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5 Main Factors that Determine Your Tax Position 

Deductions 

Rate 

Credits 

To demonstrate how these items impact your tax position: 

Total  Income  for Tax Payer $110 

Retirement Plan Contributions  $5 

AGI (Adjusted Gross Income) $105 

Deductions (Standard or Itemized)   $5 

Total Taxable Income $100 

Tax Rate    x  20% 

Tax Owed   $20 

Tax Credits  $5 

Total Tax Owed  $15 

Deductions: Your deductions reduce the amount 
of income that is subject to taxes, determining 
the amount of your income that is taxable. 

Tax Rate: The Tax Rate, (determined by your tax 
bracket) multiplied by your taxable income, deter-
mines the amount of tax you owe. 

Tax Credits: Is an actual $1 for $1 reduction on the 
amount of taxes you owe, reducing your actual tax 
liability. 

Earnings 

AGI 
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  2018 

MOVING  
EXPENSES 
ELIMINATED 

ALIMONY 
RECIEVED 
ELIMINATED 

ALIMONY 
PAID  
ELIMINATED 

TUTION & 
FEES  
ELIMINATED 

EXEMPTIONS 
ELIMINATED 

X 
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ELIMINATED 

Tax Penalty: Generally, most taxpayers will avoid this penalty if they either... 
• Owe less than $1,000 in tax after subtracting their withholding and estimated

tax payments, or
• If they paid at least 90% of the tax for the current year or
• 100% of the tax shown on the return for the prior year, whichever is smaller.
That’s why paying Quarterly Estimated taxes are so important!

Increased 
from $1,000 
to $2,000. 
Can get up to 
$1,400 back,. 
even if tax 
liability was 
$0 
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Capped at 
$10,000 

Total 

Up to $750,000 if 
closed after 
12/15/17.  

$1 Million of debt 
prior to that.  

Eliminated 

  2018 

Only for Declared Federal Disaster Areas 
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The amount of the federal standard deduction varies by year and is based on each taxpayer's filing      
characteristics. Taxpayers have the option to take a standard deduction or to itemize deductions.  A taxpayer 
itemizes when their itemized deductions exceed their standard deduction. 

Standard Deduction 2017 2018 

Single 

Married, Filling Jointly 

Head of Household 

6,350 

12,700 

9,350 

12,000 

24,000 

18,000 

Itemized Deductions 

State & Local Taxes 

Property Taxes 

Mortgage Interest 

No Cap* 

No Cap* 
The sum of these is capped at  $10,000 

Deductions that didn’t change: Student loan interest, gambling expenses 
Modified Deductions: The casualty deduction can only be taken now if it is a federally declared national disaster 
and  exceeds 10% of your AGI , medical deductions increased to expenses exceeding 7.5% of AGI instead of 10%. 
Deductions eliminated: Tuition and Fees, Alimony payments for divorces finalized after 2018, moving expenses, 
personal exemptions, unreimbursed employment expenses, tax preparation fees, advisory fees, all miscellaneous 
deductions in excess of 2% of AGI. 

Additional Notes: 
• You can still exclude a gain ($250,000 Single/$500,000 MFJ) on selling your primary residence you lived there 2

out of the last 5 years.
• The child tax credit increased from $1,000 to 2,000, and the maximum refundable amount is $1,400 if your tax

liability was $0.  Additionally, income phase outs for taking the child tax credit increased.
• Businesses: Entertainment expenses are no longer deductible. Employer provided meals to their employees for

the convenience of the employer are now only 50% deductible.

*State and Local Taxes, Property Taxes and Mortgage Interest in 2017: even though they had no cap were subject to income 
phase out provisions.

Note: Some deductions are limited or phased out, based on income and other limitations. Also, this 
is not an all inclusive list, just some of the main items affecting most taxpayers.      

Talk to your tax professional for advice on your specific tax situation. 

Interest on home mortgage debt up to $750,000 if closed after 
12/15/17. Prior to that it is interest of up to $1 million of debt.   

