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to Year-End
Tax Planning 

Some of these tips help you to save
time and money, while others help you
avoid costly penalties and interest on

both federal and state taxes.



The Business Owner’s Guide to Year-End Tax Planning 

"Yes. Taxes are a colossal expense for most businesses and individuals. But they’re

also one of the best ways for you to save money and grow your wealth. And with

the right experts, it’s an effortless experience." - Chase Insogna, CPA
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Do I need to set up an LLC S-Corp before

year-end to save on taxes?

How much should I pay myself a W2 salary by

December 31?

What are the best retirement accounts to

maximize your tax savings?

Should I buy equipment before year-end?

Did you sell anything online in 2021?

How does my company's accounting method

impact its bottom line?

What do I need to know about paying a bonus

to myself or employees?

What are some other year-end tax planning

strategies I should know?

About Insogna, CPA

As we approach the end of the year, it is that time

of the year where we give thanks for the past and

begin our tax/financial planning for the future. At

year-end and looking ahead, individuals and

businesses need to incorporate traditional, as well

as innovative, strategies into year-end planning.

In this document, we’ll talk about practices business

owners should consider as they plan for year-end,

including:
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Best legal structure for your business goals, and 

Most tax beneficial that keeps more money in your pocket annually. 

Do I need to set up an LLC S-Corp before year-end to save on taxes?
Most businesses begin as a sole proprietorship only because it is easier to start and requires less paperwork

and regulatory overhead, and therefore generally costs less than filing as a Limited Liability Company (LLC) or

Incorporation (INC).

However, each has certain tax strategy advantages so it is important to carefully consider which status is the: 

1.

2.

You can also elect either entity to be treated as an S-Corp to save your business from paying more money to

the IRS.

For those choosing either the LLC or INC entity structure, an S Corp status allows the business to use “pass-

through taxation” (i.e., business income goes directly to owners instead of the corporation) to potentially save

money, instead of the LLC’s profits being subject to payroll taxes, or an INC’s profits being taxed at the C-

Corporation tax level and then subject to payroll taxes and taxable dividends when distributing the money out.

Brief Overview of an INC Structure
INC status offers business owners (i.e., shareholders) the strongest protection from business liabilities as it is a

separate legal entity from the owners and shareholders.

Keep in mind that when initially setting up an INC the IRS automatically treats the entity as a C-Corp and

therefore all profits and losses flow to the corporation, where taxes are paid at C-Corp tax rates. While

business expenses, retirement plan costs, and even employee benefits can be deducted by the corporation,

the only way to extract money for a shareholder/business owner with a C-Corp is to pay themselves

dividends or W2 salary.

The dividends paid out to the shareholders, however, as well as W2 income paid to the shareholder/owner, is

taxable income on an individual’s 1040. This is what is meant by “double taxation,” as the most common way

for an owner to extract money from a C-Corp tax structure is to pay themselves dividends (taxed as individual

dividend rates + Net Investment Income Tax) and pay themselves as a W2 employee paying payroll taxes on

all of your W2 salaries.

But what if you elected S-Corp status for your INC? You’d be able to just pay payroll taxes on a “reasonable”

W2 salary and the rest would be taxed at your individual effective tax rate.
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Brief Overview of an LLC Structure
A Limited Liability Company (LLC) is the most common alternative to the INC. The business structure of an

LLC has more flexibility than an INC, is easier to maintain without the required annual meetings and minutes,

and still provides a good deal of protection from legal liability as long as you separate business and personal

expenses from the LLC accounting and operations.

LLCs are generally classified as pass-through entities and any profits and losses are passed through to the

members of the LLC, and claimed on the member’s personal tax returns, unless the LLC members elect to

have the company taxed as a C-Corp where profits are taxed at the corporate tax rate.

How can electing S-Corp Status with the IRS benefit me?
Becoming an S Corp is done strictly for tax purposes. A business stays the same legal structure of an INC or

LLC status, but by electing S Corp status the business can elect to have their profits and losses pass-through

to their individual 1040 tax return to potentially save on paying more taxes than necessary.

