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Qualified small business stock (sect. 1202) QMUY | The Academy

* Exclude 100% gain on sale of qualified small business stock if on sale held at least 5 years and
stock issued after Sept. 28, 2010. The 5 years is no longer a cliff.

* Stock must be an original issue from C corporation and gross assets corporation can’'t exceed
$50M or $75M for stock issued July 4, 2025 or after.

e Can exclude $10,000,000 or 10 times the basis whichever is GREATER. For shares issued on or
after July 4, 2025 the exclusion is $15,000,000 or 10 times cost basis.

* Corporation must use 80% of its assets in a qualified trade or business; banking, insurance,
finance, leasing, investing, farming, health, law, engineering, accounting, and hotel, motel or
restaurant won’t qualify.

* Can defer gain by rolling over into new QSBS within 60 days.



Qualified small business stock (sect. 1202)
example

« Sally buys 500 shares of ABC corp., a C corp. for $500,000.
» She holds the stock for 8 years and then sells it for $11,000,000.
* The gain is $10,500,000 out of which $10,000,000 is excluded.

* The remaining gain of $500,000 could be rolled over into new QSBS stock.
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Sale of family business interest to an IDGT Q.ENN | The Academy
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* Bob sells limited partnership interest to IDGT for $5 million after valuation discounts; IDGT funded
with seed capital of $500,000 — no capital gain generated on sale to IDGT since it is a grantor
trust.

* There is a 15-year note at 4.70% (AFR rate, Feb. 2026 *); IDGT pays back to Bob $471,993
annually for the term of the note, and there is no completed gift (other than the initial seed gift).

* |f trust assets grow at 8%, then $4,631,327 at end of 15 years is transferred without any estate
or gift taxes to trust beneficiaries.
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* IRS Rev. Rul. 2019-03.



Using a GRAT to transfer wealth free of gift taxes g, | 1he Academy

« Sally transfers $5 million in property to an irrevocable trust.
* The trust transfers property back to Sally over the five-year term based on an annuity calculation.
— Annuity factor is based on IRS 7520 rate of 4.6% as of Feb., 2026.

* |f trust assets grow 8% annually, then $646,241 remains in the trust free of gift and estate taxes
for the benefit of Sally’s beneficiaries.

— Assumes Sally outlives the five-year term for the GRAT to be an effective strategy.
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* IRS Rev. Rul. 2019-03.
* IRS Rev. Rul. 2019-03.



Key considerations for tax mitigation strategies @5 | The Academy

a Consider going from S corporation to C corporation

With TCJA being extended the top ordinary income rate remains at 37.0% on active business
income. The top C corporation rate is 21%. This is a spread of 16%. With qualified business income
deduction of 20%, the spread is 29.6% minus 21% or 8.6%.

A C corporation can use section 1202 qualified small business stock

Under current law, if you have held this stock for 5 years and acquired the stock after Sept. 27, 2010,
you can exclude 100% of the gain on sale up to $10 million or, if greater, ten times the cost basis.
Shares issued on or after July 4, 2025 the $10 million is $15 million.

The intentionally defective trust may also work

Consider other alternatives such as an intentionally defective trust. Thus the trust is defective for
income tax purposes but not for estate and gift tax purposes. Also, gifting valuation discounts are still
available for gifts of an active business interest.

SALT limit was $10,000 but is now $40,000 if income is $500,000 or less. Income between
$500,000 and $600,000 the $40,000 goes back to $10,000. Business owners should consider
the PTE (pass through deduction) for S corporations or parternships.

Franklin Templeton’s most current wealth management resources and updates can be found at:

www.franklintempleton.com/practice-management/franklin-templeton-academy/wealth-planning
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This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to buy, sell or hold any security
or to adopt any investment strategy. It does not constitute legal or tax advice. Franklin Templeton does not provide legal or tax advice. Federal and state laws and regulations are
complex and subject to change, which can materially impact your results. Franklin Templeton cannot guarantee that such information is accurate, complete or timely; and disclaims
any liability arising out of your use of, or any tax position taken in reliance on, such information. This material may not be reproduced, distributed or published without prior written
permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may change without notice. The
underlying assumptions and these views are subject to change based on market and other conditions and may differ from other portfolio managers or of the firm as a whole. The
information provided in this material is not intended as a complete analysis of every material fact regarding any country, region or market. There is no assurance that any prediction,
projection or forecast on the economy, stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance.

All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that connection and, as such, is
provided to you incidentally. Data from third party sources may have been used in the preparation of this material and Franklin Templeton ("FT") has not independently verified,
validated or audited such data. Although information has been obtained from sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy
and such information may be incomplete or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor
be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient basis upon
which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and analyses in
the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors as local laws and regulation
permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on availability of products and services in your jurisdiction.

Franklin Templeton is not affiliated with Raymond James.

U.S. by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured; may
lose value; and are not bank guaranteed.
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