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WHAT IS TAX DIVERSIFICATION?

For high-net-worth individuals, families, business owners, and executives, managing wealth is not
onlyaboutincreasing assets;it'sabout helping to protect, preserve, and efficiently pass down wealth.
While much attention is given to investment returns and portfolio management, tax diversification
isacrucial but often overlooked strategy that can significantly impact long-term financial outcomes.
Effective tax diversification involves spreading investments across different account types and
instruments—each with its unique tax treatment—allowing you to take advantage of tax-deferred
growth, tax-exempt income, and strategically timed withdrawals.

A well-executed tax diversification plan offers flexibility, particularly in an environment where tax
policies and individual circumstances frequently change. It equips you to manage tax liabilities,
both in the present and future, so that you are better prepared to address higher income years,
shifting financial goals, and legacy planning needs. Whether you're in the early stages of building
wealth or preparing for complex estate planning, adopting a tax diversification strategy can be
essential for long-term financial success.

Inthis guide, we will explore some key components of tax diversification and examine how advanced
tax planning can help enhance wealth accumulation and preservation at every stage of life.

LET'S EXPLORE THESE 6 COMPONENTS
OF TAX DIVERSIFICATION.
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STRATEGIC GROWTH WITH TAX DEFERRAL

Tax-qualified instruments are powerful tools for deferring taxes on investment growth and getting a tax
deduction, allowing your wealth to compound pre-tax. While distributions are eventually taxed as ordinary
income, the timing and strategy behind withdrawals can significantly influence your tax liability. Integrating
these accounts into your financial plan can increase overall tax efficiency at any stage, from early in your
career to retirement.

HERE ARE SOME EXAMPLES:

401(k) Plans: Offers both tax deferral and employer matching contributions. A senior manager might
maximize contributions to leverage the employer match and take advantage of tax-deferred growth.

SEP IRAs: Contributions to a SEP IRA are tax-deductible for the business, which can help reduce taxable
income in high-income years, providing a significant tax benefit to business owners.

Profit-Sharing Plans: Flexible for business owners who want to reward employees while managing taxes
according to company performance.

Traditional IRAs: Commmon for individuals rolling over assets from employer-sponsored plans, supplementing
their retirement savings with tax-deferred growth.

TSA Plans (Tax-Sheltered Annuities): Designed for educators and nonprofit employees, providing a tax-
deferred way to grow retirement savings.

EXAMPLE SCENARIO: THE EARLY-CAREER EXECUTIVE

Sarah, a 42-year-old marketing executive at a large consumer goods company, is focused on building her
retirement savings while managing her tax burden. By maximizing contributions to her 401(k) and rolling over
previous retirement accounts into a Traditional IRA, Sarah defers taxes on her investments. As she progresses
in her career and income grows, Sarah considers Roth conversions to create a mix of taxable and tax-free
income streams in retirement.
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FLEXIBLE GROWTH WITH AFTER-TAX CONTRIBUTIONS

Non-qualified accounts provide tax-deferred growth without the restrictions of required minimum
distributions (RMDs), offering flexibility in estate planning and wealth management. These accounts are
particularly useful for high-net-worth investors seeking additional avenues for tax-efficient growth beyond
qualified plans.

HERE ARE SOME EXAMPLES:

Non-Qualified Deferred Compensation Plans: These plans are designed for high earners who wish to defer
substantial income to a future period, potentially benefiting from lower tax rates.

Annuities: Customizable with features like guaranteed lifetime income, making them valuable for balancing
current growth with future security.

Life Insurance Policies: Offering tax-advantaged cash value accumulation, providing liquidity for investment
opportunities or estate planning without triggering immediate taxes.

U.S. Savings Bonds: A conservative choice for affluent individuals, offering tax-deferred growth with favorable
state tax treatment.

EXAMPLE SCENARIO: THE CORPORATE REAL ESTATE INVESTOR

Michael, a 54-year-old real estate developer with a diverse portfolio of commercial and residential properties,
has maximized contributions to his qualified accounts. Michael also uses a life insurance policy with a cash
value component, providing both liquidity and estate planning flexibility, which he uses to fund family trusts
and charitable donations while striving to create a tax-efficient transfer of wealth to future generations.
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MAXIMIZING TAX-FREE INCOME

Tax-exempt vehicles are essential for generating long-term, tax-free income. They allow your investments to
grow without the burden of taxes, offer potential tax-free legacy transfers, and can enhance tax efficiency by
minimizing future tax liabilities.

HERE ARE SOME EXAMPLES:

Municipal Bonds: Generate tax-free income, especially beneficial for individuals in high tax brackets, looking
for a stable, tax-efficient income source.

