TAX PLANNING:

HOW TO UNLOCK HIDDEN VALUE
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THE BIG PICTURE:

‘ The clock is ticking!
Take advantage of historically
low tax rates
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TAXABLE INCOME BRACKETS FOR 2025

Ordinary Income Tax Rates

Marginal Tax Rates | Married Filing Jointly Single
$0 — $23,850 $0 — $11,925
$23,851 — $96,950 $11,926 — $48,475
$96,951 — $206,700 $48,476 — $103,350
$206,701 — $394,600 $103,351 — $197,300

$394.601 — $501,050 $197,301 — $250,525
$501,051 — $751,600 $250,526 — $626,350
Over $751,600 Over $626,350

*The top rate is effectively 40.8% for those subject to the 3.8% Medicare surtax on

Subject to this tax if MAGI is over $250,000 (joint filers) or $125,000 (single filers)
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TOP FEDERAL INCOME TAX RATES BY YEAR
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INFLATION & TAXES

Inflation benefits?
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Yes, inflation is a problem, but

when it comes to tax planning, it’s
an opportunity!

The cost-of-living increases
(inflation-adjusted amounts)
result in expanded tax brackets.




KEY PLANNING POINT FOR 2025...

Congress and Administration extended the tax
cuts, originally set to expire after 2025!

More income can now pass through the lower
brackets than ever before.
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PLANNING UNDER THE NEW ADMINISTRATION

« Extended window for
Roth conversions at
historically low tax rates

Tax Cuts
* Gradual tax bracket
* Continued big increases allow more
deductions for certain income to pass through

businesses lower tax brackets

 Creates more
opportunities for IRA
distributions at * More years to transfer
historically low tax rates assets to heirs estate-
tax-free

* Reduce the estate’s
value and future estate
tax exposure




RETHINKING RETIREMENT TAX PLANNING FOR
2025, AND BEYOND




SECURE ACT

Stretch IRA for all desighated beneficiaries — individuals named on the IRA
or plan beneficiary forms, and qualifying trusts

Stretch IRA was eliminated — replaced with a 10-year payout for most non-
spouse beneficiaries, except “Eligible Designated Beneficiaries”
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SECURE ACT?
11

Don’t be fooled by the

name Congress gave to

their recent raid of your
retirement savings.

They call the law the ‘SECURE Act,’

but it does the exact opposite when it
comes to the retirement funds
you leave to your children and

grandchildren.

— Ed Slott, CPA, America’s IRA Expert
Author of The New Retirement Savings Time Bomb
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The ALAR Rule

At Least As Rapidly Rule

Per IRS final regulations - when
death occurs on or after the RBD
(original owner reached RMD
age) - ALAR rule applies

According to IRS,

They must continue.




The ALAR Rule

At Least As Rapidly Rule

Per 2024 IRA Final Regs:

Beneficiaries subject to the 10-
year rule, who inherit from

someone who dies on or after the
RBD,




The ALAR Rule

At Least As Rapidly Rule

Translation:
BOTH rules apply when death is on or after the RBD
(required beginning date):

1.The “at least as rapidly” rule which requires RMDs continue each year
following death.
2.The 10-year rule: where all funds in the inherited IRA must be
withdrawn by the end of the 10th year following death.




(@) The RBD is an RBD!

¥ eally ig eal!
Example:
IRA owner dies at age 75 (after RMDs have begun), and his beneficiary is his son,
age 52. The son is a designated beneficiary and is subject to the 10-year rule but
must also take “stretch IRA RMDs for years 1-9, since death was after the RBD
(RMDs began).
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@ Roth IRA Advantage

Example: Same Facts
Roth IRA owner dies at age 75 (after RMDs have begun), and his beneficiary i3

son, age 52. The son is a designated beneficiary and is subject to the 10-year rule
BUT no distributions are required until the end of the 10-year term.
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ELIGIBLE DESIGNATED BENEFICIARIES

EDBs - 5 classes:

1.Surviving spouse

2.Minor children (until age 21), not
grandchildren

3.Disabled individuals

4.Chronically ill individuals

5.Individuals not more than 10-years
younger than the IRA owner

For deaths after 2019. For deaths in 2019 or prior years, the pre-SECURE Act (stretch IRA)
rules would apply
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RETHINKING RETIREMENT TAX PLANNING FOR 2025,

AND BEYOND
] Instead of RMDs driving distributions, let tax
S planning drive distribution planning.

