
 

 
Dear Clients and Friends: 
 
Although the majority of taxpayers think of April 15th as their deadline for federal tax purposes over the 
course of any single year, looking at December 31st as a more important date makes much more sense for 
many taxpayers. You can always file an extension to avoid the April 15th deadline (though we don’t 
encourage this unless complete and accurate returns can be prepared); but you can’t move the end of your 
tax year. 
 
Once December 31 passes, your taxable income, deductions, credits and tax liability for the year are all “set 
in concrete” with little, if any, opportunity to change the outcome. As a result, year-end tax planning should 
form an essential part of your financial strategy. Changes brought about during this year, and forecasts for 
2020, make that advice even more compelling for year-end 2019. 
 
Effective year-end tax planning for 2019 combines use of traditional techniques of acceleration and deferral 
of income/deductions with appropriate responses to a constantly changing tax landscape.  
 
Traditional Planning 
 
Traditional year-end tax planning incorporates a standard set of considerations but is far from a one-size-
fits-all process. Every plan must account for the particular needs and circumstances of each individual or 
business. 
 
Income shifting. Individuals and businesses alike can benefit from the classic strategy of shifting taxable 
income and accelerating or deferring deductions between 2019 and 2020 by controlling the receipt of 
income and payment of expenses. Taxpayers expecting to be in the same or lower tax bracket in 2020 
should consider deferring income until next year and accelerating deductible expenses in 2019. 
Alternatively, if a substantial increase in income is anticipated in 2020 (propelling the taxpayer into a higher 
tax bracket), income should be accelerated in 2019 and deductions deferred until next year. Such things as 
delaying billings, investing in CD’s deferring next year and deferring sales of securities and bonuses may 
be beneficial which should be considered. 
 
If self-employed it could be disadvantageous to accelerate income, even if the individual will be in a higher 
bracket in 2020, if the acceleration causes the individual to cross a threshold that would result in an 
offsetting reduction in the 199A qualified business income deduction.  The 199A deduction phase-out 
thresholds for 2019 are $321,400 for joint filers and $160,700 for all other taxpayers.   
 
Capital losses. The end of the year is the right time to examine your investments (winners and losers over 
the course of the year) to take the steps necessary to minimize your capital gains income and maximize the 
benefit of any capital losses. Your portfolio’s records for the entire year can make a difference in not only 
what you might buy or sell in November and December but what estimated tax you will need to pay (or not 
pay) for the fourth quarter of 2019. 
 
Long-term capital losses can be used to fully offset long-term capital gains. Losses taken in excess of gains 
can also be used to offset up to $3,000 in ordinary income (or $1,500 for an individual or a married couple 
filing separately). Short-term losses can be used to offset short-term gains that are otherwise taxable at your 



ordinary income tax rate (which can reach as high as 37% percent). Excess capital losses incurred by 
individuals may only be carried forward.   
 
An additional 3.8% tax is levied on the lesser of net investment income (which includes gross income from 
interest, dividends, capital gains, etc.) or the amount by which modified AGI exceeds certain dollar amounts 
($250,000 for joint returns and $200,000 for single filers).   
 
Retirement planning. Year-end planning for 2019 also involves maximizing annual contributions to your 
retirement plan accounts, since one year’s limit cannot be added to the next year’s limit, if not taken in time. 
While contributions to IRAs may be applied retroactively if made before the filing deadline, an individual’s 
elective deferral contribution made as an employee to a qualified plan must be made before the end of the 
calendar year. Additionally, many qualified plans (non IRA type plans) must be established and in place by 
year end for contributions to them after year end to be deductible. We can assist you in determining what 
type of plan may be appropriate for you if you currently do not have one. 
 
Maximizing contributions to your retirement plan (or plans) before year end also allows you to reduce your 
adjusted gross income in direct proportion to those contributions. This in turn can give you the benefit of 
increasing the deductibility of medical and other deductions subject to adjusted gross income floors. Certain 
plans such as SEP-IRA’s and 401(k) plans also allow catch up contributions to be made if you are 50 years 
or older in the current year. In light of the decreased values caused by the market turmoil, additional 
retirement savings may also be warranted regardless of tax savings. 
 
Managing a tax-deferred retirement account is not a “set it and forget it” proposition. Although sheltered 
from tax, a 401(k) or other defined contribution plan also requires careful management of the performance 
of those investments and re-allocation of assets whenever appropriate. Unfortunately, losses on any 401(k) 
plan are not tax deductible; nor can they offset capital gains in non-tax sheltered accounts. 
 
