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We launched Spectrum to share insights from the conversations we have with clients 

every day. True to its name, this newsletter includes a range of topics we know clients 

face as they assess their financial plans.

The Winter/Spring 2021 edition explores several of the questions our clients ask most 

often: Am I familiar with 2021 financial planning considerations? Should a trust 

play a role in my estate planning strategy? What factors should my business consider 

before expanding internationally? How has wealth impacted my family’s culture and 

communication style? 

We hope you find this issue insightful and inspiring. 

It’s a privilege to serve you,

The First Republic Private Wealth Management team
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CARES, Capital Gains  
and Proposition 19:  

Your 2021 Financial  
Planning Guide

It’s 2021 and we’re all navigating an unprecedented degree of change.  
With tax season already on the horizon, we recommend you learn more 
about how California’s Proposition 19, updates to the CARES Act and other 

big changes may affect your financial profile this year.

Biden’s new tax plan

During the 2020 presidential race, President-elect Joe Biden released a proposed 
tax plan that included a number of policies that would repeal major tax reductions 
for corporations and high-income individuals. Below are some key elements in 
Biden’s proposed tax plan: 

Ordinary income tax rates: Under Biden’s tax plan, the highest marginal 
income tax rate would increase from 37% to 39.6%. Additionally, the tax 
brackets would change so that the highest marginal rate would apply at a 
lower income level, affecting taxpayers with incomes in excess of $400,000.

Long-term capital gains / qualified dividends: Under Biden’s tax plan, 
taxpayers with annual income in excess of $1 million would be taxed at the 
highest ordinary income tax rate of 39.6% on capital gains and qualified 
dividends. Under current law, long-term capital gains and qualified 
dividends receive favorable tax treatment at a maximum federal rate of 20% 
(plus a 3.8% net investment income tax on certain investment income).

Income tax deductions: Biden’s tax plan proposes capping the tax benefits 
of itemized deductions at a 28% rate for individual taxpayers with annual 
incomes of $400,000 or more. The cap would mean that $100,000 of 
itemized deductions would be worth a maximum of $28,000 in federal 
income tax savings instead of the higher value of the individual’s applicable 

tax bracket. Under current law, there’s no overall cap on itemized 
deductions (although there are limits on specific itemized deductions, 
such as deductions for mortgage interest and for state and local taxes).

Corporate taxes: Biden’s tax plan proposes increasing the tax rate on 
corporate earnings to 28% and applying a 15% minimum tax on “book” 
profits for corporations with at least $100 million of annual income. The 
current federal corporate tax rate is 21%.

Estate, gift and generation-skipping transfer (GST) taxes: Biden’s tax 
plan proposes to reduce the estate, gift and GST tax exemption amounts to 
the 2009 levels of $3.5 million per person and to increase the top estate tax 
rate to 45%. Under the current estate and gift tax laws (which are scheduled 
to sunset at the end of 2025), the estate and gift tax exemptions for 2021 are 
$11.70 million per person while the top estate tax rate is 40%.

Step-up in basis: Biden’s tax plan proposes to repeal the “step-up in basis” 
for capital gains taxation. Under current law, inherited assets receive a tax 
basis step-up to their full fair market value upon death.

Updates to the CARES Act for 2021
The CARES Act of 2020 provided for relief during the COVID pandemic. While 
most of the benefits expired in December 2020, some carried over into 2021 and 
Congress extended several provisions.

 · Federal Pandemic Unemployment Compensation (FPUC): These benefits 
originally provided an extra $600 per week for all weeks of unemployment 
between April 5, 2020, and July 31, 2020. The benefits were revived at the end 
of December 2020 but modified to provide an extra $300 weekly benefit for all 
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weeks of unemployment between December 26, 2020, and March 14, 2021, in 
addition to the benefit amount an individual would otherwise be entitled to 
receive under state law. 

 · Pandemic Emergency Unemployment Compensation (PEUC): PEUC benefits 
were extended by providing 24 weeks of additional unemployment benefits 
to individuals who have exhausted their benefits available under state law. 
Extended benefits are available through March 14, 2021.

 · Pandemic Unemployment Assistance (PUA): Benefits were extended until 
March 14, 2021.