Okay, but how?




Don’t Waste Lower Tax Brackets!

Only taking what is required, likely resulting in

Use lower tax brackets every year.

Unused lower brackets =
Resulting in larger tax bills later at likely HIGHER rates
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Don’t Waste Lower Tax Brackets!

Imagine:

How much can be
withdrawn each year
while maximizing the

lower tax brackets —

12%, 22%, and 24%.

25

20

15

10

O
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Opportunity!

Unused lower bracket




STOP ADDING FUEL TO THE FIRE!

Stop contributing to Traditional IRAs and 401(k)s

e Contributions to Traditional IRAs and 401(k)s will only

increase future tax burdens
o Consider Roth IRAs and Roth 401(k)s instead.

 What about tax deductions?
o Tax deductions today are not worth tomorrow’s (likely)
higher tax rates.

 What about the 401(k) company match?
o It can now go into a Roth 401(k)!




A SMARTER Plan

Start reducing your IRA balances now
while tax rates are low:

I\/I Roth Conversions: Shift to tax-free growth

| I Life Insurance: Create a tax-free legacy

I I Charitable Planning: Minimize taxes while
maximizing impact.

IRA

SOLUTIONS




RETHINKING RETIREMENT TAX PLANNING FOR 2025,
AND BEYOND

@ Roth conversion opportunity: 2025...




Roth Conversion Evaluation Traditional IRA

Income taxes will be due on the Roth conversion
e Roth conversions are
* They be undone.

* [ncome tax, at ordinary income tax rates, will be paid on all e i

ore-tax funds converted to a Roth IRA.

Roth IRAs grow tax-free
* Once funds are in the Roth IRA, they will grow income tax-
free for the life of the Roth IRA owner.
* Roth IRAs are included in the estate.




ROTH CONVERSIONS




Benefits of a Roth Conversion

Roth IRA distributions can be withdrawn tax-free
* Tax-free income in retirement keeps taxable income low, even if tax rates
Increase.

Qualified distributions are tax-free
* Held for 5 years since first Roth conversion or contribution, AND
* Age597%,0R
 Disabled, OR
e Death (paid to a beneficiary), OR
* First-time homebuyer — up to a 510,000 lifetime limit




Reasons to Convert...

Pay taxes , and

Tax Insurance: A Roth conversion
e How much can YOU convert at the lowest tax rates??

Roth IRAs of what future tax rates might be.

If future tax rates increase, tax-free Roth IRA income will be




Reasons to Convert...

Roth IRAs increase funds that will be free
of future taxes.

Tax-free income in retirement.

* Also, there are no lifetime RMDs for a spouse who moves inherited Roth IRA funds
over to his/her own Roth IRA (spousal rollover).

* A younger or surviving spouse can extend the time that Roth funds are not subject
to RMDs (before funds pass to heirs).
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Benefits of a Roth Conversion:

Roth conversions can reduce taxable income in retirement in two ways:

The conversion moves funds from an IRA with RMDs taxed as ordinary income to a
Roth IRA with no RMDs during lifetime.
* Lower RMDs = Lower Taxes

The funds used to pay the income tax on the Roth conversion are
— potentially reducing future exposure to capital gains taxes and the

3.8% surtax.
e Roth IRA funds will until the account is emptied.

* Most non-spouse beneficiaries must empty the inherited Roth funds by the
end of the 10th year after death (SECURE Act).




ESTATE PLANNING BENEFITS OF ROTH IRAS
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Estate Planning Benefits

A Roth conversion can Roth funds can be
(from the taxes paid on the to reduce the estate (through
Roth conversion). qualified Roth distributions).
for states Roth conversions can
with lower estate tax exemptions — income and estate tax.

than federal. (

**|f the estate will be subject to state estate tax, there is no IRD deduction for
state estate tax. k
P‘
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Estate Planning Benefits

— paying a
tax that they would otherwise have to pay
(possibly at higher tax rates)

under the SECURE
Act 10-year rule
* No annual post-death RMDs, except at the

end of the 10th year.
" BT DAD, m\. THE OTHER XADS GET A Rofh |PA * Provides more tax-efficient post-death
AS PART of THEIR. ALLoWANCE PAckAGE. ! planning and control. \l

177777/



Estate Planning Benefits

The SECURE Act eliminated the stretch IRA for most non-spouse beneficiaries — including most trusts.
“Eligible Designatd Beneficiaries” (EDBs) still get the stretch IRA

Roth IRAs are a when post-death control
is needed.

