Year-End

As the end of the year approaches, it’s time to consider strategies that could help you reduce your tax bill. But most tax
tips, suggestions, and strategies are of little practical help without a good understanding of your current tax situation.
This is particularly true for year-end planning. You can’t know where to go next if you don’t know where you are now.

So take a break from the usual fall chores and pull out last year’s tax return, along with your
current pay stubs and account statements. Doing a few quick projections will help you estimate your
present tax situation and identify any glaring issues you'll need to address while there’s still time.

WHEN IT COMES TO WITHHOLDING,
DON’T SHORTCHANGE YOURSELF

If you project that you'll owe a substantial amount when you
file this year’s income tax return, ask your employer to increase
your federal income tax withholding amounts. If you have both
wage and consulting income and are making estimated tax
payments, there’s an added benefit to doing this: Even though
the additional withholding may need to come from your last
few paychecks, it’s generally treated as having been withheld
evenly throughout the year. This may help you avoid paying an
estimated tax penalty due to under-withholding.

Of course, if you've significantly overpaid your taxes and
estimate you'll be receiving a large refund, you can reduce your
withholding accordingly, putting money back in your pocket this

year instead of waiting for your refund check to come next year.

WILL YOU SUFFER THE ALTERNATIVE!?

Originally intended to prevent the very rich from using
“loopholes” to avoid paying taxes, the alternative minimum tax
(AMT) now reaches further into the ranks of middle-income
taxpayers. The AMT is governed by a separate set of rules that
exist in parallel to those for the regular income tax system.
These rules disallow certain deductions that you are allowed to
include in computing your regular income tax liability, and treat
specific items, such as incentive stock options, differently. As a

result, AMT liability may be triggered by such items as:
e The standard deduction

e Large deductions for state, local, personal property, and real

estate taxes

* Exercising incentive stock options

So when you sit down to project your taxes, calculate your
regular income tax on Form 1040, and then consider your
potential AMT liability using Form 6251. If it appears you'll

be subject to the AMT, you'll need to take a very different
planning approach during the last few months of the year. Even
some of the most basic year-end tax planning strategies can
have unintended consequences under AMT rules. For example,
accelerating certain deductions into this year may prove
counterproductive since AMT rules may require you to add
them back into your income. If you think AMT is going to be a
factor, consider talking to a tax professional about your specific

tax situation.

TIMING IS EVERYTHING

The last few months of the year may be the time to consider
delaying or accelerating income and deductions, taking into
consideration the impact on both this year’s taxes and next. If
you expect to be in a different tax bracket next year, doing so
may help you minimize your tax liability. For instance, if you
expect to be in a lower tax bracket next year, you might want
to postpone income from this year to next so that you will pay
tax on it next year instead. At the same time, you may want to

accelerate your deductions in order to pay less tax this year.

To delay income to the following year, you might be able to:
* Defer year-end bonuses.

* Defer the sale of capital gain property (or take installment

payments rather than a lump-sum payment).

* Postpone receipt of distributions (other than required
minimum distributions) from retirement accounts.
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To accelerate deductions into this year: generally be subject to a 10% penalty tax in addition to any

* Consider paying medical expenses in December rather than income tax due, unless an exception applies.)

January, if doing so will allow you to qualify for the medical
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deductible contribution to a traditional IRA or an after-tax
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Prepay deductible interest. contribution to a Roth IRA. In the first instance, a current

* Make alimony payments early. income tax deduction effectively defers income—and its

e Make next year's charitable contributions this year. taxation—to future years (as with a retirement plan, an

additional 10% penalty tax will apply to withdrawals made

THE GIFTS THAT GIVE BACK prior to age 59% in addition to any income tax due, unless an
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property to charity before the end of the current tax year in deduction allowed, qualifying distributions you take later will be

order to increase the amount you can deduct on your taxes tax free. You'll generally have until the due date of your federal

As an aside, now is also a good time to consider making income tax return to make these contributions.
noncharitable gifts. You may give up to $19,000 (in 2025;

$18,000 in 2024) (twice that amount for a married couple) to Tax planning can be complicated. Consider seeking the

s vy find et valls e e s e e iy etk assistance of a tax professional to determine what year-end

gift tax consequences. If you gift an appreciated asset, you tax planning moves, if any, are right for your individual

won’t have to pay tax on the gain; any tax is deferred until the BIEETIRE0EES:

recipient of your gift disposes of the property.

POSTPONE THE INEVITABLE

To reduce your taxable income this year, consider maximizing
pretax contributions to an employer-sponsored retirement plan
such as a 401 (k). You won’t be taxed on the contributions you
make now, and you may be in a lower tax bracket when you do
eventually withdraw the funds and report the income. (Note
that if you take withdrawals from the plan before age 594, you'll

If you have questions regarding your investments and topics mentioned in this article, First Bank & Trust’s
Wealth Management Services team can assist you. Stop by and wvisit with your local banker, and they can

direct you to one of our Wealth Management Officers. Alternatively, feel free to call us at 800.843.1552.

WEALTH MANAGEMENT TEAM  [OUXFALLS,SD UHEUTTRATONI, S

Peter Scott Tyler DeBoer
''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''' Wealth Management Senior Senior Wealth Advisor
Advisor Manager
BROOKINGS, SD Edina, MN
Adam Dentlinger Marc Venekamp Brian Christensen Matt Johnson
Chief Wealth Management Officer ~ Wealth Management Sr. Officer  Senior Wealth Advisor Wealth Management Services
Chief Investment Officer
Nicole Yseth Lance Howard Dylan Hage
Director of Retirement Plan Wealth Management Sr. Officer ~ Wealth Management Officer  Barry Kelner
Services Senior Wealth Advisor
Devan Schaefer Jordin Edwards
Mark Stevenson Wealth Management Officer Wealth Management Tyler Bowen
Wealth Management Senior Relationship Manager Senior Wealth Advisor
Advisor Manager Ray Mosher
Wealth Management Sr. Kim Banks
John Gustafson Relationship Manager Wealth Management
Wealth Management Sr. Officer Relationship Manager