A second round of direct payments to individuals of up to $600 per individual 
and qualified child, with no cap on household size, was approved for 2021. Adult 
dependents weren’t eligible. The 2021 rebates were designed similarly to the 
recovery rebates, as they’ll be advanced tax credits based on 2019 income and start 
to phase out in value, beginning at $75,000 for single filers, $112,500 for heads of 
household and $150,000 for those married filing jointly. 

The above-the-line charitable contribution was extended through 2021 at $600 
for those married filing jointly and $300 for other filers. This means taxpayers will 
be able to take the standard deduction and deduct up to $600 in charitable giving 
when calculating taxable income.

Flexible spending account (FSA) balances can be rolled from the 2020 tax year 
into 2021, and 2021 balances can be rolled into 2022. This will help taxpayers with 
unused balances, such as for childcare expenses, who would normally lose the 
value of the FSA balance at the end of the tax year.

If you took a coronavirus-related hardship withdrawal from your retirement 
plans between January 1, 2020, and December 31, 2020, speak with your tax 
advisor about the two options available to you for tax treatment of the withdrawn 
amount before the April 15, 2021, tax deadline. You can either 1) recontribute the 
amount withdrawn within three years commencing the day after the distribution 
was received (basically, a rollover) or 2) include the distribution in income and 
elect to pay the associated federal income tax liability over a three-year period.

The CARES Act reinstated loss carrybacks that arose in tax years 2018–
2020, which can be carried back up to five years. In addition, the 80% of taxable 
income limitation was also eliminated for 2018–2020. If you have net operating 
losses (NOLs) in those years, speak with your accountant to determine if you 
qualify to amend your prior tax returns for any potential meaningful tax refund 
possibilities. Businesses may use NOLs they have to fully offset their taxable 
income in carryover years.

Required minimum distributions (RMDs) were waived for 2020 but will be 
required in 2021, so be sure to schedule and take your RMDs this year.

Capital gains under a new administration

Managing capital gains and the resulting tax exposure will continue to be a 
moving target as we progress through 2021 and move into 2022 considering the 
potential changes in tax law. There’s some uncertainty as to how the capital gains 
tax will be adjusted under a new administration, but there are still several best 
practices and considerations when contemplating recognizing capital gains:

Tax loss harvesting and the wash-sale rules: When considering the 
recognition of capital gains, consider harvesting losses from losing positions 
and then repositioning investments in your portfolio with attention to the 
impact of the wash-sale rules. This may allow you to offset capital gain 
income; however, the wash-sale rules disallow a loss if you purchase those 
shares within 30 days prior to or after the sale. Any violation of the 30-
day rule will prevent you from using your loss to offset future gains (and 
ordinary income up to $3,000 per year). 

Capital gains: In light of the potential for increased capital gains tax rates 
on high-income earners, consideration should be given to accelerating long-
term capital gains at preferential long-term capital gain rates, if possible 
and depending on when any changes in the tax rates may become effective. 
However, there are several factors that should be considered, including the 
probability of a change in the tax law and the effective date, capital loss 
carryforwards, charitable intent, family gifting, and current and future tax 
brackets.

Charitable donations: Giving appreciated securities instead of cash 
gives you the ability to receive a full fair-market-value deduction, subject 
to applicable adjusted gross income limitations, while not having to 
recognize the imbedded capital gain in the asset donated. The charitable 
organization also won’t recognize the capital gain provided it’s considered 
a tax-exempt organization, which many charities are.

California’s Proposition 19

Proposition 19 passed in 2020 with provisions becoming effective on February 16, 
2021, and April 1, 2021. As of February 16, Proposition 19 will significantly limit 
the exclusion from property tax reassessment for real property transfers between 
parent and child. Under the new law, effective February 16, 2021, the exclusion 
may be applied only to the principal residence and only if the recipient occupies 
the property as their principal residence within one year of the transfer. It also 
limits the exclusion to $1 million plus the current taxable value of the property, 
whereas previously the exclusion was unlimited. If the market value at the time of 
transfer is greater than $1 million plus the assessed value, the new assessed value 
is the current value of the property less $1 million. The exclusion for all other real 
property is eliminated. 
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Also, as of April 1, 2021, the ability to transfer the assessed value of a principal 
residence for property tax calculations is expanded to statewide for those who 
are over 55 and disabled or affected by a wildfire or other natural disaster (as 
defined). The assessed value for a principal residence may be transferred to a 
new purchase or newly constructed residence within two years anywhere in 
California (previously limited to the same county or counties with an intercounty 
ordinance). In the case of disaster relief, the ability to transfer will only apply to 
principal residences (previously any type of property), and the new home must be 
purchased or constructed within two years (previously five years). Any value may 
be transferred, but amounts above 100% will be added to the assessed value. ■
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Protecting Your Legacy:  
Estate Planning Insights

