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INTRODUCTION 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The tax code is complicated and inaccessible — it grows by 150,000 words per year!


The goal of this book, and the products we build at Carry, is to bring this “hard to find” 
knowledge and make it accessible to everyone. 


We’re on a mission to vastly simplify the tax code and equip business owners and tax 
payers with the information they need to take advantage of the lesser known tax-
saving strategies available to them.


HOW TO USE THIS BOOK


This book is categorized into 3 sections 


1. Strategies for Everyone


2. Strategies for Business Owners


3. Strategies for Solar & Real Estate


 It’s packed with the biggest tax saving strategies that you can implement for the 
2025 tax year and is designed for you to jump around like a choose your own 
adventure book. Use the table of contents above this page to jump from section to 
section.


Everything mentioned in this book is not only legal, but in most cases, heavily 
incentivized by the US government. Some are simple, while others are more complex. 
Some set you up for building wealth in retirement, while others reduce your tax 
liabilities. Some can save you thousands of dollars while others can potentially save 
you hundreds of thousands.


Everyone who goes through this book should find at least one or two things that will 
save them money in taxes this year, and hopefully every year going forward.


This book is a living document and will be updated each year. If you signed up to 
receive it from Carry, you’ll be emailed a copy each time a new version is released. If 
this book was shared with you, then you can sign up to join the update list here.

https://carrymoney.com/resources/tax-book-professionals


STRATEGIES FOR 
EVERYONE  

Tax strategies available to all tax payers in the United States.




BALANCING CAPITAL GAINS  
VS LOSSES

Capital gains have lower tax rates and have the most amount 
of flexibility to be offset by losses. Here’s how it works and 

how you can use it to your advantage.




WHAT IS A CAPITAL GAIN?
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WHAT IS A CAPITAL GAIN?


When you buy an asset and sell it for a profit, the gain 
from your investment is considered a capital gain and is 
subject to capital gains tax. The good news is that the 
IRS gives you the most amount of flexibility to offset 
capital gains tax.


NOT ALL INCOME IS TAXED THE SAME.


• The worst type of income to have is your W-2 income 
(salary from a job). They have the worst tax rates with 
the least options to deduct taxes. 


• Profits from a business are taxed at a lower rate than W-2 income and business owners have 
more tax-saving strategies to reduce their income.


• Capital gains have lower tax rates and have the most amount of flexibility to be offset by losses.


INCOME TAX VS CAPITAL GAINS TAX RATES


2025 income tax rates


• 10% on income up to $11,925


• 12% on income over $11,925 to $48,475


• 22% on income over $48,475 to $103,350


• 24% on income over $103,350 to $197,300


• 32% on income over $197,300 to $250,525


• 35% on income over $250,525 to $626,350


• 37% on income over $626,350


2023 long-term capital gains tax rates


You pay 0% on long-term capital gains if you have an income of $96,700 or less; 15% if you have 
an income of over $96,700 to $600,050; and 20% if your income exceeds $600,050.




TAX BENEFITS OF  
CAPITAL GAINS
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• YOU ONLY GET TAXED WHEN YOU SELL.


You only owe the tax on capital gains for the year you realize the gain. For example, if you sell 
shares of stock for a profit of $1,000, you must report the $1,000 as a capital gain on your 
tax return the year you sold it. If you don’t sell, you don’t owe taxes.


• LONG TERM CAPITAL GAINS HAVE LOWER TAX RATES


If you’ve held the investment for at least a year, they’re considered long-term capital gains, 
which have a preferential rate of 15% or 20% based on how much money you make. If you 
held the investment for under a year, the profits are considered short-term gains and are 
taxed as ordinary income, which can be as high as 37%.


• CAPITAL GAINS CAN BE OFFSET


Capital gains can be offset by capital losses to net out to zero taxes. For example, if you have 
a $10,000 gain and a $10,000 loss, the loss offsets your profits leaving you with zero capital 
gains tax liabilities.


• DEDUCT ORDINARY INCOME


If you have a net capital loss for the year, you can deduct up to $3,000 a year from your 
ordinary income (provided your net loss is at least $3,000).


• CARRY FORWARD LOSSES


If your net capital loss is greater than $3,000 for the year, you can also carry forward the 
losses indefinitely, meaning you can save it to use in future years.


For example, if you have a net capital loss this year of $100,000, you can deduct $3,000 of 
your ordinary income, and you can carry forward $97,000 indefinitely.




TAX LOSS HARVESTING
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WHAT IS TAX LOSS HARVESTING?


Tax loss harvesting involves balancing your capital gains by 
selling losing positions so that you can offset the gains with 
those losses.


At the end of the year, go through all of your brokerage 
accounts and take stock of your net capital gains and losses 
and see if it makes sense to do tax loss harvesting. 


Here’s what it looks like:


Step 1: Log into your brokerages


Step 2: Figure out your capital gains and losses


Step 3: Sell losing positions in order to make sure that you don’t net out with capital gains for the 
year.


Step 4: Replace the shares you sold with reasonably similar investments.


Most brokerages make tax loss harvesting easy to do or may even do this for you automatically if 
you’re using a robo-advisor.


TAX LOTS


Securities purchased in a single transaction are called “tax lots”. It’s a record of all transactions 
and their tax implications, such as dates of purchase and sale, cost basis, and sale price, for a 
particular security in your portfolio.


Let’s say that you buy TSLA stock at 3 different price points - $250, $300, $350. Each of these 
price points are a “tax lot”. In other words, they each have their own purchase date, holding period, 
and gain. 


When you decide to sell those shares, you can choose which tax lot to sell in order to minimize the 
taxes you owe, avoid short-term gains, and generate the right amount of losses to offset your 
gains.


For example, let’s say that TSLA is now trading at $220 and you decide to sell some of your 
position. If you decide to sell the $350 tax lot it would give you a $130 loss per share. If you decide 
to sell the $250 tax lot, it would only give you a $30 loss per share.




AVOIDING SHORT-TERM CAPITAL 
GAINS
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WHAT IS A SHORT-TERM CAPITAL GAIN?


Short-term capital gains are gains from investments that you held for less than a year. This is the 
worst type of capital gain because just waiting a year qualifies them as long-term capital gains and 
gives you much better tax rates.


Short-term capital gains are taxed as regular income. As we touched on earlier, regular income tax 
rates range from 10% to 37% while long-term capital gains range from 0% to 20%.


Short-term capital gains can also be offset with losses. 


However, losses on your investments are first used to offset capital gains of the same type.


Short-term losses are first deducted against short-term gains, and long-term losses are deducted 
against long-term gains. Net losses of either type can then be deducted against the other kind of 
gain.




CHARITABLE CONTRIBUTIONS
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Contributing appreciated assets to charity can result in bigger tax savings than 

donating cash. With a donor advised fund, you can essentially optimize your 

income each year and put yourself in the tax bracket you want.




STANDARD VS ITEMIZED 
DEDUCTIONS
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A deduction is an amount you can subtract from your taxable income each year. Anyone who files a 
tax return gets a deduction and they can choose whether they want to take a standard deduction 
or itemized deduction. You can only take one or the other; 
you can’t take both.


STANDARD DEDUCTION


A standard tax deduction is a flat amount of money that the 
government allows you to subtract from your taxable 
income to lower your tax liability. The amount is 
determined by the IRS every year, adjusted for inflation. 
The standard deduction is an alternative to itemizing your 
deductions, and you can claim it if you don’t have enough 
eligible expenses to itemize or if you choose not to 
itemize.


Standard deduction amounts for 2025


• For single taxpayers and married taxpayers filing separately, the standard deduction is $15,000.


• For married taxpayers filing jointly, the standard deduction is $30,000.


• For heads of household, the standard deduction is $25,000.


• Single filers and heads of household: $2,000, or $3,200 if both 65+ and blind. Joint filers and 
surviving spouses: $1,600, or $3,200 if both 65+ and blind.


ITEMIZED DEDUCTION


Rather than taking the standard deduction set by the IRS, some people may find that their 
deductions are higher when they claim individual itemized deductions for their eligible expenses 
incurred throughout the tax year. Unlike standard deductions, every individual will have a different 
deduction amounts. 


If you choose to itemize your deductions, you’ll need to keep track of your eligible expenses and 
report them on your tax return. You’ll need to provide documentation, such as receipts and 
statements, to prove that you incurred the expense and that it was eligible.




COMMON ITEMIZED DEDUCTIONS
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Most people take the standard deduction because it’s easier, and it often leads to higher 
deductions than itemizing individual items.


However, if you choose itemized deductions, you get a lot of opportunities that you wouldn’t get 
with standard deductions. For high income earners, if you have enough expenses, the itemized 
deductions can be a much bigger deduction.


COMMON ITEMIZED DEDUCTIONS


• Charitable contributions


• Mortgage interest


• Student loan interest


• Large medical expenses that exceed 7.5% of income


• State and local income, sales, and property taxes


• Certain education expenses


• Casualty and theft losses


• Gambling losses (from winnings)


In this section, we’re going to look more closely at charitable contributions because they have the 
potential to give you big tax deductions when taking itemized deductions.




DONATE APPRECIATED  
ASSETS TO CHARITY 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You’re allowed to donate many types of assets to charity including cash, appreciated stocks of 
public and private companies, land, and artwork. You can get an appraisal and donate almost 
anything to charity. Every $1 donated directly reduces your taxable income by $1.


• If you contribute cash, you’re allowed to deduct up to 60% of your income.


• If you contribute appreciated assets, you can only deduct up to 30% of your income. 


However, charitable contributions of appreciated assets can end up saving you a lot more money 
on taxes than if you were donate the same amount in cash.


HERE’S WHY


Instead of giving cash to charity, you can donate your appreciated shares to charity — whether it’s 
stock from your own business or other businesses you’re a shareholder of. This allows you to 
deduct the full pre-tax value from your taxes. 


Example


You purchased shares of Tesla for $50 and now it’s worth of $1,000. If you sell that stock to realize 
your $950 gain, you’ll have to pay capital gains taxes. 


Instead of selling the stock first, paying the tax, and donating the $950 to charity, you can just gift 
the entire stock to the non profit at fair market value and you’ll never pay tax on the underlying 
gains. As soon as the non-profit gets the stock, they can sell the stock and they’re not taxed as a 
for profit company.


