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Introduction & Why
Planning Matters in 2026

Most people think taxes are just something you figure out at the end of the year. The IRS
designed the tax code the other way around, rewarding those who strategically plan.

The code favors those who make early decisions, choose the right business or investment
structures, keep good records, and time things intentionally. It penalizes those who guess, wait

until the last minute, use the wrong entity, or claim deductions without proper documentation.

In 2026, the difference between someone who plans and someone who waits until filing season
could be tens of thousands of dollars.

Why 2026 Is a Critical Planning Year

Several things are coming together that make planning now more important than ever:

e The IRS has more money for audits and enforcement

* Reporting mistakes and mismatches are being caught automatically

» Passive loss rules (for rentals and investments) are being applied more strictly
e The IRS is focusing more on misused entities

At the same time, there are opportunities if you plan smartly:

Bonus depreciation is still 100% for qualified property

Real estate still offers big tax advantages

* Business owners can still control how their income is taxed
Families and investors still have real planning options

The bottom line: the opportunities are still there, but the room for mistakes is smaller. Planning
ahead now can make a huge difference.
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Who the Tax Code Favors
(And How You Can Benefit)

Most people think the tax code exists to take their money, but the truth is, it's actually designed to
reward business owners. Why? Because businesses create jobs, invest in growth, and help the
economy thrive. The law gives business owners ways to deduct expenses, accelerate costs, and
structure income in ways that reduce taxable income legally.

But you might be thinking, “I'm a W-2 earner, not a business owner, how can the tax code work for
me?” That's exactly what we're going to cover. There are still opportunities to save and grow your
wealth, even if you don’t own a business, by understanding how income is classified and how
deductions, credits, and investment strategies interact.

Passive vs. Non-Passive Income

One of the most important concepts here is the distinction between passive and non-passive
income. The IRS treats income differently depending on how involved you are:

* Non-passive income comes from sources where you actively participate, like running a
business or qualifying as a real estate professional. Losses in this category can often offset
other income, including your W-2 earnings.

» Passive income is generally money that comes in without your active involvement, such as
most rental income for non-real estate professionals. Losses in this category can typically
offset only other passive gains, not your regular salary.

Why this matters:

Knowing whether your income is passive or non-passive is critical to unlocking the right
strategies. Even as a W-2 earner, understanding this concept helps you identify which deductions,
credits, and investments actually reduce your taxes, and which ones won't.

Page 4
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Understanding Your Income

Type to Apply Tax-Saving
Opportunities

Different types of income unlock different strategies:

* W-2 Earners: You still get the usual tools, retirement contributions, HSA funding, and
deductions you already know. But combining these with smart investments or side-business
strategies can unlock non-passive deductions that save even more.

e Business Owners: You have more flexibility to reduce taxable income through deductions,
retirement contributions, payroll strategies, and entity structuring. The right choices here can
dramatically reduce what you owe without breaking any rules.

e Real Estate Investors: Typical deductions include mortgage interest, property taxes, repairs,
maintenance, and depreciation. Whether these deductions can offset your other income
depends on whether your rental activity is passive or non-passive. Real estate professionals
who materially participate often unlock much bigger tax benefits, which can be life-changing
if you plan correctly.

The bigger picture: Taxes aren't separate from your financial life, they're intertwined with your
income type, investments, retirement planning, and business choices. Understanding how
everything interacts is what allows you to plan proactively, reduce risk, and maximize wealth.




INVESTOR .
FRIENDLY C PA

The Core Concept of
Proactive Tax Planning

Most people wait until the end of the year to think about taxes, but by then, it's often too late
to make a big difference. Proactive tax planning is about making smart decisions
throughout the year that legally reduce what you owe, protect your wealth, and help you
reach your financial goals.

Your goals might include:

¢ Maximizing take-home pay while reducing unnecessary taxes

¢ Funding retirement faster through tax-efficient accounts

¢ Growing real estate or business investments while minimizing current tax liability
e Planning for your family—college, children’s future, or generational wealth

The first step in building a plan is understanding your income and how the IRS treats it, whether
it's W-2, business, or real estate income, and whether it's passive or non-passive. These
classifications determine which strategies actually work for you.

From there, the process follows a simple framework:

e Know your starting point — Your income type, passive vs non-passive income, and key
financial goals.

e Layer your strategies — Combine retirement contributions, business expenses, depreciation,
and credits in the most tax-efficient order.

e Time your moves — Accelerate deductions or defer income in ways that maximize savings
without taking unnecessary risk.

e Measure and adjust — Monitor progress toward your goals and adjust strategies as your
income or situation changes.

