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The Consolidated Appropriations Act of 20211 was passed at the end of 2020 and created some very compelling opportunities for
giving. However, for quite some time, we’ve heard rumblings about the possibility of higher taxes and less generous provisions
regarding tax and estate planning for wealthy individuals in the not-so-distant future.
With President Biden’s initial proposal now revealed2, we believe the most important takeaway is that 2021 is the year to act as any
changes would likely become effective as of January 1, 2022. Since tax incentives to give charitably are much stronger now, it’s time
to determine which assets may be candidates for giving and how to best accomplish donations in the current environment.

CONSIDERATIONS
1.

Charitable giving deductions for itemizers and high earners may be reduced.
Currently, cash contributions made directly to public charities are deductible up to 100% of the donor’s adjusted gross income
(AGI) for itemizers. In other words, if someone makes $600k/year and gives $600k cash to charity, they pay no Federal tax
because they would have no taxable income. Assuming the donor is in the top Federal tax bracket, this provision represents a
37% savings on the deduction. Under the current proposal, however, the deduction may be limited to just a 28% benefit and
PEASE limitations (which restrict the benefit of itemized deductions and are a stealth tax on upper income earners) may impact
those with incomes over $400k.
Planning Opportunity: Front-loading charitable donations is beneficial from a tax perspective and can be a very powerful
strategy. Consider bunching itemized deductions into 2021 when the deductions are more valuable. You may have other
recurring itemized deductions too, such as mortgage interest and up to $10k on property taxes, that together make this quite an
interesting strategy. Then, perhaps in 2022 and 2023, take the standard deduction and back away from charitable giving for
those years.

2.

The Federal Estate Tax exemption amount may be significantly reduced.
The exemption is currently $11.7 million per person at a 40% rate but may be limited to $3.5 million per person with the rate
increasing to 45%. This amount is above and beyond the $15,000/year (2021 amount) that each person can gift to other
individuals each calendar year.
Planning Opportunity: Front-load taxable gifts in the near-term to reduce large estates. I have seen a lot of action taken in this
area ahead of the potential change in law. While this strategy does not pertain directly to charitable giving, gifting to heirs could
be made more challenging in the future so accelerating gifts may make good sense, especially with regard to property that is
expected to further appreciate in the future. This should be considered in the context of other assets that may be suitable for
charitable giving.

3.

The capital gains tax rate may be increasing for high earners.
The long-term capital gains tax rate is currently 20% for higher income taxpayers. Even after tacking on the 3.8% Medicare surtax,
this is still a very attractive rate. Under the President’s current proposal, capital gains and dividends could be taxed at 39.6% on
income over $1m. This is clearly a dramatic shift.
Planning Opportunity: Consider recognizing gains for stock held long-term at lower rates to either lock in gains at a lower tax
rate or to subsequently buy stock back at a higher tax basis that is intended to be held long-term. If capital gains rates do increase,
the value of a tax deduction for gifting low basis stock held long-term to charities directly or via a Donor Advised Fund or other
vehicle may become more attractive.
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4.

The “step up” in tax basis may be reduced or eliminated.
During my last blog, I discussed the challenging predicament facing those of us in the sandwich generation. When it comes to
helping elderly parents, a change in “step up” rules could complicate plans that are already in place for disposing of a family
home once the matriarch or patriarch passes away.
It is currently a good strategy for low basis assets, such as stock or property, to remain owned by older individuals (as there would
be a “step up” in basis of the asset upon the owner’s death). The property can then be sold by heirs to raise cash for liquidity
needs without a significant tax consequence.
Planning Opportunity: If the “step up” in basis at death is either modified or repealed, property owners may want to consider
making transfers during life instead of to heirs where the cost basis and holding period of the grantor shifts to the recipient.

NEXT STEPS
I recently had the pleasure of speaking on this topic for the Jewish Home Foundation. If you’d like to watch the full presentation
to learn more, please click here. If you have any questions or would like to talk further about how these proposed changes
may affect you and your financial plan, please reach out to me anytime.
All the best to you and yours.

CONTACT US
PALISADE CAPITAL MANAGEMENT, L.L.C.
One Bridge Plaza, Suite 695, Fort Lee, New Jersey 07024
www.palisadecapital.com
(201) 585-7733
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https://www.congress.gov/116/bills/hr133/BILLS-116hr133enr.pdf
https://taxfoundation.org/joe-biden-tax-plan-2020/#Details

Important Information:
The information contained herein reflects the view of Palisade Capital Management, L.L.C. and its affiliates (collectively, “Palisade” or the “Firm”) as of
the date of publication. These views are subject to change without notice at any time subsequent to the date of issue. All information provided in this
letter is for information purposes only and should not be deemed as investment advice or a recommendation to purchase or sell any specific security.
While the information presented herein is believed to be reliable, no assurance, representation, or warranty is made concerning the accuracy of the
data presented. In addition, there can be no guarantee that any projection, forecast, or opinion in the letter will be realized.
Always consult with your CPA or tax professional. State tax laws vary.
This information is confidential and for the use of the intended recipients only. It may not be reproduced, redistributed, or copied in whole or in part for
any purpose without prior written consent. This document is not intended for distribution to, or use by, any party in any jurisdiction where such
distribution or use would be contrary to local law or regulation. Certain information included in this document has been obtained from third-party
sources believed to be reliable. No assurances can be given that such information is accurate.
Palisade is an SEC registered investment management firm established in 1995. Based in Fort Lee, NJ, the Firm manages a variety of assets for a
diversified client base, including institutions, foundations, endowments, pension and profit-sharing plans, retirement plans, mutual funds, private limited
partnerships, family offices, and high net worth individuals. Registration with the Securities and Exchange Commission does not imply a certain level
of skill or expertise.
Past performance is not a guarantee of future results.
Please note that each client account has different characteristics and other accounts with the same strategy may have materially different results. The
actual characteristics of any particular account will vary based on a number of factors including, but not limited to (i) the size of the account; (ii) the
timing of investment; (iii) investment restrictions applicable to the account, if any; and (iv) market exigencies at the time of investment.
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