Claiming the Credit: Similar to the new vehicle credit, this can be transferred to the
dealer at the point of sale or claimed on your tax return. IRS

Additional Considerations:

e State Incentives: Many states offer additional incentives for EV purchases. Check your
state's specific programs for potential benefits.

e Documentation: Maintain records of the purchase, including the vehicle's VIN, to
substantiate your claim.

For comprehensive details and the latest updates, refer to the IRS guidelines on Clean Vehicle
Tax Credits.

7. Medical and Child Care Expenses

Understanding deductions and credits for personal care can lead to significant savings.
a. Medical Expenses Deduction

For the 2024 tax year, taxpayers who itemize deductions on their federal income tax returns
may deduct qualified unreimbursed medical and dental expenses that exceed 7.5% of their
adjusted gross income (AGI). This deduction is available for expenses paid for the taxpayer,
their spouse, and dependents.

Eligible Medical Expenses:

e Payments to medical practitioners, including doctors, dentists, surgeons, chiropractors,
psychiatrists, psychologists, and other qualified professionals.

Costs for hospital and nursing home care.

Payments for prescription medications and insulin.

Expenses for medical equipment, supplies, and diagnostic devices.

Premiums for medical, dental, and long-term care insurance.

Transportation costs essential for medical care, including mileage at the standard
medical rate.

e Certain home modifications prescribed by a physician for medical reasons.

Non-Deductible Expenses:

e Expenses reimbursed by insurance or other sources.

e Costs for general health items such as vitamins, over-the-counter medications, and
non-prescription supplements.

e Expenses for cosmetic surgery not deemed medically necessary.

e Funeral and burial expenses.

e Non-prescription nicotine products.

Calculating the Deduction:

1. Determine Total Qualified Expenses: Sum all eligible unreimbursed medical and
dental expenses paid during the tax year.
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2. Calculate 7.5% of AGI: Multiply your AGI by 7.5% (0.075).
3. Subtract 7.5% of AGI from Total Expenses: The amount exceeding 7.5% of your AGI
is the deductible portion.

Example: If your AGl is $50,000 and you have $6,000 in qualified medical expenses:

e 7.5% of $50,000 = $3,750
e $6,000 (total expenses) — $3,750 = $2,250 (deductible amount)

Claiming the Deduction:

e |temize deductions using Schedule A (Form 1040).
e Report the total qualified medical expenses and the calculated deductible amount.

Documentation:

e Maintain detailed records, including receipts, invoices, and statements, to substantiate
your expenses.

e Ensure documentation specifies the nature of the expense and the recipient of the
service.

Considerations:

e The standard deduction for 2024 is $14,600 for single filers and $29,200 for married
couples filing jointly. Itemizing is beneficial only if total itemized deductions exceed the
standard deduction.

e Review IRS Publication 502, "Medical and Dental Expenses," for comprehensive
guidance on eligible expenses and deduction procedures.

b. Child and Dependent Care Credit

For the 2024 tax year, the Child and Dependent Care Credit assists taxpayers in offsetting

expenses incurred for the care of qualifying individuals, enabling them to work or actively seek
employment.

Eligibility Criteria:

e Qualifying Person: The care must be provided for one or more of the following:
o A dependent child under the age of 13.
o A spouse who is physically or mentally incapable of self-care and lived with you
for more than half the year.
o Another dependent who is physically or mentally incapable of self-care, lived with
you for more than half the year, and meets certain income and support tests.
e Work-Related Expenses: Expenses must be necessary to allow you (and your spouse,
if filing jointly) to work or look for work.
e Filing Status: The credit is available to taxpayers filing as single, head of household,
qualifying widow(er), or married filing jointly. Married individuals filing separately
generally do not qualify.

Credit Amount:

e Expense Limits: You can claim up to $3,000 of eligible expenses for one qualifying
person, or up to $6,000 for two or more qualifying persons.
e Percentage of Expenses: The credit is calculated as a percentage of your eligible
expenses, ranging from 20% to 35%, depending on your adjusted gross income (AGI).
o 35% Credit: Available if your AGI is $15,000 or less.
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o Phase-Out: The credit percentage decreases by 1% for each $2,000 (or fraction
thereof) of AGI over $15,000.
o Minimum 20% Credit: Applies if your AGI exceeds $43,000.
e Maximum Credit: For one qualifying person, the maximum credit is $1,050 (35% of
$3,000). For two or more qualifying persons, the maximum credit is $2,100 (35% of
$6,000).