We'll dive into each of these steps in the pages ahead, showing exactly how to apply these
strategies based on your income type, personal goals, and the 2026 tax landscape.

The goal isn't to avoid taxes at all costs. It's about paying the right amount while keeping your
risk low and using the tax code to build wealth, not just filing a return. Think of it like stacking
blocks: each decision builds on the next, and done correctly, it can turn your tax code into a
wealth-building machine.

Page 6
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Core Tax Strategies Explained

Now that you understand income types and passive vs non-passive rules, let's break down
the core strategies our clients use to save taxes and grow wealth:

W-2 Earners — Make the Code Work for Your Paycheck

Even if you don’t own a business or rental property, there are strategies that can legally reduce
your taxable income:

» Max out retirement accounts - 401(k)s, IRAs, or HSAs lower your taxable income now.

* Track deductions you already qualify for — work-related expenses, charitable giving, and
certain health expenses.

e Consider investing in real estate or a side business — even a small rental property or a side
hustle can create non-passive income or deductions, which may help offset other income and
provide additional long-term wealth-building opportunities.

Why it matters: Many W-2 earners miss opportunities to grow wealth outside their paycheck.

Combining traditional deductions, retirement contributions, and small investments in real estate
or business can significantly increase savings and position you for financial growth.

Check Out This Video:

INVESTOR '
rrienoLy CPA
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Core Tax Strategies Explained

Business Owners — Reduce Taxes While Growing
Your Business

TIf you own a business, you have a bigger toolbox to lower taxes and grow wealth — but it works
best when you understand how each tool applies to your situation.

 Entity Structuring — Choosing the right structure (LLC, S-Corp, or C-Corp) affects how your
income is taxed and what deductions you can take. The right choice can lower your overall tax
bill, protect your personal income, and make it easier to grow your business.

e Payroll Strategies — Paying yourself or family members strategically isn’t just about
compliance. By hiring family for legitimate work or structuring your own salary wisely, you can
shift income to lower tax brackets, fund retirement accounts, and reduce overall taxes legally.

» Retirement Contributions — Contributing to a 401(k), SEP IRA, or solo 401(k) can directly reduce
taxable income while helping you save for the future. These accounts are especially powerful
for business owners because the contribution limits are much higher than for W-2 earners.

¢ Timing Deductions and Income — When you make purchases, prepay expenses, or defer
income, you can maximize tax efficiency. For example, buying new equipment before year-end
may let you take deductions this year instead of next, or deferring income to the next year could
keep you in a lower tax bracket.

Why it matters: Properly combining these strategies lets business owners legally reduce taxable
income, increase cash flow, and reinvest in growth or family goals, while staying fully compliant
with the IRS. Done right, it's a major advantage that most W-2 earners don't have.

Check Out These Videos:

MAXIMIZE PROFITS WIT

BEST WAY T0 HIRE YOUR KIDS!

3

INVESTOR
FRIENDLY C PA

Page 8


https://youtu.be/-XQ5Ism1Si0?si=co3K9UXvncaFK3RO
https://www.youtube.com/watch?v=-XQ5Ism1Si0
https://www.youtube.com/watch?v=Dtp5PdWoONY
https://www.youtube.com/watch?v=Dtp5PdWoONY

INVESTOR .
FRIENDLY C PA

Core Tax Strategies Explained

Real Estate Investors — Why Real Estate Is So Powerful

Earlier, we talked about passive versus non-passive income and why it matters. This is where
that concept comes into play. Real estate is powerful because it can appreciate over time while
you deduct real expenses and depreciation, but whether those deductions reduce your taxes
now or get stuck depends on how the activity is classified and how involved you are.

Most investors already deduct the basics like mortgage interest, property taxes, repairs,
insurance, and operating costs, the real strategy is how those deductions are allowed to flow
through your return.

Material Participation — The Gatekeeper

Material participation measures the extent of your involvement in a rental. The IRS uses it to
determine whether losses are passive or non-passive and whether they can be offset against
wages or business income. This single distinction determines if real estate is a powerful tax
tool or a deduction you must wait years to use.

Long-Term Rentals (LTRs)

Long-term rentals are passive by default. You can still deduct expenses and depreciation, but losses
usually only offset other passive income unless you qualify as a Real Estate Professional (REPS).

To qualify, more than half of your working time must be in real estate and you must spend at least
750 hours materially participating during the year. Only one spouse needs to qualify on a joint
return. While REPS can unlock significant tax savings, the time commitment makes it unrealistic for
many high-income earners.