Another example


You buy a piece of artwork for $10,000. After a year, it gets appraised at $50,000. You donate the 
artwork and get a $50,000 tax deduction without having to pay any capital gains tax from selling 
the artwork first.


If you don’t yet know which charity to give money to, or the charity you want to give money to is not 
ready to accept the funds, you can choose to put your money into a donor-advised fund instead 
(next page).




DONOR ADVISED FUNDS (DAF) 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WHAT IS A DONOR ADVISED FUND (DAF)?


A donor advised fund (DAF) is a private fund administered by a third party and created for the 
purpose of managing charitable donations on behalf of an organization, family, or individual. It takes 
5 minutes to open and is free to set up with many providers.


Think of it a like a private charitable fund that belongs to you. You put money into it whenever you 
want to register charitable donations for tax reasons. Then, you can donate to charity on your own 
schedule.


You generally get an immediate tax deduction, and those funds can be invested with tax-free 
growth inside of the DAF, which can appreciate and leave you with even more money to give to 
charities. And, you have full administration control and can recommend grants to virtually any IRS-
qualified public charity.


A donor advised fund allows you to optimize your income and always be in the tax bracket you 
want by putting the rest of your income into your DAF.


BENEFITS OF A DONOR ADVISED FUND (DAF)


1. Tax deductions 
You get a tax deduction in the year you contribute to the DAF, not in the year the 
contribution goes to the charity. For example, you could contribute $500,000 to your 
DAF this year and receive a tax deduction on the entire amount, but choose to 
donate $2,000 per year to the charity of your choice. 


2. Lower capital gains tax 
You don’t pay any capital gains taxes on assets you put into a DAF. If the donated 
assets are worth more than what you paid for them, you can get a deduction on the 
current value instead of what you paid for them. 


3. Reduce estate taxes 
Assets you put into a donor-advised fund aren’t subject to estate taxes, so they 
don’t count towards your total estate value.




HEALTH SAVINGS ACCOUNTS
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The unique advantage of health savings accounts (HSA) is their triple tax 

advantage. Contributions are tax-deductible, earnings within the account are tax-

free, and qualified withdrawals for medical expenses are tax-free as well.




WHAT IS AN HSA?
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An HSA, or Health Savings Account, is a type of tax-advantaged savings account that is 
designed to help individuals with high-deductible health insurance plans (HDHPs) save for 
medical expenses. It lets you contribute money on a pre-tax basis (with income you haven’t 
paid taxes on yet) to pay for medical expenses like dental work, vision care, prescriptions, or 
medical treatments and examinations. The funds can be used for deductibles, copayments, 
coinsurance, and other health care expenses, but not for insurance premiums.


HOW DOES AN HSA WORK?


An HSA lets you contribute money on a pre-tax basis to spend on medical expenses. It lets 
you save for your health care and reduce your taxable income at the same time.


Similar to a 401k, the HSA is owned by the employee of a company and can be funded by 
both the employee and employer. 


The unique advantage of HSAs is their triple tax advantage. Contributions are tax-
deductible, earnings within the account are tax-free, and qualified withdrawals for medical 
expenses are tax-free as well.


• You can make contributions to your HSA, and your employer can also choose to make 
contributions for you. The funds come out of your paycheck and get deducted from your 
taxable income for the tax year.


• Like a retirement plan, the money in your account can be invested in traditional assets like 
stocks, bonds, mutual funds, and ETFs. There are no taxes on earnings and 100% of your 
profits can get reinvested.


• When you withdraw money from your HSA at any age, there are no taxes if you use it to pay 
for qualified medical expenses.


Since the funds in your HSA can be invested with tax-free compounding, it helps you build 
more capital for larger medical expenses. If you have money leftover in your account, you can 
start taking withdrawals in retirement, starting at the age of 65.




WHAT HEALTH CARE EXPENSES ARE 
ELIGIBLE?
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THE GOOD NEWS IS THAT MOST MEDICAL EXPENSES ARE QUALIFIED TO BE PAID FOR BY 
YOUR HSA INCLUDING:


• Doctor appointments, surgeries, and prescriptions.


• Dental treatments and braces.


• Eye exams, glasses, and contact lenses.


• Visits to a psychiatrist or psychologist.


• First aid supplies and medical equipment, such as bandages, ointments, wheelchairs, 
and crutches.


• Health monitoring supplies, like blood pressure cuffs and glucometers.


• Feminine hygiene products, like tampons and pads.


• Complimentary treatments, such as massages, acupuncture, and chiropractor visits.


• Drug addiction treatments.


• Fertility and maternity services, like IVF and breast pumps.


• Medical expenses for your children and other qualified dependents, even if they’re not 
on your health plan.


• Home improvement costs to accommodate a certain medical condition.


This is not a full list. Check with your financial planner if you’re unsure if a medical expense 
is qualified.




HSA ELIGIBILITY
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Workers with high-deductible health plans, 
also referred to as HDHPs, are eligible to open 
an HSA if they have no other health coverage, 
are not enrolled in Medicare, and are not a 
dependent as reported on any other 
individual’s tax return.


For employees:  
Many employers who offer a high deductible 
health plan also help their employees with 
enrolling in HSAs. Most employers who provide 
this option will also choose to make 
contributions to employees’ plans. However, unlike a 401k, there is no employer matching 
requirement that states employees must also make contributions in order to receive employer 
contributions.


For the self-employed:  
If you’re self-employed, you can open one for yourself at major banks and brokerages like Fidelity, 
or even at local credit unions.


HOW DO YOU GET A HIGH-DEDUCTIBLE HEALTH PLAN?


An HDHP is a type of health insurance plan that typically has lower monthly premiums but higher 
deductibles compared to traditional health insurance plans. 


To qualify as an HDHP, the plan must meet the minimum deductible requirements set by the IRS, 
which are redefined each year. For 2025, the minimum deductible is $1,650 for individuals and 
$3,300 for families. This means that you must pay for eligible medical expenses out of pocket until 
you reach the deductible before the insurance coverage begins.


There’s also an out-of-pocket spending limit, which, for 2025, is $8,300 for individuals and 
$16,600 for families.




HSA LIMITS, DEADLINES, AND 
WITHDRAWALS
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CONTRIBUTION LIMIT FOR 2025


For 2025, 2025 tax year, you can contribute up to $4,300 if you’re under an individual 
plan or up to $8,550 for family plans. If you’re 55 years of age or older, you get an 
additional $1,000 in catch-up contributions added to your contribution limit. Both 
employee and employer contributions count towards this limit. Overcontributions to 
your HSA can be hit with a 6% tax on the excess amount.

CONTRIBUTION DEADLINE


The deadline to contribute to your HSA is the federal tax filing deadline, which is normally 
April 15th each year unless the date falls on a weekend or holiday.


HSA WITHDRAWAL RULES


As mentioned earlier, withdrawals from your HSA to pay for qualified medical expenses are 
tax-free. However, if you withdraw from your account to pay for something other than a 
qualified medical expense, you will be hit with a 20% penalty tax, plus income taxes.


Once you reach the age of 65 or become disabled, you’re allowed to withdraw from your HSA 
without the 20% penalty, even if you’re not using it to cover qualified medical expenses. 
However, the withdrawal will be taxed as ordinary income.


An HSA should be viewed as a long-term investment vehicle. At the end of the day, an HSA 
should be viewed as a retirement plan with a tax-free option to withdraw the funds if you 
need it to pay your medical bills.


If you’re under the age of 65, withdrawals should be avoided for any non-qualified medical 
expenses since you’ll have to pay a hefty penalty of 20% on the withdrawn amount (in 
addition to income taxes).


An HSA gives you triple tax advantages. Not only do you get a tax-deduction on your 
contribution, you also get to keep your money compounding tax-free. Put another way, your 
contributions can grow into a larger balance and help you pay for heftier medical bills, if 
needed. If the funds end up being unused, you can start taking distributions from your 
account for any reason once you reach the age of 65. You’ll have to pay ordinary income 
taxes, but you won’t be hit with the 20% penalty.




RETIREMENT ACCOUNTS
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Retirement accounts are tax-advantaged investment accounts. Depending on the 

type of retirement account, you could either get a tax benefit when you deposit 

money (tax deduction) or when you withdraw in retirement (tax-free withdrawals).




RETIREMENT ACCOUNT  
TAX ADVANTAGES
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There are many different types of retirement account. Some are designed for salaried 
employees, some are designed for business owners and self-employed individuals, and 
others are available to anybody with earned income. Each retirement account has different 
tax benefits, contributions limits, investment options and withdrawal rules.


TAX BENEFITS


• Tax deductions: Anything you contribute to an account reduces your taxable income for 
the tax year.


• Tax-free compounding: Most retirement accounts allow you to compound tax-free. If you 
buy and sell assets for a profit, you don’t have to pay taxes until you withdraw. With a 
regular investment account, you have to pay capital gains tax whenever you sell assets for 
a profit. For example, if you invested $10,000 into Tesla stock and it grew to $100,000, you 
would owe capital gains tax on the $90,000 in profit. With a retirement account, profits go 
straight back into your account and it can all be reinvested, allowing your retirement nest 
egg to grow significantly faster and larger.


• Tax-free withdrawals: Roth retirement account contributions are made with after-tax 
income, but withdrawals in retirement are tax-free, no matter how large your gains. With 
Roth accounts, you have tax-free compounding and then tax-free withdrawals in 
retirement.


While most retirement plans offer tax-free compounding, whether you get a tax deduction or 
tax-free withdrawals depends on whether you contribute to a traditional (pre-tax) account 
or a Roth (after-tax account).




TRADITIONAL (PRE-TAX) VS ROTH 
(AFTER-TAX)
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The main way to categorize retirement accounts is pre-tax and Roth.


If you’re familiar with the traditional and Roth IRAs, a traditional IRA is considered a pre-tax 
retirement plan and the Roth IRA is considered a Roth retirement account. This works the 
same way with a 401k and Roth 401k or solo 401k and Roth solo 401k.


