Ten Tax Tips

1. Lower Your Adjusted Gross Income
Instead of Just Getting More Deduc-
tions

Adjusted Gross Income (AGI) is the magic
income tax number that determines what tax
bracket you will be in. (CPAs just say your
tax bracket is determined by net income, but
it is basically AGL) AGI
determines what you get in
child credits, how much al-
ternative minimum tax you
pay, and dozens of other
things. Adjusted gross in-
come is a big deal when
you are talking taxes.

A lot of financial planners
throw out tax tips that
don’t affect your AGI. For
example, your home mortgage deductions
and charitable contributions don't have any
effect on your adjusted gross income. You
need to think, "How can I do things that will
actually drop my adjusted gross income?”

The problem is, an individual really can’t do
much to drop their AGI. About the only
thing you can do as an individual is contrib-
ute to a standard IRA. That contribution will
lower your AGI. In fact, you should always
calculate your taxes with and without a con-
tribution to a standard IRA.
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Thank you for downloading our Ten Tax Tips. If you want to save taxes, this is what you are
looking for, though it just begins to scratch the surface.

The easiest thing you can do to drop your ad-
justed gross income is create a little
company. It can be a sole proprietorship, part-
nership, LLC or corporation. Today, the
LLC is probably your best bet, because it can
be taxed as a sole proprietorship
(disregarded entity), partnership, Subchapter S
entity, or Chapter C entity and gives you the
best asset protection.

For those who want to set up
their own customized LLC,
instead of paying the big
bucks to an attorney or set-
tling for the “one size fits all”
internet forms, I have created
an LLC course called the LLC
Wizard. It's a combination of
computerized text and audio
instructions that teaches you how to customize
the text, then it goes way beyond anything else
you can get, because the audio, in conjunction
with printed text, shows you how to maximize
the LLC's tax benefits and asset protection po-
tential. Your LLC can lower your adjusted
gross income, which means more spending
cash for you and your family.

It doesn't matter what you do to make money
in your company. I have a friend that sells
baseball caps on the internet. He just buys
them wholesale and resells them. He makes




good money, but more
importantly, he can affect
his adjusted gross in-
come.

All of his computers,
travel to baseball games,
tickets to the games,
mileage, stationery, pen-
cils, etc., suddenly not
only become tax deducti-
ble, but they are also deductions that af-
fect his adjusted gross income.

You don't have to make a lot of money in
your business, just have a business. You
can even lose money buying the comput-
ers, etc. It's all deductions that will affect
your adjusted gross income. You need the
computer anyway. Why not justify it as
an expense that will not only drop your
income taxes, but actually lower your ad-
justed gross income?

Couple your little business with tax loop-
holes which I will train you on in my tax
tutorials, and you can really make a big
dent in your adjusted gross income.

What you really need to know is an ac-
counting principle known as “above the
line” and “below the line” accounting.
When you learn the basic accounting
principles, you can really start to under-
stand how to save taxes and get more
money. No, you don’t need to be an ac-
countant or do your own taxes, but you
need to know certain basic principles.
You've got to know what to do all year
long, because every day you are
“creating” the tax numbers you give your
tax preparer at the end of the year. Your
tax outcome depends on what you do, not
what the tax preparer does. If you under-

stand what you can
do, you can get
more money.

With more money,
you can give your
loved ones and
| yourself a better
life. You can make
the contribution
you want. You'll be
able to have the reputation of success that
comes with money.

2. Pay Distributions Out of Your Sub-
chapter S Entity

You can save an average of over 15% in
taxes on money you pay yourself out of
your S entity (corporation or LLC) as a
“distribution” rather than a wage. This
15% is saved because you don't have to
pay Social Security, FICA, FUTA, or un-
employment on the S entity distributions.
The tax tip is you save all of the "social
taxes." You do have to pay yourself a rea-
sonable salary before you pay any distri-
butions out of your Subchapter S entity.
(Note that in a Subchapter S entity, you
pay out distributions not dividends.)
There isn't any double tax on S entity dis-
tributions like there are on dividends
paid out from a Chapter C entity. If your
S entity makes $160,000 this year and you
pay yourself a reasonable salary of
$80,000, then that leaves $80,000 you can
pay out as an S entity distribution. With
the 15% savings, you will pocket about
$12,000 - $13,000 extra without any more
work. That's not a bad tax tip!

