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Introduction

In our ever-evolving world, family offices can play a central role in helping families adapt
and stay positioned for long-term success. Our second quarter edition of the Family Office
Quarterly features a range of topics to support you in staying ahead of important trends
and taking a thoughtful approach to embracing new technologies.

Our new In conversation series with John Mathews, Head of Private Wealth Management,
explores how families and family offices today are navigating change and the $124 trillion
transfer of wealth over the next few decades—building flexible structures, responding to
needs as they evolve and keeping open lines of communication.

Family vacation homes are often a key asset in wealth that is transferred across generations.
Experts on family advisory and family offices solutions discuss how governance can bridge
planning, family dynamics and decision-making, helping to resolve conflict and support
continuity across generations.

From our CIO, we look at the potential for agentic Al to reshape the software-as-a-service
(Saa$S) industry. In our CIO view, Al-driven disruption is more likely to occur over the long
term, making diversification key to capturing Al-driven value.

Several articles focus on creating greater efficiency. Our Advanced Planning Group examines
ways to structure debt so the interest is deductible. These strategies can reduce borrowing
costs while helping families pursue important goals. Brian Prevatt, Co-founder and CEO of
Tenet Advisors, discusses accounting methods that support financial clarity for better
decision-making. When accounting is intentionally designed around purpose and end users,
it becomes a strategic asset rather than a back-office burden. And family office specialist,
Brian Formento, discusses a new levered long-short strategy approach that offers distinct
advantages over typical tax-aware strategies such as direct indexing—and can be used to
address a range of investing needs.

And because the people are key to the success of a family office, David Chie, Founder of
Maple Drive Talent Partners, looks at what he calls the “talent-dense paradox” where the
smaller the team, the higher the stakes for every hiring decision. Nowhere is this more
important than hiring staff to oversee Al adoption and integration.

We hope you find this edition meaningful as you navigate the months ahead. As always,
we welcome hearing from you about what topics and concerns are top of mind for you as
we continue to evolve our industry together.

Judy Spalthoff Jennifer Gabrielli
Head, Family Office and Head, GFIW and UHNW Advisory Americas
UHNW Client Services Head, Unified Global Banking Americas
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Investment outlook

S5aas In
the age of Al

Risks, resilience, and private market perspectives




Karim Cherif

Head

Alternative Investments
UBS Switzerland AG

Antoinette Zuidweg
Alternative Investments Strategist
UBS Switzerland AG

Richard Huang, CAIA
Private Market Strategist
UBS Switzerland AG

Agentic Al has the potential to fundamentally reshape
the software value chain, altering business models,
revenue streams, and competitive dynamics. Widespread
disruption driven by Al, in our view, is more likely to
occur over the long term, rather than immediately. We
believe software providers that deliver mission-critical
services to businesses and have their own proprietary
data remain well-positioned. We believe investors should
diversify across sectors, themes, and asset classes to
capture Al-driven value and manage uncertainty.

On 21 October 2025, we published “Software’s next chapter: Implications of Al
for private equity SaaS investors,” outlining how agentic artificial intelligence
(Al) could reshape the software-as-a-service (SaaS) industry. In the four months
since, market fears around Al-driven disruption have surged—particularly
following Anthropic’s launch of Claude Cowork—which has pressured software
shares as well as loan and high-yield bond prices.

Figure 1: Software shares under pressure following Anthropic’s launch
of Claude Cowork

Share price performance (end-2025 based to 100)
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Note: Al-7 includes chip makers NVIDIA, Broadcom, AMD, Micron and hyperscalers Google,
Microsoft, Amazon; as of 10 February 2026.

Source: Bloomberg, UBS February 2026.
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We envision a
transition from
traditional
"point and
click" interfaces
to natural
language
Interactions
with Al agents.

While headlines have focused on the risks, we believe it is essential to revisit
the long-term structural implications for SaaS and to ground our views in both
industry evidence and direct feedback from leading private market investors.