Life Insurance: When correctly structured, it can provide tax-free death benefits and potentially tax-
advantaged access to cash values.

Roth IRAs: Converting traditional IRA assets into a Roth IRA can be a strategic move, especially for younger
investors expecting higher tax rates in the future.

529 Plans: Designed for education savings, 529 plans allow investments to grow tax-deferred, and withdrawals
used for qualifying education expenses are also tax-free.

Health Savings Accounts (HSAs): Offering triple tax advantages—contributions are tax-deductible, growth
is tax-free, and qualified medical expenses can be paid without incurring taxes on withdrawals.

EXAMPLE SCENARIO: THE LONG-TERM PLANNER

Emily, a 37-year-old attorney, anticipates significant income growth throughout her career. She starts a
Roth IRA early, making after-tax contributions that will grow tax-free. As her income increases, Emily also
maximizes her contributions to her employer-sponsored 401(k), balancing both tax-deferred and tax-free
income sources. By strategically using Roth conversions during lower-income years, she strives to create a
diverse, tax-efficient retirement plan while potentially minimizing her future tax burden.
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LEVERAGING LIQUIDITY WITH STRATEGIC TAX MANAGEMENT

Taxable accounts offer immediate liquidity and can be integral to a diversified tax strategy. Although subject
to annual taxes, these accounts provide flexibility to seize investment opportunities, fund business ventures,
or pursue philanthropic goals without being tied to specific withdrawal rules.

HERE ARE SOME EXAMPLES:

Individual Accounts: Standard investment accounts that offer liquidity and flexibility for investors to manage
their wealth with immediate access to capital. These are versatile tools for purchasing assets, managing
investments, or funding short-term opportunities.

Transfer on Death (TOD) Accounts: Individual accounts that allow for a smooth transfer of assets to
beneficiaries upon the account holder’s death, bypassing probate and providing both tax efficiency and
estate planning benefits.

Joint Rights of Survivorship: Accounts jointly held by two or more people, where the surviving account
holder(s) inherit the assets upon the death of one party, offering immediate transfer of ownership and
simplifying estate settlement.

Revocable Living Trusts: May offer flexibility in managing and distributing assets during one's lifetime,
helping support estate planning by facilitating the transfer of wealth while allowing the grantor to maintain
control.

EXAMPLE SCENARIO: THE DYNAMIC INVESTOR

Ava, a 36-year-old venture capitalist, uses her brokerage account, which is titled in the name of her revocable
living trust, to invest in promising startups and dividend-paying stocks. She actively engages in tax-loss
harvesting to offset capital gains from successful investments, striving to ensure that her portfolio remains
tax-efficient while maintaining liquidity for new opportunities.
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ADVANCED TAX PLANNING

ADVANCED STRATEGIES FOR TAX MITIGATION

Advanced tax planning employs sophisticated methods for managing taxable income through deductions,
credits, and deferrals. These strategies are especially valuable for high-net-worth individuals who seek to
mitigate significant tax exposure while maintaining control over their wealth.

HERE ARE SOME EXAMPLES:

Real Estate Investments: Utilizing techniques such as cost segregation and passive activity losses allows
affluent investors to optimize tax benefits and defer income taxes on their property holdings.

Charitable Foundations: Creating a private foundation or donor-advised fund facilitates philanthropic goals
while providing immediate tax benefits and control over charitable contributions.

Charitable Trusts: Establishing charitable remainder trusts (CRTs) or charitable lead trusts (CLTs) balances
charitable giving with tax advantages, supporting long-term wealth transfer and philanthropic objectives.

Family LLCs: Forming a family limited liability company (LLC) can offer asset protection, facilitate estate
planning, and provide opportunities for income splitting among family members, thus optimizing overall tax
efficiency.

Investment Tax Credits: Taking advantage of Investment Tax Credits (ITCs) for certain asset classes, such
as renewable energy projects or historic building restorations, allows investors to reduce their tax liability
while simultaneously incentivizing investments in key sectors that align with public policy goals, such as
sustainability and infrastructure.

EXAMPLE SCENARIO: THE PHILANTHROPIC VISIONARY

Mark, a 49-year-old finance executive, establishes a donor-advised fund to manage his charitable
contributions strategically. By contributing appreciated stock, Mark avoids capital gains tax and receives an
immediate deduction while maintaining flexibility to allocate funds to various causes over time. Additionally,
Mark invests in commercial real estate, using cost segregation to help accelerate depreciation and potentially
reduce his taxable income.
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PRESERVING WEALTH THROUGH STRATEGIC TRUST PLANNING

Trusts can be essential in advanced estate planning, allowing the management of wealth distribution,
minimization of estate taxes, and protection of assets. By employing different types of trusts, high-net-worth
individuals can align their estate plans with financial and personal goals, helping to preserve their legacy.