Short-Term Rentals (STRs)

If a property averages 7 days or less per stay (or 30 days or less with services), the IRS treats
it as an active business. To use the STR “loophole,” you must materially participate. There are
7 tests, but most investors qualify by spending 500+ hours, spending 100+ hours and more
time than anyone else, or handling substantially all of the activity themselves.

When this test is met, losses can offset wages, business income, and investment income,
without needing Real Estate Professional status. This is why most high-earning W-2

professionals choose this route to strategize and save. Page 9
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Core Tax Strategies Explained

Depreciation & Cost Segregation — Make Paper
Losses Work for You

Now that you understand your income type, passive vs. non-passive distinctions, and the
opportunities in real estate and business, it's time to see how depreciation and cost
segregation can multiply your tax benefits.

Depreciation lets you write off the cost of a property or business asset over time, even while
it appreciates. This means you can reduce taxable income without spending extra cash.

Cost segregation goes further by breaking an asset into shorter-life components, such as
appliances, flooring, or equipment, so you can accelerate deductions in the early years rather
than waiting decades. These accelerated “paper losses” can offset other income and
increase cash flow for reinvestment or wealth building.

Why it matters: Proper use of depreciation and cost segregation turns assets into immediate
tax savings, letting your money work harder while your properties or business continue to
grow in value.

Check Out These Videos:
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Core Tax Strategies Explained

Retirement Accounts & HSAs — Building Wealth
While Lowering Taxes

Another strategy that works across all income types is maximizing retirement accounts and
Health Savings Accounts (HSAs). These accounts let you save for the future while reducing

taxable income today.

For example:
» 401(k)s, SEPs, and Solo 401(k)s allow business owners to make large contributions that

reduce current taxes.

» Traditional IRAs allow individuals to defer taxes until retirement, reducing taxable income
today.

¢ Roth accounts don't reduce taxes now, but withdrawals in retirement are tax-free.

e HSAs are triple tax-advantaged: contributions reduce income, grow tax-free, and
withdrawals for qualified medical expenses are tax-free.

Why it matters: Retirement and HSA contributions layer with other strategies. They reduce

taxes now, increase cash flow, and help you build generational wealth, turning the tax code
into a tool that grows your financial future instead of just tracking what you owe.

Check Out These Videos:
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Key Changes to Understand
That Create Opportunity In 2026

What Changed. Why It Matters. Who Should Pay Attention.

Taxes are not changing across the board.
They are changing selectively, in ways that reward people who plan and penalize
people who react.

Below are the updates that matter most in 2026 for investors, business owners,
families, and high-income earners — along with why they should not be ignored.

Bonus Depreciation Returns at 100%

What changed:

Qualifying business or rental property placed in service in 2026 may be eligible for 100%
bonus depreciation, allowing you to deduct the full cost upfront instead of spreading it out
over years.

Why this matters:
This can dramatically reduce taxable income and free up cash flow in the same year an asset
is purchased.
For investors and business owners, this means:
e Faster tax write-offs
e Larger paper losses
e More capital available to reinvest

Important note:

Not all assets qualify, and timing matters. Buying the right asset at the wrong time or
structuring it incorrectly can eliminate the benefit.

Page 12
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Key Changes to Understand
That Create Opportunity In 2026

Expanded Section 179 Deduction

What changed:
The Section 179 deduction limit increased to $2.5 million, with the phase-out starting
at $S4 million.

Why this matters:
Small and mid-sized businesses can now immediately deduct equipment, vehicles,
and certain improvement costs instead of depreciating them slowly.

Planning reminder:
Section 179 and bonus depreciation interact. The best outcome depends on income
level, future plans, and how deductions are layered.

Expanded SALT Deduction Cap

What changed:

The State and Local Tax deduction cap expanded to:
e $40,000 for married filers
» $20,000 for single filers

Why this matters:
Taxpayers in high-tax states can now deduct significantly more of their state income
and property taxes at the federal level.
This can create meaningful federal tax savings for:
e High-income W-2 earners
e Business owners
* Real estate investors in high-tax states

Planning reminder:

SALT deductions alone rarely solve tax problems. They work best when layered with
other strategies.

Page 15
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Key Changes to Understand
That Create Opportunity In 2026

New Car Loan Interest Deduction

What changed:
Up to $10,000 per year in interest on loans for new, US-made personal vehicles may
be deductible.

Why this matters:

This creates a new planning opportunity for individuals who:
e Need a vehicle anyway
e Finance instead of paying cash
e Meet qualification requirements

Important:
This does not automatically apply. Eligibility rules, vehicle requirements, and income
considerations matter.