Roth conversions can IF a trust is the
beneficiary.

* Post-death distributions to the trust are :
« SECURE Act — most trusts will be subject to the 10-year payout
rule after death. However, the inherited Roth funds paid out to

the trust can be

2025 Trust Tax Rates

10% $0-$3,150
24% $3,151-$11,450
35% $11,451-$15,650
37% Over $15,650
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ROTH CONVERSION DRAWBACKS




Reasons NOT to Convert ¢

— this means paying a
tax that could otherwise be deferred if no
conversion is performed.

Roth IRA conversions Once

the conversion is done, the tax is owed and
must be paid.

Legislative Risk — Can you trust Congress to
keep its word?




‘ Reasons NOT to Convert

Side Effects of Roth Conversions:

[:l‘/ Roth conversions increase adjusted gross income
(AGI).

‘ [:l‘/ Added Roth conversion income triggers stealth taxes
and loss of tax benefits that get phased out,
including itemized deductions, credits and other tax
benefits based on AGI.

ONLY happens in the year of the Roth conversion

¢




Reasons NOT to Convert

When a Roth conversion might not pay:

Don’t convert if the funds may be needed soon after the conversion.

Roth benefits are better when the Roth funds are ., so that all
distributions will be tax and penalty-free (qualified distributions).

to converted amounts withdrawn in
the first 5 years of each conversion (but only until age 59 %).

**Earnings on converted amounts will be taxed at ordinary income until the 5-year rule is met. k\(
F



Reasons NOT to Convert

When a Roth conversion might not pay:

Will YOUR future tax rates be lower?

* Will your beneficiaries be in lower tax brackets?

Are there multiple beneficiaries?

* The tax brackets can be split, leveraging the lower tax brackets — even with
a 10-year payout period.

 Example: 3 beneficiaries can spread the income tax over 30 tax returns,
using up the lower brackets on each tax return.
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Reasons NOT to Convert
Tax Deductions Could be Lost

Roth conversions will reduce or eliminate the
balance in Traditional IRAs, so future deductions,
losses or lower tax brackets may be wasted.

(e.g.,
high medical expenses, business losses, QCDs).

RMD income and other taxable IRA distributions
can be offset with these deductions.

K
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Roth Conversion Evaluation
Opportunity Cost Argument

Opportunity Cost Argument: The funds used to pay the tax from a Roth convesion could have been
otherwise invested, and that investment return potential is lost.

It’s all about the Tax Rates

FA L S E e Thereis opportunity cost in terms of lost investment
gains , both at conversion and

later at distribution.

R
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Roth Conversion Evaluation

Opportunity Cost Argument

NO ROTH CONVERSION WITH ROTH CONVERSION
$100,000 Traditional IRA Balance $100,000 Traditional IRA Balance
x2 (doubles in value over lifetime) (30% tax)

$200,000 $70,000
(30% tax) x2 (doubles in value over lifetime)

The net return is the same if tax rates stay the same...

However, the Roth IRA advantage compounds over time if tax rates increase




Roth Conversion Evaluation:
Projecting the Tax

The Tax Cuts and Jobs Act eliminated Roth conversion
recharactsrizations — the tax will be owed!

How much will the Roth conversion cost in taxes?

An accurate tax projection will be essential before performing any Roth conversion.




TAXABLE INCOME BRACKETS FOR 2025

Ordinary Income Tax Rates

Marginal Tax Rates | Married Filing Jointly Single
$0 — $23,850 $0 — $11,925
$23,851 — $96,950 $11,926 — $48,475
$96,951 — $206,700 $48,476 — $103,350
$206,701 — $394,600 $103,351 — $197,300

$394.601 — $501,050 $197,301 — $250,525
$501,051 — $751,600 $250,526 — $626,350
Over $751,600 Over $626,350

*The top rate is effectively 40.8% for those subject to the 3.8% Medicare surtax on
Subject to this tax if MAGI is over $250,000 (joint filers) or $125,000 (single filers)
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THE BIG PICTURE:

Start trimming 401(k) and IRA

‘ balances now, using up today’s
historically low tax brackets.

¢




Thanks For Joining!

910-742-0509

@ iInfo@masonboroadvisors.com
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