You do have to write the operating agree-
ment for your LLC or your bylaws for
your S entity so that they allow the distri-




butions, and you get the best tax benefits.
You'll need a little extra training or CPA
help. If you already have your operating
agreement or bylaws, you can go back
and amend them to get the best tax sav-
ings. If you want an in depth look at how
to write an operating agreement, you can
use my Operating Agreement Template.
It includes audio explanation and cus-
tomizable documents. If you already
have an operating agreement, you can use
it to improve yours. (It is actually one
module from the LLC Wizard.)

3. Independent Contractor Status
and Independent Contractor Taxes

Never hire an employee if you can get the
guy as an independent contractor. The
guy has to meet all of the thirty plus crite-
ria the IRS lays down as the independent
contractor test. Once you establish that
the guy is an independent contractor, you
have won the game. He is liable for any
accidents or problems. He pays all the in-
dependent contractor taxes. You don't
withhold taxes, or anything. That saves
you paying the employer's portion of the
employment taxes. Honing your under-
standing of the independent contractor
rules and regulations is one of the best tax
tips you can get, and it is also one of the
most important asset protection tips you
can get.

There are a lot of hoops you have to jump
through to pass the independent contrac-
tor test. For example, the independent
contractor has to use his own equipment,
work on his own time schedule, have oth-
er clients (employers), and the list goes on
and on. In order to win the game, the in-
dependent contractor doesn't have to
meet every one of the tests. It is a

weighted test. Does the independent con-
tractor meet enough of the tests to con-
vince the IRS that he is actually an inde-
pendent contractor? It's your job to cover
your tail and make sure he does. Click
here to get an Independent Contractor’s
checklist.

One of the big issues is a written inde-
pendent contractor form or agreement.
No independent contractor written agree-
ment, no independent contractor status.
That's pretty much true, no matter how
many of the independent contractor test
criteria are met.

4. Trade Real Estate Using 1031 and
Save Taxes

Selling real estate? Why pay any income
tax on the sale? Section 1031 of the IRS
Code lets you trade your real estate and
not have to pay any income tax on the
"profit" you make. It works like this: first
you sell one piece of real estate at a profit
and then you get another piece of similar
real estate. You are postponing the tax
until you actually sell the property you
own. Sophisticated real estate investors
understand the 1031 in its traditional
form, but there are other angles that make
it really great.

1031 Exchange
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Many investors don't want to just trade
real estate. A real estate trade to a “like-
kind” property just brings the same head-
aches they had before. You know... ten-
ants, toilets, etc. Lots of folks want out of
the real estate trade cycle. How do you do
that with a 10317

Two easy ways are to use the 1031 and do
the trade or "exchange" into real estate of
a different form. You have to do a "like-
kind exchange." One of the popular like-
kind exchanges is to trade your single-
family rental for a skyscraper rental.
There are now deals called "tenants in
common" or "TICs" where you actually
become an owner of a bigger piece of real
estate.

The TICs are very different than the old
"Real Estate Investment Trust" or REIT.
With a REIT, you didn't actually own a
piece of the property. With the TIC, you
actually own the property, or at least a
part of it, so you can do a 1031 exchange.
If you know how to evaluate the TICs,
you can get some that are returning great
cash flow, even in today's market.

Did you know that there are oil and gas
investments that qualify as "real proper-
ty"? You can trade real estate and end up
with an oil and gas in-
vestment.

Whether you do a 1031
real estate trade and
get a TIC or an oil and
gas deal, your "real es- |
tate trade" got you out
of the headaches of
owning real estate and
yet you kept all the ad-
vantages. A real estate

trade with 1031 can cut the headaches of
real estate ownership and you don't have
to pay any income tax when you actually
trade real estate this way.

5. Travel Per Diem

When you travel, you can use the govern-
ment per diem rate. It works well for
meal deductions. Your travel deduction
will be based on what the government
allows.