Traditional retirement accounts give you tax benefits when you deposit money into your plan 
and Roth retirement accounts give you tax benefits when you withdraw money from your 
plan.


With a pre-tax retirement account, you get a tax break when you make a contribution. 


Your contributions are made with pre-tax income (income you haven’t paid taxes on yet) and 
get deducted from your taxable income for the year. When you make withdrawals in 
retirement, they’ll be taxed as regular income.


For example, if you made $50,000 this year and decided to contribute $5,000 to a traditional 
IRA. You would receive a tax deduction on your $5,000 contribution and your new taxable 
income for the year would be $45,000. Your $5,000 would get invested with tax-free 
compounding, and withdrawals in retirement of both your contributions and the earnings in 
your account are taxed as regular income.


With a Roth retirement account, you get a tax break when you start taking withdrawals in 
retirement. 


Contributions to a Roth account are made with after-tax income (income you’ve paid taxes 
on), meaning you don’t get any tax deductions for the years you make contributions to your 
account. However, with a Roth account, you get tax-free withdrawals in retirement, no matter 
how large the earnings in your account may be.


For example, if you made $50,000 in income and decided to contribute $5,000 to a Roth IRA, 
your taxable income would still be $50,000 since you don’t get any tax deductions on your 
contributions. Your $5,000 would get invested with tax-free compounding, and withdrawals 
in retirement would be 100% tax-free.




TYPES OF RETIREMENT ACCOUNTS 
401K
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A 401k is an employer sponsored plan. The only way to get a 401k is to work for a company 
that sponsors a 401k plan. 


How it works: Employees can contribute a portion of their salary into their plans. The money 
gets invested and grows tax-free until you choose to take distributions in retirement. Some 
employers will also offer a Roth version of the 401k. Employees can choose between 
contributing to a traditional 401k and Roth 401k.


• Contributions to a traditional 401k are made in pre-tax dollars and get deducted from your 
taxable income. Withdrawals in retirement are taxed as regular income.


• Contributions to a Roth 401k are made in after-tax dollars. You pay income taxes on the 
money now, but withdrawals in retirement are tax-free.


Investment options: Investment options are limited to whatever your 401k plan provider 
offers. Usually, you can choose between 8 to 12 mutual funds. You can’t invest in individual 
stocks, or alternative assets like crypto, real estate, and private equity.


Contribution limits: The 401k contribution limit is $23,500 for 2025. If you’re at least 50 years 
old, you can contribute up to $31,000 due to an additional $7,500 in catch up contributions.


Withdrawal rules: You can start to take qualified distributions at the age of 59½. Any 
withdrawals made from your account before the age of 59½ are subject to an early 
distribution penalty of 10% plus income taxes on the withdrawn amount.


Roth 401k withdrawal rules: In addition to being over 59½ years old, your Roth 401k 
account must be at least 5 years old (ie. it must have been 5 years since your first 
contribution) in order to take qualified distributions without penalties.


RMD: A 401k has required minimum distributions. Once you reach the age of 73 years old, 
you’re required to start taking distributions from your account each year, until your account is 
emptied. Refer to the RMD table to calculate your RMD amounts.




TYPES OF RETIREMENT ACCOUNTS 
SOLO 401K
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To be eligible for a solo 401k, you must have business or self-employment income and no 
employees (excluding your spouse). All business entities are eligible and there are no 
income requirements or limits.


*The solo 401k is covered more in-depth in the Strategies for Business Owners section of 
this book.


How it works: With a solo 401k, you get to contribute as both the employer and the 
employee, giving you more contribution room than a regular 401k. The best solo 401k plan 
providers offer a Roth account, the option to take a solo 401k loan, the ability to do rollovers, 
and the ability to do a mega backdoor Roth solo 401k.


Mega backdoor Roth solo 401k: If your plan provider offers support for this conversion, you 
have the ability to contribute up to $71,000 ($77,500 if age 50+) entirely into your Roth solo 
401k account.


Investment options: With a solo 401k, you can invest in virtually any asset class (except 
collectibles). In addition to traditional assets like stocks, bonds, mutual funds and ETFs, you 
can also invest in alternative assets like crypto, real estate, and private companies.


Contribution limits: The solo 401k has one of the highest contribution limits. You can 
contribute up to $71,000 for 2025. If you’re at least 50 years old, you can contribute up to 
$77,500 for 2025.


Withdrawal rules: The solo 401k withdrawal rules are the same as a 401k and IRA. You can 
start to take distributions from your account without penalties when you reach the age of 
59½. Early withdrawals are hit with a 10% penalty and income taxes.


Roth solo 401k withdrawal rules: In addition to being over 59½ years old, your Roth solo 401k 
account must be at least 5 years old (ie. it must have been 5 years since your first 
contribution) in order to take qualified distributions without penalties.


RMD: A solo 401k has required minimum distributions for both traditional and Roth accounts. 
You must start taking distributions from your account when you reach the age of 73.




TYPES OF RETIREMENT ACCOUNTS 
IRAS
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An IRA is an individual retirement account and is available to anyone who earns taxable 
income. There are two kinds of IRAs to choose from: a traditional IRA and a Roth IRA.


How it works: When you open an IRA, you get to choose between a traditional IRA and a Roth 
IRA, or open and contribute to both at the same time.


• A traditional IRA works the same way as a traditional 401k. Your contributions are made in 
pre-tax dollars and gets deducted from your taxable income for the year. Withdrawals in 
retirement are taxed as regular income.


• A Roth IRA also works the same way as a Roth 401k. You don’t get any tax deductions, but 
your withdrawals in retirement are tax-free.


Investment options: You can invest in traditional assets like stocks, mutual funds, bonds, and 
ETFs. You can also choose to open a self-directed IRA, which opens up the door to invest in 
alternative assets like real estate, crypto, and private equity.


Contribution limits: The contribution limits for an IRA are much smaller than other retirement 
accounts. The IRA contribution limit is $7,000 for 2025. If you’re at least 50, you can 
contribute up to $8,000. If you’re contributing to both a traditional and Roth IRA, your total 
contributions to all IRAs must not exceed the yearly contribution limit.


Roth IRA income limits: A Roth IRA does not let you contribute if your income for the year is 
too high. The income limits for Roth IRA contributions in 2025 are between $150,000 and 
$165,000 for single or head of household taxpayers, and between $236,000 and $246,000 
for married couples filing jointly. If you make more than the limit, you’re not eligible for Roth 
IRA contributions.


Withdrawal rules: You can start to take qualified distributions from your account when you 
reach the age of 59½. Early withdrawals are subject to a 10% penalty plus income taxes.


Roth IRA withdrawal rules: The Roth IRA withdrawal rules are a little bit different. You can 
withdraw your contributions from your account at any age without penalties or taxes. To 
withdraw any earnings, you must be at least 59½ years old and your Roth IRA must be at 
least 5 years old (it must have been 5 years since your first contribution).


RMD: A traditional IRA has required minimum distributions. You’re required to start taking 
distributions once you reach the age of 73. A Roth IRA has no RMD.




TYPES OF RETIREMENT ACCOUNTS 
SEP IRA
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SEP IRA stands for Simplified Employee Pension and, like the solo 401k, is a retirement plan 
for business owners. With a SEP IRA, you’re allowed to have as many employees as you want. 
However, it’s best designed for employers with just a handful of employees due to the 
contribution rules.


How it works: With a SEP IRA, only employers can contribute to the plan. Employees are not 
allowed to make contributions; they can only receive contributions from their employer. 
Employers are obligated to make equal percentage contributions for every eligible employee. 
For example, if you run a business with 10 employees, and you decide to contribute 10% of 
your compensation to your SEP IRA, you must also contribute 10% of every eligible 
employee’s compensation into their SEP IRAs.


Because of this rule, a SEP IRA can get expensive if you have too many employees. 
Fortunately, employers can decide how much gets contributed each year, and can even skip 
contributions entirely if they have a down year. All contributions are tax-deductible. There is 
no Roth option with a SEP IRA.


Employee eligibility: Any employee who is at least 21 years of age, worked for your business 
for 3 out of the last 5 years, and earned at least $750 for 2025 is considered an eligible 
employee and must receive equal percentage contributions.


Contribution limits: Employers can contribute up to 25% of their compensation up to 
$71,000 for 2025. There are no catch-up contributions for people age 50+ with a SEP IRA.


Investment options: The investment options of a SEP IRA are similar to a traditional or Roth 
IRA. You have more options than a corporate 401k, but you’re still limited to traditional assets 
like stocks, bonds, mutual funds, and ETFs.


Withdrawal rules: You can start to take qualified distributions at the age of 59½. Early 
withdrawals are hit with a 10% penalty plus income taxes.


RMD: A SEP IRA has an RMD rule. You must start taking distributions from your account when 
you reach the age of 73.




TYPES OF RETIREMENT ACCOUNTS 
CASH BALANCE PLAN
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A cash balance plan is a defined benefit plan, similar to a pension plan. Instead of defining 
the amount you can put into the plan each year, a defined benefit plan defines the amount of 
money that you’re entitled to receive at some point in retirement (usually between age 62 to 
65). The contributions today are the contributions needed to meet that future benefit, and 
your age and compensation determine how much you’ll be allowed to contribute annually in 
order to hit that defined amount.


Contribution limits: Instead of limiting annual contributions, the amount of money the 
account can hold at retirement is capped at $3.417 million for 2025. The older you are, the 
more money you can put in each year to hit the $3.417 million number. Typical contributions 
made to a cash balance plan are between $100,000 to $200,000+. 


Benefits: The biggest benefit of a cash balance plan is the ability to contribute larger 
amounts of pre-tax income than to a defined contribution plan like a 401k. Business owners 
who adopt a cash balance plan can benefit from significant tax savings immediately by being 
able to contribute $100,000 to $200,000+.


A cash balance plan can also be combined with a 401k or solo 401k to increase annual 
contributions even further. In addition to the employer contributions to their cash balance 
plan, business owners can contribute up to $23,500 ($31,000 if age 50+) in employee 
contributions to their 401k or solo 401k.  However, it’s important to note that the employer 
contributions to the 401k or solo 401k would be reduced from 25% of compensation (~20% 
if self-employed) to just 6% of compensation.