How agentic Al could reshape SaaS

With Al displacement risks once again in focus, it is helpful to revisit what the
long-term “end-game” for SaaS could look like. We envision a transition from
traditional "point and click" interfaces to natural language interactions with Al
agents—where generalist and specialist Als collaborate to execute increasingly
complex instructions. This evolution will likely see software vendors shift from
being mere tool suppliers (e.g., MS Word for writing reports) to providers of
capabilities, data, and trust. In the long run, software could be used to delegate
goals, with execution handled autonomously by the software itself.

Implications for the SaaS business model
These changes are set to fundamentally reshape the SaaS business model:

e £xpansion of use cases and TAM: New Al-driven capabilities will likely expand
the total addressable market (TAM) for the sector and deepen user
engagement and retention.

® Emergence of new market segments: Early momentum is visible in areas such
as vibe coding, identity security, and genAl data governance.

e Lower barriers, higher competition: The proliferation of coding skills may lower
industry entry barriers, increasing competition but also reducing operating
costs for established vendors.

e Shifting customer dynamics: As user interaction shifts to large language
models (LLMs), switching costs may decline, brand relevance may diminish,
and industry consolidation could accelerate.

e Evolving revenue models: Al-driven productivity gains could prompt a move
from seat-based to consumption-based pricing, increasing earnings volatility
but enhancing growth potential.

e Data as a differentiator: Proprietary data will likely become a key differentiator;
firms relying solely on third-party data could face heightened displacement risk.

e Changing unit economics: As LLMs become the primary user interface, part of
the value chain may shift away from software vendors to LLM providers.

e Cost structure evolution: The transition to dynamic, automated outputs will
make SaaS cost structures more variable, with increased spending on LLM
inference, model improvement, and data governance—affecting
operating leverage.

e Valuation implications: These shifts may materially affect fair valuation
multiples for SaaS vendors.
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Widespread Al disruption likely a long-tail scenario

While the potential for agentic Al is vast, significant technical and integration
hurdles remain. As a result, widespread disruption is likely a long-tail scenario
rather than an immediate risk.

For enterprise software, regulatory requirements, sensitive data, and compliance
mean that adoption will likely be gradual. Historical analogies—such as the
delayed timelines for autonomous vehicles—suggest that disruption may take
longer to materialize than headlines imply.

Incumbent enterprise software companies also benefit from wide economic
moats, supported by high switching costs. Migrating to new software typically
requires significant time and resources for retraining, process redesign, and
integration. McKinsey’s "Upgrading software business models to thrive in the Al
era" report (September 2025) suggests organizations should expect to spend $3
on change management (such as forward-deployed engineering, employee user
training and reinforcement, and standing up performance monitoring) for every
$1 on model development.

Importantly, the limited near-term earnings disruption from Al affords select
SaaS vendors the opportunity to incrementally integrate Al features and
strengthen their competitive positioning—potentially allowing them to emerge
as frontrunners as the technology matures.




Industry surveys point to incumbent advantage

Recent industry surveys support the view that incumbents remain favorably
positioned in the evolving Al landscape:

The MIT "GenAl Divide" report (July 2025) highlighted several key barriers to
enterprise Al adoption, including model quality, legal and data risks, inability to
learn, and poor integration with workflows. These are precisely the areas where
established incumbents have a structural edge over newer Al startups, given
their track record, robust compliance frameworks, and deep integration within
enterprise environments.

Further evidence comes from the Morgan Stanley Chief Information Officer
(CIO) survey (4Q25), which highlights a growing preference among enterprises
to access Al and LLM technologies through incumbent SaaS providers.

Figure 2: ClOs indicate increased preference to access Al/LLM
via incumbent SaaS providers

Morgan Stanley Chief Information Officer (CIO) Survey 4Q25:
Type of vendors utilized to assist in applying Al/LLM technologies

33.3%
29.7%
27.5%
27.4%

Hyper-scale cloud vendor
(i.e., AWS, Azure, GCP etc.)

Application vendor
(i.e., Salesforce, ServiceNow etc.)

Strategic consulting vendor
(i.e., Accenture or Deloitte)

Al app. development vendor
(i.e., C3.Al, Palantir, etc.)