Trump Savings Account (New Children’s Account)

What changed:
Children under age 8 can receive $1,000 to open a Trump Savings Account, and parents
may contribute up to $5,000 per year.

Why this matters:

Funds grow tax-free until age 18, creating a new planning tool for:
e Long-term family wealth
e Education planning
e Early investing strategies

Planning reminder:

This should be coordinated with other family strategies like payroll, Roth IRAs for kids,
and education planning.

Page 14
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Key Changes to Understand
That Create Opportunity In 2026

Child Tax Credit Boost

What changed:
The Child Tax Credit increased to $2,500 per child, with an additional $500 extension
through 2028.

Why this matters:
This provides immediate tax relief for families, but it also interacts with income limits

and filing strategy.

Planning reminder:
Credits are most effective when planned alongside income timing and deductions.

Tax-Free Tips and Overtime

What changed:
 First $25,000 in tips is tax-free
e First $12,500 in overtime is tax-free
e Up to $25,000 if married

Why this matters:
This directly affects:
e Service industry workers
e Hospitality
* Healthcare
e Anyone earning meaningful overtime or tip income

Critical distinction:
This benefits earned income, but it does not replace planning. Other income sources still matter.

Page 15
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Key Changes to Understand
That Create Opportunity In 2026

Other Notable Updates
e Expanded R&D tax credits

e Pass-through deductions remain valuable for business owners
e Estate and gift tax exemptions remain historically high

These are not automatic wins. They require planning to apply correctly.

Check Out These Videos:
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Strategies That Layer
Across All Income Types

Why Tax Planning Is Not One Strategy, But a System

At this point in the guide, you've seen:
e How income is classified
e What the IRS rewards and restricts
e Which tax laws changed for 2026
e Where new opportunities exist

Here's the key takeaway most people miss:
No single tax strategy works in isolation.

Real tax savings happen when strategies are layered intentionally, based on:
e Your income type
e Your level of involvement
e Your timing
e Your risk tolerance

Why Proactive Planning Is Required

Most of the strategies discussed in this guide:
e Must be decided before year-end
e Require proper setup
* Depend on real-time documentation
e Cannot be fixed during filing season

Waiting until tax time limits options.
Planning during the year creates leverage.

Page 1/
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Strategies That Layer
Across All Income Types

What Comes Next

This Blueprint focuses on:
e Evaluating whether strategies actually apply to you
* Identifying gaps and missed opportunities
e Timing actions throughout the year
e Executing in a way that is defensible and repeatable

This is where tax planning becomes a system, not a guessing game.

Strategy Without Execution Leaves
Money on the Table

Understanding the tax code is only the first step.
Execution is where most taxpayers lose value.

Our team doesn't just explain strategies.
We help you:
e Model outcomes before you act
e Structure income and entities correctly
Coordinate tax planning with real estate, business, and family goals
Provide FREE resources like monthly webinars and guides
Use tools like TaxMD™ to stay organized year-round

Click Here To Explore Our Tax Planning & Advisory Services
or
Click Here To Schedule a Tax Planning Consultation with INVESTOR FRIENDLY CPA®

Page 18
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Tax Planning
Readness Scorecard

Answer Yes or No.

Do you know your projected 2026 tax liability? Yes No
Most taxpayers do not know their tax bill until filing season. D |:|
By then, planning options are gone.

Do you understand which income is non-passive vs passive? Yes No
This determines whether losses can offset W-2 or business income. D |:|
Do you know if your real estate losses are usable? Yes No
Passive losses are often suspended, not deductible. D |:|
Is your entity structure intentional? Yes No
LLCs do not automatically save taxes. Elections matter. D |:|
Are retirement contributions coordinated with other strategies? Yes No
Overfunding the wrong account can reduce flexibility. D |:|
Can you defend your deductions with documentation? Yes No
The IRS does not reward intentions. It rewards proof. D |:|
Have you reviewed audit risk areas proactively? Yes No
Waiting until an audit starts is too late. D |:|
Your Score: 0-2Yes 3-4 Yes 5-6 Yes 7 Yes
Reactive Elite Planner

If you scored below Strategic, you are likely overpaying or exposed.
Page 19
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Audit Risk And
Defensibillity

How to Save Taxes Without Creating Future Problems
The IRS does not audit at random.

Audits are triggered by patterns, mismatches, and outliers.
Most taxpayers who get audited did not “do anything illegal.”
They did something unsupported, inconsistent, or poorly documented.

The goal of tax planning is not to push the line.
The goal is to stand on solid ground that survives scrutiny.