HERE ARE SOME EXAMPLES:

Irrevocable Trusts: These can reduce estate taxes and protect assets from creditors, crucial for long-term
wealth preservation.

Charitable Trusts: Balances philanthropic objectives with tax benefits, enabling charitable giving while
supporting family wealth transfer goals.

Irrevocable Life Insurance Trusts (ILITs): Manages life insurance proceeds tax-efficiently, potentially
providing liquidity for estate expenses.

Grantor Retained Annuity Trusts (GRATSs): Allows individuals to transfer assets to beneficiaries while retaining
an annuity payment for a specified period, in an effort to minimize gift and estate taxes.

Special Needs Trusts: Helps to create financial support for family members with special needs without
affecting their eligibility for government benefits.

Qualified Personal Residence Trusts (QPRTs): Allows an individual to transfer a personal residence or
vacation home to beneficiaries while retaining the right to live in the property for a specified term. This
strategy helps reduce the value of the taxable estate.

EXAMPLE SCENARIO: THE STRATEGIC PLANNER

Rachel, a 55-year-old doctor, strives to ensure that her children and future grandchildren are well provided
for. She establishes an irrevocable trust to hold a significant portion of her assets, reducing her estate tax
exposure. Additionally, Rachel creates a special needs trust for her nephew, to assist with funding his care
without compromising his government assistance. These strategies help Rachel manage her tax liabilities
while fulfilling her long-term family and philanthropic goals.
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CONCLUSION

Tax diversification offers a range of strategies that can help high-net-worth individuals, families, business
owners, and executives optimize both the growth and preservation of their wealth. By employing a variety
of tax-efficient strategies, investors can build a comprehensive plan that adapts to their evolving financial
landscape and long-term goals. Whether focusing on accumulation or legacy planning, effective tax
diversification has the ability to maximize financial flexibility, reduce tax liabilities, and help preserve wealth
for future generations.

For more information about these and other tax diversification and wealth management strategies,
reach out to Waverly Advisors for a complementary portfolio analysis and financial planning discussion.
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IMPORTANT DISCLOSURES

THE INFORMATION PRESENTED IN THIS DOCUMENT IS FOR GENERAL INFORMATIONAL AND EDUCATIONAL PURPOSES, AND IS NOT
SPECIFIC TO ANY INDIVIDUAL'S PERSONAL CIRCUMSTANCES. NOTHING IN THIS DOCUMENT CONSTITUTES, OR SHALL BE RELIED UPON
AS INVESTMENT, LEGAL, OR TAX ADVICE TO ANY PERSON. THE INFORMATION IN THIS DOCUMENT IS PROVIDED EFFECTIVE AS OF THE
DATE OF ITS PUBLICATION, DOES NOT NECESSARILY REFLECT THE MOST CURRENT STATUS OR DEVELOPMENT, AND IS SUBJECT TO
REVISION AT ANY TIME. INVESTING INVOLVES RISK, AND PAST PERFORMANCE DOES NOT NECESSARILY PREDICT FUTURE RESULTS.
NONE OF WAVERLY, 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.

WAVERLY ADVISORS, LLC (“WAVERLY") IS AN SEC-REGISTERED INVESTMENT ADVISER. A COPY OF WAVERLY'S CURRENT WRITTEN
DISCLOSURE BROCHURE AND FORM CRS (CUSTOMER RELATIONSHIP SUMMARY) DISCUSSING OUR ADVISORY SERVICES AND FEES
REMAINS AVAILABLE AT HTTPS://WAVERLY-ADVISORS.COM/. YOU SHOULD NOT ASSUME THAT ANY INFORMATION PROVIDED SERVES
AS THE RECEIPT OF, OR AS A SUBSTITUTE FOR, PERSONALIZED INVESTMENT ADVICE FROM WAVERLY ADVISORS, LLC (“WAVERLY"). THIS
INFORMATION SHOULD BE USED AS A REFERENCE ONLY. TALK TO YOUR WAVERLY ADVISOR, OR A PROFESSIONAL ADVISOR OF YOUR
CHOOSING, FOR GUIDANCE SPECIFIC TO YOUR SITUATION. PLEASE NOTE: THE SCOPE OF THE SERVICES TO BE PROVIDED DEPENDS
UPON THE NEEDS OF THE CLIENT AND THE TERMS OF THE ENGAGEMENT.

INVESTMENT ADVISORY SERVICES ARE OFFERED BY WAVERLY ADVISORS, LLC, AN INVESTMENT ADVISER REGISTERED WITH THE
SECURITIES AND EXCHANGE COMMISSION. © 2024 WAVERLY ADVISORS, LLC. ALL RIGHTS RESERVED.
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