The main reason for choosing to elect S-Corp tax status is to avoid paying payroll taxes on all of your profits,

and avoid double-taxation. Instead, an S-Corp election allows for business owners to pay themselves a

“reasonable” salary, and only pay payroll taxes (Social Security, Medicare, Federal Unemployment and State

Unemployment tax) on the salary. 

Is electing S-Corp Status the right choice for my business?
While all S-Corps profits and losses are passed through to an individual’s 1040, it is not beneficial to all

businesses. For startups looking to take on equity investment, businesses looking to offer equity compensation,

or partnerships looking to split profit/loss and equity interests an S-Corp election would not be the right

choice.

In order to maintain an S-Corp tax election, the business must be a U.S. LLC or INC with only one class of

stock and less than 100 shareholders. All shareholders must be individuals, estates, or specific qualified trusts.

Each shareholder must consent in writing to the S Corp election, and must be a U.S. Citizen or permanent

resident alien with a U.S. Social Security number. Finally, the tax year for an S Corp must end on December 31.

You can also update your tax election with the IRS at any time by a majority shareholder vote. There may be

tax consequences for doing so. Lastly, note that given the 199A (Qualified Business Income Deduction)

deduction, electing S-Corp status becomes potentially more beneficial to maximizing your tax savings

depending on your industry.

If you’re considering changing your business entity status or starting a new business altogether, reach out to us

to help you register the appropriate business entity for your needs. 
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https://www.aicpa.org/resources/article/s-corporation-reasonable-compensation
https://www.irs.gov/newsroom/qualified-business-income-deduction
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How much should I pay myself a W2 salary by

December 31?
How to pay yourself as a business owner depends on the

business structure, the stage of growth of your business, and

other factors.

There are two main ways to pay yourself as a business owner:

Salary: You pay yourself a regular salary, withholding taxes

from your paycheck. This is legally required for businesses that

are structured as S- or C-corporations or a limited liability

company (LLC) taxed as a corporation. The IRS has a

“reasonable” compensation requirement, which means your

salary should be comparable with what someone else doing

the same job in your industry would be paid.

Mixing personal and business finances

Not budgeting for taxes

Not paying yourself enough W2 salary and risking an IRS audit, per IRS rules on S-Corporation reasonable

salary.

Owner’s draw: Outside of running W2 payroll, if you are a sole-proprietor, S-Corp or Partnership, all remaining

money in your business account can be distributed to the owners, equally per their ownership percentage, at

any time. You are taxed on all of your profits annually, so all the remaining cash in your business account is yours

to choose what you do with. Just remember you will owe federal tax on your profits when filing your personal

1040 taxes.

How to decide?
Your specific business structure dictates whether you can take a salary and/or an owner’s draw. 

How much should you pay yourself?
Great question! We get this one all the time. Most people just guess an amount, which usually causes them to

over-pay unnecessary payroll taxes, which is a waste of money. Your reasonable salary should be based on your

business's net profit, which is your business revenue minus all business expenses, and/or using our third-party

software answering a number of questions to determine what your maximum salary amount should be. What

you want to avoid is risking an IRS audit because you did not pay yourself a high enough W2 salary, or have any

justification with how you came up with your W2 salary amount.

Avoid These Mistakes

Ideally, your compensation should be part of your business plan. Your financial projections should include the

amount of your salary or owner’s draw to help you understand what your business needs to grow. If you need

help determining which method works best for your situation, give us a call. 

Insogna CPA | https://insognacpa.com
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One of the best ways for business owners to reduce their

taxable income (and build personal wealth) is to contribute to

their own retirement plan. One note for business owners to be

aware of is that if the business currently employs W2

employees, then a business owner contributing to a retirement

plan may be disallowed per IRS/ERISA rules. Fortunately,

business owners who qualify have several options to choose

from below:

SEP IRA - If you are self-employed, you can contribute 25

percent of your self-employment earnings into a SEP IRA, per

year, with a maximum contribution of $58,000 for 2021. There

are no catch-up contributions for SEP IRAs. With no year-end

deadline, a SEP IRA can be set up just before filing your taxes

for the previous year.
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What are the best retirement accounts to maximize your tax savings?