Data management vendor
(i.e., Databricks, Snowflake, etc.)

Network security vendors (Cisco, Juniper,
Avrista, Palo Alto, Fortinet, etc.)

Traditional enterprise infrastructure vendor
(i.e., Dell, HPE, etc.)

Not using or evaluating Al/LLM
technologies at this time

Not using any external vendors

3.0%

3Q24 ®=1Q25 ®W3Q25 m4Q25

Note: Morgan Stanley put together the survey by surveying 100 decision makers, representing
100 enterprise Information Technology organizations, during 27 October to 8 December 2025.
Seventy-eight of respondents are from the US and 22 from Europe.

Source: Morgan Stanley Research, UBS February 2026.
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Complementing these findings, the a16z annual CIO
survey (January 2026) also reports a rising preference for
accessing Al through incumbent SaaS vendors across a
range of use cases—including customer support, legal,
enterprise knowledge management, software
development, and outbound sales. This trend is primarily
driven by the trust and seamless integration offered by
established platforms.

Perspectives from private markets managers

To refine our thinking and to incorporate perspectives from
industry participants, we interviewed five private equity
and direct lending general partners (GPs) in the US and
Europe. Their anonymized feedback, in our view, provides
valuable nuance for investors seeking to frame the current
Al landscape in private markets:

¢ Timing of agentic Al: Most GPs view full agentic Al as a
long-term scenario. They see Al as an evolution, not a
revolution, with gradual adoption patterns reminiscent of
the cloud migration experience.

e Disruption and industry dynamics: Opinions diverge on
the scale of disruption. Some GPs see significant risk for
legacy SaaS vendors, while others expect the human
services industry to be more affected. Several GPs argue
that fears around “vibe coding” are overblown, noting
that the challenge in software is not writing code, but
owning and maintaining it. GPs consistently highlight
that not all Saas is created equal. Vendors with
proprietary data, complex workflows, sticky customers,
and high compliance requirements are seen as more
resilient. In contrast, generic, database-centric, or
consumer-facing applications are viewed as more
vulnerable.

e Portfolio impact and valuation: Most GPs report that
only a small portion of their portfolios face notable
Al headwinds. Investments made at higher multiples
in 2021/2022 have largely been marked down, and
broad-based markdowns are not expected given
healthy fundamentals.

e Cost concerns: One GP indicated limited concern about
potential changes to pricing or cost models, expecting
that any increases will ultimately be passed on to
customers—provided the software is mission critical (i.e.,
it's essential to the organization's operations).

¢ Examples of value creation from Al: One GP highlighted
the top five Al use cases for cost rationalization within its
portfolio companies: 1) code generation, 2) customer
support automation, 3) marketing and communication,
4) internal knowledge agent, 5) sales workflow
automation. Another GP shared examples of Al
integration driving capability improvements and revenue
upside: 1) Agentic payroll—Al now identifies payroll
anomalies previously reviewed manually, while
incumbent SaaS vendors benefit as companies are
reluctant to share sensitive payroll data with start-ups; 2)
Al-powered invoice ingestion—users can photograph
invoices for automated ingestion. After a three-month
free trial, 85% of customers opted to pay a 15%
premium to retain the Al-enabled feature.

Access to capital: Most GPs do not view access to capital
as a major risk at present. While some expect lenders to
become more cautious and credit conditions to tighten,
strong lending relationships, healthy fundamentals, and
recent refinancing activity underpin confidence that
capital remains available for resilient businesses.

e Exit environment: GPs acknowledge that a wide bid-ask
spread could limit sponsor-to-sponsor deals in the near
term. However, they also point to rising corporate
interest in M&A and take-private deals. Listed companies
slow to embrace Al may also accelerate adoption
through acquisitions, supporting transaction activity in
the software sector.

Forward-looking view: Some GPs see the indiscriminate
sell-off in public markets as a buying opportunity,
particularly for resilient SaaS vendors, while others
describe themselves as intrigued but not outright bullish.




