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OVERVIEW
Many Americans are worried that their taxes will go up dramatically
with a new administration and new initiatives that need to be funded.
Agenda items, such as the American Rescue Plan, which has already
been enacted, the proposed American Jobs Plan, and the proposed
American Families Plan, are expensive. Unless the government
decides to strictly deficit spend to pay for these items, Americans
will likely see a hike in their taxes.
Until the conclusion of the debate in Congress regarding the current
administration’s proposal, it will not be known how much these
agenda items will cost and on whose backs the bill will fall. As it
stands right now, corporations and the “wealthy” are expected to
bear the brunt of the tax increases.
Because the tax-affecting legislation is still working its way through
the legislative process, we cannot debate the merits, size, or total
impact of its enactment. However, what we can do, is discuss some
different strategies to consider that may help mitigate the impact of
possible increases to taxes on your wealth.
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Asset Re-Location Changes for Tax Efficiency
The location or re-location of your assets can be a tax-minimizing strategy that takes
advantage of diverse types of investments that get different tax treatments. Investors can use
this strategy to maximize after-tax returns by determining which securities should be held in
tax-deferred accounts versus taxable accounts.
While asset re-location can provide for lower taxes, it is not a replacement for asset allocation,
which diversifies your investments based on risk tolerance to hedge against market volatility.
Where assets are located depends on numerous factors, including the investors’ financial
profile, risk tolerance, tax laws, specific holdings and positions, and the underlying
investments’ tax implications. Talk to your financial advisor regarding the location of your
assets and see if re-locating them can help protect you against rising tax rates.

Tax Loss Harvesting
To understand this tax mitigation strategy, let’s first understand what it is. When you sell
securities at a loss to offset capital gains liabilities, that’s tax-loss harvesting. Investors
typically use this strategy to limit the recognition of short-term capital gains, which are
generally taxed at a higher rate than long-term capital gains. However, this strategy can also
be used for long-term capital gains.
Using tax-loss harvesting, investors can get a credit against realized gains in a portfolio by
selling investments with unrealized losses. You can then replace the sold asset with a similar
one to maintain the portfolio’s asset allocation and correlating risk and return levels. Tax-loss
harvesting is not meant to return an investor to their original position. Instead, it is intended to
lessen the severity of a loss and help eliminate a capital gains tax liability.
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Grantor Retained Annuity Trusts (GRAT)
In estate planning, if an investor wants to minimize taxes on large financial gifts to family
members, GRATs can be considered a great tool. Under a GRAT, an irrevocable trust is created
for a specific term or period of time. An annuity is paid out every year from assets placed
under the trust. When the trust expires, the beneficiary receives the assets tax-free.
The advantage of a GRAT is that it allows a grantor or trustmaker to potentially pass a
significant amount of wealth to heirs with little or no gift tax cost. When a GRAT is created,
the grantor contributes assets but retains the right to receive the original value of the assets
contributed while earning a rate of return specified by the IRS. The remaining assets when the
GRAT expires are given to the grantor’s beneficiaries.

Private Placement Insurance
Private placement life insurance (PPLI) is a tax minimization solution designed for wealthy
individuals who have a few million dollars available to commit. Assets that may regularly
generate high taxable income in the form of capital gains can be held within a life insurance
policy.
For individuals or families in higher tax brackets, life insurance can provide a number of
significant tax benefits. However, your standard insurance policies don’t contain the funds and
alternative investments investors require for their own investment needs. This is why privately
placed life insurance is needed. Wealthy investors work with funds and money management
firms to create their own life insurance contracts specifically designed to reduce tax burdens.
The goal is to combine the financial advantages of highly taxed funds and similar investments
with the tax advantages of life insurance. There are specific qualifications to purchase a PPLI.
Your financial advisor can see if this type of investment vehicle is right for your situation and if
you qualify.
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Life Insurance Trusts
A unique way to reduce estate taxes is with an Irrevocable Life Insurance Trust (ILIT). An ILIT
is a special trust which serves as both the beneficiary and owner of one or more life insurance
policies. It is an estate planning tool that allows wealthy individuals and families to protect
assets from being subject to estate taxes. It is ideal for high net worth individuals and families
who look to reduce future estate taxes. An important note about ILIT’s is that it is irrevocable
and can’t be reversed or amended. For this reason, it if very important to speak with a
qualified financial professional to see if this strategy is right for you.