Deductions 

2021 

12,550

25,100

18,800

https://www.investopedia.com/ask/answers/081114/how-do-i-know-whether-itemize-deductions-or-take-standard-deduction.asp
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New Rate New Income Bracket  Old Rate Old Income Bracket 

10% Up to $9,525  10% Up to $9,525 

12% $9,525-$38,700  15% $9,525-$38,700 

22% $38,700-$82,500  25% $38,700-$93,700 

24% $82,500 – $157,500  28% $93,700-$195,450 

32% $157,500-$200,000  33% $195,450-$424,950 

35% $200,000-$500,000  35% $424,950-$426,700 

37% $500,000+  39.6% $426,700+ 

New Rate New Income Bracket  Old Rate Old Income Bracket 

10% Up to $19,050  10% Up to $19,050 

12% $19,050-$77,400  15% $19,050-$77,400 

22% $77,400-$165,000  25% $77,400-$156,150 

24% $165,000-$315,000  28% $156,150-$237,950 

32% $315,000-$400,000  33% $237,950-$424,950 

35% $400,000-$600,000  35% $424,950-$480,050 

37% $600,000+  39.6% $480,050+ 

Single 

Married Filing Jointly 

Talk to your tax professional for advice on your specific tax situation. 
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Corporations - Old Rates 

Over But Not Over Tax is Of Amount Over 

$0 $50,000 15% $0 

50,000 75,000 $7,500 + 25% 50,000 

75,000 100,000 13,750 + 34% 75,000 

100,000 335,000 22,250 + 39% 100,000 

335,000 10,000,000 113,900 + 34% 335,000 

10,000,000 15,000,000 3,400,000 + 35% 10,000,000 

15,000,000 18,333,333 5,150,000 + 38% 15,000,000 

18,333,333 ____ 35% 0 

After 2017 all Corporations regardless of income level will pay 21%. 

Talk to your tax professional for advice on your specific tax situation. 

New Rate New Income Bracket Old Rate Old Income Bracket 

10% Up to $13,600 10% Up to $13,600 

12% $13,600-$51,800 15% $13,600-$51,800 

22% $51,800-$82,500 25% $51,800-$133,850 

24% $82,500-$157,500 28% $133,850-$216,700 

32% $157,500-$200,000 33% $216,700-$424,950 

35% $200,000-$500,000 35% $424,950-$453,350 

37% $500,000+ 39.6% $453,350+ 

Head of Household 
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Meal & Entertainment Expenses 

2017 Expenses (old rules) 2021 Expenses (new rules)

Office Holiday Parties 

Summer Office Picnic 
100% deductible 100% deductible 

Entertaining Clients 

Meals with substantial business 
discussion—50% deductible 

Meals with substantial business discussion
100% deductible -For 2021-2022

Entertainment tickets, 50% deductible for 
face  value of ticket; anything above face 

value is non-deductible 

No deduction for entertainment 
expenses 

Entertainment includes but is not limited 
to sporting events, golf outings, theaters, 

amusements etc. 

Tickets to qualified charitable events      
are 100% deductible  

Employee Travel Meals 50% deductible 50% deductible 

Meals Provided for  
Convenience of Employer 

100% deductible provided they are      
excludible from employees’ gross income 
as de minimis fringe benefits; otherwise,  

50% deductible 

50% deductible 
(nondeductible after 2025) 

Talk to your tax professional for advice on your specific tax situation or  
for more information on taxes register for our Tax Essentials workshop by visiting 
www.ewhsba.com  

Tracking and Documenting Expenses 

Your monthly expense tracking methods may need to be updated. You may need to categorize your expens-
es using separate general ledger accounts:  business meals, entertainment, and recreational/social  employ-
ee expense accounts. 

Documentation of the expense is important. A receipt with a detailed description is needed to substantiate 
any expenses in an audit. Lacking adequate documentation and a receipt can lead to the disallowance of 
those  deductions.  
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What Your Business Needs to File? 