Qualified Expenses:

e Payments made for the care of a qualifying person to enable you to work or look for
work.

e Expenses for in-home care, daycare centers, and certain household services.

e Payments to relatives may qualify, but not if the relative is your dependent or your child
under age 19.

Claiming the Credit:

e Complete Form 2441, "Child and Dependent Care Expenses," and attach it to your Form
1040 or 1040-SR.

e Provide the name, address, and taxpayer identification number (TIN) of the care
provider.

Considerations:

e The credit is nonrefundable; it can reduce your tax liability to zero but will not result in a
refund.
e Ensure you maintain records and receipts of all care expenses and provider information.

For detailed information, refer to the IRS guidelines on the Child and Dependent Care Credit.

c. Child Tax Credit

For the 2024 tax year, the Child Tax Credit (CTC) provides financial relief to eligible taxpayers
with qualifying dependent children.

Credit Amount:

e Maximum Credit: $2,000 per qualifying child under the age of 17 at the end of 2024.
e Refundable Portion: Up to $1,700 of the credit is refundable, meaning you can receive
this amount as a refund even if your tax liability is zero.

Eligibility Criteria:

e Qualifying Child Requirements:
o Age: Under 17 at the end of 2024.
o Relationship: Your son, daughter, stepchild, foster child, brother, sister,
step-sibling, or a descendant of any of them (e.g., grandchild, niece, or nephew).
o Support: Did not provide more than half of their own support during the year.
o Dependent Status: Must be claimed as a dependent on your tax return.
o Citizenship: A U.S. citizen, U.S. national, or U.S. resident alien with a valid
Social Security number.
o Residency: Lived with you for more than half of 2024.
e Income Thresholds for Phase-Out:
o Married Filing Jointly: Credit begins to phase out at a modified adjusted gross
income (MAGI) above $400,000.
o All Other Filers: Phase-out starts at a MAGI above $200,000.
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o The credit decreases by $50 for each $1,000 (or fraction thereof) of MAGI
exceeding these thresholds.

Claiming the Credit:

e Tax Return: Claim the CTC on your federal income tax return using Form 1040 or
1040-SR.

e Schedule 8812: Complete Schedule 8812 ("Credits for Qualifying Children and Other
Dependents") to calculate the credit amount and any refundable portion.

Additional Considerations:

e Additional Child Tax Credit (ACTC): If the nonrefundable portion of the CTC exceeds
your tax liability, you may be eligible for the refundable ACTC, up to $1,700 per
qualifying child.

e Documentation: Maintain records to substantiate eligibility, including proof of the child's
age, relationship, residency, and your income.

For comprehensive details, refer to the IRS guidelines on the Child Tax Credit.

8. Investment Tax Planning

For the 2024 tax year, taxpayers can utilize capital losses to offset capital gains and potentially
reduce taxable income. The key aspects are:

Capital Loss Deduction:

o Netting Process: Short-term capital losses (from assets held one year or less) first
offset short-term capital gains; long-term capital losses (from assets held more than one
year) offset long-term capital gains.

e Cross-Offsetting: If losses exceed gains in one category, the excess can offset gains in
the other category.

Deducting Excess Losses:

e Annual Deduction Limit: If total capital losses surpass total capital gains, up to $3,000
($1,500 if married filing separately) of the net capital loss can be deducted against other
income, such as wages.

e Carryover of Unused Losses: Losses exceeding the annual limit can be carried
forward indefinitely to future tax years until fully utilized.

Example:

e Scenario: A taxpayer has $5,000 in net capital losses for 2024.

e Deduction for 2024: $3,000 is deducted against other income.

e Carryover to 2025: The remaining $2,000 is carried forward to offset gains or deduct
against income in subsequent years.

Reporting Requirements:

e Forms to Use: Report capital gains and losses on Form 8949 and Schedule D (Form
1040).

e Carryover Calculation: Use the Capital Loss Carryover Worksheet in the Schedule D
instructions to determine the amount to carry forward.
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Considerations:

e Personal-Use Property: Losses from the sale of personal-use property, like a primary
residence or personal vehicle, are not deductible.

e Wash Sale Rule: Selling a security at a loss and repurchasing a substantially identical
security within 30 days before or after the sale disallows the loss deduction.