Estate planning is a necessary part of preserving your wealth and legacy. 
While it may appear intimidating at first, careful planning is key to help 
you avoid legal and tax challenges for your beneficiaries. In particular, 

trusts can minimize tax obligations, determine how you want your assets to be 
utilized by your beneficiaries, and ensure that your wishes are clear and legally 
binding after you pass away.

Trusts provide a significant amount of flexibility but also require careful 
consideration of your current needs and future wishes. Ever-changing family 
dynamics and tax code changes require that you regularly review the terms of 
your trust to ensure that your plan is current and that your wishes will be met.

The variety of available options can seem overwhelming, whether you’re just 
starting to plan your estate or reviewing your existing plan to keep it up to date. 
No matter where you are in the process, reviewing a few basic concepts can help 
ensure that you’re on the right track.

How trusts affect estate planning

Trusts offer several important estate planning benefits, including protection from 
legal issues after death, implementing your wishes for the distribution of your 
assets, and tax considerations that can help ensure that your beneficiaries receive 
your assets in the most tax-efficient manner. Trusts can be created during your 
lifetime or contained in your will to take effect after your death.

Creating a trust 

A trust has three main parties: the grantor/settlor who creates the trust, the 
trustee who’s responsible for the administration of the trust and the beneficiary 
for whose benefit the trust was created. Trusts can be funded with some or all 

Kristin J. Ashman 
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First Republic Trust Company 
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of your assets during your lifetime or upon your death. You, as the grantor, can 
craft the terms of the trust document to provide direction to the trustee on when 
and how funds are to be distributed to your named beneficiaries, and the trustee 
serves as an independent arbiter to carry out those wishes.

There are two major types of trusts: revocable and irrevocable.

 · Revocable trusts can be amended or revoked by the grantor. Revocable trusts 
allow for greater flexibility to change or update the terms of the trust due to tax 
law changes or changes in the grantor’s estate plan. Usually, the grantor is also 
the trustee of a revocable trust, and the grantor can choose a successor trustee in 
the event of their disability, incapacity or death.

 · Irrevocable trusts, on the other hand, cannot be altered, except in very few 
situations. Once funds are added to the trust, they’re no longer controlled by the 
grantor and can only be distributed to the grantor if permissible under the terms 
of the trust and with the trustee’s approval.

Legal considerations

Upon your death, your will is submitted to the court and becomes a public 
document. Many people create trusts during their lifetime to avoid the legal 
process and keep their family matters and wishes private. Additionally, trusts 
can offer protection from disinherited family members who may want to contest 
your will, as well as protection from your creditors and future protection from 
creditors of your beneficiaries.

With a trust, your assets are held by your trustee who has an ethical and legal 
fiduciary responsibility for those assets. Fiduciary responsibilities include the 
duty of loyalty, the duty of impartiality and the duty of care to the beneficiaries. 
Your trustee is required to carry out the terms of the trust as you have written, and 
their responsibilities shouldn’t be taken lightly.

Tax planning

Under 2020 tax law, each individual can gift up to $15,000 annually to another 
individual without any gift tax consequences. A gift tax is a tax that’s imposed 
at the federal, and potentially state, level on the transfer of property over certain 
amounts. In addition to this amount, each individual can transfer up to $11.58 
million during their lifetime or upon their death without any federal estate tax 
consequences. This amount is indexed for inflation and increases slightly every 
year. Unless current tax laws are amended, this amount will revert to $5 million 
(inflation indexed) after 2025. In addition, there has been discussion that this 
amount may be reduced by the incoming administration and Congress before 
2025. For this reason, many individuals are taking advantage of the current 
amount and creating trusts during their lifetimes to pass assets to their loved 
ones. The trust assets will then grow outside of their estates, and the appreciation 
on these assets are free from estate taxes in the future.