Documentation Is The Strategy

The IRS does not care what you intended to do.
It cares what you can prove.

Best-Practice Documentation Includes:
e Contemporaneous time logs
* Receipts tied to business purpose
» Written job descriptions
e Payroll records
e Engineering-based cost segregation studies
e Consistent treatment across years

Recreated documentation is weak.
Contemporaneous documentation is powerful.
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2026 Planning Timeline

What to Do. When to Do It. Why It Matters.

Think of tax planning like building a house.
If you wait until the end, you're just fixing cracks.
If you plan early, everything fits together.

This timeline shows exactly what actions belong in each part of the year and what happens if
you miss them.

Phase 1: Foundation

January - March
Goal: Set the year up correctly

What to Do Why It Matters

Project your 2026 taxes You cannot lower a tax bill you haven't estimated
Review income sources Non-passive vs passive determines what losses you can use
Review entity structure Wrong entities can increase taxes and audit risk

Start documentation The IRS wants real-time records, not recreated ones

In simple terms
This phase answers one question:
“What am | on track to pay if | do nothing?”

Most people skip this.
Those people usually overpay.

Page 21
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2026 Planning Timeline

Phase 2: Checkpoint

April = June
Goal: Adjust before it's too late

What to Do Why It Matters

Update tax projections Real numbers replace guesses
Review real estate activity Many losses become unusable if not planned
Check retirement contributions Overfunding the wrong account limits flexibility
Adjust estimated payments Avoid penalties and cash flow shocks

In simple terms
This phase answers:
“Is my plan still working?”

If something is off, this is the safest time to fix it.
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2026 Planning Timeline

Phase 3: Prepare To Execute

July — September
Goal: Make sure strategies actually qualify

What to Do Why It Matters

Confirm strategy eligibility Many tax strategies fail eligibility tests
Review time logs (if applicable) No logs = no deductions
Prepare depreciation or cost segregation Rushed studies increase audit risk
Set up family payroll properly Late setup is a common audit trigger

In simple terms
This phase answers:
“Can | actually use the strategies I'm planning?”

This is where aggressive plans either become safe or get stopped.
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2026 Planning Timeline

Phase 4: Finalize

October — December
Goal: Lock in results cleanly

What to Do Why It Matters

Final income and expense timing Last chance to control taxable income
Lock retirement contributions Missed deadlines = lost deductions
Review documentation completeness Weak records invite IRS questions
Do an audit-risk check Fix issues before filing season

In simple terms
This phase answers:
“Have | executed everything correctly?”

At this point, you should be finishing, not scrambling.
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2026 Planning Timeline

Phase 5: Filing Strategy

January — April (2027)
Goal: File smart, not rushed

What to Do Why It Matters

Decide whether to extend Extensions reduce errors and audit risk
Review carryforwards Lost losses and credits cost future money
Final CPA review Filing is where everything gets locked in

Important note
An extension is not a red flag.
It is often a sign of careful planning.

Refunds are not delayed if payments are made.
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How INVESTOR FRIENDLY CPA®
Supports Execution

This guide identifies opportunity.
Execution requires precision.

INVESTOR FRIENDLY CPA® provides:
 Eligibility analysis
e Scenario modeling

Audit-aware planning

TaxMD™ integration

Year-round strategy support

FINAL THOUGHT

Good tax planning is not aggressive.
It is intentional, documented, and repeatable.

If you understand your income, structure correctly, and plan early, 2026 can be one of your most
tax-efficient years.




Next Step

If you want this Blueprint translated into a personalized, compliant tax plan, reach
out to INVESTOR FRIENDLY CPA®.

At INVESTOR FRIENDLY CPA®, we help individuals and investors build year-round
tax strategies designed to reduce taxes, protect cash flow, and support long-term
growth.

Tools to Power Your Tax Strategy

INVESTOR
FRIENDLY PA‘

Material

Participation

Hours Guide Real Esyqy

- Profecs ate
Qualify for Active Loss Treatme ess,onq, Status

Under IRC §469 — Know What

Counts and What Doesn’t The Uttin,

nate Gy
Real Estqrg pyoi!

® (800) 522-6091
© (470) 300-7762

MORE TOOLS

We've built a library of tax strategies, including our Generational Wealth
Formula, to help business owners, high earners, investors, and ambitious
professionals build and keep more wealth. Contact us to learn more.

6 Schedule a FREE consultation with us to get started!

SCAN HERE

{. (800) 522-6091 Bd clients@investorfriendlycpa.com @ investorfriendlycpa.com
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