Balance Sheet 

Cash 

Profit & Loss 

Profits 

Sole Prop: Sch C 
Must file a Profit and Loss Statement but do 
not need to file a Balance Sheet but the bank 
may request it 

Partnerships and C Corp 
Need to file a Balance Sheet if they have... 
Over $250,000 in sales or their 

Profits 
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Let’s say you are contemplating purchasing a piece of equipment. You are wondering if you 
should purchase it this year or next year. You know you are going to need to purchase this 
piece of equipment, it is now just a matter of when. So you consult with your accountant, 
what will be your best option from a tax perspective.  
 

The equipment costs $6,000. It will be Expensed (Depreciated/Used up) over 5 years. Which 
means you would get $1,200 of depreciation expense per year. This means you get to deduct 
that much of the expense each year. 

 
What if we Section 179 it and Expense it all in the first year? How does that affect taxes? 
 

Tax Planning: Section 179 Expense 

- 1,200 

Taxes Before Section 179 

Depreciation 

Less Taxes Owed @ 
25% Rate 

$ 300 

Taxes After Section 179 

This creates a $1,200 tax savings in the current year. 
 

However, if you were expecting bigger profits in the next few years, 
we might save that depreciation expense for those years to reduce 
the profit then, as opposed to now. 

$ 1,500 

- 6,000 Depreciation 

Less Taxes Owed @ 25% 
Rate 
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You purchased a building for $200,000 
It will be depreciated over  39.5 Years  
 

To keep it simple we will use  40 Years 
Yearly depreciation expenses $ 5,000 
 

Based on a Cost Segregation study    
the following amount of the property  $100,000 
was reclassified as 5 year property      
 

Depreciated 5 Year Property 
(Expensed over 5 years, not over 40 years )                
Extra yearly depreciation expense $ 20,000 
Normal 40 year depreciation  $ 2,500 
(100,000 / 40 years = $2,500) 

Total Expense Deduction  $22,500 

Tax Planning: Cost Segregation Study  

Taxes Before Cost Segregation 

Depreciation -5,000 

Taxes After Cost Segregation 

Depreciation -22,500 

Less Taxes Owed @ 
25% Rate 

$ 1,250 $ 5,500 Less Taxes Owed @ 25% 
Rate 



15 

All rights reserved. No part of this publication may be reproduced or distributed in any form or by any means, or stored in a database or 
retrieval system, without the prior written permission of the publisher. 

www.ewhsba.com 
262-796-1040 

Bottom Line - We Love Small Business™ 

You purchased a building for $200,000 
It will be depreciated over  25 Years  
 

To keep it simple we will use  40 Years 
Yearly depreciation expenses $ 8,000 
 

Based on a Cost Segregation study    
the following amount of the property  $100,000 
was reclassified as 5 year property      
 

Depreciated 5 Year Property 
(Expensed over 5 years, not over 40 years )                
Extra yearly depreciation expense $ 20,000 
Normal 25 year depreciation  $ 4,000 
(100,000 / 40 years = $2,500) 

Total Expense Deduction  $24,000 

Tax Planning: Cost Segregation Study  

Taxes Before Cost Segregation 

Depreciation -8,000 

Taxes After Cost Segregation 

Depreciation -24,000 

Less Taxes Owed @ 
25% Rate 

$ 1,250 $ 5,500 Less Taxes Owed @ 25% 
Rate 
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Loan Payments 

Balance Sheet 

Cash                       $10,000 • Are loans received income? 
 
• Only interest is deductible, 

principal is not deductible 
N/P                  $10,000 

Profit & Loss 

Interest                   - $500 

Profits 

• Borrow over 2 years @ 5% interest 
 

• First year principal is $5,000  
 

• Interest is $500 
 
• Total payment is $5,500 
 
• Only the $500 of interest is               

deductible as an expense 
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The Value of Being an S Corporation 

Discuss with your accountant if becoming an S Corporation is an option you have 
that enables you to keep more money in your pocket. 

The benefit of being an S Corporation is it reduces your Self Employment Tax. The Self Employment Tax 
is the 15.3% that you as a business owner pay on the profits of your business. 
 