Several years ago, I was audited. I had
every receipt from every McDonalds in
organized envelopes. I could prove all my
travel expenses and did prove it. The au-
ditor finally said, "Why don't you use the
federal government per diem, and you
won't have to keep any receipts?"

Technically, you don't need receipts if
you take the per diem. However, you
need to keep the hotel receipts. You
should also keep the meal receipts where
you are taking someone else out to eat.
The funny thing is, those government
boys eat a ton more than you probably
do. You can actually make money on the
per diem deal. Of course, the per diem
amount is a deduction to your business,
and you don't have to recognize any
"overage" as income.

The deduction will
come out of your com-
pany, so it will lower
your adjusted gross
income, which means
it is a great deduction
for your taxes and a
great bonus to your
pocketbook personal-
ly. You can Google the
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government per diem chart to see this
year’s info.

6. Tax-Free Income Using Your
House

This is a cute way to get more money to
spend. You can drop the "profit" in your
company by $10,000 a year and convert it
into tax free money in your pocket. The
code says if you rent a residence for no
more than 14 days a year, any income you
get is tax free. You don't report it.

The problem is, you
don't want to rent
your house to some
idiot for two weeks |
while you are on va- §
cation. Here's where
your little company
comes in. Your com-
pany can rent your
house if it is for a
good use and at a reasonable rate. There
are lots of tricks to justify the rental of
your house. Movie stars routinely make
an extra $100,000 or more a year using
this loophole. You won’t make that much,
but if you hold your office party or meet-
ings at your house, you can charge your
company what Marriott would charge for
a conference room or party room. Do that
14 times a year maximum, and the money
comes out of your company into your
pocket tax free. You need to cross your
T’s and dot your I's, but it is all backed up
by black letter law. For all the details, you
can get my full tax training course, Ad-
vanced Tax Tactics.

7. IRA and Retirement Accounts

One of the most important tax tips and

financial concepts that you can learn and
teach your children is that of the power of
growing money in a tax-free or tax-
deferred environment. IRAs are magic,
because the growth in the IRAs is tax ad-
vantaged, if not tax free, as in the Roth
IRA.

When the first IRA legislation was passed
in 1974, 1 frankly think that Congress nev-
er foresaw the large IRAs of today. Con-
gress probably didn’t understand the dol-
lar doubled 20 times
trick. Let me show
you the trick. It’s
not a trick. It’s fact.

If one dollar is dou-
bled to two, two is
doubled to four,
four is doubled to
eight, after the 20t
double you end up
with $1,048,000 plus.
However, there isn’t any tax when the
doubles are made. Everything we do is
taxed, so let’s tax the profit in each dou-

ble.

One dollar is doubled to two, but there is
a dollar in profit in the double. Let’s tax
the profit at 40%. Combining the state
and federal income tax rates, many peo-
ple come close to the 40% tax. So, on the
double of the first dollar, there is a dollar
that needs to be taxed. At 40%, that
means you end up with $1.60 rather than
$2.00. Then double the $1.60. You don't
get $3.20 because you have to tax the ex-
tra $1.60 at 40%, so you end up with $2.56
not the $3.20. You get the idea. Instead
of ending up with $1 million plus, you
end up with a grand total of $12,089.




Quite a difference! No?

The money in an IRA and retirement
plans grows without a tax. That’s the $1
million plus type growth. I don’t think
Congress understood the power of
growth without tax when they put the
IRAs in place. I am sure they expected a
few extra thousand dollars for mom and
dad to use in retirement. They never en-
visioned million-dollar IRAs. Money
growing in a tax-deferred plan (standard
IRA or 401(k)) or money growing tax free
(Roth IRA) is a big deal.

The tax tip you need to understand is that
your money will be maximized when it
grows in a tax-preferred environment.
Your CPA doesn’t understand the dollar
doubled 20 times concept, and your fi-
nancial dude sure doesn’t understand it.
The CPA just plugs your numbers into
the computer and spits out your taxes.
Your financial dude will steer you to-
wards normal brokerage accounts be-
cause the commissions are higher.