1110 winter/spring 2021 expanding overseas? how to start the conversation about going global

States also have their own estate tax rules. Some states, such as Florida, have no 
estate tax. Other states, like New York, have an estate tax with a lower exemption. 
It’s important to consult with your tax professional to determine the rules in your 
particular state.

Incorporating a trust into your estate planning

Establishing a trust for the first time shouldn’t be overwhelming. The right team 
can help guide you through the variety of available options, determining which 
type of trust is best for your personal situation. They can also advise you on how 
to develop rules regarding distributions to your named beneficiaries.

Whether you’ve established a new trust or already have a trust within your 
estate plan, it’s essential to revisit the terms of the trust to ensure that they meet 
your current wishes. A revocable trust, much like a living will, isn’t designed to 
be set up once and never reviewed again. The circumstances of your life, as well 
as those of your heirs, may change. Making sure that your overall estate plan is 
updated to reflect major life milestones, such as the birth of a child or grandchild, 
is essential if you plan to provide for them.

As the lifetime exemption amount may change in the coming months or 
years, there has never been a better time to speak to a First Republic professional 
about getting started. You’ve worked hard to create wealth over your lifetime, and 
ensuring that your assets go to those you care about is the best possible way to 
keep your legacy intact. ■

Expanding Overseas?  
How to Start the Conversation 
About Going Global

With the global market getting smaller and more interconnected 
every year, businesses with a keen eye toward growth are 
increasingly looking to expand beyond U.S. borders. There’s 

a world of opportunity for interested companies — from those looking to 
grow internationally to startups with a global vision written into their mission 
statements.

While it’s important to seize the opportunity to expand globally, it’s even 
more important to do so strategically. Thorough research of new markets, foreign 
regulatory environments and cultural differences are all critical to consider. Add 
in foreign exchange and payment systems and these opportunities may seem 
daunting. 

For businesses evaluating an expansion into international markets, here are 
some factors to consider when crafting your plans.

Preparing for expansion

Once a business decides to expand overseas, there’s a flurry of work to be done, 
ranging from the owners’ 10,000-foot vision down to tactical and operational 
matters, such as the drafting of company formation documents (for which a 
legal advisor may be of assistance), determining the location of operations and 
opening bank accounts, just to name a few. Hiring the right talent and dealing 
with foreign currency and payments are also major challenges that come hand in 
hand with expansion.

As the company starts to establish its overseas entity, currency volatility can 
become a determining factor of how well or poorly a company performs. For 
companies with a fair amount of exposure to foreign currencies — usually at least 

Aspasia Iosifellis
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$1 million annually — it’s helpful to think about hedging that exposure. Hedging 
helps businesses keep expenses predictable — regardless of the exchange rate.

No one can predict the future, but hedging foreign currency typically gives 
businesses better certainty and stability on what certain expenses and costs will be. 
In an unpredictable environment, that’s one less thing to worry about. Hedging 
is offered by most banks and is something any company looking to maintain 
predictable costs should consider. This year companies that hedged foreign 
exchange exposure reaped the benefits of some certainty amid the volatility.

One notable trend from the past few years is shorter-term hedging. Increasingly, 
companies are opting for monthly hedges compared to longer terms of two- to 
five-year hedges. This is partly due to globalization, which has increased currency 
volatility.  

Shifting expansion plans

The pandemic has forced many businesses to pivot, so it’s not surprising that 
companies slowed or stalled their expansion plans this year. When the pandemic 
escalated in the United States during the second quarter, there was an abrupt 
but temporary pause as businesses and individuals retreated to take stock of the 
situation.

But by the third quarter, buoyed by optimism about the vaccine, there was more 
movement, and businesses began to forge ahead with revamped plans. Businesses 
that had already planned to go global scaled back or slowed their rollouts. If they 
expected to go to five countries, maybe they decided to go to one instead. Some 
businesses opted to stay closer to home, expanding to Canada and Mexico instead 
of countries farther afield.

While the pandemic slowed some expansion plans, it pushed others to think 
about global expansion for the first time. With work from home now widespread, 
some businesses are taking a closer look at the seemingly unlimited talent resources 
spread across the globe. This is especially true in the technology industry, which 
has been more amenable to remote work. Businesses are starting to realize that 
expanding globally opens up not only new markets for their goods and services 
but also a deeper pool of talent to improve and scale their operations.