Solo 401(k) - If you are your only employee, you can easily set up a Solo 401(k) to contribute to before

December 31. If you have elected S-Corp status, you will need to have payroll set up and run this 401(k)

contribution through payroll to properly report on your W2. If your business qualifies for a 401(k), contributing

to this retirement plan allows a business owner to take advantage of putting up to $19,500 (for 2021) into a

Roth 401 (k) (post-tax) as an employee deferral, which can be beneficial for those looking to max out Roth

contributions annually. Additionally, the business can match up to 100 percent of your employee deferral

amount and contribute profit-sharing up to 25 percent of your W2 salary – up to a maximum of $58,000 (or

$64,00 for those over 50). The match and profit-sharing are both pre-tax contributions that your business gets

to expense and help lower the business's taxable income for the year. Also, if your spouse works with you in

the business, he or she can be included in this plan, essentially doubling the amount your household can

contribute to retirement and helping the business with additional tax savings.

Defined-Benefit Pension Plan – For those needing huge tax savings, the defined-benefit pension plan, also

known as a cash-balance plan, is king. Combine it with a 401(k) profit-sharing plan, and your business could

sock away a few hundred thousand dollars per year. However, defined benefit pension plans are the most

complicated of the business retirement plans to set up because the plan design is complex, time-consuming,

has costs involved, and generally requires a five-year contribution commitment. A defined benefit plan is worth

setting up for higher-income business owners willing and able to max out contributions to both their 401(k) and

defined benefit plans, as contribution limits can be in the six figures annually depending on the business

owner's age and W2 income.

https://www.forbes.com/advisor/retirement/best-retirement-plans/
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Should I buy equipment before year-end? 
If you’re looking for a big deduction (what’s better than 100

percent), the Section 179 Deduction Limit for 2021 is

$1,050,000. That means your company can deduct the full cost

of qualifying equipment (new or used), up to that amount. The

deduction is good until you meet $2.62 million in purchases for

the year. 

The equipment must be purchased and put into service by

11:59 p.m., December 31, 2021. Keep in mind, with the supply

chain shortages taking place, you’ll want to make those

purchases sooner rather than later. 

How much can I save? 
Section 179.org offers a simple-to-use calculator to help you

estimate your tax savings. Enter the price of your equipment or

software to see how much you can save. 

What qualifies? 
According to the Section 179 FAQs, “Most tangible equipment

that businesses purchase or lease will qualify for the

deduction.”
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Common equipment includes machinery, computers, computer off-the-shelf software, office furniture and

equipment, qualifying vehicles, or other tangible goods. Qualifying business vehicles with a gross vehicle weight

in excess of 6,000 pounds are also included. Property attached to your building that is not a structural

component of the building (i.e., a printing press, large manufacturing tools and equipment) is included. Also,

certain improvements to existing non-residential buildings, such as fire suppression, alarms and security

systems, HVAC, and roofing are included.

Now is the time to act on this big tax saver. Each year this deduction changes (sometimes even mid-year). So,

take advantage of this tax break while it’s still available. Contact us to make sure you’re getting all the

equipment deductions you can. 

https://www.section179.org/
https://www.section179.org/section_179_calculator/
https://www.section179.org/section_179_faqs/
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Orders received by salespersons while working away from their office will be sourced to the location from

where the salesperson works if the location meets the definition of a place of business.

Orders received by a shopping website or shopping application will be sourced to the Texas customer's

location unless fulfilled by the seller's Texas place of business.

Did you sell anything online in 2021? 
What you need to know about Texas sales tax.
Rule 3.334, Local Sales and Use Taxes, effective May 31, 2020, implemented several provisions related to local

tax collection by remote sellers and marketplace providers.

