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			Disclaimer

		

		
			The content presented in this book is for informational purposes only, is general in nature, and is not intended to and should not be relied upon or construed as financial, investment, or estate planning advice. This does not constitute an offer to sell or a solicitation to buy any security, investment, or planning product. Past performance is not indicative of future results. All investments involve risk, including the possible loss of principal. Please consult with a financial advisor to assess your individual situation.

			Financial and investment advisory services offered through Peters Financial LLC. David Peters also offers tax services through Peters Tax Preparation & Consulting, PC, and insurance services through David Peters Insurance Agency LLC. Peters Tax Preparation & Consulting, PC, and David Peters Insurance Agency LLC are affiliated with Peters Financial LLC through common ownership. Clients or prospective clients are never obligated to use Peters Tax Preparation & Consulting, PC, or David Peters Insurance Agency LLC as part of any financial planning or investment management services offered by Peters Financial LLC.

		

	
		

		
			Introduction

			Results over Style Points

			He stared at me blankly over his thick glasses. I could tell he was studying me and trying to figure out what I was going to do next. Admittedly, the long pause made me uncomfortable. After all, I had just given him a strategy that I knew was brilliant. I knew this because I had proposed the same strategy in graduate school for a project. I remember my professor praising me for my “keen sense of detail.” Certainly, my boss in the real world was just so blown away by what I just told him that he was speechless . . . Right?

			“Dave, there is no way he is going to do that,” he said to me as he shook his head.

			“But it could save him mon—” I didn’t even get the full sentence out.

			“Yes, but he will never do it.” His coke-bottle glasses had slipped lower on his nose. “He is never going to be able to create a pension plan that is in line with the IRS requirements and get it funded without getting professional help from someone. He doesn’t want to pay anyone. You have to give people stuff they can use and will actually do. You don’t get paid for style points. You get paid to help them get the best tax result possible. Most people don’t care how imaginative the strategy is. They only care if it is effective. Is it going to save them a few bucks on their return?”

			

			I learned many hard lessons as a young CPA. I learned how to respond to IRS letters, how to help clients understand their tax returns, and even how to write up a tax research memorandum. However, all of those lessons pale in comparison to this one. We see many strategies for lowering your tax liability. We see news spots about how to “game the system,” and we hear legends about “tax loopholes.” Even at the conferences that I attend, practitioners are often deemed brilliant for the tax strategies they present. The more obscure and creative it is, the more brilliant it must be.

			The problem? Come tax season, most everyone is overwhelmed. People are wondering whether their withholding was enough. They are scrounging through files and old papers, trying to find documentation of that one deduction they thought they made. They may even be bracing themselves for the inevitable fight that they have with their spouse each year. The point is that no one really feels good about tax time. It is a time that brings out the worst financial stress of the year.

			This time of year always reminds me of when I was sixteen years old, and my dad took me to the local library on a day in late March. He pulled various forms from the rainbow-colored wire baskets. Above the stacks of papers, the sign read “IRS Forms.” He handed me the forms and simply said, “Here. You are going to learn how to do this.”

			I spent the next few nights at the kitchen table trying to make sense of the instructions I read. More realistically, I spent those nights trying to look as much like an object of pity as possible. I kept hoping my dad would swoop in and just work through my taxes for me. He never did. He wanted me to understand even at a young age that making money necessarily involved filing taxes. It was something everyone had to do. While I don’t get stressed out about my own return anymore, I still recognize that overwhelmed look in someone’s eyes. The look that says, “Please rescue me from this maze of forms!” It is the same look that I had in my eyes at sixteen!