For comprehensive guidance, refer to IRS Publication 550, "Investment Income and
Expenses."

9. Review and Adjust Withholding

Ensuring the correct amount of tax is withheld can prevent surprises at tax time.

e Tweak Your W-4:

o Adjust your withholding allowances if you've paid too little or too much tax.
e IRS Withholding Calculator:

o Use the |IRS Tax Withholding Estimator to determine the appropriate amount.
e Benefits:

o Avoid underpayment penalties.

o Increase your take-home pay if over-withholding.

10. State and Local Tax (SALT) Deduction

Understanding the SALT deduction can help maximize itemized deductions.

e Understand the Cap:
o Deduct up to $10,000 ($5,000 if married filing separately) in state and local taxes.
e Prepay Taxes:
o Consider paying property or state income taxes before year-end to maximize
deductions, if beneficial.
e Alternative Minimum Tax (AMT):
o Be cautious, as prepaying taxes may not benefit those subject to the AMT.

11. Other Tax Credits and Deductions

Explore additional opportunities to reduce your tax liability.

e Adoption Credit:
o Credit Amount: Up to $16,000 per child in 2024.
o Eligible Expenses: Adoption fees, court costs, attorney fees.
e Credit for the Elderly or Disabled:
o Eligibility:
m Age 65 or older, or under 65 and retired on permanent disability.
m Limited income thresholds apply.
o Credit Amount: Ranges from $3,750 to $7,500, subject to income limits.
e Earned Income Credit (EIC):
o Eligibility:
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m Low to moderate-income workers.
m  Must meet certain income and family size requirements.
o Credit Amount: Up to $7,600 for taxpayers with three or more qualifying
children.

12. Record Keeping and Documentation
Proper documentation is crucial for claiming deductions and credits.

e Income Records:
o W-2s, 1099s, and other income statements.
e Expense Receipts:
o Keep receipts for deductible expenses such as charitable contributions, medical
expenses, and business expenses.
e Investment Statements:
o Records of stock purchases, sales, dividends, and capital gains distributions.
e Retirement Account Statements:
o Document contributions to 401(k)s, IRAs, and other retirement accounts.
¢ Home-Related Documents:
o Mortgage interest statements (Form 1098).
o Property tax receipts.
o Records of home improvements for potential capital gains exclusions.
e Business Records (if applicable):
o Detailed logs of business expenses.
o Mileage logs for business travel.
o Home office expense calculations.

13. In-Depth Guide to Itemized Deductions

Understanding itemized deductions is crucial for maximizing your tax savings. ltemized
deductions allow you to deduct specific expenses from your adjusted gross income (AGI),
potentially reducing your taxable income more than the standard deduction would. This section
provides an exhaustive list of itemizable expenses, explains when itemizing makes sense, and
offers examples to help you decide which option is best for your situation.

a. Standard Deduction vs. Itemizing
Standard Deduction Amounts for 2024:

Single Filers: $14,600

Married Filing Jointly: $29,200
Head of Household: $21,900
Married Filing Separately: $14,600

When Does Itemizing Make Sense?

You should consider itemizing your deductions if your total allowable itemized deductions
exceed the standard deduction for your filing status. Itemizing can be particularly beneficial if
you have:
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High medical expenses

Significant mortgage interest payments

Large property and state income or sales taxes

Substantial charitable contributions

Casualty and theft losses from a federally declared disaster

b. List of Itemized Deductions

Below is a comprehensive list of expenses that can be itemized on Schedule A of your tax
return.