Gift-giving.  Slow and steady estate planning can yield dramatic results. Nowhere is that more apparent 
than devising an annual gift giving plan to family members. Before year-end 2019, you can transfer up to 
$15,000 per person, per year, without paying gift tax on the amounts transferred. Married couples can gift 
$30,000 per person by “splitting” their gifts. In 2020, the annual exclusion remains to $15,000 ($30,000 for 
couples). This strategy not only avoids the possibility of paying an estate tax later, but it removes earnings 
from those gifts from your taxable income bracket into that of the lower-bracket gift recipient. Also keep 
in mind that the increased lifetime estate (GST) and gift tax exemption (currently $11,400,000) expires at 
the end of 2025 and could be legislatively changed before that. Gifts made prior to 2026, or a sooner 
legislatively changed date, that exceed the pre-2018 exemption amount (adjusted for inflation of 
$6,000,000) will however continue to escape future estate taxation and should be considered if appropriate. 
 
Life events. A birth of a child, a marriage, divorce, death, new job, loss of a job, new home, foreclosed 
home, and other “major life changes” also typically have significant tax implications. Many of the 
applicable tax rules are tied to the calendar year in which they occur. 
 
Business losses. Business loss deductions can be taken for bad debts, losses on the sale of business assets 
and net operating losses. Net operating losses incurred in 2019 may be carried forward against future taxable 
income indefinitely.  Under the Tax Cuts and Jobs Act, an NOL carryover from years ending after 
December 31, 2017 may only offset 80% of taxable income (without regard to the 199A deduction). NOL 



carryovers from years ending before December 31, 2017 continue to be able to offset 100% of taxable 
income though the impact of the Alternative Minimum Tax must always be reviewed in these situations.  
 
Bonus depreciation. Property placed in service in 2019, including used property, may be eligible for 100% 
bonus depreciation deduction (separate from 179 expensing).  Taxpayers engaged in a business may want 
to consider accelerating the placing in service of property, or the decision to purchase assets for use in the 
business, in order to take advantage of this deduction.   
 
Section 179.    If the taxpayer is in business and purchases equipment, he/she may depreciate such 
equipment or make a 179 election, which allows the taxpayer to expense otherwise depreciable business 
property.  For 2019 the allowable deduction is $1,020,000 (with a phase-out beginning at $2,550,000).  
Certain improvements to nonresidential real property (roofs, heating, ventilation, air-conditioning property, 
fire protection and alarm systems, and security systems), that may not be eligible for bonus depreciation 
are eligible under 179.  

Home Office Deductions. Expenses attributable to using the home office as a business office are 
deductible if the home office is used regularly and exclusively: (1) as a taxpayer's principal place of 
business for any trade or business; (2) as a place where patients, clients, or customers regularly meet or 
deal with the taxpayer in the normal course of business; or (3) in the case of a separate structure not 
attached to the residence, in connection with a trade or business. If a taxpayer uses part of the home as a 
business office, determining the amount of any deduction available can be tricky, but an IRS-provided 
safe harbor could be used to minimize audit risk. The deduction is not available for employees.  

Self-Employed Health Insurance Premiums.  Self-employed individuals are allowed to claim 100% of 
the amount paid during the taxable year for insurance that constitutes medical care for themselves, their 
spouses, and their dependents as an above-the-line deduction, without regard to the general 10% of AGI 
floor.  

Charitable Contributions. Making charitable contributions by the end of 2019 using a credit card as the 
bill will not have to be paid until 2020. A mere pledge to make a donation is not deductible, however, 
unless it is paid by the end of the year. Note, however, for claimed donations of cars, boats and airplanes 
of more than $500, the amount available as a deduction will significantly depend on what the charity does 
with the donated property, not just the fair market value of the donated property. If the organization sells 
the property without any significant intervening use or material improvement to the property, the amount 
of the charitable contribution deduction cannot exceed the gross proceeds received from the sale. 

Consider making gifts of appreciated securities rather than cash to also benefit from not having to 
recognize tax on the appreciation of the securities. 

Residential energy property.  Tax incentives are available to taxpayers who install certain energy efficient 
property, such as photovoltaic panels and solar water heating property.  A credit is available for the 
expenditures incurred for such property up to a specific percentage of the cost.   
 
Tax Projections. Because of the complexity of the tax law, understanding what planning provisions to 
incorporate into your year-end tax planning strategy can be a daunting task. While this letter hopefully gives 
you a heads-up on at least several tax opportunities on which you might follow through before year end, 
there are many more techniques that can be used depending upon your individual circumstances. Through 
our tax projection software we can efficiently evaluate your estimated year-end tax results under one or 



multiple scenarios to assure that you take advantage of options that are available, know the expected results 
in advance and can plan for them.  For a detailed plan that can be customized to your particular 
circumstances, please don’t hesitate to give our office a call. 
 
 
Very truly yours, 
 
Dakota Wealth Management 
 
Dakota Wealth Management  
 
 
 
 
 
 