			

			Those nights marked my first entry into what I often call “Tax Land.” I call it Tax Land because stepping into the world of taxes feels much like stepping into a foreign territory. First, you are struck by a whole new language (deductions, exemptions, withholdings, credits, and itemizations—words that sound familiar but mean something different here). Then, you come to find the landscape is much broader and more varied than you thought it was (all these different forms and strategies for different types of income). You also come to learn that Tax Land has its own complex history, deeply intertwined with our own culture and current events (from wartime tax expansions to debates over who should pay more and how tax policy reflects our social priorities). As if all that wasn’t overwhelming enough, everyone’s tax situation is different—and it is difficult (if not impossible) to come up with a strategy that will help everyone.

			In short, Tax Land is a strange place! And as my boss reminded me long ago, most clients don’t care how brilliant the strategy is. They only care if the technique can save them a few bucks and is something they can do easily. They need a guide who can show them the possible routes and keep them from getting lost along the way.

			In the pages that follow, I am not going to lay out brilliant and innovative tax strategies that take tens of hours and an accounting degree to implement. Rather, we are going to talk about the simplest and most approachable yet effective strategies that I have found in my over twenty-year career as a tax practitioner that are helpful to many tax clients. If you are not currently doing them, they might help you keep a few dollars in your pocket—rather than giving them to Uncle Sam on April 15.

			Notice that I said “many” clients find these strategies helpful—not “all.” Again, everyone’s tax situation is different. You’ll notice by scanning the table of contents that some chapters may be just what you need, while others don’t apply to you right now. In some instances, you just may not be the target of that particular government tax break. However, if you don’t know what the available tax breaks are, it is tough to take advantage of them. So focus on the chapters that apply best to you, and skim the others—you may find tips you can store away for the future. Above all, awareness is the key!

			

			When we’re able to understand our tax return, we not only decrease the confusion, anxiety, and overwhelm—we take more of our financial future into our own hands. If you are looking for a simple guide through Tax Land to take more control over your finances, this is the book for you.

		

	
		

		
			Chapter 1

			Saving Money on Itemized Deductions

			“But I saved all my receipts!” Susan said with exasperated disbelief. “Don’t more deductions mean I pay less taxes?”

			“Well, yes—but only if your additional deductions are more than your standard deduction,” I said calmly. However, I might as well have been talking in ancient Aramaic. Susan just stared at me blankly.

			Susan had been my client for several years, and I could certainly understand her frustration. She was learning a hard lesson. Deductions are one of, if not the most, foundational ways to save on taxes. Many who have been through more than a few tax seasons understand that deductions are expenses that decrease your taxable income and, therefore, save you money on taxes. Yet even this foundational tool has plenty of its own quirks that even experienced taxpayers don’t realize. The first of those is the standard deduction.

			What in the world is a standard deduction? Many people don’t realize that our tax code is written so that it’s possible for someone to have more itemized deductions but not actually get any tax benefit. It may seem unfair, but it’s actually because the government gives us each a “freebie,” otherwise known as the standard deduction.

			

			Each year, the government gives taxpayers two options. Option 1 is to add up all your itemized deductions and deduct that total from your gross income. Itemized deductions mainly consist of out-of-pocket medical expenses, taxes, mortgage interest, and charitable contributions. However, Option 2, which many aren’t aware of, is that you can also choose to deduct the standard deduction: an amount that is the same for everyone regardless of income, employment, or any other status. The standard deduction amount increases a little bit each year due to inflation. You are entitled to take either the standard deduction amount for that year or your itemized deductions, but not both.

			Of course, you normally want to take whichever one is higher—more deductions usually mean less taxes.1 For example, let’s say the standard deduction is $15,750, and you have $5,000 in mortgage interest and $6,000 in deductible charitable contributions.2 You should take the standard deduction, since your itemized deductions only add up to $11,000 ($6,000 + $5,000 = $11,000).

			But what if you have $2,000 of additional charitable contribution receipts you forgot about? Would that make a difference? If you add the additional $2,000 to the $11,000 of itemized deductions you already have, that’s $13,000 of deductions—still not more than the $15,750 standard deduction in our example. So those additional charitable receipts do not make a difference, and you’re still better off taking the standard deduction. Incidentally, this is what was happening to my client, Susan. She had more itemized deductions, just not enough to exceed her standard deduction.