Disadvantages: Cash balance plans are more complex and expensive to set up and maintain. 
Contributions are mandatory for business owners and plans are designed to be perpetual, so 
you should plan to keep the plan open for at least 3 years.


Therefore, a cash balance plan is best for business owners with a few employees, consistent 
revenue, at least $200,000 in compensation.


Withdrawals: A cash balance plan has the option to take the withdrawal as annuity payments 
or as a lump sum in retirement.  If taken as a lump sum, it can be rolled over into another tax-
deferred plan (like an IRA or 401k) tax-free.




RETIREMENT PLAN TIPS 

28

1. OPEN BOTH PRE-TAX AND ROTH ACCOUNTS WHEN YOU CAN


With some retirement accounts like a 401k, it’s not up to you whether you can contribute to a Roth 
account since you’re stuck with whatever your employer offers. But with an IRA or solo 401k, you’re 
able to choose your own plan provider and open both types of accounts. Since you get different tax 
benefits for each one, you should open both and contribute to both accounts. If you need to reduce 
taxable income, contribute to pre-tax. If you want tax-free withdrawals in retirement, contribute to 
Roth.


2. START INVESTING EARLY TO TAKE ADVANTAGE OF THE POWER OF COMPOUNDING


Retirement accounts give you tax-free compounding, meaning you owe zero capital gains when 
you buy and sell assets for a profit and can reinvest 100% of your gains. The earlier you can start 
investing, the more you can exponentially grow your retirement nest egg. A Roth IRA has no age 
requirements allowing minors to open an account. If you max out your Roth IRA each year starting 
at age 13, you’d have $36 million by age 65. If you start at age 21, you’d have $15 million.


3. BACKDOOR ROTH IRA


A Roth IRA has income limits that restrict high income earners from contributing. If your income is 
past the limit, you can do something called a backdoor Roth IRA. Since a traditional IRA has no 
income limits, you can contribute to it first, then immediately convert the funds to your Roth IRA. 
The income limit only applies to contributions; rollovers have no income limits.


4. ALWAYS TAKE YOUR 401K EMPLOYER MATCH


Many employers offer a 401k employer match where they’ll match your contributions up to a 
certain point (usually around 4% to 6% of your salary). If you’re offered an employer match, always 
contribute enough to your 401k each year to receive the full match. It’s the closest thing to free 
money when it comes to investing and retirement accounts.


5. MEGA BACKDOOR ROTH SOLO 401K


Lastly, another benefit of a solo 401k is that it’s the easiest way to put as much money as possible 
into a Roth retirement account. If your solo 401k plan provider offers something called a mega 
backdoor Roth conversion, you have the option to put in as much as $71,000 into a Roth solo 401k 
for 2025. 



STRATEGIES FOR 
BUSINESS 
OWNERS 

Whether you have a small side hustle or a multi-million dollar 

business, earning any kind of business income opens up amazing 

opportunities for tax savings and wealth creation.




SPLIT YOUR INCOME WITH  
AN S CORPORATION
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One of the biggest tax advantages of setting up an S corp is that you can split your income in order 
to reduce your self-employment taxes. 


When you’re self-employed, you have to pay payroll taxes on your income, which is 15.3% for 
Social Security and Medicare. You can save on this by setting up an S corp and paying yourself a 
reasonable salary. As an S corp, you can split your income between owner income and employee 
income, and only the employee income would be hit with self-employment taxes.


• Owner income: Profit distributions as an owner that are taxed at a much lower rate. 


• Employee income: Your salary on which you pay payroll taxes. 


You pay 0% self-employment tax on the money that you pay yourself as an owner. Only the money 
that you pay yourself as an employee in W-2 income is hit with self-employment taxes. Without an 
S corp, you’ll have to file a Schedule C and you’re taxed on the net income. This figure gets hit with 
federal tax, state tax, and self-employment tax. The S corp will not help you save on federal and 
state tax; it will help you save on self-employment tax.


EXAMPLE


For example, let’s pretend you’re a massage therapist that just 
opened your own practice. Previous to opening your own 
practice, you used to work for a hospital and made $80,000 in 
salary. 


In your own practice, you might now be making $1,000/hour 
working with world-class athletes, a major jump from your 
previous W-2 salary. However, with an S corp, you get to 
determine your own salary. You can still say that the going 
salary for a massage therapist is $80,000. 


Instead of paying self-employment on the entire amount your 
business makes, you can choose to only pay yourself $80,000 
and pay self-employment tax on that amount.



THE POWER OF HAVING  
A SOLO 401K
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WHAT IS IT?


A solo 401k is a 401k plan for self-employed individuals 
and business owners and comes with the highest 
annual contribution limits, freedom to invest in virtually 
any asset class, tax-free compounding, and a large Roth 
account. 


As the name implies, a solo 401k is a 401k that is 
established by an individual, rather than by an employer. 
As long as you’re eligible, you can choose a provider 
and open a plan whenever you want.


ELIGIBILITY


Any self-employed individual or business owner is 
eligible as long as they have no employees, including 
part-time employees who have reached 21 years of age, 
and have worked over 500 hours per year for 3 
consecutive 12-month periods (the only exception to 
this employee rule is a spouse).


You can open a solo 401k whether you have a multi 
million dollar business or a small side hustle. Even 
someone making $5 as a TikTok creator can be eligible 
to set up a plan. And, you’re eligible even if you have a 
full-time job, as long as you have side hustle or 
business income.


Any type of business structure is eligible for a solo 401k. 
Whether you’re operating as a sole proprietorship, LLC, partnership, C 
corp, or S corp, all entities qualify.




TAX ADVANTAGES OF  
A SOLO 401K
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‣ Tax Deductions 
Up to $71,000 in tax deductions ($77,500 if age 50+). 


‣ Roth Contributions 
Up to $23,500 in Roth contributions ($31,000 if age 50+). 


‣ Mega Backdoor Conversions 
Up to $71,000 ($77,500 if age 50+) in potential Roth contributions if you do a mega 
backdoor conversion. 


‣ Tax-Free Compounding 
Pay no capital gains tax on any investment profits. 


‣ Solo 401k Loan 
The ability to take out a solo 401k loan up to $50,000 (max 50% of your plan value). 


‣ Investment Options 
Invest in virtually any asset class (except collectibles), including alternative assets like 
crypto, real estate, and startups. 


‣ Tax-free Roth withdrawals 
Withdrawals from your Roth solo 401k account in retirement are completely tax-free, no 
matter how large your investment gains.


‣ Rollovers 
Rollover an unlimited amount from any other retirement plans except a Roth IRA.


‣ No income limits or requirements 
Any level of income and any business structure is eligible to open a plan and make 
contributions.



MEGA BACKDOOR  
ROTH CONVERSIONS 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WHAT IS IT?


A solo 401k is one of the best retirement accounts to do a mega backdoor conversion. It’s only 
offered by a few solo 401k plan providers and allows you to put even more money into a Roth solo 
401k than is typically allowed.


For context, a Roth IRA lets you contribute $7,000 for 2025. A Roth solo 401k lets you contribute 
$23,500. With a mega backdoor Roth solo 401k conversion, you could contribute up to $71,000 
entirely into your Roth solo 401k.


WHAT’S SO SPECIAL ABOUT ROTH CONTRIBUTIONS?


Roth accounts let you contribute after-tax income in return for tax-free withdrawals in retirement. 
Because you already paid taxes on the income you contributed, your withdrawals in retirement 
have zero taxes no matter how large your investment gains.


For example, if you contribute $50,000 into your Roth solo 401k and it grows to $50 million, you 
can withdraw the entire $50 million in retirement without paying any taxes.


In comparison, contributions to your pre-tax solo 401k account is made with pre-tax income 
(income you haven’t paid taxes on yet). The money that you contribute gets deducted from your 
taxable income for the year. However, because you didn’t pay taxes on your contributed income, 
your withdrawals in retirement are taxed as regular income.


Not all solo 401k plan providers offer mega backdoor conversion support.  
With the Carry Solo 401k, it only takes a few clicks.


https://carrymoney.com/solo401k


SOLO 401K  
CONTRIBUTION LIMITS 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For 2025, you can contribute up to $71,000 into a solo 401k plan if you’re under 50 years of age, 
and up to $77,500 if you’re 50 years of age or older. Here’s how it compares with the 401k and IRA.
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Contribution Limits 2025

REGULAR 401K


‣ Under 50: up to $23,500


‣ Age 50+: up to $31,000


IRA (TRADITIONAL / ROTH)


‣ Under 50: up to $7,000


‣ Age 50+: up to $8,500


SOLO 401K


‣ Under 50: up to $71,000


‣ Age 50+: up to $77,500




THE AUGUSTA RULE 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HOW IT WORKS


Your business can pay you rent to use your own home for a work event for up to 14 days a year. It’s 
entirely tax-free income to you as the homeowner, and your business also gets a tax deduction for 
the expense.


The Augusta Rule isn’t just for business owners. Any homeowner can rent out their homes for up to 
14 days out of the year, tax-free. But if you’re a homeowner and you also own your own business, 
then you can double dip on the tax savings by renting out your home to your own business.


If you’re hosting an event, meeting, or any work-related activity, instead of renting out a hotel, 
conference room, co-working space, or restaurant, you can use your own home to do the exact 
same things. As the homeowner, you have the same tax break as if you rented it out to somebody 
else. But as the business owner, you can also take a tax deduction on the amount you pay in rental 
fees to yourself.


Business owners can this loophole to transfer business income to personal income, and 
essentially double dip on the tax savings. As the homeowner, you get tax-free rental income from 
your business. As the business owner, you get a tax-deduction for the rental expense you paid to 
yourself.




RULES FOR THE AUGUSTA RULE 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WHY IS IT CALLED THE AUGUST RULE?


Referred to as Section 280A by the IRS, the rule was 
originally created to protect residents of Augusta, 
Georgia during the annual Masters golf tournament. 
Millions of people visit Augusta during the 
tournament and, because there aren’t enough hotel 
rooms, homeowners in the area rent out their homes 
during the week.


1. Your home must be your primary residence: As a business, you can only 
take this deduction if the home is your primary residence. The house 
must be under your name, and listed as your primary residence. 


