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Understanding Your Tax Return 

And Actions to Take by the End of the Year 

 
Understanding your tax return is a pre-
requisite to paying your lowest lifetime tax bill 
and determining optimal annual tax strategies.   
 
We’ll start today’s discussion diving into two 
critical, yet commonly misunderstood areas of 
your tax return:   

1. Ordinary income vs. Capital Gains 
income  

2. The standard deduction vs. itemized 
deduction.   

Without a strong understanding of these 
subjects in your tax return, it is incredibly 
difficult to set yourself up for long term 
success.   

With this understanding in mind, we’ll explore 
strategic tax actions to take by the end of the 
year. Decisions made in the final months, such 
as tax loss harvesting “double ups”, or 
accelerating or decelerating your income, 
based on your projected tax bracket, will help 
accomplish two objectives:   
 

1. Reduce your taxable income for this 
year  

2. Help set you up for paying your lowest 
lifetime tax bill.   

 
 
 
 

 
 

 

Understanding Your Return:   
The Difference Between Ordinary Income Tax, Capital Gains Tax, 
and Effective Tax Rates 
 
Understanding the difference between 
ordinary income and capital gains income is 
essential for financial planning, tax strategies, 
and investment decisions. Let’s start by 
defining each:     

• Ordinary Income: This includes 
wages, salaries, bonuses, Traditional 
or Inherited IRA distributions, business 
income, etc. 

• Capital Gains Income: This is income 
from selling investments like stocks, 
bonds, or real estate.  

 
Combine the two sources of income, and you 
arrive at your taxable income.  This total level 

of income (after certain deductions) is the key 
for eligibility for numerous credits, deductions 
and benefits.     
 
Lastly, as you see in the following graphic, it is 
important to be aware of effective tax rates, 
which is the average tax rate you pay, and can 
be very different than your ordinary income 
tax, or capital gains tax.   
 
Being aware of the difference in tax rates for 
ordinary vs capital gains income allows for 
better financial and tax planning.  
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Source:  Kindness Financial Planning 
 
 
 

For instance, you might choose to strategically 
time the sale of assets, IRA distributions, etc. 
or spread gains over multiple years to avoid a 
higher capital gains tax bracket.  

Or for inherited retirement accounts, where 
withdrawals are taxed as ordinary income, a 
savvy investor would strategically review their 
expected income. If the distribution from the 
inherited retirement account bumps someone 
up to the next tax bracket, or increase effective 
tax rates, and they anticipate lower income in 
future years, it could be wise to delay material 
distributions from these inherited accounts.  

This is illustrated by the bar chart.  The bar on 
the right illustrates an individual recognizing 
another $10K in income (a source of which 
could be an inherited IRA). And while the 
dollars from the inherited IRA are taxed at a 
12% ordinary income tax rate, the extra $10K 
in income caused a larger portion of this 
individual’s capital gains income to be taxed at 
15%. This extra income (from an inherited 
IRA) had an effective tax rate of 27%! 

As you evaluate recognizing or deferring any 
type of income, it is critical to understand how 
it impacts multiple levels of taxation in your 
return.   
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Understanding Your Return:   
Standard and Itemized Deductions – What Is the Difference & Why 
It Matters 
 
Understanding the difference between the 
standard deduction and itemized deductions is 
key to optimizing your tax return and 
minimizing your taxable income.  For instance, 
the itemized deductions in the example 
graphic below provide no tax benefit at all.  
 
The standard deduction is a flat, fixed 
amount that reduces your taxable income and 
is available to all taxpayers. It is 
straightforward, requires less documentation, 
and is often the simpler choice, especially for 
those without significant expenses in areas 
like mortgage interest, medical bills, or 
charitable donations. Knowing the standard 
deduction amount can help you quickly 
determine if you will benefit from itemizing or if 
taking the standard deduction makes more 
financial sense. 
 
On the other hand, itemized deductions 
allow you to deduct specific eligible expenses 

which can add up to a larger reduction in your 
taxable income if your total deductions exceed 
the standard deduction. This option requires 
more detailed record-keeping but may be 
worth it if you have significant deductible 
expenses, such as high medical costs, 
mortgage interest, or charitable contributions. 
Choosing to itemize or not can have a 
significant impact on your tax bill so 
understanding which option provides the 
greater benefit helps ensure you will not pay 
more taxes than necessary and that you 
maximize potential savings. 
 
Also, there is an advanced strategy to 
consider, where a taxpayer rotates between 
itemizing deductions and taking the standard 
deduction, aka “bunching deductions”. We 
explore this strategy in depth in another article 
in the Mastering Your Wealth Series, “Tax 
Strategies For Affluent Individuals”. 
 

 

 
 
 
 
 
  
 
 

The Standard Deduction 
is $27,700 for married 
couples in 2023 and 
$29,200 in 2024 

Source: OPCM 

https://osbornepartners.com/wp-content/uploads/2024/02/202402-Osborne-Partners-Mastering-Your-Wealth-Tax-Strategies.pdf
https://osbornepartners.com/wp-content/uploads/2024/02/202402-Osborne-Partners-Mastering-Your-Wealth-Tax-Strategies.pdf
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Actions To Take Before the End of the Year:   
Tax Loss Harvest – Even Better With “Double Ups” 
 

The tax loss harvesting concept of "double 
ups" refers to a strategy where an investor 
temporarily buys additional shares of a 
security they already hold before selling the 
original shares at a loss. The goal is to lock in 
a tax-deductible loss without fully exiting the 
position, thus maintaining exposure to the 
investment. 
 
