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Plan for the Worst, Hope for the Best
Lorraine R. Salvo, CFP®, CDFA®

As summertime kicks off, we will all hopefully have a bit more time on our hands to pause and reflect. The country has largely reopened, and in-person activities are taking place everywhere. The mid-point of the year has arrived and with it, an optimal opportunity
to reassess financial goals and objectives.
In speaking with high net worth individuals and families, the one thing that is clear this year is that nothing is. We are stuck in a
frustrating holding pattern of potential tax and estate law changes that could have a significant and far-reaching impact across our
financial plans. Are our hands tied until we gain clarity?

While no one has a crystal ball, there are specific steps you can take to prepare for potential changes to tax and estate laws. Some
of the key proposals1 affecting individual taxpayers from the Biden administration’s “American Families Plan”, along with several
potential planning opportunities, are as follows:

1.

Increased income tax rates
Ordinary income tax rates may increase to a top tax rate of 39.6% for incomes over $452,700. Charitable deductions will be more
valuable in a higher income tax environment, so delaying gifts where possible may be beneficial for those who itemize deductions.

2. Increased capital gains taxes
Taxpayers with Adjusted Gross Incomes (AGI) above $1,000,000 may no longer enjoy preferential lower tax rates on capital gains
and qualified dividends; rather, they could be taxed at ordinary income tax rates.
If you find yourself in this upper tier of earners and expect to remain there, it may make sense to harvest gains to reset your cost
basis in the near-term. If this proposal passes, consider spreading out gains across multiple years to stay below the $1,000,000
income threshold.
Note, while the White House budget proposal assumes the increase in capital gains rates is retroactive to April 2021, consensus
is that any change is more likely to happen as of January 1, 2022.
3. Limitation of stepped up basis at death
Currently, the cost basis of assets held at death are increased to the market value as of the date of death or within six months as
of the date of passing, depending on which option the executor elects. While it’s unlikely that this rule will be eliminated
altogether, a $1,000,000 exemption amount could indeed be passed.
If you think you will inherit a residence with substantial value but low tax basis, consider speaking with the homeowner about
gifting the asset to you during their life. Their cost basis will carry over to you and future appreciation will be removed from their
estate.

Proposed Federal Gift and Estate Tax Legislation
If you are planning to make significant gifts during your lifetime, proceeding with these gifts before gift limits are potentially reduced
could be a smart move. The “For the 99.5% Act”2, if passed, would reduce the federal gift and estate tax exemption amount from
$11.7 million to $3.5 million while also adding certain restrictions on annual exclusion gifting.
For many, engaging in a regular gifting program is a favored way to pass down wealth. By taking advantage of current provisions,
including the $15,000 per recipient, per donor, annual exclusion can allow families to shift assets out of their gross estate and to
younger generations.
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Selling a Business
As a business owner looking to sell at a gain, you may find yourself facing the burden of an uncertain outlook. Taking preliminary
steps to prepare your business for sale could be prudent if we find ourselves in the face of a tax increase. If higher tax rates become
a reality, business owners should be prepared to quickly move forward. If proposed tax increases do not occur, the experience of
“prepping for sale” may leave you better prepared for a later sale.

Final Thoughts
If none of these proposals are passed into law, the existing tax and estate system is scheduled to sunset as of December 31,
2025 when the “Tax Cuts and Jobs Act” of 2017 is set to expire. If we dodge the bullet of higher taxes and less favorable estate
planning laws now, we may just be kicking the can down the road.
If you have any questions or would like to talk further about your specific financial situation, 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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Sources:
1 https://taxfoundation.org/biden-administration-tax-proposals/
2 https://www.sanders.senate.gov/wp-content/uploads/For-the-99.5-Summary.pdf

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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