2. 14 day maximum: You can only rent out your home, tax-free, for up to 14 
days. If you rent out your home for more than 14 days, any days outside of 
the 14 days would be considered a taxable event. 


3. The rental amount must be reasonable: The IRS doesn’t let you just 
charge any ridiculous amount to rent out your home. For example, you 
cannot rent out your home to your own business for $10,000 per night 
when it would normally cost you $500 elsewhere. Your home rental cost 
should be consistent with other home rental prices in your area. The best 
way to accurately come up with a reasonable price is to check Airbnb 
listings for similar properties in your area. 


4. Your business must be an s corp, partnership, or c corp: You must have an 
LLC or corporation that is taxed as an s corp, c corp, or partnership. If your 
business is a sole proprietorship or single member LLC, you cannot take 
advantage of the Augusta Rule as a business owner. You can still rent out 
your home to other people and take the tax-free rental income, but the 

Technically, when they rent out their homes, this 
would be considered as taxable rental income. 
However, in the 1970s, residents lobbied for the 
Augusta Rule tax exemption, and Section 280A was 
added to the tax code. Today, the Augusta Rule 
extends to all homeowners in the US, not just those 
in Augusta, Georgia.




HOW TO CLAIM THE AUGUSTA RULE 
TAX BREAK AS A BUSINESS OWNER
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STEP 1: Determine your eligibility 
Your home must be under your name and listed as your 
primary residence. Your business must also be an LLC 
or corporation that is taxed as an s-corp, c-corp, or 
partnership. Sole proprietorships and single member 
LLCs do not qualify.


STEP 2: Come up with a reasonable price 
You must charge your business a reasonable amount 
for renting out your home. You cannot charge unreasonably more than what it would cost to rent a 
similar home in your area. When determining your price, you must document how you reached the 
rental amount that was charged to your business. Taking Airbnb screenshots of similar home rental 
listings in your area for the same dates would work here.


STEP 3: Document the purpose of the meeting/event 
Document your work meeting or event and make sure to note things like the purpose of the 
meeting, agenda, meeting notes, and attendees.


STEP 4: Create an invoice 
Create an invoice from you, the homeowner, to the your business. It should clearly state the rental 
amount and the business purpose of the rental.


STEP 5: Write the check 
Your business should pay in the form of a check to leave a paper trail. You can pay with other 
methods, but paying by check is the cleanest way.




DEDUCT YOUR RENT/MORTGAGE 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HOW IT WORKS


If you work from home as an employee, you cannot deduct 
anything for your home office. But as a business owner, you 
can deduct the proportional square footage of your home 
office from your rent or mortgage, including utilities and 
renovations.


To qualify: Your home office must be your principle place of 
business. The majority of the work you do must be done from 
your home office. And, the space must be used regularly and 
exclusively for work. 


How to take the home office deduction: To take this 
deduction, you can use the simplified method and the regular 
method (both are explained below).


SIMPLIFIED METHOD

You get a $5/square foot deduction per year for every square 
foot in your home office. If your home office is 10 feet by 10 
feet, that’s 100 square feet so you would get a $500 
deduction for the year. 


The bad part about this deduction is that there’s a limit. The 
max you can take on this deduction per year is $1,500 or 300 square feet. So if you have a larger 
space than the limit allows, do not use the Simplified Method. The other bad part is that you 
cannot carry forward losses. If your business has a loss on your schedule C, you don’t get to take 
this deduction, you just lose it.


STEPS TO USE THE SIMPLIFIED METHOD


1. Measure the square footage of your home office area. This should be a dedicated space used 
exclusively and regularly for your business activities.


2. Make sure that it’s under 300 square feet.


3. Multiply the square footage by $5.


4. The total is the amount you can deduct as your home office expense. For example, if your home 
office space is 200 square feet, your deduction would be 200 x $5 = $1,000.
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REGULAR METHOD

Determine the expenses of your home office and take the deduction as a percentage of your 
overall home. Add up your rent or mortgage, property taxes, home insurance, utilities and then 
allocate your home office percent as a percentage of those costs. 


For example, if your home is 1,000 square feet, and your home office is 100 square feet, then that 
means you use 10% of your home as your home office. You would deduct 10% of those costs as a 
deductible. Unlike the simplified method, if taking a home office deduction creates a loss in your 
business, you don’t lose that expense. It just carries forward to a future year for you to take.


STEPS TO USE THE REGULAR METHOD


1. Measure the square footage of your home office area. This should be a dedicated space used 
exclusively and regularly for your business activities.


2. Next, measure the square footage of your entire home, including the home office space.


3. Calculate the business use percentage by dividing the square footage of your home by the 
square footage of your home office space.


4. Keep accurate records of your home expenses such as mortgage, rent, property taxes, utilities, 
insurance, maintenance, and repairs.


5. Determine which expenses are direct expenses and which are indirect expenses. Direct 
expenses are fully deductible and involve any costs incurred directly for your home office 
space. Indirect expenses are more general costs for your home including rent and mortgage 
payments.


6. Calculate the deductible amounts on your indirect expenses by multiplying it by the 
percentage used as an office space. For example, if you use 15% of your home to conduct 
business, 15% of your rent or mortgage payment would be deductible.


7. Total your deductible home office expenses by adding up all the deductible portions of your 
eligible home expenses. This total will be your home office deduction for the tax year.




SIMPLIFIED METHOD VS REGULAR 
METHOD
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The Simplified Method is usually best for small businesses that use a small portion of their homes 
not greater than 300 square feet since you’re not required to meticulously keep records of all your 
expenses. You can simply take your square footage used for business and multiply it by $5. The 
Regular Method involves deducting individual expenses and requires more documentation, 
record-keeping, and calculations come tax season. Here are some things to consider:


THE SIMPLIFIED METHOD IS SIMPLER


The Simplified Method requires less record-keeping and is less complicated. You only need to 
know the square footage of your home office and apply the prescribed rate ($5 per square foot, up 
to 300 square feet).


THE REGULAR METHOD CAN RESULT IN A HIGHER DEDUCTION


The Regular Method may result in a higher deduction if you have significant home expenses that 
are proportionally higher than the $5 per square foot rate used in the Simplified Method. However, 
this method requires more record-keeping and calculations. 


YOU CAN CHANGE METHODS EACH YEAR, BUT NOT DURING THE SAME YEAR


Once you choose a method for a particular tax year, you cannot switch to the other method for the 
same year. However, you can change methods in future tax years.


THE REGULAR METHOD ALLOWS YOU TO CARRY FORWARD LOSSES


The downside of the Simplified Method is that you cannot carry forward losses. If your business 
has a loss on your schedule C, you don’t get to take this deduction, you just lose it. You can carry 
forward a loss using the Regular Method. If taking a home office deduction creates a loss in your 
business, you don’t lose that expense. It just carries forward to a future year for you to take.


YOU NEED TO DEPRECIATE THE VALUE OF YOUR HOME IF YOU OWN YOUR HOME AND USE THE 
REGULAR METHOD


If you own your home and use the Regular Method, you have to take a depreciation expense as 
well, which involves allocating your building costs, land costs, and depreciating the building cost, 
and taking a percentage of that as a deduction, too. If you eventually sell the house, you are going 
to have to recapture those depreciation costs. If you use the Simplified Method, you don’t need to 
factor in depreciation.




TRAVEL & CONFERENCES 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Most of the regular costs of business travel are 
tax-deductible, and this includes travelling to 
conferences and meetups with other peers in 
your industry. Why you’re travelling must be 
appropriately documented, and you should only 
take deductions you are entitled to. That means 
setting your business purpose before your travel, 
by booking conferences, setting meetings, and 
creating an itinerary with documented evidence.


YOU CAN CLAIM DEDUCTIONS ON 


• Flights, trains, bus tickets, Uber, taxis, car 
rentals. 


• Baggage fees 


• Hotel and Airbnb 


• 50% of eligible business meals


•  50% of meals while traveling to and from your 
destination


WORKING DAYS VS NON-WORKING DAYS


You can deduct your working days, but not your 
non-working days. Any days you’re not 
conducting any business while at your 
destination are not deductible. If you’re 
travelling DOMESTICALLY, your travel days are 
always considered business days, so the 
expenses incurred travelling to and from home 
are always


FOOD CAN BE DEDUCTIBLE AT 50%


Make sure what the percentage is for any given 
year. Don’t expense anything too lavish or 
extravagant. For example, don’t go out to dinner 
every night and expense thousands of dollars of 
meal and entertainment expenses.


WHAT IF YOU BRING ALONG FAMILY? 


Do not deduct their expenses if they’re not a 
part of your business. Only expense items that 
you would have incurred without them. For 
example, if you got a bigger hotel room because 
your family came along, you can only deduct the 
cost of the room you would have taken if they 
had not come along.




QBI 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Qualified Business Income (QBI) allows you to 
deduct up to 20% of your qualified business 
income. It also includes up to 20% of qualified 
real estate investment trust dividends and 
qualified publicly traded partnership income. 


To qualify for QBI, your business must be a 
pass-through entity. That means your business 
needs to be operating as either a sole 
proprietorship, partnership, S corporation, or 
LLC. Unlike a C corporation, which pays 
corporate income taxes, a pass-through entity’s 
business income “passes through” to the 
owner’s individual tax return. 


Qualified business income is the net amount of a business’ income, with a few exceptions. It does 
not include investment income (capital gains, dividends), income from businesses outside of the 
US, interest income not properly allocable to a trade or business, or guaranteed payments from a 
partnership. 


The QBI deduction does not reduce business income or have any impact on self-employment tax 
for owners who are treated as self-employed individuals. It doesn’t matter if you take the standard 
deduction or itemize — both options qualify you for the QBI deduction.


MUST NOT A BE A SPECIALTY SERVICE TRADE OR BUSINESS 


You can’t qualify for QBI if you are a services-based business where the principal asset is the 
reputation or skill of one or more of its employees or owners. 


These include: Health, law, accounting, actuarial science, performing arts, consulting, athletics, 
financial services, and investment management.


MUST NOT A BE A SPECIALTY SERVICE TRADE OR BUSINESS 


Total taxable income must be at or below $182,100 for single filers and $364,200 for joint filers.



