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WEALTH STRATEGIES LEADERSHIP TEAM

The end of the year presents a number
of opportunities for families to engage
in tax planning. While not all of these
strategies will apply to every family,
even engaging with one or two can
make a meaningful impact. Our advisors
are working with our clients to identify
options and provide creative solutions.

>

Key Takeaways:

Following the election, Congress is more likely to
extend much of the 2017 Tax Cuts and Jobs Act,
but the course is not yet clear.

The Corporate Transparency Act (“CTA”) imposes
a filing obligation for owners of business entities
with punitive fees for failing to file.

Making gifts of $18,000 to children and
grandchildren, or paying tuition or medical
expenses directly, can be an efficient way
to shift wealth.

Take advantage of tax loss harvesting before the
end of the year.

Many families can benefit from funding a donor
advised fund for their charitable giving.



As 2024 draws to a close and individuals’ tax picture for the year becomes clearer, the fourth quarter provides
a chance for many to take a close look at tax planning opportunities that may be available to them. Questions
around this topic may be more pointed this year as we reflect on the outcomes of the election and look ahead
to the potential sunset of the 2017 Tax Cuts and Jobs Act (“TCJA”) at the end of 2025. The team at Diversified
Trust is working closely with clients to identify and execute on opportunities, and below is a summary of some
of the most common planning issues and tools we are focused on before year-end.

B ELECTION RESULTS

Many of the items in the TCJA are set to expire at the end of 2025. Republicans have secured the White House and
the Senate and appear poised to retain control of the House by a narrow margin. Because of this likely Republican
sweep, tax legislation extending some or all of the TCJA is now more likely than it would have been under a
divided government. However, passing tax legislation without 60 votes in the Senate is a complex process, and the
House majority is not sufficiently overwhelming to guarantee passage. Even if Republicans can organize around
tax legislation, questions would remain about the content of any proposals. President-elect Trump campaigned
on eliminating taxes on tips, social security, and overtime, which according to Senate rules, would require
corresponding revenue offsets. While Republicans in Congress are serious about extending tax cuts, many are

also concerned with the ballooning deficit. This dynamic could change the shape of any tax proposal, potentially
causing some of the items from the 2017 Act to sunset.

We will have a close eye on Congress as this begins to take shape in 2025 - perhaps as early as Q1. In general,
individuals should wait and see how Congress acts and should not take dramatic, irrevocable steps in 2024 as a
result of the election.

# CORPORATE TRANSPARENCY ACT

We have previously sent several notifications on the Corporate Transparency Act (“CTA”), but it is worth
reviewing again. New this year, any family or trust owning an interest in a business entity (e.g., LLC, corporation,
partnership) is required to report beneficial ownership information before December 31,2024. The purpose
of the CTAis to make it more difficult for individuals to hide behind “shell” companies in an ongoing effort to
fightillegal financial activities. The filing is completed online and must be submitted by December 31, 2024. The
website for filing is: https://boiefiling.fincen.gov.

Everything needed to complete the filing may be found on this website. If you are required to file, you will
need to include information for all individuals who are owners of 25% or more of the entity or who exercise
substantial control over each entity. Examples of covered individual owners include, but are not limited to, (1)
a manager of an LLC who exercises substantial control of the entity, (2) individual trustee(s) of trusts that are
owners of the entity, and (3) beneficiaries of trusts where the beneficiary’s proportionate ownership interest in
the entity is 25% or more.

Penalties for not filing are severe at $591 per day for each missed filing. In addition, willfully failing to
file or willfully providing false information can result in fines up to $10,000 and imprisonment up to 2 years.
Unfortunately, our regulators have advised that Diversified Trust cannot assist in the reporting process, as it has
been deemed to be the practice of law. While we believe that the process can easily be completed using the
information above, families who have a filing obligation should seek assistance from their tax or legal advisors.
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Estate & Gift Tax Planning

B ANNUAL EXCLUSION GIFTS

In 2024, each individual is able to make an annual gift of up to $18,000 (or $36,000 per couple)
to as many recipients as he or she chooses without using any estate and gift tax exemption.
This means, for example, if an individual had nine grandchildren, he or she could give each of
them $18,000 without dipping into his or her estate tax exemption. If the exclusion amount goes
unused by the end of the year, it cannot be carried forward. The annual exclusion amount will
increase to $19,000 per donee in 2025.

§ DIRECT PAYMENT OF TUITION AND MEDICAL EXPENSES

Another strategy to transfer money out of an individual’s estate without using any estate and
gift tax exemption is to directly pay tuition or medical expenses for children or grandchildren. In
order to avoid any estate or gift tax consequences, these payments must be paid directly to the
institution and cannot pass through another party. These payments can be made on anyone’s
behalf, without limit, up to the expense amount.