Working with your bank

While entrepreneurs may not always think to talk to their bank about 
international expansion, leveraging existing relationships and understanding 
your bank’s breadth of services is a valuable part of the planning process.  
At First Republic, our highly experienced Foreign Exchange professionals can 
assist with sophisticated solutions and strategies to mitigate currency risk for their 
clients. ■

Foreign Exchange Transactions are Not FDIC insured, Not Bank Guaranteed and May Lose Value.
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Dr. Jim Grubman has spent his career studying the impact of wealth, 
especially new wealth, on families and what differentiates those 
who successfully adapt to their new lives. By approaching the topic 

through a psychologist’s lens, Dr. Grubman has uncovered important insights into 
how first-generation wealth creators can navigate what amounts to a surprisingly 
novel culture.

Dr. Grubman’s book Strangers in Paradise reveals that families who come into 
wealth have experiences akin to immigrants in a new country. The decisions they 
make about their values, their behaviors and, perhaps most importantly, how they 
raise their children inform how effectively they integrate their new fortune into 
the future of the family. Their choices also impact whether the family’s financial 
capital supports or undermines growth and development and whether that wealth 
will last for generations.

First Republic had the pleasure of interviewing Dr. Grubman about his work. 
We especially sought his best advice for how newly wealthy parents can help their 
children succeed in an economic culture very different from the one the parents 
experienced growing up.

What initially intrigued you about this topic, and why do you think it’s 
an important one to address?

Traditionally, we’ve mostly talked about wealth in terms of class. But I came 
to realize that becoming wealthy is more about a cultural shift — a perspective 
that really hadn’t been discussed much. Society often thinks of “the rich” as one 
amorphous group with few distinctions. At the most, we might talk about old 
money, focused on inheritors, and new money or the nouveau riche. But those 

Guiding Your Family 
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the Transition to Wealth
An Interview With Wealth Psychologist James Grubman, Ph.D.
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generalities don’t capture the complex experience of the wealthy and their many 
subtypes.

Studies consistently show that, in the United States and most other countries, 
around 80% of the rich achieved their wealth in their lifetimes. It’s mostly new 
money, decade after decade. But there’s a problem. With so many people coming 
in, the proverbial “land of wealth” should fill up with the descendants of those 
people — there should be increasingly more inheritors than the small minority 
that actually exists. The answer is that the proportion stays the same because 
people must be leaving the land of wealth at a faster rate than people are entering it.

So I started looking at why that is. What I discovered is that it’s not about the 
money. It’s about the unexpected challenge of adapting to the new life. People 
are surprisingly unprepared to be rich in terms of adapting to a new culture.  
It presents all sorts of new issues for the family, most especially for parents.

Can you explain more about how the wealth transition experience is 
both cultural and economic?

Strangers in Paradise looks at wealth transitions from a cross-cultural,  
psychological perspective. The experience of wealth is overwhelmingly one 
of people who came from someplace else, economically. They are genuinely 
immigrants to a new culture. If you’re raised middle-class, you carry forward 
attitudes, ideas, habits, and views about money and wealth that fit with what you 
once knew — but may not apply in the new culture. Immigrants to wealth need to 
ask themselves the same three questions immigrants to new countries face: What 
from my background still serves us well, that I want to keep? What no longer 
serves us, that I need to let go of? And, perhaps most importantly, what from my 
new circumstances do I need to take on and learn?

A very affluent couple I once worked with offers a good example. The marriage 
was economically diverse: The wife grew up with money, and the husband was 
working-class. They were at an impasse about buying their 16-year-old son his first 
car. The wife was in favor because of her own experience, but the husband said 
“No way.” He had ridden the bus when he was young because that’s all they could 
afford. He still thought it helped him build character by exposing him to different 
people and forcing him to work and save up money. When he finally bought his 
first car, he truly appreciated it and made sure he took care of it.