QSBS 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Qualified Small Business Stock Exemption (QSBS) allows you to avoid taxes on up to $10 million in 
capital gains or 10x the investment you made in an eligible company. 


Let’s say you sell your company for $10 million. Without QSBS, you might have to pay up to $3.5 
million in taxes. With QSBS, you may pay nothing in taxes. 


Who does this matter for? Small business owners, startup founders and employees with equity, and 
startup and venture investors. 


QSBS Stacking 


QSBS usually has a limit of $10 million per individual per asset. The “per individual” is the key 
piece. If you have more than $10 million in assets that you want to sell that is QSBS eligible, you 
can take advantage of the “per individual” limit by gifting up to $10 million to a loved one (like your 
child), and they can claim their own exemption, allowing you to stack your QSBS exemptions. 


You can also gift it to a trust. There are specific kinds of trusts that through the US tax code, 
qualifies as individuals. The trust could then receive its own QSBS exemption.



THE 5 QSBS REQUIREMENTS 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1. ORIGINAL ISSUE REQUIREMENT


Taxpayer received stock at the original issue of the company in exchange 
for money, other property, or services. In other words, you must have 
received the shares directly from the company (ex. purchasing shares 
from an employee doesn’t count). Most equity grants to founders, 
employees, and investors will qualify. 


2. 5 YEAR HOLDING PERIOD


Must be held for 5 years before the sale or exchange. Clock starts when 
stock was exercised, not granted. 


3. US-BASED DOMESTIC C-CORPORATIONS ONLY


The company must be an active C-corporation that is incorporated in the 
United States. 


4. ACTIVE BUSINESS REQUIREMENT


The issuing company must be actively in a qualified trade or business. 
Tech startups almost always qualify. Most professional service firms, 
finance, investment management, and hospitality don’t qualify. 


5. SMALL BUSINESS REQUIREMENT


At all times, before and immediately after issuance of stock - corporations 
adjusted basis in cash and other assets CAN’T exceed $50 million. In other 
words, you would have to have received your equity before the company 
has $50 million in net assets. You don’t need to exercise your options 
before then, you just need to have received it. This requirement is the 
most complex.



HIRE YOUR KIDS  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You can hire your own kids to work for your business if there are things that they can help you with. 
Popular tasks are social media, content creation, customer support, etc. If you pay your kids less 
than $12,950, you can reduce your taxable income by that amount. Additionally, your kids can pay 
$0 in taxes since this is the standard deduction amount and doesn’t need to be filed in a tax 
return.


Hire any family member


While the most popular option is to hire your kids, you can use the same strategy with other family 
members. For example, you can hire your parents (ideally if they’re retired) and you’ll still get a 
deduction on your taxes, and as long as the pay is under the standard deduction, they won’t pay 
anything on their taxes.


Open a Roth IRA


Open up a Roth IRA in your child’s name and have them contribute their income from the business. 
The maximum you can contribute in 2025 for people under 50 is $7,000. You can only contribute 
earned income into a Roth IRA, so they’re able to save money for retirement earlier than they could 
otherwise (see next page).




THE POWER OF COMPOUNDING 
EARLY 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If we’re using the historical S&P returns of 11%, here’s what things could look like by the time your 
kids reach 65 years of age — just by contributing the maximum to their Roth IRA each year. 


If starting at the age of 13, they’ll have $36 million by the age of 65. If starting at the age of 21, 
they’ll have less than half the amount at $15 million




CREDIT CARD POINTS 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When your business starts spending money on advertising, equipment, travel, meals, etc. put those 
expenses on a business credit card. You can legally use credit card points earned by spending 
money on your small business for yourself or for your family. 


The goal is zero credit card debt. Credit cards are a bad deal if you’re borrowing money and getting 
in debt. But if you pay it off every month, credit card points are free money. 


MOVE ALL OF YOUR BUSINESS EXPENSES TO A BUSINESS CREDIT CARD 


Ask all of your providers and see if they accept credit cards, even if they’re not listed as a payment 
option. You’d be surprised with how many providers will be fine with this. Then, take all of your 
business expenses that can be paid with a credit card and move them over. Obviously, avoid ones 
that may come with with a high credit card surcharge where you have to pay more. 


If you have large variable expenses like paid Google or Facebook ads, or large infrastructure bills, 
you can start accumulating hundreds of thousands of credit card points.



TRANSFER YOUR POINTS  
FOR THE BEST DEALS 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The biggest mistake people make with 
their collected credit card points is that 
they book travel directly from the travel 
rewards website on their credit card 
account. 


Do not do this. The way to unlock the most value from your credit 
points is to transfer them out to a travel partner. 


FOR EXAMPLE


I was flying from NYC to Dubai last December. On Emirates, a 
business class ticket cost around $6,000 and a first class ticket 
was around $10,000. 


On the Amex travel rewards website, business class was slightly 
cheaper at roughly 400,000 points ($4,000 value). 


Instead, I created an account Emirates. I then transferred my 
AMEX points to Emirates (which only took a few seconds). I was 
then able to get a first class ticket for only 120,000 points ($1,200 
value). 


Essentially, I was able to get a first class ticket for $1,200 instead 
of $10,000. 


PS. This also sometimes works with really fancy hotel rooms that 
would otherwise cost a lot more.



OWNING REAL ESTATE WITH YOUR 
BUSINESS 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If your business has an in-person component, you can 
buy property or real estate with your business. And 
when the property “depreciates” it generates losses 
you can use to offset your business income to reduce 
your tax bill. 


HOW IT WORKS 


There’s a depreciation schedule for any asset. Real 
estate has a useful life of 20+ years. Residential rental 
property is depreciated over 27.5 years, while 
commercial real estate is depreciated over 39 years. 


You can straight line depreciate the purchase price 
(minus land value) over 39 years, which may be a little 
over 2% per year that you get to write off. 


BONUS DEPRECIATION 


Bonus depreciation allows business owners who buy real estate to get massive deductions in year 
one. 


With bonus depreciation, instead of depreciating over 39 years, your business can take 100% of 
the accelerated benefit for any assets with under a 15 year lifespan and take it all in year one of 
ownership. 


With a commercial property, this could be 20% to 30% of the purchase price! 


Note: The rate for bonus depreciation is beginning to phase out. 2022 was the last year that you 
could take 100% of your depreciation in year one. For 2023, you could only take 80% of the 
depreciation in year one, and the rate drops by 20% per year until it’s completely phased out in 
2027.



R&D CREDITS 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The R&D Tax Credit, also known as the Research 
and Experimentation (R&E) tax credit, is a 
federal benefit that provides companies dollar-
for-dollar cash savings for performing activities 
related to the development, design, or 
improvement of products, processes, formulas, 
or software.


If your business spends money on innovation 
inside of your business, whether it be software, 
processes, or if you pay money to employees to 
drive innovations in your product or industry, you 
can be eligible for the R&D tax credit. 


Typically, 6% to 8% of your company’s annual 
qualifying R&D expenses can be applied, dollar 
for dollar, against your federal income taxes. 


EXAMPLES OF ACTIVITIES THAT CAN QUALIFY FOR THE CREDIT INCLUDE: 


• Developing processes, patents, formulas, or techniques.


• Creating prototypes or software. 


• Hiring scientists, designers or engineers that are engaged in qualified activities. 


• Devoting time and resources to manufacturing or developing new or innovative products in your 
industry. 


• Developing intellectual property. 


• Paying salaried employees or contractors to carry out this work.



WHAT QUALIFIES AS R&D? 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Activities that generally qualify for the R&D credit have to meet the 
IRS’s four-part test:


1. PERMITTED PURPOSE


The activity must be related to developing or improving the 
functionality, quality, reliability or performance of a business 
component.


2. TECHNOLOGICAL IN NATURE


The business component’s development must be based on a hard 
science, such as engineering, physics and chemistry, or the life, 
biological or computer sciences.


3. ELIMINATION OF UNCERTAINTY


From the outset, the organization must have faced technological 
uncertainty when designing or developing the business component.


4. PROCESS OF EXPERIMENTATION


The company must have evaluated multiple design alternatives or 
employed a systematic trial and error approach to overcome the 
technological uncertainties.



CASH BALANCE PLANS 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A cash balance plan is a defined benefit plan with average annual contributions of $100,000 to 
$300,000.


WHAT IS A CASH BALANCE PLAN?


Retirement plans like the 401k, IRA, or even a solo 401k are considered defined contribution plans. 
As the name suggests, they define the contribution limit you can put in each year and the account 
balance does not affect your contribution limits. Once you hit those limits, there’s nothing more 
you can contribute pre-tax.


Unlike a 401k where the contribution limits are defined each year, a cash balance plan is a defined 
benefit plan. Instead of limiting annual contributions, the amount of money the account can hold at 
retirement is capped at $3.417 million for 2025. The older you are, the more money you can put in 
each year to hit the $3.417 million number. Typical contributions made to a cash balance plan are 
between $100,000 to $200,000+.




TAX ADVANTAGES OF  
A CASH BALANCE PLAN
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‣ High annual contributions 
The typical contribution to a cash balance plan is between $100,000 to $200,000+ per year. 


‣ Bigger tax deductions 
Contributing higher amounts can lead to bigger deductions of taxable income. 


‣ Older business owners can catch up on retirement 
Older business owners nearing retirement can catch up on their savings through larger 
contributions.


‣ Lump sum withdrawal 
Unlike a pension plan, cash balance plans can be withdrawn as a lump sum and rolled 
over to another tax-deferred retirement plan tax-free. 


‣ Combine with 401k or solo 401k 
Business owners can combine a cash balance plan with a 401k or solo 401k to increase 
their limits even further. The combined numbers are typically a $150,000+ tax deduction 
or more. 


The biggest benefit of a cash balance plan is the ability to contribute larger amounts of pre-tax 
income than to a defined contribution plan like a 401k. Business owners who adopt a cash balance 
plan can benefit from significant tax savings immediately by being able to contribute $100,000 to 
$200,000+ per year to the plan. Assuming a 37% tax bracket, that’s $37,000 to $110,000 in federal 
taxes saved in one year, which can then be invested on a tax-deferred basis until retirement.


