CARDINAL ADVISORS

2025 Tax Planning-Investment Income-3.8%
Surtax

Hans and Tom use Ed Slott’s charts to discuss taxes in the video
entitled “2025 Tax Planning-Investment Income-3.8% Surtax”.
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The information and opinions contained herein are provided by third parties and have been obtained from sources believed to be reliable, however, we make no representation as to its
completeness or accuracy. The information is nat intended to be used as the sole basis for financial decisions, nor should it be construed as advice designed to meet the particular
needs of an individual's situation. Content is provided for informational purposes only and is nat a solicitation to buy or sell any products mentioned.

Membership to Ed Slatt's Master Elite IRA Advisor Group™ was granted in November of 2012 for Hans Scheil and in October of 2022 for Thomas Griffith. Ed Slatt's Master Elite IRA
Advisor Group is solely an indication that the financial advisor has attended training provided by Ed Slatt and Company, maintained an Elite IRA Advisor Group™ membership for two or
more years, passed hi-annual examinations on material covered at conferences and in webinars and met ather membership requirements and does nat constitute an endorsement of
any kind. Ed Slatt's Elite IRA Advisor Group™ members pay a fee for the educational programs that allow them to be included in the Ed Slott’s Elite IRA Advisor Group™. Membership
does not guarantee investment SuCCess.

Information provided is nat intended as tax or legal advice and should not be relied on as such. You are encouraged to Seek tax or legal advice from an independent professional.
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2025 Tax Planning for Investment Income
3.8% Surtax on Net Investment Income

What Will Be Gonsidered Investment Income? MAGI Thresholds for 3.8% Surtax

Investment Income Married Filing Joint $ 250,000
Int_erest,.D|V|dends., Capital Gains (I.ong and short - Individuals $ 200,000
including the gain on the sale of investment real estate
and second homes) Married Filing Separate $125,000
Annuities (but not annuities in IRAs or company plans) Trusts and Estates $ 15,650*
Royalty Income
Passive Rental Income and Other Passive Activity Income * Trusts are hit hard — The 3.8% surtax kicks in at much

lower income levels for trusts. The threshold for trusts and
estates is the amount at which the top trust tax bracket takes

NOT Investment Income effect. This amount is $15,650 in 2025. All other threshold
Wages and Self-Employment Income amounts are NOT indexed for inflation.
Active Trade or Business Income (including interest,
dividends, capital gains) MAGI (Modified Adjusted Gross Income)

Distributions from IRAs, Roth IRAs, and Company Plans
— Including Net Unrealized Appreciation

Excluded Gain from the Sale of a Principal Residence

Municipal Bond Interest

The 3.8% surtax applies to net investment income when
MAGI exceeds these threshold amounts.

For this purpose, MAGI is a taxpayer’s regular AGl, plus any

Proceeds of Life Insurance Policies foreign income excluded from AGI.

Social Security and Veterans’ Benefits

Gains on the Sale of an Active Interest in a Partnership or The 3.8% Medicare tax is imposed on the lesser of (1) net
S Corporation investment income or (2) the amount of MAGI over the

. , ) ) threshold amount.
Taxable income from items that are NOT investment income

can push taxpayers over the income threshold and cause Taxpayers with income below these MAGI levels will not be
investment income to be subject to the 3.8% surtax. subject to the tax.

- Tax Planning Points -

1 - The 3.8% tax is in addition to the tax rates for high income individuals. Those at the top brackets can have long-term capital
gains and dividends taxed at 23.8% and other investment income taxed at 40.8%.

2 - There is an additional 0.9% Medicare tax on wages and self-employment income over the threshold amounts.

3 - IRA and plan distributions (including sales of employer securities with net unrealized appreciation) are exempt from the 3.8%
surtax on net investment income, but taxable distributions from these accounts can push income over the threshold amounts
causing other investment income to be subject to the tax.

4 - Roth conversions will increase current income, but future tax-free Roth distributions will be more valuable as a means to
eliminate taxable income and required minimum distributions from traditional IRAs.

5 - The 3.8% surtax is subject to the estimated tax provisions.

