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SMALL BUSINESS TAX PLANNING PART 1

This course covers strategies for a variety of small business tax planning needs. Topics in this course
include: income and deduction strategies, strategies for opening or closing a business, strategies for
running a side business, and strategies for running more than one business.

LEARNING ASSIGNMENTS AND OBJECTIVES

As a result of studying each assignment, you should be able to meet the objectives listed below each
individual assignment.

SUBJECTS

Income and Deduction Strategies

Distributions from Your Business

Tax Strategies for Opening or Closing a Business
Tax Strategies for a Sideline Business

Study the course materials from pages 1 to 51
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

Identify beneficial income and deduction strategies

» Recall the account used by S corporations to keep tabs on undistributed amounts that were taxed to
shareholders

Identify workable strategies when opening or closing a business.

Identify tax strategies when running a side business.
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NOTICE

This course and test have been adapted from supplemental materials and uses the materials
entitled J.K. Lasser’s Small Business Taxes 2021 © 2021 by Barbara Weltman. Displayed by
permission of the publisher, John Wiley & Sons, Inc., Hoboken, New Jersey.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best
efforts in preparing this book, they make no representations or warranties with respect to the
accuracy or completeness of the contents of this book and specifically disclaim any implied
warranties or merchantability or fitness for a particular purpose. No warranty may be created
or extended by sales representatives or written sales materials. The advice and strategies
contained herein may not be suitable for your situation. You should consult with a professional
where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any
other commercial damages, including but not limited to special, incidental, consequential, or
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
out any warranties of any kind, express or implied. CCH INCORPORATED AND ITS LICEN-
SORS AND AFFILIATES DISCLAIM ALL WARRANTIES WITH RESPECT TO THE LICENSED
CONTENT, EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO, WARRANTIES

OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, NON-INFRINGEMENT,
TITLE, QUIET ENJOYMENT AND INFORMATION COMPLETENESS, CURRENCY OR AC-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities
and obligations with respect to any decision or advice made or given as a result of the use or
application of the Licensed Content. CCH and its licensors and affiliates are not engaged in the
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting,
tax or other expert assistance is required, the services of a competent professional should be
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal,
accounting, or other professional advice and assumes no liability whatsoever in connection
with its use. Since laws are constantly changing, and are subject to differing interpretations, we
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

© Pacific CPE, LP 2023

Program publication date 12/07/22
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EXAM OUTLINE

TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions
and is based specifically on the information covered in the course materials.

* ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final
exam is provided at the end of these course materials for your convenience, however you
must submit your answers online to receive credit for the course.

* LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

+ PROCESSING: You will receive the score for your final exam immediately after it is
submitted. A score of 70% or better is required to pass.

+ CERTIFICATE OF COMPLETION: Will be available in your account to view online or
print. If you do not pass an exam, it can be retaken free of charge.
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CHAPTER 1: INCOME AND DEDUCTION STRATEGIES

Chapter Objective

After completing this chapter, you should be able to:

* |dentify beneficial income and deduction strategies.

Understanding what income you must report and the various business deductions you may claim is only
half the job. You must also know when to report income and when to postpone it, when to claim certain
deductions and when not to claim them. You should also be aware of the common traps that business
owners often fall into with their income and deductions so you can audit-proof your return to the extent
possible.

Tax planning is always complicated, but this is a time of particular confusion. While many of the tax
changes made by recent legislation are permanent, many others are temporary. For example, the
lowered individual income tax rates and the qualified business income deduction for owners of pass-
through entities are set to expire at the end of 2025 and the noncorporate loss limitation applies
through 2028. COVID-19-related changes ended in 2021. What's more, new legislation always contains
uncertainties requiring technical corrections in Congress or IRS guidance. Finally, it is important to
recognize that you should not always go at it alone. You may want the assistance of tax professionals
or additional information from the IRS. You need to know how to obtain referrals to tax professionals.
You also should know some important IRS telephone numbers to call for assistance. This information is
included throughout this chapter for your convenience.

TAX-SAVING TIPS

Tax-Planning Decisions

Some deductions are under your control because you can decide whether to incur the expenditure. Also,
sometimes you are permitted to make tax elections on when to report income or when to claim write-offs.
Here are some pointers that can help you minimize your income and maximize your deductions. Or, you
can follow the reverse strategy if you already have losses for the year and want to accelerate income to
offset those losses (and defer deductions).

» Cash-basis businesses. If you account for your expenses and income on a cash basis,
you can influence when you receive income and claim deductions for year-end items. For
example, you can delay billing out for services or merchandise so that payment will be
received in the following year. In deferring income for services or goods sold, do not delay
billing so that collection may be in jeopardy. Also factor in your tax bracket for this year
and the bracket you expect to be in next year. If you will be in a higher tax bracket next
year because your income will be greater or because of tax law changes, you may not
want to defer income. You may prefer to bill and collect as soon as possible to report the
income in the lower-tax year.
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On the flip side, as a year-end tax planning strategy you can accelerate deductions
by paying outstanding bills and stocking up on supplies. Again, determine whether
accelerating deductions makes sense for you.