According to the Sales Tax Institute, “April 1, 2020, if a remote seller’s combined sales (sales made directly

through their own website plus sales made through a marketplace facilitator) exceed the $500,000 economic

nexus threshold, then the seller is required to apply for a Texas sales tax permit and collect and remit tax on its

sales into Texas that are not made through a marketplace provider.”

Effective October 1, 2021, the Texas Comptroller of Public Accounts, states, 

Plus, Texas imposed a 6.25 percent state sales-and-use tax on all retail sales, leases and rentals of most goods,

as well as taxable services. Local taxing jurisdictions (cities, counties, special purpose districts and transit

authorities) can also impose up to 2 percent sales and use tax for a maximum combined rate of 8.25 percent.             

If you have question about sales tax use for your Texas-based company, give us a call. We’re here to help you

keep as much money in your pocket as legally possible. 

https://texreg.sos.state.tx.us/public/readtac%24ext.TacPage?sl=R&app=9&p_dir=&p_rloc=&p_tloc=&p_ploc=&pg=1&p_tac=&ti=34&pt=1&ch=3&rl=334
https://www.salestaxinstitute.com/resources/texas-amends-rules-for-remote-sellers-to-establish-economic-nexus
https://comptroller.texas.gov/taxes/sales/
https://insognacpa.com/contact-us/
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The difference between cash and accrual accounting

lies in the timing of when sales and purchases are

recorded. Cash accounting recognizes revenue and

expenses only when money changes hands, but accrual

accounting recognizes revenue when it’s earned, and

expenses when they’re billed (not paid).

The cash basis is easy to determine when a transaction

has occurred (the money is in the bank or out of the

bank) without the need to track receivables or

payables. Since transactions aren’t recorded, per se,

until the cash is received or paid, the business’ income

isn’t taxed until it’s in the bank.

In the accrual accounting method, revenues and

expenses are recorded when they are earned,

regardless of when the money is actually received or

paid. The upside is a more realistic idea of income and

expenses during a period of time, providing a long-term

picture that cash accounting doesn’t provide. The

downside is it doesn’t provide any awareness of cash

flow. Accrual basis accounting without careful

monitoring of cash flow can have potentially

devastating consequences.

Tax Impact
Let's say you own a business that sells machinery. If you

sell $5,000 worth of machinery in December, under the

cash method, that amount is not recorded in the books

until the customer hands you the money or you receive

the check. 

Under the accrual method, the $5,000 is recorded as

revenue immediately when the sale is made, even if you

receive the money in January and thus pay taxes on it.

The same principle applies to expenses. If you

receive an electric bill for $1,700, under the cash

method, the amount is not added to the books until

you pay the bill. 

However, under the accrual method, the $1,700 is

recorded as an expense the day you receive the bill. 

Should I use cash or accrual?
If your business is a corporation (other than an S

Corp) that averages more than $25 million in gross

receipts over the past three years, the IRS requires

you to use the accrual method. If your business

doesn’t hit those criteria, you can use the cash

method.

Keep in mind that the IRS requires companies to

use and maintain the same accounting method to

report taxable income for a year — so no changing

halfway through a tax year.

Some businesses can choose the hybrid method of

accounting, wherein they use accrual accounting for

inventory and the cash method for their income and

expenses. If you’re unsure of which accounting

method is best for your business, speak with us.

How does my company’s accounting method impact its bottom line?
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What do I need to know about paying a bonus to myself or my employees?

Accumulated sick leave

Certain commissions

Overtime pay

Prizes and awards

Back pay

The award isn’t cash, a cash equivalent (such as a gift card or money order), tickets to events, vacations,

stocks, bonds or other prohibited items.

The award is tangible personal property.

The total value of the award doesn’t exceed $1,600.

Tax withholdings aren’t the end of the story.

A bonus is always a welcome bump in pay, but it’s taxed differently from regular income. Instead of adding it

to your ordinary income and taxing it at your top marginal tax rate, the IRS considers bonuses to be

“supplemental wages” and levies a flat 22 percent federal withholding rate, unless your employer pays bonuses

alongside regular wages. Then, the tax withholding on your bonus is calculated at your regular income tax rate,

which is based on your tax bracket. When taxed this way, your initial tax withholding is higher.