Here’s how it works: 
 
The investor first buys additional shares of the 
same security, doubling their position. 

After waiting at least 31 days (to avoid the IRS 
wash sale rule), they then sell the original 
shares at a loss. 
 
This loss can be used to offset capital gains or 
even reduce ordinary income (up to $3,000 
per year). The investor still holds the same 
overall investment in the security, maintaining 
exposure to potential future gains. 
 
Careful timing is crucial to avoid the wash sale 
rule, which would disallow the loss if the 
original shares are sold within 30 days of 
buying the new shares. 

 
 
 

 

Actions To Take Before the End of the Year:   
Project Your Tax Bracket – Accelerate or Defer Your Income 
 

Accelerating or deferring taxable income is a strategic tax planning approach that allows 
individuals to manage their income based on their tax bracket and financial goals.  
 
 

 
Source:  Holistiplan, Debbie Taylor 2023 Tax Planning Masterclass Series  
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Accelerate Income When You’re in a Low 
Bracket: 
 
By accelerating income, you choose to receive 
or recognize income in the current year, which 
can be beneficial if you expect to be in a higher 
tax bracket in future years. Generally, the 
strategy of “accelerating income” is 
advantageous for any individual or couple at 
or below the 24% federal tax bracket. The 
basic rationale is that you want to pay income 
taxes (and accelerate income), when you are 
in a low tax bracket. See below for a list of high 
impact ways to accelerate income: 
 

• Tax GAIN Harvest: Realize capital 
gains by selling profitable investments 
to lock in the current year's taxable 
income. 

• Exercise Stock Options: If you have 
non-qualified stock options, exercise 
them to accelerate income from the 
options into the current year. 

• Take Distributions from Retirement 
Accounts: If you are eligible, you can 

withdraw funds from a Traditional IRA 
or 401(k) to accelerate taxable income. 

• Convert a Traditional IRA to a Roth 
IRA: By converting to a Roth IRA, the 
converted amount will be taxed in the 
current year, but future withdrawals will 
be tax-free. 

• Receive a Year-End Bonus Early: If 
you expect a bonus in the next year, 
request that it be paid out in the current 
tax year to increase your taxable 
income. 

• Defer Taking Itemized Deductions:  If 
you itemize your deductions and they 
provide no or minimal tax benefit this 
year, you might consider taking the 
standard deduction, and delay paying 
that elective medical expense, real 
property tax bill, or making a sizeable 
charitable contribution, until the future 
when you would recognize a larger tax 
benefit.   

 

 
 

Defer Income When You’re in a High 
Bracket: 
 
On the other hand, deferring income means 
postponing it to a future year, which is 
advantageous if you expect to be in a lower 
tax bracket, generally the 24% bracket or 
below. See below for a list of high impact ways 
to defer your income: 
 

• Contribute to a Deferred 
Compensation Plan: Some employers 
offer non-qualified deferred 
compensation plans that allow you to 
defer a portion of your salary to be paid 
out in future years, reducing current 
taxable income. 
 
 

• Make A Multi-Year Contribution To A 
Donor Advised Fund (“DAF”): 
Evaluate "bunching" multiple years of 
contributions to a donor-advised fund 
into a single year to maximize their 
charitable deduction. Take the bigger 
deduction in a high tax year utilizing the 
DAF, and then spread the charitable 
gifts over multiple years. 
 

• Maximize Contributions to a 
Traditional Retirement Account: 
Maximize contributions to tax-deferred 
accounts like a Traditional IRA, 401(k), 
or SEP-IRA. This allows you to reduce 
your taxable income now and defer 
taxes until withdrawal. 
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• Delay Year-End Bonus: If possible, 
request that your employer pay your 
year-end bonus in the next tax year to 
defer income. 

• Utilize Installment Sales: If you are 
selling real estate or a business, use an 
installment sale to spread the income 
over multiple years, deferring the 
taxable gains. 

• Hold Off or Minimize on Capital 
Gains: If you have appreciated assets, 
defer selling them until the next year to 
push the capital gains taxes into a 
future tax period. 

• Postpone Stock Option Exercises: If 
you have stock options, delay 
exercising them to avoid generating 
taxable income in the current year. 

 
 

 

In conclusion, a thorough understanding of 
your tax return is crucial for minimizing your 
lifetime tax liabilities, and effectively planning 
your financial strategies as the year draws to 
a close.  
 

By grasping key concepts such as the 
distinctions between ordinary and capital 
gains income, as well as the implications of 
standard versus itemized deductions, 
individuals can make informed decisions that 
can set them on the path to paying their lowest 
lifetime tax bill. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclosures: Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™ and 
federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully complete CFP Board’s initial and 
ongoing certification requirements. 
 
The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC (“OPCM”). None of the data presented herein 
constitutes a recommendation or solicitation to invest in any particular investment strategy and should not be relied upon in making an 
investment decision. There is no guarantee that the investment strategies presented herein will work under all market conditions and investors 
should evaluate their ability to invest for the long-term. Each investor should select asset classes for investment based on their own goals, 
time horizon and risk tolerance. The information contained in this brochure is for informational purposes only and should not be deemed 
investment advice. Past performance is not indicative of future results. Inherent in any investment is the possibility of loss. OPCM does not 
provide tax or legal advice. This presentation is meant to be an introduction to the topic and is not a comprehensive review or analysis of your 
unique situation. These materials are not a substitute for consulting with your legal and/or financial professional(s) in a one-on-one context 
whereby all the facts of your situation can be considered in their entirety. 
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