SMART TAX STRATEGIES
FOR US SMALL BUSINESS
OWNERS

Practical Tips to Legally Reduce Your Tax Bill - Even If You're Not a Tax Expert

If you're a small business owner in the U.S., taxes can feel overwhelming. But with the right
strategies, you can legally reduce your tax bill, improve your cash flow, and keep more of what
you earn. This guide breaks down simple, effective tax strategies—no jargon, just smart
advice. Always consult a certified tax professional before making financial decisions.
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Tax planning isn’t just something you do at tax time—it’s a year-round strategy. Waiting until
the end of the year to “see where you land” can be a costly mistake for business owners. By that
point, most opportunities to legally reduce your tax bill have passed, leaving you with little more
than damage control.

Proactive tax planning starts at the beginning of the year and continues in every financial
decision you make. It requires a long-term vision—Ilooking not only at this year’s tax return, but
also at how today’s choices affect your business over the next 3, 5, or even 10 years. This means:

« Choosing the right business structure for tax efficiency

« Timing income and expenses strategically

« Maximizing deductions and credits throughout the year

« Coordinating tax strategies with your retirement, investment, and growth plans

The Role of Estimated Tax Payments

For most business owners, taxes aren’t withheld from each paycheck the way they are for
traditional employees. That’s why the IRS requires estimated tax payments throughout the year.
These payments help you stay compliant, avoid costly penalties, and prevent a large, unexpected
bill in April.

2025 Estimated Tax Payment Deadlines:
o April 15, 2025 — Ist Quarter (Jan 1 — Mar 31)
« June 16, 2025 — 2nd Quarter (Apr 1 — May 31)
« September 15, 2025 — 3rd Quarter (Jun 1 — Aug 31)
« January 15, 2026 — 4th Quarter (Sep 1 — Dec 31)

Benefits of Ongoing Planning

Effective tax planning helps you:
« Keep more of your earnings to reinvest in your business
« Smooth out cash flow by avoiding surprise tax bills
« Minimize penalties and interest charges
 Build a stronger, more sustainable financial future

The earlier you start planning—and the more consistent you are throughout the year—
the more control you’ll have over your tax outcome.
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2. Choose the Rigth Business
Structure

Your business structure impacts how your income 1s taxed, your personal liability, and how you
can take money out of the business. Picking the right structure i1sn’t just a legal formality—it
can significantly affect your long-term tax bill and financial security.

Sole Proprietorship

« How it’s taxed: All income and expenses are reported on Schedule C of your personal tax
return (Form 1040).

« Pros: Simple and inexpensive to set up, minimal paperwork.

« Cons: You are personally liable for all business debts and obligations. You also pay self-
employment tax (Social Security + Medicare) on all profits, not just on wages.

 Best for: Solo entrepreneurs starting out with low liability risk.

Limited Liability Company (LLC)

« How it’s taxed:Single-member LLC: Default 1s disregarded entity—taxed like a sole
proprietorship.Multi-member LLC: Default 1s taxed as a partnership (Form 1065 + K-1s).
Either can elect S-Corporation status using IRS Form 2553 to potentially reduce self-
employment taxes.

« Pros: Liability protection for owners (members). Flexible tax treatment options.

« Cons: May have higher state fees; must keep business and personal finances separate.

 Best for: Owners who want liability protection and flexibility to optimize tax strategy as the
business grows.

S Corporation (S-Corp)

« How it’s taxed: Pass-through entity—files Form 1120S and issues K-1s to owners. Owners
pay themselves a reasonable salary (subject to payroll taxes), and take remaining profits as
distributions (not subject to self-employment tax).

« Pros: Can significantly reduce self-employment tax liability. Avoids double taxation.

« Cons: More administrative work—must run payroll, file separate tax returns, and meet IRS
“reasonable compensation” requirements.

« Best for: Profitable businesses where owners actively work in the business and can pay
themselves a reasonable salary.
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When Does It Make Sense to Elect S-Corporation Status?

An S-Corp can save business owners money on self-employment taxes by splitting income into
two parts:

« Reasonable Salary — Subject to Social Security and Medicare payroll taxes.

 Distributions — Not subject to self-employment tax.
The potential savings come from reducing the portion of income subject to the 15.3% self-
employment tax.

Break-even Analysis: S-Corp vs Sole Proprietorship
General Rule of Thumb (SE Tax Focus, Estimates Only)
For very small profits (e.g., under — Sole Proprietorship (SE Tax)

—— S-Corp (SE Tax + Admin Cost)
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Once net income after expenses
consistently exceeds $60,000-$80,000
per year, the tax savings often exceed

Self-Employment Tax + Admin Costs ($)
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Example
« LLC taxed as sole proprietorship: $100,000 net income — Entire amount subject to self-
employment tax (15.3%), plus income tax.
« S-Corp election: Owner pays self a reasonable salary of $60,000 (subject to payroll taxes)
and takes $40,000 as a distribution (no self-employment tax).
o Payroll tax on $60,000 = $9,180
o Tax savings on $40,000 X 15.3% = $6,120 saved
« Even after paying $1,000-$2,000 more per year for payroll services and tax filings, you're
still ahead.