In general, bonuses of any kind, including signing bonuses and severance pay, fit into the supplemental wages

category. Other examples of supplemental wages include:

Exception to the Rules
The IRS will expect its cut of any bonus you receive. Even if you receive your bonus in cash, gift cards, a

vacation, or some other benefit. The exception to this rule is if your bonus can qualify as an employee

achievement award. 

You might be able to avoid paying federal income taxes under the following conditions:

The method used to calculate the federal withholding on your bonus can have a big impact on your take-

home pay. Still, you won’t know how much you actually owe the IRS until you file your tax return the following

year.

You can reduce the risk of owing the IRS money by reviewing your W-4 withholdings. The IRS Tax

Withholding Estimator is a good place to start. Also, if you receive a large bonus or your financial

circumstances change, it may be best to talk to speak with us for advice.

Lowering Your Tax Withholding on a Bonus
Want to lower the amount of taxes withheld from your bonus? Consider paying a bonus separately from a

regular paycheck. From there, you can see if you should calculate its tax withholding at the 22 percent flat rate

the IRS allows for supplemental wages.

Reported tips

Retroactive pay increase

Payments for nondeductible moving expenses

Certain forms of equity compensation (like

restricted stock units and exercises of non-

qualified stock options)

https://www.irs.gov/individuals/tax-withholding-estimator
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Review your business entity setup (see What's the best

business formation setup in this booklet). As your

business grows, your structure (entity) may change.

Review your retirement plan. Slash taxes by establishing a

retirement plan such as a SERP IRA, Solo 401(k), or

combination of a 401(k) with a defined-benefit pension

plan (see How can I maximize tax savings using my

retirement account in this booklet). 

Home office deduction. This valuable tax break can save

hundreds, or even thousands, of dollars in taxes each

year.

Avoid shoe box bookkeeping. Track income and

expenses throughout the year using a cloud-based tool

your accountant can access. 

Claim first-year, 100 percent bonus depreciation on new

property acquired and placed in service during 2021. If

you’re having a big income year, consider moving up big

purchases before year-end (see Should I buy equipment

for year-end in this booklet).

Proactive tax planning for potential 2022 tax changes,

especially if your income is above $400,000 for single

filers or $450,000 for married filing jointly. 

1.

2.

3.

4.

5.

6.
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What are some other year-end tax planning strategies I should know?

Be proactive in your tax planning. If you expect to be in the same or lower bracket next year, try to defer

some income this year to next year. If you expect a higher tax bracket, accelerate income in 2021 or delay

deductions until 2022. 

Work with us to create a strategy geared toward increasing net profitability for your business and keeping

more of your hard-earned money in your pocket. 

The fourth quarter is the time for some proactive tax planning to lower your tax bill. For business owners, tax

planning shouldn't be a once-per-year exercise. Here are six, tax-planning tips to consider at year-end. 

https://www.forbes.com/advisor/retirement/best-retirement-plans/


ABOUT INSOGNA, CPA

At Insogna CPA, we pride ourselves on crafting growth

solutions tailored to each client, leveraging the latest

technologies and strategies to provide optimal solutions

helping you achieve success.

Our dedicated team members strive every day to deliver

utmost professionalism and ethical standards to be the

trusted CPA on your advisory team.

We’ll do our best to make sure your personal and/or business

taxes are maximized to pay the least tax possible. 

We exist to be your trusted team of business solutions,

providing you with expertly designed and transparent advisory,

coaching, planning and strategy so you can focus on the

things you are best at...like building and growing your

business.

If you are open to using secure technologies, and adopting

technology to make your life more efficient, we are a great fit!

CONTACT US

3355 Bee Cave Road, Suite 503

Austin, TX 78746

512.891.8200

https://insognacpa.com/contact-us/

Fueling the future of your business.  
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