			

			Until you reach a point at which you have more itemized deductions than the standard deduction, additional tax deductions won’t help. Your tax bill won’t be any lower.

			However, once your itemized deductions exceed your standard deduction, there are many opportunities to save money with more itemized deductions. In this chapter, you’ll learn ways you may be able to save money on itemized deductions—and which opportunities are a waste of time.

			
Do I Need to Add Up All My Medical Receipts?


			One of the most common and substantial itemized deductions is medical expenses. The cost of medical expenses in the United States is astronomical. According to the American Medical Association, US health care spending topped a whopping $4.3 trillion in 2021—a 2.7 percent increase compared to the prior year. In 2020, the increase was more than 10 percent from 2019!3 Americans continue to spend more and more each year on prescriptions, doctors, and everyday health care items like eyeglasses and headache medicine. The obvious question is: Can you get any tax benefit from these items?

			The good news is that most medical expenses are technically deductible, which means they could help you shave a few dollars off your tax bill. IRS Publication 502 lists several deductible medical expenses:

			•Legal abortion costs

			•Acupuncture

			

			•Alcohol or drug addiction treatment (including transportation costs to a support group like Alcoholics Anonymous)

			•Costs paid for ambulance services

			•Annual physical exams

			•Costs paid for an artificial limb or teeth

			•Bandages and medical supplies

			•Birth control pills (if prescribed by a doctor)

			•Body scan costs

			•Breast pumps & supplies

			•Breast reconstruction surgery

			•Certain capital expenditures to accommodate a medical need (for example, adding an exit ramp to your home)

			•Special design costs for your car (such as adding a hand brake)

			•Chiropractor costs

			•Christian Science Practitioner costs

			•Contact lenses

			•Crutches

			•Dental treatment

			•Diagnostic devices (like a blood sugar test kit for a diabetic)

			•Disabled dependent care expenses

			•Eye examination and surgery costs (including Lasik)

			•Eyeglasses

			•Fertility enhancement costs (like in vitro fertilization)

			•Guide dog or service animal costs (like training, food, grooming, and veterinary care)

			•Health insurance premiums (including Medicare premiums)

			

			•Hearing aids

			•Hospital services

			•Costs for a special home for those who are intellectually or developmentally disabled

			•Lab fees

			•Lead-based paint removal costs

			•Legal fees necessary to authorize treatment for mental illness

			•Lodging costs necessary for medical care

			•Long-term care insurance premiums (up to a certain amount specified by the IRS each year)

			•Meals at a hospital or similar institution if the principal reason for being there is to receive medical care

			•Medicine and insulin costs

			•Nursing home costs

			•Nursing services (like helping with bathing, toileting, and giving medication)

			•Necessary surgeries (not cosmetic in nature)

			•Osteopath costs

			•Oxygen and oxygen equipment costs

			•Pregnancy test kits

			•Psychiatric, psychologist, and psychoanalysis costs

			•Special education costs (prescribed by a doctor)

			•Legal sterilization procedure costs

			•Stop-smoking programs

			•Special telephone equipment for those who are deaf, hard of hearing, or have a speech disability

			

			•Additional costs for a television to be adapted for those who are deaf (which displays subtitles)

			•Therapy costs (if they are a part of medical treatment)

			•Transplant costs of organs

			•Transportation costs to or from a facility to receive medical care

			•Vasectomy costs

			•Weight-loss programs

			•Wheelchairs

			•Wigs for a person who has lost their hair due to disease

			•X-rays

			Most people who see this list are normally surprised by everything covered—there’s a good chance that at least a couple of these apply to you now, and it’s nearly certain more will apply to you in the future. However, before you start counting all the taxes you’ll save, remember three things:4

			1.Only payments NOT reimbursed by insurance or a Health Savings Account (HSA) are deductible (we’ll talk more about HSAs later).