1. Medical and Dental Expenses
o Eligibility: Deduct unreimbursed medical and dental expenses that exceed 7.5%
of your AGI.
o Qualifying Expenses:
m Payments to doctors, dentists, surgeons
m Prescription medications and insulin
m Medical equipment (e.g., wheelchairs, crutches)
m Long-term care expenses
m Transportation costs for medical care (mileage, tolls, parking)
2. State and Local Taxes (SALT)
o Deduction Limit: Up to $10,000 ($5,000 if married filing separately).
o Includes:
m State and local income taxes or sales taxes (you can choose either)
m Real estate (property) taxes
m Personal property taxes (e.g., vehicle registration fees based on value)
3. Home Mortgage Interest
o Eligibility: Interest on mortgages up to $750,000 ($375,000 if married filing
separately) taken out after December 15, 2017.
o Includes:
m Primary and secondary home mortgages
m Points paid on mortgage loans
m Mortgage insurance premiums (subject to income limitations)
4. Charitable Contributions
o Deduction Limits:
m Cash donations: Up to 60% of your AGI.
m Non-cash donations: Fair market value of the donated items.
o Qualifying Organizations: Must be recognized by the IRS as tax-exempt.
o Records Required:
m Receipts or acknowledgment letters
m For donations over $250, a written acknowledgment from the charity
5. Casualty and Theft Losses
o Eligibility: Only losses from federally declared disasters are deductible.
o Calculation:
m Deductible amount is the loss amount minus $100, and the total must
exceed 10% of your AGI.
6. Gambling Losses
o Deduction Limit: Up to the amount of gambling winnings reported as income.
o Records Required:
m Receipts, tickets, statements showing winnings and losses
7. Investment Interest Expense
o Eligibility: Interest paid on money borrowed to purchase taxable investments.
o Deduction Limit: Up to your net investment income for the year.
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8. Miscellaneous Deductions
o Unreimbursed Employee Expenses (for certain professions like armed forces
reservists, qualified performing artists, fee-based government officials):
m Uniforms, equipment, travel expenses
o Tax Preparation Fees:
m Deductible for certain taxpayers, such as those with income from a
business or rental property.
9. Education Expenses
o Not typically itemized, but certain education expenses may qualify:
m Interest on student loans (deducted above-the-line)
m  Work-related education expenses (for self-employed individuals)
10. Medical Mileage
o Rate: Deduct medical mileage at the standard rate (e.g., 21 cents per mile for
medical purposes in 2024).
o Includes:
m Trips to doctors, pharmacies, therapy sessions

c. Example: When Itemizing Makes Sense
Scenario for a Married Couple Filing Jointly

e Standard Deduction: $29,200 (for 2024)
e |temized Deductions:
o Medical Expenses:
m  AGI: $100,000
m Medical expenses paid: $12,500
m Deductible amount: $12,500 - (7.5% of $100,000) = $5,000
o State and Local Taxes (SALT):
m State income tax: $6,000
m Property tax: $5,000
m Total SALT deduction: Capped at $10,000
o Mortgage Interest:
m Interest paid: $9,000
o Charitable Contributions:
m Cash donations: $5,000
o Total Itemized Deductions:
m  $5,000 (Medical) + $10,000 (SALT) + $10,000 (Mortgage Interest) +
$5,000 (Charity) = $30,000

Analysis

e Itemized Deductions Total: $30,000
e Standard Deduction: $29,200
e Benefit of Itemizing: $30,000 - $29,200 = $800 additional deductions

In this scenario, the couple would benefit from itemizing because their total itemized deductions
exceed the standard deduction by $800, reducing their taxable income further.

d. Tips for Maximizing Itemized Deductions

1. Bunching Deductions
o Strategy: Accelerate or defer certain expenses to concentrate deductions in a
single tax year.
o Application:
m Make two years' worth of charitable donations in one year.
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m Pay January's mortgage payment in December to include the interest in
the current year.
2. Keep Detailed Records
o Importance: Accurate records are essential for substantiating deductions in case
of an audit.
o Action Items:
m Maintain receipts, bills, and acknowledgment letters.
m Use apps or spreadsheets to track expenses throughout the year.
3. Review State Tax Laws
o Reason: Some states have different rules for deductions.
o Example:
m State taxes may allow deductions not permitted on the federal return.
4. Consult a Tax Professional
o Benefit: Personalized advice can identify deductions you may have overlooked.

e. Limitations and Phase-Outs

1. Overall Limitations
o Prior to the Tax Cuts and Jobs Act (TCJA) of 2017, high-income taxpayers faced
limitations on itemized deductions (Pease Limitation). The TCJA suspended
these limitations through 2025.
2. Alternative Minimum Tax (AMT)
o Impact: Certain itemized deductions are not allowed under the AMT calculation.
o Consideration: High-income taxpayers should calculate taxes under both
regular and AMT rules.

f. Deciding Between Standard Deduction and Itemizing
Factors to Consider

e Total Itemizable Expenses: Sum all potential deductions.

e Filing Status: Standard deduction amounts vary by status.

e Tax Planning Goals: Consider future income changes, anticipated expenses, and tax
law changes.

