


2/ WE MAY NEVER SEE A BETTER ENVIRONMENT FOR TRANSFERRING WEALTH ... HERE'S WHY

It may seem that there will always be time to address estate planning. However, a unique opportunity to maximize the amount

of wealth that can be tax-efficiently passed to heirs will expire at the end of 2025. Furthermore, legislation could curb lifetime
exemption limits even sooner. The opportunity is even more pressing because the current market downturn represents an especially
advantageous time to optimize your taxable estate before markets eventually recover.

In this article, BDO's Private Client Services professionals explain why 2024 is an ideal year to prioritize your wealth transfer plans.

CURRENT TAX LAWS DOUBLE LIFETIME
GIVING EXEMPTION

For affluent individuals and their families, estate taxes can
represent one of their largest tax liabilities. IRS rules allow
certain amounts of an estate to be transferred free of taxes

to family and friends, on an annual basis (the limit is $18,000
per person in 2024) and also grant each taxpayer a lifetime
giving exemption. Beginning in 2010, that lifetime exemption
was $5 million per person indexed for inflation. The Tax Cuts
and Jobs Act (TCJA) roughly doubled the giving limit, raising
the lifetime exemption in 2024 to $13.61 million for individuals
and $27.22 million million for married couples‘W

The caveat—and it's a big one—is that those expanded
exclusion amounts expire at the end of 2025, with lifetime
exemption totals reverting back to an estimated $7 million per
person.” Individuals and families seeking to lower their taxable
estate may not see such a generous opportunity from the
government again, so it's critical to develop giving plans and
put them into motion before it's too late.

A Note of Caution

The generation skipping transfer (GST) tax exemption may
also come into play if gifts are given to grandchildren.
Gifts to grandchildren and subsequent generations have
GST tax considerations. The gift tax exemption and the
GST tax exemption start off the same (at $13.61M per
individual) but can, and often, get used at different rates.
If you have never used your gift tax exemption or GST
tax exemption, you should be fine. However, you must
be careful as a gift can result in both gift tax and GST tax
being imposed on that gift.

T IRS, “IRS provides tax inflation adjustments for tax year 2024,” November 9, 2023
2 Figure based on estimate of $5 million exemption in 2010 indexed for inflation through 2025
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GIFTING IN A BEAR MARKET IS LIKE
BUYING LOW

Recent stock and bond market selloffs may make you think
that now is a risky time to consider giving away a large
portion of your estate. But for those in a position to take full
advantage of the lifetime exemption, doing nothing could
result in burning up much more in potential tax savings than
any recent market losses.

In fact, initiating a giving program during a bear market has
the possibility to increase the value of your gifts to future
generations. When transferring common stock, for example,
you can gift more shares when values are down, potentially
providing a larger base of appreciation for the recipient. And,
as the donor, a downturn means you could be able to transfer
a greater portion of your wealth out of your estate.

Transferring the maximum amount allowed on your terms
and timetable not only removes those assets and their
potential appreciation from your estate, but it can also add
meaning to the gifts by allowing you to see your children and
grandchildren enjoy those assets during your lifetime.


https://www.irs.gov/newsroom/irs-provides-tax-inflation-adjustments-for-tax-year-2024
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VALUE OF GIFTING TODAY VS. GIFTING IN THE FUTURE

Failure to utilize the full expanded exclusion amount of $13.61 million per individual prior to its lapse at the end of 2025 may

result in the unused amount being subject to estate or gift tax.

Example assumes each client here is a married couple Couple 1
Current value of the estate $50,000,000
Gifts over next three years (using full exemption available) $0

Value left in the estate at the end of 2025 $50,000,000
Lifetime exemption available after sunset (2026 and beyond) $14,000,000
Gross estate tax due (assume estate tax rate of 40%) $14,400,000

Couple 2
$50,000,000
$28,000,000
$22,000,000
S0
$8,800,000

Key takeaway: An additional $5.6 million is paid in estate taxes by the couple who failed to utilize the expanded exclusion

amount before it expires in 2025.

)

CUSTOMIZE YOUR WEALTH TRANSFER STRATEGIES

Effective wealth transfer can be accomplished in a number of ways and should be
customized to your personal circumstances. Your tax advisor can explain the pros and
cons of various gifting options to ensure you receive the full estate tax benefits while
retaining a measure of flexibility and access to certain assets if needed. A professional
tax advisor can help you prioritize the types of assets to be gifted, such as cash,
investments, or business interests.

Various techniques, including using irrevocable trusts and grantor retained annuity
trusts (GRATSs), can be employed to limit estate taxes when the wealth owner dies.
Such trusts are established as a method of transferring wealth out of the owner’s
estate for the benefit of family members (e.g., children, grandchildren, etc.). It

is important to note that trusts have specific risks and challenges that must be
understood before executing transfers of significant wealth. Qualified estate planning
advisors also can help identify alternative gifting options, such as promissory notes
and intrafamily loans, that may avoid some of the pitfalls of trusts.

When considering how much wealth should be transferred for the benefit of your
heirs, thoughtful consideration should be given to how much wealth you should retain
in your estate to maintain your lifestyle. Difficult decisions must be made during the
estate planning process that weigh current cash flow needs with estate tax savings
and preservation of family legacy. A qualified estate planning professional can model
various scenarios to help you determine the amount of gifting that is right for you.

THE CLOCK IS TICKING ...
BEGIN THE
DISCUSSION NOW

The window on making the most of
the expanded lifetime exemption

and shielding a significant portion of
your estate from Uncle Sam will close
at the end of 2025. BDO's Private
Client Services team is available to
answer many of your questions and
help formulate a customized plan that
allows you to not just gift your wealth,
but gift it with a purpose.





https://www.bdo.com/contact
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