Differentiating winners from losers

Feedback from private market managers reaffirms our view that widespread Al
disruption is likely a long-tail scenario. Incumbent SaaS vendors, especially those
that are enterprise-facing, mission critical, and data rich, are well-positioned to
adapt and harness Al for future growth. However, the competitive gap between
resilient and vulnerable vendors is likely to widen, and we expect the following
factors to define an SaaS vendor’s competitive positioning in the Al era.

Figure 3: Not all SaaS are equal—business model resilience matters
Factors defining competitive positioning of software vendors

Enterprise-facing VS. Consumer-facing

VS. Discretionary
Real efficiency gains VS. Database-centric
Sensitive industries VS. General-purpose tool

Source: UBS February 2026

e Enterprise-facing vs. consumer-facing. Enterprise platforms supporting
interconnected workflows are harder to replicate than narrowly focused
consumer apps.

¢ Mission critical vs. discretionary. Software that anchors business continuity and
regulated processes is less likely to be displaced. This aligns with findings from
the MIT report, where companies surveyed favored assigning complex projects
to a junior colleague over Al by a 9-to-1 margin.

¢ Real efficiency gains versus database-centric. Al's strength in data retrieval/
analysis puts database-centric products at greater risk of disruption than
systems delivering real, measurable gains.

e Sensitive industries vs. general-purpose tool. Vendors serving highly regulated
or sensitive industries that have very low tolerance for risks and error (e.g.,
health care, government, financial institutions) are less likely to embrace Al
start-ups with a limited track record.
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The case for broad diversification

Amid intensifying Al-led competition and heightened
uncertainty, further bifurcation—both across and within
sector verticals—is likely. For private market investors, this
underscores the importance of broad diversification to fully
capture opportunities across the Al value chain.

¢ Diversify beyond tech: Only a portion of investable Al value
creation resides within the technology sector. We remain
constructive on the structural Al theme and anticipate that
investment opportunities will increasingly extend beyond
tech, particularly into industries benefiting from data center
infrastructure buildout—such as industrial equipment and
energy solutions.

e Position in resilient tech leaders and innovative disruptors:
We recommend a barbell approach, balancing exposure to
established tech leaders and innovative disruptors. Within
software, we favor enterprise-facing, mission-critical
vendors that deliver tangible efficiency gains—especially in
areas like cybersecurity, compliance and governance,
industry-specialist SaaS, and data infrastructure. At the
same time, we expect select Al-native Saa$ startups to
emerge as future industry leaders. Promising segments for
enterprise-facing Al agents include marketing, customer
care, sales and distribution, coding, and multimedia
content creation.

Maintain broad exposure across private equity, credit, and
real assets: Portfolio construction should include broad
exposure across private equity, credit, and real assets. This
approach enables investors to capture the full spectrum of
Al-driven value creation while enhancing diversification by
combining asset classes with distinct risk-return profiles.

Selectivity and strong partnerships are key

We believe the gap between assets with strong
fundamentals and those facing challenges is likely to widen
further—an effect likely to be amplified by Al. This
environment underscores the critical importance of
selectivity and strong partnerships.

For private equity investors, greater discernment in capital
deployment is essential. Investors should prioritize thorough
due diligence and seek partnership with managers who: (1)
possess deep domain expertise in Al and software —
enabling product innovation and cost optimization; (2)
demonstrate selective deal sourcing, by avoiding active
deployment in periods of elevated valuations such as 2021-
2022; (3) have experience with complex transactions (e.g.,
take-privates, carve-outs, spin-offs) to capitalize on
dislocations in listed software; and (4) align strategies with
investors’ long-term objectives and risk tolerance.

For direct lending investors, selectivity means avoiding
generic legacy software vendors with weaker economic
moats, which are more exposed to Al-driven disruption.

In our view, loans to large-cap, sponsor-backed software
companies are likely to outperform those to lower middle-
market firms. Above all, seniority, collateral, and robust
covenants will be critical as market conditions evolve.