This tax is imposed because it is the 7.65% (Social Security and Medicare) tax paid as an employee plus 
7.65%  you as the employer pays (Employers Match for the Social Security and Medicare).  All of your 
employees have 7.65% deducted from their paycheck for Social Security and Medicare, so this is the 
same for yourself. And, just like you have to match their portion, you also have to match yours. Which 
is how you get to the 15.3%. 
 
As an S Corp, you have 2 types of income; W-2 and Profit (of the business). In a S Corp, only your W-2 
income is subject to the 15.3% Self Employment Tax. Your profit is not subject to the 15.3%. State and 
Federal Taxes still apply, just as if you were not an S Corp.  
 
Below is an illustration of the tax savings of being an S Corporation. 

       

             

Business Type:  Sole Proprietor    Business Type:  S Corporation   

   Partnership          

   LLC Single Member          

   LLC Partnership          

             

Net Income / Profit: $100,000    Net Income / Profit:           $100,000   

             

       Less: Reasonable Wage (W-2) 50,000  

             

        Net Income / Profit $50,000    

             

Self Employment Tax  *15.3    Self Employment Tax  *15.3   

             

Total Self Employment Tax $15,300    Total Self Employment Tax $7,650   
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What is a Pass-Through Entity? 

Profit $ 20 

A Pass-Through Entity such as a Sole Proprietor, Partnership LLC, or  
S Corporation, file an informational only return with the Government, 
and the business itself does not pass taxes. The income flows through to 
the owner’s personal income tax return and pays tax on it personally. 

Informational only,  
does not pay tax 

Business  
Tax Return 

Personal  
Tax Return 

$ 20 
Business 
Income 

Talk to your tax professional for advice on your specific tax situation. 
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What is Double Taxation? 

Profit Before 
Taxes 

Taxes @ 21%  $ 4 

$ 20 

Profit After 
Taxes 

In a C Corporation, the corporation itself pays taxes on it’s profit. In this case the C Corpora-
tion pays $4 in taxes on the $20 profit. 

Then, for the owners to get the money out of the C Corporation the company has to pay a 
dividend to the owner, personally.  The owner pays taxes on the dividend as well.  

C Corp  
Tax Return 
(taxed ONCE!) 

Personal  
Tax Return 
(taxed twice!) 

$ 16 

Business 
Income 

$ 16 

Long-Term  
Capital Gains 

Single Taxpayers Married Filing Jointly Head of Household 
Married Filing 

Separately 

0% Up to $40,000 Up to $80,000 Up to $53,600 Up to $40,000 

15% $40,001-$441,450 $80,001-$496,600 $56,601-$469,050 $40,001-$248,300 

20% Over $441,451 Over $496,601 Over $469,051 Over $248,301 

Personally, if they were in the 15% long term capital gain tax bracket they would pay $2.50 in 
taxes personally on the dividend. ($16*15%).  The total taxes paid on both sources of income 
would then be $6.50 ($2.5 +$4).  The Effective Tax Rate would then be 6.5/20 = 32.5% if they 
were in the 15% Long Term Capital Gain Tax Bracket. 
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Notes 
Audit Trail 

 
 
 
 
 
 
 
 
 
 
 

Articles to Reference for Additional Information 
 

IRS Red Flags  
W-2 Employees or 1099 Contractors 
Quarterly Estimated Taxes 
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Simple IRA Tax Savings Vehicle 

Growth of Your Investment Compounded Over 10 Years 

   No Simple Plan 

       

Gross Earnings $50,000   Gross Earnings $50,000  

Simple IRA Contribution -5,400  Simple IRA Contribution   

Taxable Earnings 44,600  Taxable Earnings 50,000 

Less Federal and State Taxes @ 20%  8,920  Less Federal and State Taxes @20% 10,000 

Net Pay  35,680  Net Pay 40,000 

       

Add back Simple Contribution 5,400     

Net Pay and Savings $41,080   Net Pay $40,000  

       

Taxes Saved $1,080      

Taxes Saved over 10 years $10,800        

   $5,400      

Total Yearly Contribution  $5,400    

% Compounded over 10 years   8%   

      