Steps to Decide

1. Calculate Potential Itemized Deductions

o Use the list provided to total all eligible expenses.
2. Compare to Standard Deduction

o Use the standard deduction amount for your filing status.
3. Choose the Higher Amount

o Select the option that results in the lowest taxable income.

Example for a Single Filer

e Standard Deduction: $14,600 (for 2023)

e Itemized Deductions:

Medical Expenses: Not enough to exceed 7.5% of AGI

SALT Taxes: $8,000 (capped at $10,000)

Mortgage Interest: $4,000

Charitable Contributions: $1,500

Total Itemized Deductions: $8,000 + $4,000 + $1,500 = $13,500

O O O O O

Analysis


https://www.sdocpa.com/?utm_source=article&utm_medium=pdf&utm_campaign=tax_planning_2024
https://www.sdocpa.com/disclaimer/?utm_source=article&utm_medium=pdf&utm_campaign=tax_planning_2024

e Itemized Deductions Total: $13,500
e Standard Deduction: $14,600
e Recommendation: Take the standard deduction, as it offers a higher deduction amount.

g. Future Considerations
As tax laws are subject to change, it's essential to stay informed about:

e Legislative Changes: Potential adjustments to deduction limits or eligible expenses.

e Expiration of Provisions: Some provisions of the TCJA are set to expire after 2025
unless extended by Congress.

e Inflation Adjustments: Standard deduction amounts and phase-out thresholds may
increase due to inflation.

Action Steps

e Monitor IRS Announcements: Check for updates on standard deduction amounts and
itemized deduction rules for 2024.

e Consult Tax Professionals Annually: Ensure you're taking advantage of all available
deductions.

By thoroughly understanding itemized deductions and carefully evaluating your expenses, you
can make an informed decision between itemizing and taking the standard deduction. This
strategic choice can lead to significant tax savings and contribute to a more efficient tax plan.

14. Regularly Review and Update Beneficiary Designations

As part of a comprehensive financial plan, it is crucial to regularly review and update beneficiary
designations for retirement accounts and other financial assets. Life changes such as marriage,
divorce, the birth of a child, or the death of a previously designated beneficiary should trigger an
immediate review of these designations.

a. Importance of Keeping Beneficiary Information Updated

e Major Life Events: Beneficiary designations should be updated following major life
events. Failing to update these could result in unintended beneficiaries or disputes
among family members.

e Completeness and Accuracy: Ensure all beneficiary forms are complete and legible,
with percentages specified for each beneficiary, totaling 100%.

b. Changes in Distribution Rules

e Retirement Account Distribution Rules: The rules governing retirement account
distributions have changed significantly in recent years, including updates to the
SECURE Act. Understanding how these changes could impact the tax consequences
for your beneficiaries is essential.

c. Benefits of Regularly Reviewing Beneficiary Designations

e Avoid Litigation: Keeping beneficiary designations up to date reduces the likelihood of
litigation or disputes among family members after your death.


https://www.sdocpa.com/?utm_source=article&utm_medium=pdf&utm_campaign=tax_planning_2024
https://www.sdocpa.com/disclaimer/?utm_source=article&utm_medium=pdf&utm_campaign=tax_planning_2024

e Ensure Wishes are Honored: Properly designated beneficiaries ensure your assets are
distributed according to your wishes, avoiding potential conflicts or unintended
distributions.

d. Action Steps

e Annual Review: Review your beneficiary designations for your financial yearly
check-up.

e Coordinate with Estate Planning: Ensure your beneficiary designations align with your
overall estate planning goals to avoid conflicts between your will and designated
beneficiaries.

Conclusion

Effective end-of-year tax planning is a powerful tool for optimizing your financial health. By
understanding and leveraging available tax deductions and credits for 2024, you can
significantly reduce your tax liability. Whether you choose the standard deduction or itemize,
proactive planning ensures you maximize your savings. It's advisable to consult with a tax
professional to tailor these strategies to your unique circumstances and navigate any complex
tax issues.