However, in accelerating deductions, do not prepay expenses that relate to items
extending beyond one year. For example, if you pay a 3-year subscription to a trade
magazine, you can deduct only the portion of the subscription (one-third) that relates to
the current year; the balance is deductible in future years as allocated.

_—
I’ ‘E ; For cash basis businesses, in deciding whether to defer income and accelerate
deductions, factor in the possibility of future tax rate increases.

» Accrual method businesses. The board of directors of an accrual-basis C corporation can
authorize a charitable contribution and make note of it in the corporate minutes. A current
deduction can be claimed even if the contribution is paid after the end of the year (as long
as it is paid no later than 272 months after the close of the year).

Similarly, accrual method businesses can accrue bonuses and other payments to
employees in the current year that are paid within 22 months of the close of the year.
However, this rule does not extend to payments to S corporation owner-employees—
payments are deductible only when received by the owner-employees.

» Owner participation. If you own a business, be sure that your level of participation for 2022
is sufficient to allow you to deduct all your losses under the passive loss limitation rules
and avoid the 3.8% tax on net investment income. Increase your level of participation,
and keep records of how and when you participated in the business.

» Increase basis to fully utilize losses. If you are an owner in a pass-through entity, your
share of losses generally is deductible only to the extent of your basis in the business.
Explore ways in which to increase your basis so that the losses can be fully utilized. For
example, if you are an S corporation shareholder, you can increase basis by lending funds
to your business. Alternatively, you can work with the corporation’s lenders to restructure
debt, making you primarily liable for the amount borrowed (which you then lend to the
corporation and increase basis).

*  Minimize FICA. Owners who work for their corporations may be able to extract distributions
on a FICA-free basis by arranging loans or rentals to the business and taking payments in
the form of interest or rents. Of course, these arrangements must be bona fide. However,
S corporation shareholders who perform substantial services for their corporation should
not erroneously characterize compensation as dividends. And W-2 wages are important
for optimizing the qualified business income deduction.
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* Review qualified plan selection. If you are self-employed and use an IRA, SEP, SIMPLE,
or other qualified plan to save for retirement, review your choice of plan annually to see if
it optimizes your benefits while keeping costs down.

Similarly, corporations should review existing plans to see whether terminations or other
courses of action are warranted as cost-cutting measures. If you want to terminate one
plan and begin another, do not do so without consulting a pension expert. You must be
sure that your old plan is in full compliance with the tax laws before it is terminated.

» Carry medical coverage for yourself and employees. Buy the kind of coverage you can
afford as long as it meets minimum essential coverage requirements. The business picks
up the expense for your personal insurance protection. Even if you cannot receive this
benefit on a tax-free basis (if, for example, you are a partner or S corporation shareholder
who must include business-paid insurance in your income), you may deduct 100% of the
coverage on your individual return.

You can reduce the cost of coverage to the business by buying a high-deductible plan that
allows employees to contribute to health savings accounts (HSAs) on a tax-deductible
basis. Alternatively, you can make deductible contributions to an HSA on behalf of your
employees. If you are not subject to the employer mandate under the Affordable Care
Act, you can shift most of the cost of coverage to employees by adopting a premium-only
cafeteria plan. Or you may be able to use a type of health reimbursement arrangement
to help employees pay for their individually-obtained coverage.

You may be able to use other reimbursement options, such as an Excepted Benefit
Health Reimbursement Arrangement, to pay for certain costs not covered by insurance.

If you pay at least half the premiums for your employees and qualify as a small employer,
you can claim a tax credit for a percentage of your payments.

» Institute other employee benefit plans. If you have a C corporation that is profitable and
you are a shareholder-employee, you may be able to turn your nondeductible personal
expenses into deductible business expenses. For example, you can have the corporation
institute a group term life insurance plan for employees and obtain tax-free coverage
up to $50,000. Of course, in weighing the advantages and disadvantages of employee
benefit plans, be sure to consider the cost of covering rank-and-file employees, since
most benefit plans have strict nondiscrimination rules. Also, take into account the fact that
employer-paid educational assistance and adoption assistance plans cannot give more
than 5% of benefits to shareholders owning more than 5% of the stock, usually making
such plans undesirable for closely held corporations.

» Adopt expense reimbursement arrangements. If your corporation reimburses you for
travel, work-from-home expenses (e.g., internet access fees), and other business costs,
be sure that the arrangement is treated as an accountable plan. This will ensure that not
only does the corporation save on employment taxes, but also that you are not taxed on
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