   Contribution Total Growth 

Year 1  $5,400  $5,400   

Year 2  $5,400  $11,232  $432  

Year 3  $5,400  $17,531  $1,331  

Year 4  $5,400  $24,333  $2,733  

Year 5  $5,400  $31,680  $4,680  

Year 6  $5,400  $39,614  $7,214  

Year 7  $5,400  $48,183  $10,383  

Year 8  $5,400  $57,438  $14,238  

Year 9  $5,400  $67,433  $18,833  

Year 10  $5,400  $78,227.44  $24,227  

      

Totals  $54,000  $78,227  $24,227  

Rate of Return       44.87% 
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HSA Tax Savings and Health Savings Plan 

What is an HSA? 
 

• Individual savings account established to pay for 
out-of-pocket medical costs 

• Works with your health plan to help you plan, 
save and pay for medical expenses 

• The funding can come from employee and/or                          
employer contributions costs  

Participation in a HSA is subject to certain eligibility requirements 
the tax payer must meet to qualify.  

Gross Earnings  $50,000 

HSA Contribution  -3,350 

Taxable Earnings  46,650 

Less Federal and State Taxes @ 25%  -9,330 

Earning after Federal and State Taxes  $37,320 
   

Taxes Saved  $670 

Taxes Saved over 10 years  $6,700 

Gross Earnings  $50,000 

HSA Contribution  -6,650 

Taxable Earnings  43,350 

Less Federal and State Taxes @ 20%  -8,670 

Earning after Federal and State Taxes  $34,680 

   

Taxes Saved  $1,330 

Taxes Saved over 10 years  $13,330 

Gross Earnings  $50,000 

HSA Contribution  0 

Taxable Earnings  50,000 

Less Federal and State Taxes @ 20%  -10,00 

Earning after Federal and State Taxes  $40,000 

No HSA  

HSA  Self HSA  Family 

Benefits of an HSA 
 

• The money is put in pre-taxed 
• Your savings grow tax-free 
• Payments made from your HSA for qualified 

medical expenses are not taxable 
• The money is always yours 
• No “use it or lose it” rule 
• Money is portable and stays with you, even          

in job changes in medical coverage, etc. 
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HSA Tax Savings and Health Savings Plan 

Consult with your accountant to determine your eligibility.  

 

Eligibility Requirements: 
 

• In order to open and contribute to an HSA you must have an HSA eligible high 
deductible health plan.  A high deductible is currently classified as $1,200 for 
individual coverage and $2,400 for family coverage.  Annual, out of pocket costs 
cannot exceed $5,950 for individual coverage and $11,900 for family coverage. 

 
• You cannot be covered by another health insurance plan that is not an HSA eli-

gible high deductible plan (i.e.: spouse/partner’s plan) 
 
• You are not enrolled in Medicare 
 
• You have not received VA benefits in the past three months 
 
• You are not eligible to be claimed as a dependent on another’s tax return 
 
• You are not covered under a flexible spending account (FSA) full medical cover-

age. 
 
• A Sole-proprietor, LLC member, more than 2% shareholder of a Sub-S, cannot 

participate in the HSA Plan.  They can pay through distributions and report this 
on their personal tax return. 
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Spending Money to Save Money? 

Profit 

You spent an extra $20 on 
unnecessary expenses just to 

save on taxes 

$ 100 

Unnecessary Expenses -20 

Taxes Owed: 25% - 20 

You didn’t spend an extra $20 
on unnecessary expenses just 

to save on taxes 

Taxes Owed: 25% -25 

Net Take Home $ 60 Net Take Home $ 75 

The bottom line is: Don’t spend unnecessary money to save a little bit in taxes.  In this case spending 
$20 to save $5 dollars.  Meaning, you spent $1 for every 25 cents in taxes you saved, leaving you with 
75 cents less in your pocket for every dollar spent. 
 
Unless, what you’re buying is something your business actually needs.  

Adjusted Profit 80 

Profit $ 100 
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Notes 
Inventory Measurement  

Don’t mess with the dials 




