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Traditional year-end tax planning often involves deferring income and accelerating deductions to minimize one’s total tax liability. 
However, there are several reasons individual taxpayers and trusts may want to consider reverse tax planning to accelerate 
income and defer deductions this year.

First, many taxpayers will be in a lower tax bracket in 2020 due to losses incurred in the economic downturn caused by the  
COVID-19 pandemic. There is also the possibility of higher tax rates in future years given the upcoming election and the 
possibility that the lower maximum tax rate provided by the Tax Cuts and Jobs Act (TCJA) will not remain in future tax years. 
In particular, taxpayers anticipating significant capital gains in the future may be concerned that the preferential rate on capital 
gains will be eliminated for higher income taxpayers. 

Accelerating gains or income also increases a taxpayer’s adjusted gross income (AGI) limitation for charitable contributions. The 
Coronavirus Aid, Relief, and Economic Security (CARES) Act suspended the traditional 60% AGI limitation and permits individual 
taxpayers to take a charitable contribution deduction for qualifying cash contributions made in 2020 to the extent such  
contributions do not exceed the taxpayer’s AGI.

Andersen’s tax advisors can help you make the right decisions to optimize your tax position before year end. Below are some 
strategies for individual taxpayers and trusts to consider if they want to accelerate income and defer deduction in 2020.

Strategies to Accelerate Income in 2020

1.  Harvest Capital Gains

Tax-gain harvesting is recommended when the current long-term capital gains tax rate is lower than what is expected in the 
future. Presidential candidate Joe Biden has proposed to remove the preferential rate for capital gains for taxpayers with $1  
million of income (and to also increase the maximum tax rate on ordinary income). Taxpayers can increase their cost basis by  
selling an appreciated investment and then use the sales proceeds to repurchase the same or similar investment. The sale will 
trigger a taxable gain, but the repurchase offers a stepped-up cost basis that will result in a lower gain when the investment is 
sold in the future (i.e., when the capital gains tax rate may be higher). Wash sale rules do not apply to the harvesting of capital 
gain, only when stock is sold at a loss (and then the same or similar stock is repurchased).

2.  Accelerate Capital Gain Transactions

Taxpayers anticipating a sale of a business, rental property or other transaction that would generate significant capital gains may 
wish to consider avenues to accelerate the taxation of all or a portion of the gain, with a corresponding increase in tax basis of 
the property. An early taxable sale, sale within a family, disguised sale, or taxable distribution from a partnership may be  
possibilities. Taxpayers must be mindful of rules that would characterize all or a portion of the capital gain as ordinary income.

3.  Elect Out of Installment Sales 

Installment sale rules require taxpayers who sell property where at least one of the payments will be received in a subsequent 
taxable year to recognize a portion of capital gain as each payment is received. However, taxpayers are permitted to elect out 
of the installment method and recognize gain upfront based on the fair market value of the anticipated total consideration. The 
election out of installment sale treatment must be made on a timely filed return (including extensions) and is irrevocable once 
made. Thus, for installment sales occurring in 2020, taxpayers would have until the due date of their 2020 tax return to make the 
decision to elect out (or not).
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4.  Consider an Inclusion Event for Qualified Opportunity Zone Investments

The TCJA created the qualified opportunity zone (QOZ) program that allows investors to defer, reduce and in some cases 
eliminate capital gains invested in qualified opportunity funds (QOFs) until the earlier of an inclusion event or December 31, 2026. 
As mentioned above, the tax rate on capital gains (and ordinary income) may change after 2020. Taxpayers with capital gains 
invested in a QOF may therefore find that the deferral to December 31, 2026 will result in a tax on the deferred gain at a higher 
tax rate than the current 20%. 

Inclusion events include a gift, disposition, or sale of the QOF. Where the QOF is held in a grantor trust, termination of grantor 
trust status for reasons other than the death of the grantor is also an inclusion event. However, it should be noted that triggering 
an inclusion event causes the QOF investment, or the portion for which an inclusion event occurs, to no longer be a qualified 
investment. Therefore, taxpayers with an inclusion event would not be entitled to any future QOZ benefits, regardless of the 
subsequent holding period.

5.  Full or Partial Roth Conversion

One way to mitigate the disadvantages of a traditional individual retirement account (IRA) while also accelerating income is to 
convert a traditional IRA to a Roth IRA. With traditional IRAs, distributions in excess of basis are taxable as ordinary income and 
required minimum distributions (RMDs) generally must begin once a taxpayer reaches age 70 ½ years (72 years for taxpayers 
who attain age 70 ½ after December 31, 2019). Early withdrawals from a traditional IRA before age 59 ½ are also subject to a 
10% penalty unless one of several exceptions apply. 

Conversion to a Roth IRA in 2020, while asset values may be lower than normal, reduces the tax liability while allowing future 
recovery plus all appreciation to avoid taxation. With a Roth IRA there are no RMDs, although distributions from the converted 
amounts remain subject to the 10% early withdrawal penalty for five years unless a taxpayer has reached age 59 ½. However, 
earnings and appreciation on the account can be distributed tax and penalty-free, provided the account is at least five years old 
and the IRA owner is at least 59 ½ years of age. Distributions from the Roth IRA made to a beneficiary (or estate) after death, due 
to the owner’s disability, or for first-time homebuyers also receive tax-free treatment.

Note that the CARES Act provided that taxpayers with an RMD due in 2020 from a defined contribution plan, including a 
traditional IRA, may skip those RMDs this year without a tax penalty (including those taxpayers who turned 70 ½ in 2019 and 
would have had to take the first RMD by April 1, 2020). However, this is for 2020 only and for planning purposes taxpayers 
should assume RMDs will be required in future tax years if they hold a traditional IRA. It should also be noted that because all 
non-spousal inherited IRAs must fully distribute within 10 years after the owner’s death under the SECURE Act, the benefit of 
deferring traditional IRA income is already limited. 