Important Considerations
« The IRS requires your salary to be “reasonable” for the work you perform.
o If profits drop significantly, you might lose the advantage.
« Some states impose higher fees or franchise taxes on corporations, reducing net savings.

Bottom line: Once your business consistently earns $60K + in net profit, it’s worth running the
numbers with your tax advisor to see if an S-Corp election makes sense for you.




@ TrustWise Accountants

3. Maximize Business
Deductions

Taxes can take a big bite out of your profits—but smart business owners know how to use
deductions to keep more of their hard-earned money. This chapter will show you:

« What everyday business costs you can deduct
« How to handle big purchases like equipment and vehicles

« How deductions can help you qualify for (or keep) the valuable Qualified Business Income
(QBI) deduction

We’ll keep it simple, avoid jargon, and focus on practical steps you can start using right away.

The Qualified Business Income (QBI) Deduction — Why It Matters

The QBI deduction lets many small business owners take up to 20% off their taxable business
income. But if you make too much, the deduction starts shrinking—and for certain service
businesses, it can disappear completely.

Here’s where the income limits are for 2025:

- Full 20% Deduction If Deduction Gets Deduction Gone If SSTB
Filing Status
Income Is... Smaller If... Income Is...

Over $255,000

ingle / H f
Single / Head o §205,000 or less $205,001 — $255,000
Household
\YEVas MBI lINAN $410,000 or less $410,001 —$510,000 Over $510,000
L $205,000 or less $205,001 — $255,000 Over $255,000
Separately

* SSTB = Certain service businesses like accounting, law, consulting, health care, athletics, and financial services.
For other businesses, the deduction may still be available above these amounts if they meet certain payroll/property rules.

Why this table matters: If you're close to the “smaller” or “gone” range, increasing
deductions can bring you back into the “full deduction” zone—potentially saving thousands
in taxes.
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Everyday Business Deductions You Should Know

1. Home Office Deduction
« You can claim this if you use part of your home only for business.
« Simplified method: $5 per sq. ft., up to 300 sq. ft. (max $1,500/year).
« Actual expenses method: Deduct part of your rent/mortgage, utilities, insurance, and
property taxes based on the % of your home used for business.

2. Vehicle Expenses
« Standard mileage rate: Multiply your business miles by the IRS rate (2024: $0.67/mile).
« Actual expenses: Deduct the business-use portion of fuel, insurance, maintenance,
registration, and depreciation.
« Passenger vehicles under 6,000 Ibs. have depreciation caps, but heavier vehicles may qualify
for much larger write-offs.

3. Travel Costs
« 100% deductible if the trip 1s mainly for business.
« Includes flights, hotels, rental cars, taxis, baggage fees, and tips.
« If you mix business and personal travel, you can only deduct the business portion.

4. Meals
« 50% deductible if the meal 1s for business purposes (e.g., meeting a client or while traveling
for work).
« Keep receipts and write down the business purpose and who was there.

S. Other Fully Deductible Expenses
Most regular business expenses are 100% deductible, such as:
o Office supplies
« Marketing and advertising
« Software subscriptions
« Professional fees (accountant, lawyer, consultant)
« Business insurance
« Bank and payment processing fees
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Big Purchases: Section 179 and Bonus Depreciation

Some business purchases—Ilike equipment, vehicles, and technology—are considered capital assets.
Normally, you'd deduct the cost over several years. But two special tax rules can let you deduct more
upfront:

Section 179 Deduction
« Lets you deduct the full cost of qualifying equipment (up to $1,220,000 in 2025).
« Starts phasing out if you buy more than $3,050,000 of assets in the year.
« Can’t be used to create a tax loss.

Bonus Depreciation
« For 2025, you can deduct 40% of the cost of qualifying new or used equipment right away.
« No dollar limit, and you can use it even if it creates a loss.

Smart Strategy: Use Section 179 to lower your taxable income into the “full QBI” range, then use
Bonus Depreciation for any remaining cost.

Dont Overlook Tax Credits

Many small business owners focus on deductions to lower their taxes, but tax credits can be even
more powerful. Unlike deductions—which only reduce taxable income——credits reduce your tax bill
dollar-for-dollar. This means a $5,000 tax credit saves you $5,000 in taxes.The catch? Credits often
require extra forms, documentation, and sometimes pre-approval. But the payoftf can be worth
thousands of dollars in savings. There are many types of tax credits available for small businesses,
and we’ve compiled a full list in the Appendix for easy reference.

One credit that 1s especially valuable—and often overlooked—is the Work Opportunity Tax Credit
(WOTC). This federal credit rewards businesses for hiring individuals from certain targeted groups
that face barriers to employment, such as veterans, people who have been unemployed long-term,
and recipients of public assistance programs. For eligible hires, the WOTC can be worth up to $9,600
per employee—a major incentive that too many small business owners miss simply because they
aren’t aware of it.

By including credits like the WOTC 1n your tax planning strategy, you can significantly reduce your
tax bill while also making a positive impact in your community

Putting It All Together

 Track expenses year-round—waiting until tax time makes it harder to find savings.