			2.The expense must generally be paid for you, your spouse, or a dependent.

			3.You will only see a tax benefit if your medical expense deductions exceed a certain percentage of your income.

			Let’s start with the first two items. Essentially, they mean that only out-of-pocket costs are deductible. While the list above is massive and nearly any medical expense counts, the only deductible medical expenses are those you pay from your own wallet for you, your spouse, or your dependents. For example, say you receive a $1,000 bill from your doctor. You receive an insurance reimbursement for $700, but the rest of it you pay for yourself. In that case, only $300 would be deductible ($1,000 - $700 = $300) on Schedule A of your tax return.

			

			What if you pay $1,000 in medical expenses and none of it is reimbursed by insurance, but you reimburse yourself using $700 from your HSA? Again, in this instance, only $300 would be deductible on your tax return. The tax code says only medical expenses that are “not compensated for by insurance or otherwise” are deductible. In other words, you must spend your own money to receive the benefit of a tax deduction.

			Will that $300 help me save money on my tax bill? The unfortunate answer is: “It depends.” The Internal Revenue Code says a deduction is only available “to the extent that such (medical) expenses exceed 7.5 percent of adjusted gross income.” For most people, AGI is all their income added together—wages, self-employment income, interest you earn from a bank account, and so on.5 In other words, your out-of-pocket medical costs must exceed 7.5 percent of AGI before you see any tax benefit.

			Say you have a job with $49,000 in wages. You also have $1,000 of interest income from an online savings account. You don’t have any other sources of income. In this instance, your AGI is $50,000 ($49,000 + $1,000). 7.5 percent of your AGI would be $3,750 ($50,000 x 7.5%). If you only have $3,000 in out-of-pocket medical expenses, you cannot take a deduction; your out-of-pocket medical costs are not above $3,750. Your deduction for medical expenses will be zero.

			What if you have $3,751 in medical expenses not reimbursed by insurance? In that case, your deduction is only for any amount above 7.5 percent of AGI. In other words, your deduction would only be $1 ($3,751 - $3,750)!

			

			The bottom line: Unless you have a lot of out-of-pocket medical expenses, it’s very difficult to take a deduction. For many working people, it’s often only when something medically catastrophic happens (such as a major surgery or cancer) that they can take a tax deduction. The government doesn’t want to take on the role of being an insurance company, helping reimburse people for the medical costs they pay. Therefore, tax policies are formed so the government will only subsidize catastrophic medical costs that are beyond the means of most people (that is, 7.5 percent of their income).

			
Tips for Maximizing Savings: Medical Deductions


			1.For most people, their AGI is usually just their salary (and possibly some interest, dividends, and capital gains). Take 7.5 percent of your income. Unless you have out-of-pocket medical costs that are larger than this number, there is no point in sending your medical receipts to your tax preparer. Most tax practitioners charge based on the time they spend working on your return, so don’t send them information they don’t need! This will help keep your preparation fees to a minimum.

			2.Don’t forget about medical mileage. The miles you drive primarily for medical reasons (for example, to see a specialist) are deductible. You should keep a log showing the date of your trip, the purpose of your trip (e.g., “See Dr. X about back pain”), and how many miles you drove. This will help if the IRS ever questions the deduction.

			3.If your medical-related trips involve overnight travel, be sure to keep track of meals and hotel stays as well. Many people are surprised at how much money is involved in simply traveling to see a doctor or specialist. Remember though—the overnight stay must be necessary to go see the doctor. If you are simply staying overnight at a hotel a few miles from your house, that is not deductible! You need to be far enough away from your home to necessitate an overnight stay.