# USING INCREASED ESTATE AND GIFT TAX EXEMPTION BEFORE
POSSIBLE SUNSET

Currently, each individual can leave up to $13.61M to his or her heirs at death free of estate

tax. The same is true for gifts made to children or grandchildren - gifts of up to $13.61M do not
trigger any gift tax. In 2025, after an adjustment for inflation, the estate and gift tax exemption
will increase to approximately $14M per person. This means that in 2025, most couples can
either give away during their lifetimes or leave behind at their deaths $28M to their heirs without
paying any estate or gift tax. If Congress fails to act before January 1, 2026, these numbers
would get cut in half, meaning that families with estates of around $15M (after inflation
adjustments) and up would suddenly find themselves with taxable estates.

A common solution for using the increased exemption, while available, is funding a trust where
the spouse is the primary beneficiary and perhaps even the trustee (commonly known as a
“spousal lifetime access trust” or a “SLAT”). This gives the spouse potential access to the trust
assets, which can ease the pain of making such a large gift. SLATs can become a problem,
however, in the event of a divorce or the death of the beneficiary spouse and can cause a
liquidity crunch when families over-plan. As always, prudent planning with modeling to back up
the effect of a gift remains key.

As we highlighted above under the Election Results section, while Congress may be more likely
to extend the increased exemption a few more years, families that fall into this category should
keep a close eye on potential tax legislation in 2025. Avoiding estate tax liability is important to
many families, but it should not come at the cost of making large gifts that might impact their
lifestyles or missing out on the benefits of the tax basis step-up that occurs at death for assets
included in the taxable estate.
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B INCREASED INTEREST AND 7520 RATES

Key rates that drive many of the more advanced planning strategies have increased dramatically
over the last few years, but as noted below, these rates appear to have peaked for this cycle.
This has made many of these advanced strategies less appealing, but a couple of strategies that
involve the gift of a remainder interest should be more attractive with higher rates.

MID-TERM APPLICABLE FEDERAL RATES

November 2021 October 2022 October 2023 October 2024
0.91% 3.28% 4.43% 3. 7%
7520 RATES
November 2021 October 2022 November 2023 October 2024
1.00% 4.00% 5.40% 4.4%

Charitable remainder trusts are a strategy in which the person establishing the trust retains a
right to receive a fixed percentage of an asset pool for a period of years and leaves the balance
at the end of that period to charity. The charitable deduction is equal to the present value of the
remainder interest, and the 7520 rate is a key factor in determining present value. Higher rates
used in the present value calculation mean larger charitable deductions.

Similarly, qualified personal residence trusts (“QPRTs”) benefit from higher rates. A QPRT is an
estate and gift tax strategy where an individual gives a house that he or she uses as a primary or
secondary residence to a trust but reserves the right to live in the house for a period of years. At
the end of the period, the individual has to lease the property from the trust if he or she wants
to continue to use it. In this case, the 7520 rate is used to determine the value of the gift after
taking the retained interest into account, but higher rates equate to a smaller gift, resulting in a
tax advantage for the individual gifting the house.

Lastly, for families who have done advanced planning involving promissory notes, now is a
good time to take a careful look at those notes and check the maturity dates. Many such notes
were prepared with the assumption that they could be refinanced at the end the term, but that
may not make as much sense now as it did in a lower interest rate environment. On the other
hand, trusts that issued notes over the last few years may benefit from refinancing at lower
rates as they continue to fall. Evaluating options with a tax professional before maturity could
save families from a major headache in the future.
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Income Tax Planning

B TAX LOSS HARVESTING

Tax loss harvesting is a strategy that involves selling assets that are in a loss position to offset
realized gains and effectively lower or eliminate capital gains taxes. If not used completely in the
current tax year, losses may be carried forward indefinitely, and $3,000 can also be applied to
offset ordinary income each year.

When using this strategy, investors should pay careful attention to the wash-sale rules, which
prevent an individual from repurchasing a security that he or she has sold - or a “substantially
similar” one — until 30 days have passed. If this rule is violated, the losses incurred will be
disallowed. The wash-sale rules help ensure that taxpayers have economic risk associated with
claimed losses.

If you have questions about tax loss harvesting, please call our office and we can put you in
touch with your Portfolio Manager to discuss options.

# CONFIRM TAX WITHHOLDING AND ESTIMATED PAYMENTS

Ifincome will be significantly higherin 2024 than in 2023, individuals should increase estimated
tax payments or withholding to make up for the difference and avoid an underpayment
penalty. To avoid such penalties, 2024 estimated payments should be at least (a) 110% of 2023
tax liability, or (b) 90% of the 2024 tax due. Families should consult with their tax advisors to
determine whether their estimated payments are on track.