« Time big purchases in high-income years to get the most benefit from Section 179 and Bonus
Depreciation.

« Watch your income level against the QBI limits and use deductions strategically to keep that 20%
tax break.
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4. Time Income and Expenses
Strategically

Under the cash method of accounting, you report income when you receive it and deduct
expenses when you pay them. This gives small business owners a powerful lever to manage
taxable income by shifting when income is collected and expenses are paid.

Defer Income

If profits are trending high at year-end, you can delay sending invoices until January so
payment 1s received 1n the next tax year.This defers taxable income, potentially keeping you in a
lower tax bracket.

Example:

Invoicing $15,000 on December 28 means paying tax on it this year. Sending it January 2
moves the tax liability to next year.

Accelerate Expenses

Pay upcoming bills, stock up on supplies, or make charitable contributions before December
31. This boosts current-year deductions and lowers taxable income.

Example:

Renewing a software license in December—rather than waiting until February—Iets you
deduct it this year.

Prepaying Expenses
Under the 12-month rule, certain prepaid expenses can be deducted immediately if:
The benefit does not extend beyond the earlier of 12 months or the end of the next tax year.
Eligible Prepaid Expenses Include:
« Office rent and utilities
« Business insurance premiums
« Software or service subscriptions (e.g., CRM systems, cloud tools)

Prepayment 1s especially effective in high-profit years to:
« Reduce taxable income
 Stay below Qualified Business Income (QBI) deduction phaseout thresholds
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5. Retirement Planning for Tax
Savings

Qualified retirement plans are one of the few strategies that both reduce your taxable income
today and build long-term wealth for the future. Every dollar you contribute (within IRS
limits) 1s generally tax-deductible in the year of contribution, allowing you to defer taxes until
retirement. Choosing the right plan depends on your income level, business structure, number
of employees, and retirement goals. Below are the most common options for self-employed
individuals and small business owners.

1. SEP-IRA (Simplified Employee Pension — IRC § 408(k)

« Contribution limit (2024): Up to 25% of compensation or $69,000, whichever is lower.
« Best for: Sole proprietors or small businesses with variable income and no or few
employees.
« Advantages:
o Easy to set up and administer (no annual filing requirement with the IRS).
o Flexible contributions—can skip or reduce contributions in lower-income years.
o Contributions are 100% employer-funded (employees cannot contribute).
o Considerations:
o If you have employees, you must contribute the same percentage of their pay as you
do for yourself.
o No catch-up contributions for those 50 and older.

2. Solo 401(k) (One-Participant 401(k))

« Contribution structure:
o Employee deferrals: Up to $23,000 (plus an additional $7,500 catch-up if age 50+).
o Employer profit-sharing: Up to 25% of earnings, subject to an overall limit (2024:
$69,000 or $76,500 if catch-up eligible).
 Best for: Self-employed individuals with no employees (other than a spouse).
« Advantages:
o Higher potential contributions compared to SEP-IRA, especially at lower incomes.
o Can choose between pre-tax (traditional) or after-tax (Roth) contributions for the
employee portion.
o Loans may be available from the plan.
« Considerations:
o More paperwork than a SEP-IRA, especially if assets exceed $250,000—requires
filing Form 5500-EZ. 10
o Must be established by December 31 to make contributions for that tax year.
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3. SIMPLE IRA (Savings Incentive Match Plan for Employees —

IRC § 408(p))

« Contribution limits (2024):
o Employee contributions: Up to $16,000 (plus $3,500 catch-up if age 50+).
o Employer match: Either a 3% match on employee contributions or a 2% nonelective
contribution to all eligible employees, regardless of participation.
 Best for: Small businesses with up to 100 employees looking for a low-cost retirement plan
option.
« Advantages:
o Easy to set up and administer (no annual IRS filing requirement).
o Both employer and employee contribute.
o Considerations:
o Must be set up by October 1 of the plan year.
o Lower contribution limits compared to Solo 401(k) and SEP-IRA.
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TrustWise Accountants is a virtual accounting firm dedicated to helping small businesses simplify their finances, stay
compliant, and make confident decisions. With over a decade of experience, we specialize in cloud-based bookkeeping,
accounting, payroll, and consulting services tailored to meet the unique needs of entrepreneurs and growing businesses.

As certified advisors in both QuickBooks Online and Xero, we combine deep financial expertise with the latest
accounting technology to deliver accurate, timely, and actionable insights. Whether you're just starting out or
scaling your operations, we’re here to help you build a solid financial foundation and support your business
every step of the way.

We believe in building long-term relationships with our clients through trust, transparency, and personalized support.

Ready to take the next step?
Visit www.trustwiseaccountants.com or call us (213)-286-7791 to schedule your free consultation today to see how we can
support your business success.

Disclaimer

The information provided in this e-book is for general informational and educational purposes only. It 1s not
intended as, and should not be relied upon as, legal, tax, accounting, or financial advice. You should consult
with a qualified attorney, accountant, or licensed financial advisor before making decisions based on the
information contained herein. The author and publisher disclaim any liability for actions taken or not taken
based on the contents of this publication.