			

			4.If you know you will need medication or medical supplies soon after January 1, consider purchasing them before year-end so you can take the deduction sooner. For example, let’s say it is December 27 of Year 1. You know you’ll need medication during the first week in January of Year 2. If you purchase your medication now, it will be deductible on your Year 1 tax return. If you wait until January of Year 2, it will not be deductible until your Year 2 tax return. By purchasing now, you will push those deductions into the current year, allowing you to utilize them sooner!

			
What Taxes Are Deductible?


			If you now know that you won’t be able to take medical deductions this year, there are plenty of other deduction possibilities we’ll cover. In fact, many clients are surprised to learn that certain taxes they routinely pay can help save money on their income tax bill. Real estate taxes, state income taxes, and personal property taxes (like the ones many people pay on their cars) are deductible on your federal income tax return. However, like most things in Tax Land, there are parameters.

			
You can only deduct $40,000 in taxes on your federal return.


			Most people can only deduct up to $40,000 in taxes on their federal income tax returns in 2025.6 While this sounds like a lot, it may not be nearly as much as you think. It’s not unusual for my clients in high-cost-of-living areas (like San Francisco or Manhattan) to pay $20,000 or more in real estate taxes alone for a moderately priced home. That’s about half of the full deduction amount right there!

			
You can’t take a deduction for taxes you don’t pay!


			Like most things on your federal income tax return, the only deductible taxes are the ones you actually pay. As of this writing, Alaska, Florida, Nevada, South Dakota, Tennessee, Texas, Washington, and Wyoming do not have a state income tax. If you happen to live and work in one of those states, you will not have any state income taxes to deduct on your federal tax return.7

			This concept is particularly important regarding real estate and personal property taxes. In many areas, these taxes are assessed at the end of the year. For instance, I typically receive my real estate tax bill for my property in Richmond, VA, in mid-December—but they are not due until mid-January. When I actually pay (December or January) could make a difference on my income tax return.

			Let’s say I receive my $3,000 real estate tax bill on December 15 in Year 1. It is not due until January 15 of Year 2. If I choose to pay it in December of Year 1, it will be deductible on my Year 1 income tax return. If I choose to pay it in January of Year 2, it will be deducted on my Year 2 tax return. In other words, if I wait until the new year to pay, it will be a long time before I see the benefit of that deduction!

			

			Don’t forget: The most that anyone can deduct is $40,000 in 2025. Therefore, the only time it would benefit me to pay my real estate tax bill early is if I haven’t already paid $40,000 in real estate taxes for that year. Let’s go back to my example above. If I have already paid $40,000 in state income taxes in Year 1, then paying my real estate tax bill in Year 1 will not help me on my federal tax return. I have already hit my deduction limit on my federal tax return.

			Note that there is no limit to the number of homes you can deduct real estate taxes on. For example, if I own three homes—one is my primary residence and two are vacation homes—I can only deduct mortgage interest on two homes (more on this later). However, I can deduct real estate taxes on any number of homes. The real estate taxes I pay on all three homes will generally be deductible as long as I don’t go over that $40,000 limit!

			
If you bought a boat, the sales tax you paid could help!


			The IRS allows you to take a deduction for the sales tax you pay instead of your state income taxes. You cannot deduct both—it must be one or the other. This could be helpful in two situations:

			1.You live in a state without state income tax (see above), so deducting state income taxes is not an option (because you didn’t pay any); or

			2.You made a large purchase in which you paid a lot of sales tax, like a boat, a luxury car, or a motor home.

			If you think your sales tax might be higher than your income tax, hold on to your receipts for that purchase. That way, if the IRS ever questions you about the deduction, you will have documentation showing you paid it.

			

			Also, you can elect to deduct income taxes one year and then sales taxes the next. Normally, the best option is to choose whichever one is higher for a particular year, so you can get the highest deduction possible.

			
If you own a business, you may be able to deduct more.


			If you are a partner in a partnership or an S corporation shareholder, you normally take all the income and deductions from your business on your own personal income tax return. We call these entities “pass-through” or “flow-through” entities because the income and deductions from the company “flow through” to you, the business owner. When this happens, you pick up the tab for the taxes your company generates.