Summary Chart: Key Tax Deductions and Credits for 2024

Category Deduction/Credit Amount for 2024 Eligibility Criteria
Type
Retirement 401(k) Contributions  Up to $23,000 (plus Individuals under 50,
Contributions $7,500 catch-up) additional for 50+
IRA Contributions Up to $7,000 ($8,000 Income limits apply
for 50+) based on AGI
Health Accounts Health Savings Up to $4,150 For high-deductible
Account (HSA) (individual) / $8,300 health plan holders
(family)
Dependent Care FSA Up to $5,000 For childcare expenses
while working
Education American Opportunity Up to $2,500 per AGI under $90,000
Credit student ($180,000 for joint)
529 Plan Contributions Varies by state State-level deductions
available
Home & Energy Mortgage Interest Interest on Primary or secondary
Deduction mortgages up to residences
$750,000
SALT Deduction Up to $10,000 Includes state and local

taxes
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Energy Efficiency Up to $1,200 Qualifying home

Credit annually improvements
Charitable Cash Donations Up to 60% of AGI Donations to qualified
Contributions charities

Non-Cash Donations Fair market value Records and receipts

required
Business Home Office Expense $5 per sq ft (up to Exclusive use of home
Deductions 300 sq ft) space for business

Section 179 Expense Up to $1,180,000 Qualifying equipment

Deduction purchased
Miscellaneous Medical Expenses Exceeding 7.5% of Unreimbursed expenses

AGI

Child Tax Credit Up to $2,000 per AGI limits apply
child

Earned Income Credit Up to $7,600 Low to moderate

(EIC) income, qualifying

children

Frequently Asked Questions (FAQ)
1. What is Tax Planning?

Tax planning is strategically analyzing one's financial situation to minimize tax liability. It involves
utilizing all available allowances, deductions, exclusions, and exemptions under the law to
reduce the amount of taxes owed.

2. Is There a Difference Between Tax Preparation and Tax Planning?

Yes, there is a difference. Tax Preparation involves compiling and submitting tax returns to the
IRS, focusing on compliance with tax laws. Tax Planning, on the other hand, is a proactive
approach that involves strategizing throughout the year to minimize tax liability and enhance
financial efficiency.

3. Is Tax Planning Only for the Wealthy?

No, tax planning is beneficial for individuals at all income levels. While high-income individuals
may have more complex financial situations, everyone can benefit from strategies that reduce
tax liability, such as contributing to retirement accounts, claiming education credits, or utilizing
deductions.

4. Who Needs Tax Planning?
Anyone who pays taxes can benefit from tax planning. It's especially crucial for:

Self-employed individuals and business owners.

Those with significant investment income.

Individuals experiencing major life events (marriage, childbirth, home purchase).
People with complex financial situations.
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5. How Does the Standard Deduction Affect My Tax Planning?

The standard deduction reduces your taxable income by a set amount, simplifying the tax
preparation process. If itemized deductions (mortgage interest, charitable contributions, medical
expenses, etc.) exceed the standard deduction, itemizing may provide more significant tax
benefits. Tax planning helps determine which option maximizes your deductions.

6. Can | Claim the American Opportunity Credit and the Lifetime Learning Credit?

You cannot claim both credits for the same student in the same tax year. However, if you have
multiple eligible students, you can claim the American Opportunity Credit for one and the
Lifetime Learning Credit for another, provided you meet each eligibility requirement.

7. How Do | Know if | Should Adjust My Withholding?

If you consistently owe taxes at the end of the year or receive large refunds, it's a sign that your
withholding may not match your actual tax liability. Adjusting your W-4 form to reflect your tax
situation more accurately can help balance the amount withheld from your paycheck.

8. What Records Should | Keep for Tax Purposes?
You should keep:

Income statements (W-2s, 1099s).

Receipts for deductible expenses.

Proof of contributions to retirement accounts.

Investment purchase and sale records.

Documentation of significant life events (marriage, birth of a child).
Any correspondence from the IRS.

9. How Long Should | Keep Tax Records?

The IRS generally recommends keeping tax records for at least three years from the date you
filed your return. However, keep records for six years if you omit more than 25% of your gross
income. Keep documents related to the property until the period of limitations expires for the
year you dispose of the property.

10. What is the Benefit of Consulting a Tax Professional?

A tax professional can provide personalized advice, ensure compliance with tax laws, help
identify deductions and credits you may have missed, and represent you in dealings with the
IRS if necessary.

By taking proactive steps now, you can confidently optimize your tax situation for 2024 and
enter the new year. Start implementing these tax planning strategies today to maximize your
financial benefits.

If you're looking for professional help to maximize your deductions, visit SDO CPA.
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