Roth Conversions
If you are going to be in a higher tax bracket in the future or your beneficiaries are in a higher
tax bracket than you, it might make sense to convert some or all of your IRA’s to Roth IRA’s
now. You would pay income taxes on the IRA conversion at today’s tax rates. The Roth IRA
distributions would then be tax free when withdrawn in the future. However, there is a 5 year
rule and an age 59 1/2 rule. In order to avoid a 10 percent penalty on a withdrawal from a
converted IRA, you must wait 5 years from the beginning of the year of conversion and you
also must be age 59 1/2.
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So What is a Qualified Opportunity Zone?
As a way to stimulate investment in low-income communities, the “Investing in Opportunity
Act” was created as part of the Tax Cuts and Jobs Act, passed in December 2017. In order to
incentivize investors to commit their investment capital on a long-term basis, the program
provides investors with significant tax savings. To qualify as an Opportunity Zone, an area
needs to meet certain low-income requirements such as a higher than 20 percent poverty rate
or a majority median family income less than 80 percent of the metropolitan median family
income.

What Are The Potential Tax Benefits Available
to a QOF Investor?
Essentially, if an investor sells an asset (real estate, an operating business, appreciated stock,
collectibles, etc.) and generates a capital gain (either short term or long term), that investor,
subject to some nuances to be discussed herein, has 180 days after the realization of that gain
to invest all or a portion of the gain into a Qualified Opportunity Zone Fund (a “QOZF”). If the
investor complies with this investment timeline, he or she stands to benefit from the following:
•

The tax payment due on the realized gain is deferred through the end of 2026,
payable in 2027;

•

If the investment is made between now and the end of 2021, the gain is stepped up
10% such that the investor will only pay taxes on 90% of its realized gain; and,

•

If the investor remains invested in the QOZF for a period of 10 years or more,
upon liquidation of the fund,or the assets therein, the investor will receive a 100%
fair market value (“FMV”) basis step-up in such assets – meaning no taxes will be
assessed on any capital gains generated by the fund. Of all the Subchapter Z tax
benefits, this FMV basis step-up is the most compelling and the overwhelming
economic driver.

For someone who would like to sell an asset that has a potentially significant capital gain and
who can financially hold off taking the benefit of that gain, the option to defer the payment of
for a few years and to receive a full step-up after at least a ten-year holding period can make
an QOZ investment quite compelling. However, the long holding period constitutes a liquidity
restriction that limits the suitability of QOZ investments.
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Consider donating highly appreciated securities or
assets instead of writing checks.
Doing this can help avoid the capital gains on those assets as well as provide a charitable
deduction. However, there are limits on the deductibility. You will be required to itemize, and
long-term capital gains assets are limited to 30% of Adjusted Gross Income (AGI) with a
5-year carry forward. The deduction can also be used to offset capital gains on other assets
that, when sold resulted in capital gains. Another option is to use the deduction to offset taxes
on a Roth Conversion.

Consider a Charitable Remainder Trust (CRT).
A CRT is an irrevocable trust that generates a partial tax deduction, in addition to an income
stream to donors or other beneficiaries. At the same time, the remainder of the donated
assets goes to a favorite charity or group of charities. Highly appreciated assets can also be
gifted to a CRT, and those assets can be sold by the CRT and not pay capital gains taxes. The
full amount of the proceeds can be reinvested in a diversified portfolio to generate income
back to the donor for life or a period certain of up to 20 years. At the end of the period or
life, the remaining assets in the trust pass on to the donor’s favorite charities or to a Donor
Advised Fund or a Private Foundation. This strategy works well for someone who has a highly
appreciated asset and would like to diversify and generate income back to him or herself,
spread the taxes over life or the term of the trust, then leave the remaining assets to charity.