While cash balance plans are technically “pension plans” the major difference is that pension 
plans pay out a fixed amount per month for the rest of your life. While this is also an option with 
cash balance plans, normally people choose to receive a lump sum payment, which can then be 
rolled over tax-free into another tax-deferred retirement plan like an IRA or 401k.




IF YOU HAVE EMPLOYEES…
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Cash balance plans are best suited for self-employed people or smaller companies with few 
employees due to the employee contribution requirements detailed below.


EMPLOYEE ELIGIBILITY


As the business owner, you can choose to exclude any employees from the plan who do not meet 
the following eligibility rules:


• Is at least 21 years of age.


• Did not work at the company for at least one year.


• Has not worked at least 1,000 hours in the calendar year.


Participation in the cash balance plan does not need to be offered to every eligible employee at 
the company. However, the employer is required to provide a “meaningful” benefit to the lesser of:


• 40% of eligible employees, or


• 50 participants.


This is where it may make sense to offer a cash balance plan on top of a 401k plan to satisfy 
nondiscrimination testing requirements.


HOW EMPLOYEE CONTRIBUTIONS ARE STRUCTURED


Employees are promised a specific balance by a specific date (usually by age 62 to 65). Their 
accounts are credited each year with a pay credit (a percentage of their compensation) and an 
interest credit (a fixed rate or a variable rate linked to an index such as the one-year treasury bill 
rate), which grows to meet the balance promised to them. Upon retirement, employees can choose 
to withdraw or rollover the funds in a lump sum or through a monthly annuity payment. The exact 
formula and calculation for contributions is complex and require an actuary.


In a cash balance plan, instead of each participant having their own investment account, the 
assets are invested in a pooled trust that each participant has a piece of. It’s maintained in the 
name of the plan and managed by an actuary.


The employer bears the risk of gains and losses in the account and must pay out the promised 
interest credit even if the investments lose money. Therefore, the investments in cash balance 
plans are managed in a conservative manner to avoid volatility.




BEST CANDIDATES FOR  
A CASH BALANCE PLAN 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Cash balance plans are more expensive and complex to set up and maintain. Contributions are 
mandatory for business owners and the plans are designed to be perpetual (you should plan to 
keep the plan open for at least 3 years).


It can cost between $2,000 to $3,000 to set up the plan with ongoing annual costs of around 
$3,000 for plans with four to five participants. If you have employees, there are additional costs 
to make contributions into their accounts. However, for businesses where a cash balance plan 
makes economic sense, a few thousand dollars per year in additional cost can potentially open 
up tax savings of over $100,000.


THE BEST BUSINESSES THAT SHOULD CONSIDER ADOPTING A CASH BALANCE 
PLAN ARE ONES WITH:


• Few employees – since eligible employees must be allowed participation in the plan.


• Consistent revenue – since employer contributions to employee accounts are mandatory each 
year.


• More than $300,000 per year in business owner compensation – in order to make larger 
contributions to the account for it to make sense to adopt a cash balance plan. For incorporated 
businesses, compensation means W-2 wages. For unincorporated businesses, compensation is 
the net earned income from self-employment, reduced by self-employment tax.


• Business owners who want to reduce their tax liability – since the biggest advantage of cash 
balance plans is significantly reducing taxable income.


IMPORTANT CONSIDERATIONS IF YOU’RE PLANNING ON OPENING A CASH 
BALANCE PLAN:


• How much can the business owner put in based on their age and compensation?


• How much in taxes is that going to save them?


• What’s the cost? How much additional contributions do they need to put in for their 
employees? What’s the additional fees for running the plan?




STRATEGIES FOR  
SOLAR AND REAL 

ESTATE  
The tax savings that come from solar investments and real estate can 

be in the hundreds of thousands of dollars. You'll learn exactly how it 

works and how you can get started yourself.




SOLAR INVESTMENTS 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Biden’s Inflation Reduction Act (IRA) in 2022 made a massive investment in climate, 

calling for $369 billion in tax incentives for investment in green energy, like solar 

projects. The tax benefits to come out of this make investing in solar projects the 

best tax saver for anyone with a high W-2 or business owner income. If eligible, it 

can offset hundreds of thousands of dollars in business profits or W-2 income, plus 

earn you a nice income stream on the side.




SOLAR INVESTMENT BENEFITS 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#1 - FEDERAL TAX CREDITS


Most commercial solar projects today have an immediate 40% tax credit (which may increase even 
higher next year), and you get it all in year 1. With a million dollar investment, that’s $400,000 in tax 
credits right off the bat. Since tax credits directly reduce your tax bill (not your taxable income), a 
$400,000 tax credit allows you to pay $400,000 less in taxes.


A tax credit is a dollar-for-dollar reduction in the amount of federal taxes you owe. This is far better 
than a tax deduction, which only reduces your total taxable income, saving you only a percentage 
of the expense you’re claiming.


Tax credits have many other benefits including:


• You can claim them for taxes already paid for the last 3 years.


• They can be carried over for 20 years if you don’t use them.


• You can also sell your tax credits: They trade for around 90 cents on the dollar.


WHEN YOU INVEST IN A COMMERCIAL SOLAR PROJECT, YOU GET 3 BIG BENEFITS


1. Federal tax credit of 40%.


2. Depreciation on the project that can reduce income to offset federal and state taxes. 
And with bonus depreciation, you can claim 80% of it in the first year.


3. Income from the solar project (around 5% of your investment value).


#2 - DEPRECIATION


Depreciation is the amount of value that a physical asset loses over time. This provides you with a 
tax benefit because you can take a deduction on the amount of the depreciation, reducing your 
taxable income.


Commercial solar has an especially attractive depreciation.
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For federal taxes, you can depreciate the entire value minus half the tax credit over 5 years. In our 
earlier example, you can depreciate 80% over 5 years. And via bonus depreciation, depreciate 80% 
of it in the first year.


Bonus depreciation allows you to front-load the depreciation and take more of it in year one.  
Without bonus depreciation, you’d depreciate the value evenly over 5 years. But bonus 
depreciation at 80% lets you claim 80% of the value in the first year, and the rest over subsequent 
years.


That would reduce your taxable income by $640,000, all in year 1.


State taxes


For state taxes, you can depreciate the entire value over 5 years. Some states also allow bonus 
depreciation. In a high income tax state like New York, you could end up with over $100,000 in 
lifetime state tax savings on the $1 million project over 5 years.


#3 - INCOME STREAM


Most commercial solar projects under the Inflation Reduction Act of 2022 include 20 year income 
streams. This is tied to the solar energy produced by the project and usually pays out around 5% of 
your investment.


So on your $1 million investment, it’d pay you another $50,000 per year for the lifetime of the 
project. Essentially, in addition to the tax savings, you’ll also earn $1 million in additional income off 
of your investment.




SOLAR INVESTMENT EXAMPLE 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Let’s pretend that you’re a business owner with $2.2 million in income 
for the year, and are liable for about half of that ($1.1 million) in taxes.


• Federal taxes: $850,000


• State & local taxes: $250,000


Now, instead of writing a $1.1 million check to the IRS, you decide to use 
it to buy $1 million worth of solar projects. Instead of losing the million 
dollars, you instead will get $825,000 in tax savings along with an 
income stream of $50,000 per year over the next 20 years.


HERE’S HOW IT’S BROKEN DOWN


• Tax savings: $825,000


• 40% tax credit: $400,000 in year 1


• Federal and state depreciation: $275,000 in bonus depreciation that 
you can claim in year 1, and an additional $155,000 in depreciation that 
you can claim in years 2 to 5.


• Income: 5% of your investment ($50,000) per year for 20 years, which 
equates to $1 million of income over the next 20 years.


Rather than losing the entire $1 million to taxes, by investing it into a 
solar project you get a substantial tax credit + tax deduction + income 
stream. The only difference between the two outcomes is who you wrote 
the check to.




SOLAR INVESTMENT ELIGIBILITY 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TYPES OF INCOME


The following types of income can be invested in solar projects. And different types of income can 
have additional eligibility requirements to receive the tax savings offered from investing in solar 
projects.


• C corporation profits: Some of the biggest investors in solar projects are corporations like 
Google, Facebook, and Amazon.


• Passive business income: LP investments (investors in venture funds, real estate, or private 
equity funds) or income from a business you do not actively run, such as income from an S 
corporation or LLC that you’re no longer actively involved in.


• Active business income: Business income from an S corporation or LLC.


• Earned income: W-2, 1099, RSUs, capital gains, and partnership income.


• Incentive Stock Options / AMT


DEPRECIATION LIMITATIONS ON EARNED INCOME


If you have earned income, depreciation is capped at $289,000 per year for singles and $578,000 
for couples. However you can apply the excess amount in future tax years. Business owners have 
no limit to the amount of depreciation you can apply.


LIMITATIONS ON ACTIVE AND BUSINESS INCOME


If you have c corporation or passive income, you can invest in solar projects and directly take the 
tax credits and depreciation.


On the other hand, if you have active business income or earned income, the IRS only allows you to 
write off your active income with other active income. And the only way to receive the tax credits 
and depreciation from solar investments made with active income is to satisfy the “material 
participation” requirement outlined in the Internal Revenue Code.
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You only need to meet one of seven criteria, but the easiest one to meet is to spend at least 100 
hours per year to your new solar business during the first year of any investment to receive the 
year 1 credits and depreciation, and every subsequent tax year for the first 5 years you would like to 
take a depreciation deduction.


A common structure for people with earned or active business income who want to make solar 
investments is to set up a new solar or renewable energy business under a single member LLC. 
And to meet the material participation requirement, you would simply need to spend 100 hours per 
year running your new business.


The 100 hours requirement is the same whether you’re 
invested in one solar project or multiple, and can be fulfilled by 
activities like visiting the sites of your investment, attending 
solar conferences and seminars, doing research on your 
investments, or even spending time to read articles and 
research reports, or watching educational videos on the 
business of solar power.


DOES IT HAVE TO BE A SINGLE MEMBER LLC?


A common question around this is whether you can invest with 
friends and partners through a multi-member LLC. The answer 
is yes, but it significantly increases the material participation 
hours requirement from 100 hours to 500 hours, and each 
individual member must meet this requirement.