6 - Taxpayers who have named a discretionary (accumulation) trust as their IRA beneficiary should consider Roth conversions to
avoid potential harsh trust tax rates at low trust income levels. After the SECURE Act, the 10-year payout rule will apply to most
trusts named as the IRA beneficiary. The inherited IRA funds will have to be paid out to the trust within the 10 years. Any funds
retained in the trust will be subject to the high trust tax rates, including the 3.8% tax on trust net investment income that applies
above the MAGI threshold (only $15,650 for 2025).

7 - Salary deferrals (401(k), 403(b), etc.) can reduce MAGI for the 3.8% surtax but cannot reduce earned income for the 0.9%
additional Medicare tax.
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2025 Tax Planning

Taxable Income Brackets for 2025

Taxable Income Brackets for 2025 Long Term

Capital Gains and Qualified Dividends Tax

Ordinary Income Tax Rates

Marginal Married Filing Si Long Term Rp——
ingle h .
Tax Rate Joint J Capital Married Filing Single
. Gains Rate Joint

10% $0 - $23,850 $0 - $11,925

0% $0 - $96,700 $0 - $48,350
12% $23,851 - $96,950 $11,926 - $48,475

15%* $96,701 - $600,050 | $48,351 - $533,400
22% $96,951 - $206,700 $48,476 - $103,350

20% ** Over $600,050 Over $533,400

24% $206,701 - $394,600 | $103,351 - $197,300
*The 15% rate is effectively 18.8% for those subject to the

32% $394,601 - $501,050 $197,301 - $250,525 3.8% Medicare surtax on net investment income.
35% $501,051 - $751,600 | $250,526 - $626,350 **The top rate is effectively 23.8% for those subject to the
37%* Over $751,600 Over $626,350 3.8% Medicare surtax on net investment income.

* The top rate is effectively 40.8% for those subject to the 3.8%
Medicare surtax on net investment income (those with MAGI over I
the thresholds of $250,000 joint filers/$200,000 single filers).

Transfer Tax Exemption* Maximum Rate

2025 Trust Tax Rates Estate, Gift, GST Tax $13,990,000 | 40%

Ordinary Income Tax Capital Gain Rates “The estate and gift exemptions are portable. The unused
_ 0 i amount can be transferred to a surviving spouse. The GST
10% $0 - §3,150 0% $0- 33,250 exemption is NOT portable.
24% $3,151 - $11,450 15% $3,251 - $15,900 Annual Gift Tax Exclusion $19,000
0 - 0 .

35% $11,451 - $15,650 | 20% Over $15,900 | Standard Deductions
| 37% Over$15650 | Married-Joint $30,000

Trust Tax Rates — Distributions from inherited IRAs that exceed Single $15,000

$15,650 and are made to and retained in discretionary trusts will

be subject to the top 37% rate. After the SECURE Act, inherited Head of Housefiold $22,500

IRA funds will have to be paid out to most of these trusts under Extra Standard Deduction for Age 65 or Blind

the 10-year rule, accelerating trust taxes. Roth conversions $1,600 (married-joint)

during the IRA owner’s life become more valuable if the IRA $2,000 (single)

beneficiary is a trust.

™ . . Qualified Charitable Distributions
Qualified Business Income (QBI) Deduction Available only to IRA owners and IRA beneficiaries who are

70% or older. The annual QCD limit for 2025 is $108,000

20% Deduction Phase-Out Ranges per IRA owner, not per IRA account. For 2025, the limit for
$394,600 - $494,600 - Married Joint a QCD to a split interest entity is $54,000. QCDs are more

. valuable due to the larger number of taxpayers that are using
$197,300 - $247,300 - Single the increased standard deduction.

Roth Conversion Planning ldeas

Roth conversions are permanent and work best for those who believe they will be subject to higher marginal tax rates in the future.
Roth conversions are not all or nothing. Consider a series of smaller annual conversions over time to spread out the income tax.

Timing Roth conversions for maximum tax efficiency:
Convert before RMDs begin. RMDs cannot be converted, so no conversion can be done until the RMD is withdrawn.

Avoid the impact of Roth conversions on Medicare IRMAA charges for Parts B and D based on income. Since Medicare has a 2-year
lookback provision, consider conversions before age 63.

If a spouse died during the year, consider a Roth conversion for the surviving spouse since this may be the last year to take
advantage of married-joint tax return rates. Include the conversion income on the final joint tax return.
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