I BONUS DEPRECIATION PHASE OUT

Since the beginning of 2018, business owners have benefitted from 100% bonus depreciation
on most purchases of equipment and certain other assets used in their business. That number
has dipped to 60% in 2024 and will continue to drop by 20 percentage points per year until it is
totally phased out starting in 2027. Business owners thinking about making large purchases of
eligible property may consider doing so now.
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Retirement Planning

§ REQUIRED MINIMUM DISTRIBUTIONS (“RMDS”) AND QUALIFIED
CHARITABLE DISTRIBUTIONS (“QCDS")

Individuals with IRAs should ensure that they take RMDs before year-end if they are required
to do so. RMDs begin at age 73 (or 75 for retirees who attain age 74 after December 31, 2032)
for the account owner, and are subject to a 25% excise tax if not taken by December 31 or if
the distribution taken is not large enough. Those who do not need the income can consider
making Qualified Charitable Distributions (“QCD”) to qualified charities. This satisfies the RMD
requirement while excluding the distribution from taxable income, which can be a more tax
efficient way to make charitable gifts than taking the RMD and subsequently making gifts.
IRA account owners must be age 70 V2 and up to make a QCD, and the amount is capped at
$105,000 per year.

# RMDS FOR INHERITED IRAS

For 2024, RMDs are not required for most non-spouse owners of inherited IRAs where the
participant had reached his or her required beginning date and died after December 21, 2019.
These types of inherited IRAs are subject to the 10-year rule, which requires the inherited IRA to
pay out within 10 years of the year of the original participant’s death.

The IRS published final regulations this year requiring that, beginning in 2025, owners of
inherited IRAs subject to the 10-year rule must take RMDs. The RMD calculation is based on the
original participant’s life expectancy at his or her death. This rule is a change from prior years
and takes effect next year.

I ROTH IRA CONVERSION

For those with traditional IRAs, the end of the year is a good time to consider converting to a
Roth IRA. Account holders do not pay tax on withdrawals from Roth IRAs, and those accounts do
not have required minimum distributions. Converting to a Roth IRA requires paying tax on the
balance of the account at ordinary income rates, which is the major downside to converting,
but a conversion could make sense for those with offsetting ordinary losses or who are in a low-
income tax bracket and want to invest for the future.

Given the uncertainty around tax rates in the future, we do not typically recommend a Roth
conversion based exclusively on the fear of rates increasing. Clients concerned with increasing
rates will have time to make a conversion in 2025 if it appears that individual rates will increase
in 2026.
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Charitable Planning

The end of the year is a time when many families consider making charitable gifts to
organizations they support. Direct gifts to public charities can be very tax efficient, but
sometimes (particularly in abnormally high income years) clients want to make a large gift but
do not know what organization that they would like to benefit or do not want to give such a
large lump sum to a single organization.

For these families, a donor advised fund (“DAF”) is an ideal vehicle. DAFs allow families a way to
fund a charitable giving account where they direct grants over time. Unlike private foundations,
DAFs do not have a minimum grant or distribution requirement each year. The money in the
DAF can be invested alongside a family’s other assets and can grow over time. DAFs can be used
to frontload charitable giving for a period of years, or for families who do not typically itemize
deductions, a frontloaded DAF could allow the family to use the standard deduction for a few
years. Many families who are initially looking to establish a private foundation end up using a
DAF because of its ease of administration and relative flexibility.

Other charitable structures to consider are charitable remainder trusts (“CRT”) (discussed above)
and charitable lead trusts (“CLT”). Charitable lead trusts are the reverse of charitable remainder
trusts - the trust sends a fixed amount to charity each year (the “lead” gift) for a period of years,
and the balance of the trust comes back to the individual who funded the trust at the end of the
term. A DAF can be used as the charitable beneficiary in both a CRT and CLT. Both of these so-
called “split interest” trusts can be particularly useful vehicles ahead of the sale of a capital asset.

B AGI LIMITS

Deductions for charitable contributions are limited to a certain percentage of a taxpayer’s
adjusted gross income (“AGI”).

TYPE OF

ORGANIZATION LONG-TERM CAPITAL GAIN ASSETS
. . 30% of AG

peEaor by o otel (Deduction equal to FMV)

Private Foundation 30% of AGI 20% of AGI

(Deduction equal to FMV if publicly traded stock)

Because individuals can deduct the fair market value (“FMV”) of long-term capital gain assets
without recognizing the gain, these can be particularly attractive assets to give to charity.

Short-term capital gain assets are generally treated like cash, but deductions are limited to cost
basis rather than FMV. AGI limits and deductibility of appreciated assets contributed to CRTs
and CLTs generally look to the nature of the charitable beneficiary. If charitable contributions
exceed the AGI limits above, those deductions are carried forward into the next year, and
taxpayers have a five-year period to use the deductions.
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Let Us Help You Plan

The opportunities for planning
are many, but thisis not a
one-size-fits-all exercise.

The team at Diversified Trust
Is eager to work with you and
your family to identify issues
and present solutions that are
smart, efficient, and effective,
leading to greater peace of
mind and prosperity.
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