Educational Guide: Tax Strategy
Concepts & Wealth Shielding
Discussion

Introduction & Objectives

This guide serves as an educational resource for high-net-worth individuals,
providing a framework for high-earning W-2 employees, business owners, and
active real estate investors to discuss with their professional advisors. The
concepts explored here focus on shifting from reactive filing to proactive,
multi-year conceptual planning. These illustrations are intended to facilitate
high-level conversations with a CPA regarding effective tax rate management and
generational wealth preservation.

e Target Audience: High-earners ($250k+ HHI), Business Entities, and
Portfolio Real Estate Investors.

e Primary Objective: Explore the transition from reactive filing to strategic tax
engineering in consultation with qualified professionals.

Phase 1: Baseline Tax Architecture &
High-Earner Fundamentals

Understanding how the internal revenue code treats high earners is the first step
in building a defensive shield.

Marginal vs. Effective Tax Rates

While a marginal rate represents the tax on the last dollar earned, the effective
rate is the total tax paid divided by total income. Conceptual planning involves
discussing with a tax professional how various deductions and credits might
impact this effective rate.



Additional High-Earner Levies

¢ Net Investment Income Tax (NIIT): A 3.8% tax on investment income
(capital gains, dividends, interest) for taxpayers exceeding specific income
thresholds.

e Additional Medicare Tax: A 0.9% tax on wages and self-employment
income exceeding threshold amounts.

e Capital Gains: Understanding the 0%, 15%, and 20% tiers to time the
realization of gains.

Optimization of Deductions

e Charitable Bunching via Donor-Advised Funds (DAFs): A concept where
multiple years of giving are consolidated into a single tax year to potentially
exceed the standard deduction; suitability must be determined by a CPA.

e SALT Cap Dynamics: Navigating the $10,000 limit on State and Local Tax
deductions involves reviewing alternative vehicles, such as pass-through
entity-level taxes, with a qualified tax attorney.

Phase 2: Business & Self-Employed
Optimization

For the self-employed and business owners, the tax code contains various
provisions that should be evaluated for specific business contexts.

Entity Structuring Strategy

Determining the appropriate entity structure—such as a Sole Proprietorship, LLC,
or S-Corp election—is a complex legal and tax decision requiring independent
professional advice.

e S-Corp Concepts: Business owners may discuss "reasonable
compensation" and profit distributions with their CPA to understand
potential impacts on FICA and self-employment taxes.



e Pass-Through Entity (PTE) Tax Elections: Many states offer elections for
businesses to pay income tax at the entity level; these elections must be
analyzed by a tax expert for individual compliance.

Supercharged Retirement Architecture

e Solo 401(k) & Cash Balance Plans: Combining these can allow for pre-tax
deferrals exceeding $200,000 annually, depending on age and income.

e Family Employment: Hiring children to perform legitimate business tasks
allows you to shift income from your high bracket to their lower (often 0%)
bracket, while funding their Roth IRAs early.

Phase 3: Real Estate & Capital Gains
Shielding

Real estate remains the premier asset class for tax-efficient wealth building in the
u.S.

Real Estate Professional Status (REPS)

Under IRC Section 469(c)(7), the "Real Estate Professional" designation is a
technical status that may allow for different treatment of rental activities. Eligibility
is highly fact-specific and requires rigorous CPA review.

e The 750-Hour Rule: You must spend more than 750 hours in real property
trades and more than 50% of your professional time in real estate.

The Short-Term Rental (STR) Loophole

The tax treatment of properties with average guest stays of seven days or less is a
complex area of the code. "Material participation" requirements must be
discussed with a tax advisor to understand potential ordinary income offsets.



Cost Segregation & Bonus Depreciation

Cost segregation studies identify components of a building for potential
accelerated depreciation. A qualified engineer and CPA should collaborate to
determine the applicability of bonus depreciation based on current laws.

Deferral Instruments

Section 1031 Exchange: A strategy to defer capital gains through
"like-kind" swaps. This process involves strict statutory windows and
requires coordination with a qualified intermediary and tax counsel.
Delaware Statutory Trusts (DSTs): A passive way to utilize the 1031
exchange by investing in fractional ownership of institutional-grade real
estate.

Qualified Opportunity Funds (QOFs): Reinvest capital gains into distressed
communities to defer taxes until 2026 and achieve 100% tax-free growth on
the new investment after a 10-year hold.

End-of-Year Tax Optimization Matrix

Tactic

Retirement Max-Out

Deduction Strategy

Income Shifting

Loss Harvesting

Wealth Transfer

W-2 High Earner Business Owner Real Estate Investor
401(k), Backdoor Roth Solo 401(k) + Cash N/A (Focus on REPS)
Balance
DAF Bunching PTE Tax Election Cost Segregation
N/A Hire Family Members Short-Term Rental
Loophole
Tax Loss Harvesting Section 179 Equipment Bonus Depreciation

529 Plans Gifting Equity 1031 Exchange / DST



Call to Action & Next Steps

Tax laws are dynamic and highly dependent on your specific financial profile. To
evaluate these concepts in relation to your personal or business goals, it is
essential to collaborate with your independent tax and legal advisors.

If you are ready to evaluate strategic, multi-year wealth shielding, visit
ivorycapitalwealth.com to schedule a consultation.

This publication is prepared strictly for informational and educational purposes and does not
constitute tax, legal, accounting, investment, or lending advice. The strategies, concepts, and
illustrations presented herein are general in nature and may not be suitable for all individuals or
entities. Nothing contained in this document is intended to be used, nor can it be used, by any
taxpayer for the purpose of avoiding penalties that may be imposed under the Internal Revenue
Code or state tax laws. Lending and financial advisory services operate in separate and
independent professional capacities with no shared ownership, referral fees, or financial
arrangements between entities. Readers must consult with an independent certified public
accountant (CPA), tax attorney, and qualified financial advisor before implementing any strategy or
making tax-related elections.


http://ivorycapitalwealth.com
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