All private market investors need to consider risk factors
like leverage, potential defaults, and concentration risks.
Investing in private market vehicles also requires a tolerance
for illiquidity and comes with limited disclosure and control
over holdings.

Read the original report, Saas in the age of Al: Risks,
resilience, and private market perspectives, published on
February 24, 2026.

Karim Cherif

Karim is Head of Alternative Investments for the UBS
Wealth Management Chief Investment Office in
Zurich, overseeing hedge fund and private markets
strategy. He previously held senior roles at Credit
Suisse, Julius Baer, and GAM Investments. Karim holds
a Master of Science in Communication Systems from
the Swiss Federal Institute of Technology (EPFL).

Antoinette Zuidweg

Antoinette is an Alternative Investments Strategist in
UBS’s Chief Investment Office in Zurich, where she
focuses on private markets. She has worked within
CIO for two years, and also has experience in
sustainability and impact investing. Antoinette holds
a Master of Science in Economics from Utrecht
University in the Netherlands.

Richard Huang, CAIA

Richard is a Private Market Strategist at the UBS
Chief Investment Office, where he contributes to

the development of CIO house views on alternative
strategies, offering tactical and strategic guidance,
as well as thematic investment and portfolio
recommendations across hedge funds, private equity,
private debt, private infrastructure, and private real
estate. Richard holds a Bachelor of Economics and
Finance from the University of Hong Kong and is a
CAIA charterholder.

11 of 50



Beyond investments

Investment interest
deductibility

Strategies to reduce borrowing costs
while pursuing goals




Tess Mayo
Senior Wealth Strategist
UBS Advanced Planning Group

For family offices and the individuals they serve, the
thoughtful use of debt is an important facet of wealth
management. Family members may use debt to finance
the purchase of an asset, such as a home or an
investment, or to obtain liquidity when selling other
assets isn't feasible for tax or other reasons. Debt
potentially helps them to achieve their financial and other
goals. Structuring debt so that the interest is deductible
can potentially reduce the cost of borrowing and
enhance efforts to achieve those goals.

If an individual uses debt to purchase an investment, the interest that individuals
pay on their debt generally is deductible for federal income tax purposes.’ The
deductibility of interest effectively reduces the cost of borrowing. Accordingly,
structuring borrowing so that the interest is deductible can have valuable
financial implications.

For federal income tax purposes, an individual generally may deduct investment
interest.2 Investment interest is any interest that the individual pays on
indebtedness allocable to property that the individual holds for investment.?
Notably, investment interest doesn’t include any qualified residence interest—
often colloquially called “mortgage interest”—which is (subject to some
conditions and limitations) interest on indebtedness incurred in acquiring,
constructing or substantially improving an individual’s principal residence or a
second residence.*

! This whitepaper focuses on the deductibility of investment interest by an individual for federal income tax purposes. In some
cases, interest may be deductible for state or local income tax purposes. For a more in-depth discussion of the deductibility of
interest by individuals, see Tess Mayo, Tax-Aware Borrowing (a publication of the UBS Advanced Planning Group).

2|RC 88 163(a) and (d)(1).

3IRC § 163(d)(3)(A).

41RC § 163(d)(3)(B). Investment interest also doesn‘t include any passive activity interest.
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Property held for investment

Property held for investment generally includes any property that produces
income from interest, dividends, annuities or royalties.> The property that an
individual holds doesn’t actually have to produce income; it just must be the
type of property that normally would produce income.® For example, stock in a
corporation can qualify as property held for investment regardless of whether
the corporation is paying dividends.” Property held for investment also generally
includes property that produces capital gain or loss upon its sale or disposition.®

Tax-exempt income

Investment interest is nondeductible to the extent that debt proceeds are used
to acquire or hold property that produces tax-exempt interest.® For purposes of
more easily demonstrating the debt proceeds aren’t used to acquire or hold
property that produces tax-exempt interest, an individual might consider
maintaining a separate account for loan proceeds that are used for making
investments.