			Let’s say you and your buddy are each 50 percent partners in a partnership. You divide everything equally, from your profits to the cost of printer toner. If your company made $100,000, the company would not typically pay any taxes on that amount. Instead, you would show $50,000 on your tax return (50 percent of the profits). Naturally, this would increase your tax bill because you are showing an additional $50,000 in income on both your federal and state income tax returns. Let’s say your state charges a 12 percent income tax. That means you pay $6,000 in state income taxes on your share of the income ($50,000 x 12% = $6,000).

			Would this additional $6,000 in state income taxes be deductible on your federal income tax return? Yes—as long as you haven’t already hit the $40,000 deduction limit. Remember, the most anyone can deduct is $40,000. No matter what, you can’t deduct more than that for state income taxes, real estate taxes, and personal property taxes on your personal income tax return.

			What if you are already at that $40,000 limit? For example, what if you have already paid $40,000 in real estate taxes? If that’s the case, you will normally not be able to take any deduction on your federal income tax return because you’ve already maxed out. That’s not a great result: You paid $6,000 in state income taxes because of your business, but your tax deduction is zero on your federal return!

			

			One way to get around this bad tax result is to do something called a pass-through entity (PTE) election. While every state is a little bit different, many offer you the ability to have your business pay its own state income taxes. The entity takes the deduction for the payment—and you have less income on your personal return to pay taxes on!

			To illustrate this, let’s go back to our example. If you let your partnership pay the state income taxes, only $44,000 of income flows through to you—$50,000 in partnership income minus the $6,000 in paid state income taxes. In other words, by letting the partnership pay the taxes, you now have $6,000 less in income to show on your personal return.

			But what about that $40,000 limit on state income taxes? Well, it won’t matter here because the deduction for the $6,000 is taken by the partnership, not you. The partnership can deduct as much in state income taxes as it wants. Only you have the $40,000 limit. By letting the partnership pay, you show less income on your personal return. Practically speaking, it’s almost as if you are taking a higher deduction than what is allowed by the $40,000 limit, even though you are within the legal parameters.

			While this can be a helpful election for a business owner, it’s important to remember the rules around PTE elections vary by state, and planning can get very complex.8 Also, remember—this is only possible in states that actually have an income tax. Before committing to make a PTE election, talk to a professional to make sure you know the details. In the right circumstances, this can save a small business owner significant tax money.

			

			
Tips for Maximizing Savings: Tax Deductions


			1.If you haven’t hit the $40,000 limit on federal tax deductions, make a state estimated tax payment or make a payment on your real estate tax bill by December 31. This allows you to take the full $40,000 deduction on your federal income tax return this year (rather than having to wait until next year).

			2.If you own a business (S corporation or partnership), consider making a PTE election and having the company pay its own state income taxes. By doing this, you could potentially deduct more than the $40,000 limit at the federal level.

			3.Keep track of your sales tax on big purchases like cars and boats. To take a deduction, you generally need to have documentation. While many people dislike the clutter created by receipts, it’s important to remember that those receipts can lead to bigger deductions! Save a digital copy if you prefer, and always keep them until you know you don’t need them!

			
Why Should I Pay Off My Mortgage? It Is My Biggest Deduction!


			For most people, their mortgage is the largest and most significant loan they’ll ever have. It also generates their biggest tax deduction. Mortgage interest is deductible on the first two homes a person owns. Obviously, the bigger the balance on the mortgage, the more interest you pay. The more interest you pay, the bigger your tax deduction.9 Simple, right?

