Mid-Year Tax Strategies

From Withholdings to Real Estate Planning

TIME VALUE OF MONEY & TAXES

e Key principle: A dollar today is worth more than a dollar a year from now—this
applies to tax payments too

e When you overpay taxes, you're giving the government a free loan—they don't pay
you interest on refunds

e Mid-year is a good time to review: Are your withholdings and estimates on track, or
are you overpaying?

e The goal is to pay what you owe—not more, not less—and keep your money working
for you as long as possible

SAFE HARBOR RULES FOR ESTIMATED PAYMENTS
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ESSENTIAL TAKEAWAYS

e Safe harbor: Pay 110% of last year's tax liability spread evenly throughout the year,

and you avoid underpayment penalties—regardless of what you actually owe

e Alternative method: Pay 90% of your current year liability, but if you're slightly under,

penalties can still apply

e Watch out: If last year was a high-income year and this year is lower, safe harbor
may have you overpaying significantly

e When income varies year to year, more detailed planning is needed to avoid both
penalties and overpayment

WITHHOLDINGS VS. ESTIMATED PAYMENTS

e Critical difference: Withholdings are credited as if paid evenly throughout the year
—even if all withheld in December

e Estimated payments only get credit for the quarter when they're actually paid

e This creates planning opportunities—especially for business owners who control
their own payroll timing

e W-4 (federal) and DE-4 (California) forms control how much is withheld from your
paycheck

BUSINESS ENTITY CONSIDERATIONS

e Sole proprietors/Single-member LLCs: All income subject to self-employment tax
—no salary flexibility

e S Corporations: Only salary portion is subject to payroll taxes—distributions are not

e Strategic timing: S Corp owners can potentially invest funds throughout the year
and take salary at year-end, with withholdings credited as if paid all year

e This requires budgeting and planning, but allows you to keep money invested longer
while still satisfying tax obligations
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Don't overpay: Refunds mean you gave the
government a free loan

The 110% safe harbor protects you from
underpayment penalties

Withholdings get credit as if paid all year—
estimates don't

S Corp owners have salary timing
flexibility that W-2 employees don't

California PTE election bypasses the SALT
cap for business owners

Start 1031 exchanges mid-year to avoid
crossing tax years

Cost segregation makes sense for higher-
value properties

Real estate professional status unlocks
losses against ordinary income

Action Item: Review your year-to-date
withholdings and estimated payments—
are you on track, or are you giving the
government more than you need to?



CALIFORNIA PTE ELECTION 1031 EXCHANGE TIMING

Workaround for the SALT deduction e 45 days to identify replacement property

limitation e 180 days to complete the exchange

Allows pass-through entities to pay

e Start mid-year: Avoid exchanges that
California tax at the business level

cross into a new tax year
Creates a federal deduction that

e Can exchange into any U.S. state—
bypasses the SALT cap

California tracks with Form 3840
June 15th deadline for the election
payment

COST SEGREGATION STUDIES

Breaks out property components into shorter depreciation periods (5, 7, 15 years vs.
27.5 years)

With 100% bonus depreciation restored, you can write off qualifying components
entirely in year one

When it makes sense: Generally for properties valued at $1.5 million or more—the
tax savings need to justify the study cost

Commonly paired with 1031 exchanges: Exchange into a new property, then do a cost
segregation study to maximize deductions

Remember: This accelerates deductions now but reduces your basis—understand the
long-term implications

REAL ESTATE PROFESSIONAL STATUS

Requires 750+ hours per year in real estate activities, and it must be your primary
income-producing activity

Allows rental losses to offset ordinary income—not just passive income
Often combined with cost segregation and 1031 strategies for maximum benefit

Can be a powerful wealth-building tool when executed properly over time
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