6.  Reconsider Like-Kind Exchanges 

The TCJA limited the tax benefit of like-kind exchanges to exchanges of real property not primarily held for sale. Nonrecognition 
treatment is mandatory where a transaction qualifies as a like-kind exchange. Consider avoiding the imposition of the like-kind 
rules by actually or constructively receiving cash or other boot in the transaction. With respect to previous like-kind exchanges, 
taxpayers may be able to trigger gain recognition by selling the replacement property (generally within a year).
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7.  Exercise Stock Options

Individuals with nonqualified stock options should consider whether they exercise those options in 2020 if Presidential candidate 
Biden’s proposal to subject wages in excess of $400,000 to the 6.2% social security tax is expected to become effective after 
2020. Incentive stock options (ISO) are taxed upon disposition of the option shares rather than upon the exercise of the option 
(other than for alternative minimum tax (AMT) purposes). The sale proceeds net of the exercise price are taxed at capital gain 
rates if the sale occurs more than one year after exercise and more than two years after grant of the option. If the stock acquired 
through the exercise of an ISO is disposed within the one-year / two-year periods mentioned above, compensation income is 
recognized on the difference between the fair market value of the stock on the date of exercise and the exercise price and any 
excess gain is taxed as capital gains.

With restricted stock awards, the vesting of the shares is the trigger for taxation to the employee. However, the employee may 
elect to be taxed upon receipt of the unvested shares by making a Sec. 83(b) election within 30 days of receiving the shares.

8.  Take Dividends in C Corporations

While a C corporation is taxed on its earnings, any dividend paid from the C corporation’s earnings is also taxable to the 
shareholder, but without a corresponding deduction for the corporation. Shareholders may cause the C corporation to retain 
earnings to avoid the second layer of tax rather than distribute dividends. Low tax rates and losses in 2020 have flipped this 
approach on its head and it may now be an ideal time for shareholders to accelerate taking dividends and pull cash out of their C 
corporations.

9.  Plan into Qualified Small Business Stock (QSBS) Treatment

While capital gains rates have been a topic in the presidential campaign, no proposal has been made to reduce or eliminate the 
exclusion of gain from the sale of QSBS. Taxpayers should continue to carefully consider investments eligible for QSBS  
treatment.

10.  Accelerate Payment of Bonuses or Deferred Compensation

In light of presidential candidate Joe Biden’s proposal to remove the cap on the social security portion of the payroll tax for  
employees with wages above $400,000, individuals and businesses may wish to consider accelerating the payment of bonuses 
or other deferred compensation to avoid the potential for an additional 6.2% tax on the employee and the employer.  

11.  Collect Accounts Receivable

Cash-basis taxpayers who deal with clients and customers can accelerate income by asking clients or customers to pay now. 
Calling on those who are in arrears to pay their balance and trying to collect sooner rather than later can result in tax savings. 
Consider asking for a larger upfront payment for projects that will span this year and next.

12.  Consider Accounting Method Changes

Taxpayers with business income should review current accounting methods to see if changes may be made to accelerate income 
or defer deductions. For example, by changing to a full inclusion method of accounting with respect to advance payments, a 
taxpayer may accelerate income from 2021 to 2020.  
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13.  Discuss Wealth Transfers and Estate Planning

Overall tax minimization strategies must also consider estate and gift taxes. The COVID-19 pandemic may impact current and 
future values, and may also impact your family’s economic activities, needs and general planning. Transfer tax exemptions are 
high in 2020 and not scheduled to revert to lower levels until 2025; however, this could change depending on the election results 
and significantly lower exemption amounts could emerge as early as 2021. There are also concerns that some states (e.g., 
California) may reinstate the estate tax. The current low-interest rate environment has made certain estate planning strategies 
particularly favorable (e.g., Grantor Retained Annuity Trusts as well as other interest-rate driven estate planning techniques). Now 
is the time to discuss not only income tax planning but also wealth and estate planning. 

Deduction Deferral Strategies 

In conjunction with the plan to accelerate income, taxpayers should also consider deferring deductions from 2020 to 2021. For 
example, a taxpayer may elect to capitalize and amortize prepaid expenses rather than deduct these expenses on their 2020 
return. Postponing investments in computers and other equipment and waiting to stock up on other business or office supplies 
will also serve to defer deductions. Depreciation deductions can be minimized by electing the straight-line depreciation method 
and foregoing the Sec. 179 expense election. Taxpayers seeking to postpone deductions should also avoid prepaying property 
taxes and any items that are due in 2021. 

The Takeaway

There are signs on the tax horizon that rate increases may be on the way, including the country’s response to the COVID-19 
pandemic that has created budgetary pressures and proposed tax increases that may occur due to a potential shift in political 
power following the election. To take advantage of preferential income tax rates, taxpayers should consider accelerating income 
into a potentially lower tax year (2020) and deferring deductions to later years when the income tax rate may go up. However, 
accelerating income and deferring deductions may not be appropriate for all taxpayers and there are also estate and gift tax 
consequences to consider when the aim is overall tax minimization. 

Andersen’s tax advisors can assist you in determining the best course of action based on your personal tax position.

For further information please contact:

Mary Duffy
mary.duffy@Andersen.com
Tel. +1.571.382.7672

Carl Fiore
carl.c.fiore@Andersen.com
Tel. +1.646.213.5125

Joe Toce
joe.toce@Andersen.com
Tel. +1.646.213.5103

Dennis Minich
dennis.minich@Andersen.com
Tel. +1.312.357.3940
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