The more effective method is to set up a single member LLC and invest on your own, or with your 
spouse, to keep the participation hours requirement at 100 hours.


DO ALL OF MY HOURS NEED TO BE SATISFIED IN PERSON? 


The hours requirements are not tied to how much time you directly spend with your investments. 
They’re met by you spending time on your solar or renewable energy business.


Not all of your hours must be satisfied with in-person visitations to your investment locations. You 
can do due diligence online or talk to investors or developers over the phone. However, having 
some in-person hours is something the government really wants to see. Rarely are you going to 
make an investment of hundreds of thousands or millions of dollars and not take the time to visit 
the location where it’s happening.




QUALIFIED OPPORTUNITY ZONES 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Investors can defer and reduce taxes on capital gains, or eliminate them entirely, by 

investing in Qualified Opportunity Zones (QOZ) through Qualified Opportunity 

Funds (QOF).




TAX BENEFITS 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HOW IT WORKS


Created by the Tax Cuts and Jobs Act on December 22, 2017, 
Qualified Opportunity Zones (QOZ) are specific areas of land in 
the US that the government has designated as distressed areas 
that they want more real estate economic investment in. 


There are currently over 8,000 Qualified Opportunity Zones 
located in all 50 states in the US, and five US possessions, 
including Guam, Puerto Rico, the Virgin Islands, American Samoa, 
and the Northern Mariana Islands. 


The government offers tax breaks for developers and investors to encourage investment into these 
areas, which lead to increased job creation, tax revenue through economic development, and a 
higher quality of life for residents. 


There are two different ways investors can get tax benefits from investing in opportunity zones. 


The amount of time the investment is held determines the tax break received.


• If held for 5 years: 10% reduction in the deferred gain.


• If held for 7 years: 15% reduction in the deferred gain.


• If held for 10 years: 100% reduction in the deferred gain.


TAX DEFERRAL ON REALIZED GAINS FROM OTHER INVESTMENTS


Investors can defer taxes on realized gains from other investments by rolling over the realized 
gains to a qualified opportunity fund within 180 days. The deferral lasts until the investment in the 
fund is sold or exchanged, or until December 31, 2026. Furthermore, if the investment in the QOF is 
held for at least 5 years, there is a 10% reduction in the deferred gain. And if the investment is held 
for at least 7 years, there is a 15% reduction.


AVOID TAXES ENTIRELY


If investors hold their investment in the qualified opportunity fund for at least 10 years, they can 
avoid taxes entirely on the gains from the sale of the investment.




HOW TO INVEST IN QUALIFIED 
OPPORTUNITY ZONES 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Investors can invest in opportunity zones through a Qualified Opportunity Fund (QOF), which are 
investment vehicles (in the entity of a corporation or partnership) organized to invest in 
opportunity zones. They can either create their own qualified fund, or invest in ready-made 
qualified funds offered by real estate development firms.


IMPORTANT: Only capital gains can be invested into a qualified opportunity fund. Ordinary income 
that you receive from your salary and interest payments from savings or certificate of deposit 
accounts cannot be invested into a qualified opportunity fund. The IRS and the US Treasury of 
Department only allow capital gains to be invested into a qualified opportunity zone.


CREATING YOUR OWN QOF


To create a qualified opportunity fund, a corporation or partnership (or LLC treated as a corporation 
or partnership) must self-certify by filing Form 8996 annually with its federal tax return.


Qualified opportunity funds can invest in real estate and businesses located within opportunity 
zones, and are required to invest at least 90% of their assets in designated opportunity zones in 
order to be eligible for tax benefits.


To qualify as an eligible investment, it must meet certain conditions, the most critical being that 
the investment be made into a new business or real estate property, or substantially improve an 
existing one.


INVESTING IN A READY-MADE QOF


Rather than establishing your own opportunity fund, you investors can choose to invest in funds 
already established by investment firms.


Many of the top real estate development firms offer real estate investments into qualified 
opportunity zones, available to accredited investors only. Many QOFs have a fund size of over $100 
million, which would be out of scope for most individual investors to come up with that amount of 
money on their own.




RISKS 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While investing in opportunity zones provide attractive tax breaks to investors, it also comes with 
higher risk compared to more traditional investments. Here are a few risks that potential investors 
in this alternative asset class should be aware of.


• Lack of historical data 
Opportunity zones are fairly new, created in 2017, so there is not as much historical data 
compared to traditional real estate investments or the stock market.


• Possibility of lower than expected returns 
Because the government restricts what qualified opportunity funds can invest in, it’s possible to 
see lower returns than expected.


• Higher costs 
Because QOFs have a lot of overhead, these expenses can be passed down to investors, leading 
to higher investing costs compared to traditional investments.


• High concentration in a volatile asset 
Qualified opportunity funds are highly concentrated real estate investments, usually invested in 
one to five real estate projects.


WHO SHOULD INVEST IN OPPORTUNITY ZONES?


The common situation where this makes sense if you’ve had a big exit that you’ve realized within 
180 days. If you’re not planning on using that money yourself and want to reinvest it, it may make 
sense to roll it over to a qualified opportunity fund.


While opportunity zones are higher risk, investing the percentage of your portfolio allocated to 
alternative assets and real estate into opportunity zones allows you to take advantage of the tax 
benefits and get exposure to real estate investments at the same time. As with any concentrated 
investment into an alternative asset, it’s important to talk to investment professionals, like 
accountants and financial advisors, who have experience with this class of investment with their 
other clients.




REAL ESTATE DEPRECIATION 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If you look at Donald Trump’s tax returns, you’ll see that he barely pays any taxes. And the reason is 
because of depreciation. 


When you buy a property, it loses value 
over a period of time and you can start 
claiming that as a loss each year. 
Residential properties depreciate over 
27.5 years, while commercial properties 
depreciate over 39 years.


And, different parts of a property lose 
value over different periods of time. 


You can do a cost-segregation study, 
which takes a property and breaks it into 
its distinct components. For anything that 
depreciates in under 15 years, you can get 
80% depreciated upfront. 


This is known as bonus depreciation.


WHAT IS BONUS DEPRECIATION?


Bonus depreciation applies to brick and mortar businesses. 


Most businesses have physical assets that depreciate over a long timeline. The Tax Cuts and Jobs 
Act now allows businesses to get a cost segregation study that breaks it out into different 
components. 


Anything marked with a lifespan of 15 years and under, you can get 80% depreciated upfront in 
Year 1. This could be 20% to 30% of the purchase price, which in many case can be equivalent to 
your cash down payment.


For example, you purchase a building for a million dollars, and get a $200,000 to $300,000 tax 
deduction in year 1.




HOW TO OFFSET DEPRECIATION 
LOSSES AGAINST W-2 INCOME 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Real estate is considered a passive activity so you’re not allowed to offset depreciation losses 
against active W-2 income.


To be able to deduct depreciation losses against W-2 income, you need to qualify as a real estate 
professional which requires you to work in real estate for at least 750 hours per year. This is 
difficult for anyone with a full-time job to hit.


One of the workarounds for this threshold is if you’re married, your spouse can be a real estate 
professional. The combination of a high W-2 earner and real estate professional spouse is an 
incredible combination to save on taxes.


For example, one person can be the high W-2 income earner, and the non-working spouse can 
qualify as a real estate professional. This would allow your household to offset your full-time W-2 
salary with your depreciation losses from real estate.


SHORT-TERM RENTAL LOOPHOLE


Now let’s say you’re not married, want to offset depreciation losses against your W-2 income, but 
you don’t have 750 hours to spend each year meeting the threshold.


Another loophole would be to only use the investment property for short-term rentals (average 
stay of 7 days or less). This would allow you to deduct active W-2 income since income generated 
from short-term rentals are considered to be active.


You still need material participation but it’s a lower threshold than the 750 hours. The owner needs 
to do “substantial work” for at least 100 hours of work in real estate (and more than any other 
person at the property), which is a lot more doable (only ~2 hours per week).


THE BUSINESS OWNER LOOPHOLE


If you have a business generating a lot of cash flow, you can buy property for the business. This 
allows you to claim depreciation losses against business income, and offset a large portion of 
taxes.


For this to work, the property must be related to your business. For example, you own the building 
or warehouse your office is in, or you own the property for your physical location.




TRY OUR FREE TAX TOOL DECODE.TAX 

69

Decode.tax allows you to upload your boring long-form federal tax return. 
We run it through our technology and present you a beautiful long-form 
analysis on what's going on. 


You can see exactly how much you paid in taxes, and at what effective rates. 
You can also see how your effective tax rate compares to other people on 
the app (and to certain renowned US presidents). 


And finally, we give you suggestions on strategies you can use to save 
money on taxes.


TRY IT FREE →

https://www.decode.tax/
https://www.decode.tax/
https://www.decode.tax/
https://www.decode.tax/
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70

† Investment advisory services are provided by Ocho Investment Advisors LLC ("Ocho Advisors"), 

an SEC registered investment adviser. In-app brokerage and custody services are provided by 

DriveWealth LLC, member FINRA/SIPC. IRA plans are provided by DriveWealth, LLC and opened via 

the Ocho application. Ocho Investment Advisors LLC's internet-based advisory services are 

designed to assist clients in achieving customer defined financial goals. They are not intended to 

provide comprehensive tax advice nor provide financial planning with respect to every aspect of 

your financial situation and do not incorporate specific investments that you may hold elsewhere. 

Investing in securities involves risk and there is always the potential of losing money. Asset 

allocation and diversification do not guarantee a profit or protect against a loss, and past 

performance is no guarantee of future results. For more details, see our Form CRS, Form ADV Part 2 

and other disclosures. 


This material is for general informational purposes only and is not intended to constitute and does 

not provide tax, legal, investment, or accounting advice. You should consult a qualified tax 

professional, attorney, investment adviser, or accountant for advice on any particular matter. This is 

not an offer to buy or sell any security or to participate in any investment strategy. The strategies 

and/or investments discussed in this material may not be suitable for all investors. The 

appropriateness of a particular investment or strategy will depend on an investor’s individual 

circumstances and objectives.
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