Consider bunching your charitable contributions
into one year to create a larger deduction in a year
that you have a higher income.
Consider bunching your charitable contributions into one year to create a larger deduction in
a year that you have a higher income. For example: If you give $20,000 annually to charity,
consider contributing $200,000 to a Donor Advised Fund in one year to create a significant
tax deduction in that year. Then make a grant request from the Donor Advised Fund of
$20,000 each year to your favorite charities. Your charities will continue to get the $20,000
each year, but you now get a substantial tax deduction in the current year.
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Other charitable strategies that can help reduce
income and estate taxes include:
Charitable Lead Trusts, Pooled Income Funds, Charitable Gift Annuities, Gift of an interest in
a Personal Residence or Farm, Charitable Contributions of Qualified Conservation Easements,
Donor Advised Funds, and Private Foundations.
For more information about any of these charitable tax-saving ideas, contact your financial
advisor, who understands the nuances and intricacies of these types of investment vehicles.
Consider using a financial advisor who is a CFP® and a Chartered Advisor in Philanthropy
(CAP®) designation. An individual with a CAP® designation understands and can apply the
best tax strategies, tools, and techniques for charitable giving.
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If you believe the highest capital gains rate is going from 20% to 39.6%, you may want to
consider taking capital gains before the tax rates increase. Sell appreciated assets now before
the rate increases to reposition those assets. You could also consider giving appreciated assets
to children or grandchildren, who may be able to sell those assets at a lower capital gains rate.
However, you must consider gift tax issues as well as the Kiddie Tax rules.
In 2021, you can give any individual up to $15,000 without you having to pay any tax on
that gift. When you give someone money or property worth more than $15,000, the Internal
Revenue Service (IRS) may require you to pay federal gift tax on the gift value above $15,000.
There are no state-level gift taxes.
A “gift” is anything that you don’t expect to receive fair payment for. That includes giving
money, investments, property, and any other tangible or intangible assets. You will need to file
a federal gift tax return if you gave any gifts that exceed the $15,000 annual exclusion, but you
don’t actually have to pay gift tax unless you have also exceeded your lifetime exclusion, which
is $11.7 million in 2021.

What is The Kiddie Tax and Who Does It Apply To?
A dependent is anyone who isn’t required to file their own tax return. The Kiddie Tax rule
applies to the following types of dependents:
•
•
•

Children under age 18 at the end of the tax year.
Adults (age 18) at the end of the tax year who didn’t earn income that was more
than half of their support.
Full-time students age 19 through 23 whose earned income was less than half of
their support.

Under the Kiddie Tax rule, unearned income less than $2,200 will be taxed at the child’s tax
rate. But income over $2,200 is taxed at the parent’s rate.
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The time to take action to help hedge against potential tax increases is not after they may
happen. It is now! Developing a plan with a qualified financial advisor will help put you in a
better position to weather multiple tax scenarios that could impact your current and future
wealth. Many planning tools and ideas take time to organize and implement and require a
team of talented people such as financial advisors, attorneys, and accountants, to name a few.
So, speak with your qualified financial planner as soon as possible and get your plan under
construction. If you need a financial planner, please contact StrategIQ Financial Group today.
The financial advisory team of StrategIQ is highly qualified and experienced in these and many
other relevant financial planning strategies and looks forward to helping new clients with
sophisticated planning.

If you would like to speak with an advisor regarding the contents of this
document or other financial planning and investment matters,
please reach out to StrategIQ® Financial Group today.
StrategIQ® Financial Group, LLC
888-363-7147
info@sfgweb.com | sfgweb.com
Schedule an introductory call by going to:
https://www.sfgweb.com/schedule-call

Disclosures - This information was prepared for general informational and educational purposes and is not specific
to any individual’s personal circumstances. The information in this document does not constitute, and shall not be
relied upon as, investment, legal or tax advice to any person, and may not necessarily reflect the most current status
or development. Investing involves risk, and past performance does not necessarily predict future results. None of
StrategIQ®, or any of its officers, members or affiliates, in any way warrant or guarantee the success of any action
that anyone may take in reliance on any statements or recommendations in this document. Investment advisory
services are offered by StrategIQ® Financial Group, LLC, an investment adviser (RIA) registered with the Securities
and Exchange Commission (SEC).
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