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Year-end Tax Planning: a Misnomer or a Procrastinator ’s

Last Option?
Jack Sullivan, Partner

In an annual ritual, sometime between the departure of the leaf peepers and the
arrival of Thanksgiving, accountants, tax attorneys, financial planners, investment
advisors, and various publications bombard the electronic and written media with a
plethora of articles about year-end tax planning. To the average taxpayer, this is a
once a year process accomplished in the last calendar quarter. However, effective
tax planning should be an ongoing effort throughout the year, especially if you are also
a business owner. As we determine our tax strategies for the current year, we should
also be doing so for the coming year, and when feasible, for the years beyond. Not
only should we be focused on the annual income tax we expect to pay, but also on the
legacies we expect to leave behind and the consequences of our estate taxes. Plan-
ning strategies for these two taxes are not always compatible, and one must be
careful to navigate the best possible course between them.

Although most of us accept the necessity of income taxes and feel morally respon-
sible for paying them, we are nonetheless human and hate to depart with a dollar
before we have to or incur more than our fair share. Herein lies the essential benefit of
tax planning; the postponement of taxes whenever legally possible, and paying of the
lowest possible tax given the current regulations. The latter presents a significant
challenge, as Congress repeatedly sees fit to change the playing field by revising the
rules (often retroactively) and in many cases to discourage behavior they had en-
couraged in the past. For example: spending vs. savings; rewarding tax shelter in-
vestments, then not. Similarly, our state legislators of late have found it increasingly
difficult to keep up with and pay for the federal tax incentives, and more frequently
decide to decouple themselves from the federal laws, further complicating the pro-
cess.

Tax deferral is a common goal, but cannot be undertaken in a vacuum. To do so
without thought to the future can backfire, if income is postponed to a later period in
which an individual or a business is in a higher tax bracket. If there is a significant
spread between tax brackets in adjoining years, the strategy is normally to plan so
that the lowest overall tax is incurred between the years. Thus sometimes the strat-
egy is reversed, with income being accelerated and expenses deferred. Between the
currently lower tax rates, and the attention being given to increasing federal deficits,
there is talk of bridging the budget gap through tax increases. Could it be that we are
now enjoying the lowest tax rates that we will see for a while?

It goes without saying that having up to date and accurate financial records is an
integral part of the planning process. Over the past several years, technology, includ-
ing the advent of user-friendly software, has facilitated this objective, and most small
businesses (even those with no professional accounting or bookkeeping staff) can
now produce timely and reasonably accurate financial records.

One of the best ways to defer taxes is to pay your-
self in the form of disbursements that are currently
deductible to the business, but not taxable to you.
Often heralded but frequently underutilized, retire-
ment plans are a win-win and therefore, a must must.
Many businesses have found that it is much easier
to recruit and retain employees when some type of
retirement plan is offered, even if it is self-contribu-
tory with minimal employer contribution.