You need to learn that your little business
(an operating business or real estate in-
vestment through an LLC) is your most
effective tax shelter. The problem is your
accountants have never sat you down and
told you that they need to teach you how
to use your little business as a tax shelter.
Your accountants have learned to keep
their mouth shut. If they just take your
numbers and plug them into the comput-
er to spit out your taxes, they don’t have
any liability. As soon as they start to
teach you or counsel you, they take on a
liability.

You have to learn how to use your little
business and your real estate as a tax shel-

ter. You have to plan all the way along
during the year in order to generate the
numbers you need to give your account-
ant at tax time. In a business you can get
more money into a tax-preferred growth
environment than you can as an individu-
al.

8. HSAs and HRAs

People ask, "What is an HSA?" and "What
is an HRA?" These are two ways a busi-
ness can get a ton of money into a tax-
preferred growth environment. They are
two of the neatest gifts the IRS has ever
given us. Let's answer the two questions.

An HSA is a Health Savings Account. It is
maybe the type of benefit plan your em-
ployer is having you use. It is a great
plan, but there are two drawbacks. 1.
You are limited as to how much you can
contribute each year. 2. The insurance
company (an IRS approved trustee) has to
manage your money. The HSA and the
HRA are relatively new types of benefit
plans under the Employee Retirement In-
come Security Act (ERISA). Note that an
HSA is a benefit plan, not a retirement
plan. More people can answer the “What
is an HSA?” question than they can the
“What is an HRA?” question because in-

.




surance companies want people to use
HRAs. The insurance company acts as
the IRS approved trustee, and of course,
there is a fee for acting as the trustee. So,
insurance companies push HSAs.

They set up HSA plans for employers so
the employers and employees can pay for
health insurance and pay for medical re-
lated costs. It is actually a great deal be-
cause all the medical insurance and at
least some of the medical costs become
tax free to the employee. That’s a lot bet-
ter than trying to get a tax deduction for
your medically related expenses. Most
people can’t get a deduction, because you
have to meet a percentage (like 7-10%) of
AGI before they can deduct a dime.

An HRA is a Health Reimbursement Ar-
rangement. It is also a relatively new type
of benefit plan under ERISA. It allows a
company to set up a bank account, move
money into the account and take a tax de-
duction for it, then use the money in the
account to reimburse employees for
health-related expenses they have paid
out.

HRA plans are not as popular as HSA
plans, because the insurance companies
and other financial entities don't "push"
them. The HRA doesn't require an inde-
pendent party to handle the funds. All the
company needs to do is adopt all the plan
documents and then set up a checking
account. It's that easy.

The HSA has limits on what you can fund
into the plan each year (about $7,000 for a
couple). The HRA doesn't have any set
limits on what can be contributed. The
contributions need to be “reasonable” to
meet medical expenses. Have you ever

noted that it takes a lot of money to meet
medical expenses? An HRA is very pow-
erful and a lot easier to operate than an
HSA. You don't need to deal with any in-
surance company or financial trustee type
entity.

You can set up your own HRA plan. Just
fill out the papers, open a bank account,
deposit money and reimburse yourself.

Oh, by the way, there isn't any use it or
lose it rule like you have in cafeteria or
125 plans. If you don’t use the money in
your HSA or HRA, it just carries over
year after year. In fact, you can invest the
“leftover” money in the plan, and it
grows without a tax. NOT BAD!

9. Pay Your Children or Grandchil-
dren

Paying children out of your company is a
good way to move money into your fami-
ly, possibly without the social taxes
(Social Security, FICA, FUTA), or at least
with a reduced income tax. The issue is
how to pay your children so they can
show the IRS they are receiving pay, not
just a gift.

Obviously, you can pay children to do the
janitorial work, paperwork, and routine
office work. But how do you pay children

?




who are younger? How about paying
them a royalty to be on the internet ad-
vertising pictures, etc.? Modeling isn't
cheap these days.

If you are paying a royalty, there is no
need to pay Social Security and all that
stuff. Paying children out of your compa-
ny lowers your adjusted gross income!!
Because the royalty is an expense to your
company, it comes out “above the line.”