In talking with them, I drew out the underlying values and skills the husband 
had learned from his experience, such as self-sufficiency, humility, gratitude and 
enduring respect for people in other economic classes. These are the things from 
his previous economic culture he wanted to instill, as did his wife. So the question 
shifted to: How can the son, living now in a very different environment, learn the 
same skills and values without necessarily going through the same process? That 
was the adaptation part. They easily agreed the son should earn half the cost of a 
vehicle, and it wouldn’t be brand-new, so he would need to learn how to maintain 
it. It was a win-win. In the end, the husband learned to let go of how he obtained 

his life lessons while still keeping those valuable skills and goals for his children.

As wealth’s immigrants navigate these parenting dilemmas, what are 
some of their biggest concerns for their children?

Good parents don’t want financial security to get in the way of raising motivated, 
grounded and capable children. One risk is that money can siphon away or cushion 
opportunities for children to experience frustration. People need to experience 
adversity and challenges on the road to building character.

What commonly stumps parents new to wealth is how to handle saying “We 
won’t” versus “We can’t.” In middle-class life, when you can’t afford something 
your kids ask for, saying “We can’t” is the right reply. But when money is no longer 
an issue, saying no isn’t so easy. Unless you plan to cave to all requests, your choices 
are to either skirt the truth or come up with a better answer. Neither is easy.

Realistically, many well-off parents think “We can’t” remains a perfectly fine 
response. They feel that if their children believe money is limited, they’ll be 
better for it. After all, that’s how the parents learned money skills themselves. 
But eventually, parents will have to reveal the truth, either in person or through 
their estate planning. It’s surprisingly hard. Some adult children may be upset at 
the deception, questioning why the parents withheld information or didn’t trust 
them with an honest answer.

Those parents willing to adapt learn that saying no is not just about scarcity — 
it’s about values. The answer becomes “We can buy that, but we won’t. We have 
the money, but here’s why I’m not going to buy that.” You have to talk about the 
rationale for purchasing decisions. In the end, that’s healthier for kids to learn.
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How can wealthy parents effectively handle issues of money at 
different stages for their kids?

Parents can do some practical things in their kids’ early years, such as teaching 
manners. Kids with good manners understand respecting others, being kind and 
showing gratitude. An allowance is also key. It’s the best vehicle for first learning 
money skills, the prelude to wealth skills. You generally want to be able to talk 
with your kids about money in a relaxed way and convey good money messages 
that signal your values.

In middle and high school, it’s important to develop initiative and the capacity 
to delay gratification, fundamentals for good spending choices. By then, kids 
should be learning to navigate more complex decisions. As they become young 
adults, it’s about finding purpose and demonstrating a good work ethic, even if 
they have access to trust income or family assets. Natives of the land of wealth 
still need to pursue a career or interest with diligence — purpose gives value to 
life and character.

 
Beyond the ages and stages, what are some good practices for wealthy 
families in general?
Conventional wisdom believes “the rich” never talk about money, but that 
couldn’t be farther from the truth. Experienced affluent families have a remarkable 
openness around money discussions and financial education. Whether families 
are new to wealth or in their fourth generation, communication is the secret sauce 
for success.

A prime way to do that is through regular family meetings. These are formal or 
informal times reserved for talking about the business of the family. You have to 
offset the tendency for money to become invisible and taken for granted. Meetings 
bring it back to the forefront and ensure that parents and children are comfortable 
discussing money issues. For instance, with younger kids, you might discuss how 
the allowance is going or what the family wants to do for an upcoming vacation 
— great opportunities to teach budgeting and planning. As kids get older, you 
can start to introduce more complex topics and gradually disclose more about the 
family’s money management.

For families you work with, what is the ultimate goal in terms of wealth 
transition and education?

When it comes to parenting, your primary goal is to prepare children to be good 
decision-makers in the many roles and responsibilities they will have in life. This 
means modeling good decision-making when you can while allowing children to 
learn for themselves, even with mistakes. Don’t be too shy about sharing your own 
painful but valuable money lessons; kids will take comfort in those stories when 
they inevitably have their own setbacks. By adulthood, children should know 
how money works, how life works and how to navigate the hard choices that life 
requires.

Ironically, the bottom line is for the whole family to be able to put money in its 
place. When you grow up without money, money takes on outsized importance 
and power. As parents, our goal is to develop strong, capable people who are equal 
to the power that we grant wealth. That’s what success truly looks like. ■
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