			But here’s the real deal. It is never worth it to keep a mortgage only for the tax deduction. Say you pay $5,000 in mortgage interest in a year, and you are in the 22 percent federal tax bracket. If that’s the case, you will not save $5,000 on your tax bill. You’ll only save about $1,100 ($5,000 x 22% tax bracket = $1,100 in tax savings). Why? Because there is a difference between credits and deductions. A tax credit reduces your tax bill dollar for dollar. A $5,000 credit will reduce your tax bill by $5,000. However, a deduction only reduces the income you pay taxes on. Mortgage interest is a tax deduction—not a credit.

			That’s a pretty bad deal if you think about it. You are paying $5,000 to the bank in interest on your loan, but you’re only receiving $1,100 back in the form of a reduced tax bill. In other words, you are only getting 22 cents in benefits for every dollar you spend. That’s not great—and certainly not a reason to keep yourself in thousands of dollars of debt!

			Does that mean paying off a mortgage is always the best move? Well, maybe not. Let’s say I have $100,000 in cash. I can pay off my mortgage, or I can invest this money in the market. If I know the interest rate on my mortgage is 4.5 percent, but I could earn 6 percent by investing my money in the markets, then it’s mathematically better to just invest the money. I would make $6,000 on my investment ($100,000 x 6% = $6,000) and pay $4,500 less in mortgage interest ($100,000 x 4.5% = $4,500). I would make enough in the markets to cover my mortgage interest payment and have $1,500 to spare ($6,000 - $4,500 = $1,500)!

			However, it’s hard to know what your investments are actually going to do—and any form of investing involves risk. There’s always a chance I might make something less than 6 percent on those investments or even lose money. On the other hand, if I make the decision to pay off my mortgage, I no longer have access to that money. Once you pay something, the money is no longer in your account—and is not available for any other purpose. Simply put, you can’t say it’s always better to pay off a mortgage or always better to invest. It just depends on which option you are more comfortable with—paying down a debt and losing access to that money or investing it and knowing that markets could go down.

			

			One thing is for sure, though: It’s never worth it to keep a mortgage only for the tax deduction.

			
Tips for Maximizing Savings: Mortgage Interest


			1.Mortgage interest is deductible on the first two personal residences. If you happen to have three personal residences, don’t have a mortgage on all of them. It’s better to keep a larger mortgage on your main home (personal residence) rather than have three smaller mortgages.

			2.Mortgage interest on a rental property is deductible without any limit to the number of rental properties. Therefore, you could have three rental properties with a mortgage on each of them, and the mortgage interest on each loan is deductible. The two-residence limitation applies to personal residences, not rentals.

			3.It’s never worth it to just keep a mortgage for the tax deduction. There may be other reasons to keep a mortgage, but not for the tax benefits alone.

			

			
Should I Give to Charity This Year to Knock Down My Tax Bill?


			My grandmother used to tell me not to “let the tail wag the dog” whenever she felt I was letting a small factor drive a much larger decision. It was her way of letting me know I was looking at a decision backward. I often find myself using the same words when dealing with clients asking about charitable contributions. They ask if they should give to charity to generate additional tax deductions. It is usually at this point that I blow their minds: It is never worth it to give to charity just for the tax deduction!

			Before anyone starts sending hate tweets about me being a cold-hearted CPA, I want to point out that I did not say “giving to charity is a waste of money” or “you should never give to charity.” I give to plenty of charities on a regular basis to support educational and community causes. I also occasionally give money to friends and family who are trying to do something positive. I truly do think charitable giving can make you a better person and help improve the world around you. My issue is not with charities or charitable giving. My issue is with someone’s reason for giving: the tax deduction. It is backward thinking. It is letting the tail wag the dog.

			Very similar to the mortgage interest example above, giving to charity is not a tax credit. It is a tax deduction, meaning that it is not a one-for-one tax benefit. If you are in the 22 percent federal tax bracket and you give $100 to charity, you only get $22 off your tax bill—not $100 ($100 x 22% = $22). You are spending $100 to get $22 back.10 That’s a bad deal. Therefore, giving to charity only for the tax deduction is silly. It makes no sense.
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