10. Use Real Estate as a Tax Shelter

The two ways you can play the tax game
above the line are through your little
business and investment real estate. Peo-
ple know that folks that invest in real es-
tate get rich. There’s the appreciation in
the property. There’s the fact that if the
property is rented, the tenant is making
the mortgage payment for you. You're
not working harder to earn the money to
pay the mortgage, because the rent pays
the mortgage - at least we hope you have
a positive cash flow. In fact, the rental
income is usually offset by the tax deduc-
tions the real estate generated for you, so
you're not even losing any of the rent to
taxes. One hundred percent of the rent is
going to pay the mortgage.

It's subtle, but the tax advantages of real
estate  investments
are huge. Even real
estate investors don’t
appreciate how big
the tax advantages
are. Trump couldn’t
let his tax returns go
public, because peo-
ple couldn’t under-
stand how he could

make a lot of money and not pay much in
taxes. He knew how to use real estate as
a tax shelter. It's all 100% legal.

You've never had your accountant or tax
dude bring you in and put his arm
around you and say, “We need to teach
you how to use your little business and
investment real estate as a tax shelter.”
Yet, your little business and real estate are
exactly the two things you need to master
if you even hope to play the tax game.
Otherwise, you just blindly pay the gov-
ernment the maximum amount.

The depreciation alone in investment real
estate is huge. You can accelerate the de-
preciation, or at least a big chunk of it, if
you know how. You can even make the
depreciation so it can be used to cut the
taxes on your ordinary income (W2 in-
come).

Short term rentals are especially attractive
today. Their tax treatment is totally dif-
ferent than long term rentals. There are
lots of rules that qualify a property as a
short-term rental, so pay attention if you
are going down that path.

Your own personal residence is a tax shel-
ter. You may have never thought of it
that way, but it is, and it is a big deal.

However you do real
estate, you'll ultimate-
ly get rich if you in-
vest wisely in real es-
L tate. Remember, it’s
as much the tax ad-
vantages real estate
gives you as it is the
appreciation of the re-
al estate. If you are a




real estate investor, it’s time to kick your
tax game up a notch. Your accountant
may be good, but in almost every case
I've been able to squeeze more tax bene-
tits out of your real estate investments.

Advanced Tax Tactics is my general/small
business tax tutorial. It's 5 hours of audio
training with an accompanying work-
book. It may be the most important in-
vestment you make in your financial life.
It will return many
times the invest-
ment you make in
it - that's many
times the invest-
ment returned to
you each year. Or-
der using coupon
code 10TAXTIPS to
get 50% off.

ADVANCED TAX
TACTICS 3.0

LEE R PHILLIPS, |D
BENJAMIN RUCKER, CFE
)

In fact, we'll also
give you a coupon code so you can attend
the Tax Summit at a $500 discount. It is
two days of virtual tax training. If you
use the coupon code and make the Ad-
vanced Tax Tactics tax deductible, Ad-
vanced Tax Tactics is basically no cost to
you. I have given you the opportunity to
give yourself and your family more mon-
ey without spending any more time on
the job. That means you will have the
means and time to do what you want
with those you love.

For more information on structuring your
business to lower taxes, please call us at
800-806-1998 or visit

http:/ /www.legalees.com.
© 2023 Lee R. Phillips
LegaLees Limited Liability Company

ALSO AVAILABLE:

If you are a real estate investor, you will
need my new course, Mastering Real Estate
Tax Strategies, with eight modules on the
tax treatment of real estate. It's over 8
hours of video tutorial with a workbook
of supporting material. There’s nothing
like it for the real estate investor. Why
not get more money out of your real es-
tate with no more work? Here is a list of
the eight modules.

Asset Protection

Passive Activity Losses

Repairs vs. Improvements
Depreciation vs. Segregation
Accounting and Recordkeeping
Short Term Rentals

1031 Exchanges
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Using IRAs to Invest in Real Estate

One-time limited offer click here. Use
coupon code “TTT” to get 60% off.

MASTERING
REAL ESTATE
vy TAX STRATEGIES

GET THOUSANDS MORE UsinG Tax Law
8 - YOUR ADVISORS NEVER DISCLOSE
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