Deduction limitation

An individual can deduct investment interest against net investment income.
During a calendar year, an individual can deduct investment interest to the
extent that it doesn’t exceed the individual’s net investment income.™® The
individual may carry forward the excess, deducting it in future years subject to
this same limitation."

An individual’s net investment income is the individual’s investment income
minus the individual's investment expenses.' Investment income generally
includes income from property that the individual holds for investment.'
Investment expenses generally include expenses (other than interest) directly
connected with the production of investment income.™

Tracing

For purposes of determining the deductibility of interest, an individual must
trace the use of the debt proceeds.' For example, to the extent that a debt can
be traced to an investment in securities or other property held for investment,
the interest on the debt generally is deductible.’® In contrast, to the extent that
a debt can be traced to a personal expenditure, the interest on the debt
generally is nondeductible.

S IRC § 163(d)(5).

6 Russon v. Commissioner, 107 T.C. 263 (1996).
71d.

8 |RC § 163(d)(5).

°IRC § 265(a).
9|RC § 163(d)
IRC § 163(d)
2|RC § 163(d)
B IRC § 163(d)(4)(B)
IRC § 163(d)(4)(C)
> Treas. Reg. § 1.163-8T(a)(3).

'6 See, e.g., Metz v. Commissioner, T.C. Memo. 2015-54.

1.

(
)
(4)(A)
(4)(B
)

2
4
4
4
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Debt proceeds that are deposited into an individual’s account are treated as
investment expenditures, regardless of whether the account is interest-bearing."’
If the account also contains unborrowed funds, a set of ordering rules
determines the order in which borrowed and unborrowed funds are expended
from the account.'® Accordingly, for purposes of more easily tracing debt
proceeds, an individual might consider maintaining a separate account for loan
proceeds that are used for making investments.

Changing use of debt proceeds

A change in the use of debt proceeds may affect the deductibility of the interest
on the debt. An individual must reapply the tracing rules as the use of the debt
proceeds changes.'” For example, if the individual initially uses debt proceeds to
acquire securities for investment, subsequently sells those securities, and then
uses the sale proceeds to buy a boat for personal use, then the individual must
reapply the tracing rules. Although the interest may have been initially
deductible as investment interest, the interest would cease to be deductible
because of this change of use.

Collateral

The type of property used to secure a debt generally is irrelevant.?° Let's assume
that an individual pledges corporate stock held for investment as security for a
loan and uses the proceeds to buy a boat for personal use. Under the tracing
rules, the interest that the individual pays is a personal expenditure even though
the debt is secured by investment property.?' The interest is nondeductible.?

The type of property used to secure a debt is relevant only when the property is
a qualified residence. The tracing rules don't affect the deductibility of qualified
residence interest.?® Let's assume that an individual obtains a loan secured by
the individual’s principal residence and uses the loan proceeds to buy a boat for
personal use. The interest is deductible so long as it qualifies as qualified
residence interest.?

7 Treas. Reg. § 1.163-8T(c)(4)(i).

'8 Treas. Reg. §§ 1.163-8T(c)(4)(ii) and (c)(4)(iii).

19 Treas. Reg. § 1.163-8T(j).

20 Treas. Reg. § 1.163-8T(c)(1).

21 Treas. Reg. § 1.163-8T(c)(1) Example. In the vernacular of the regulations, the interest is allocated to a personal expenditure. See
also Ellington v. Commissioner, T.C. Memo. 2011-193 (pledging corporate stock as collateral for a loan to buy a personal
residence did not cause the interest to qualify as investment interest).

22|RC § 163(h)(1).

23 Treas. Reg. § 1.163-8T(m)(3).

% Treas. Reg. § 1.163-8T(m)(3) Example. Under the interest allocation rules, the interest is allocated to a personal expenditure.
That allocation, however, doesn’t affect the interest’s qualification as qualified residence interest.




Planning considerations

There are steps that an individual might consider taking to
maximize the amount of deductible interest.

Buying a new home

In light of the limits on the deductibility of mortgage
interest, an individual who wishes to buy a home might
consider using cash—possibly from the sale of other
assets—rather than a mortgage. This may be advantageous
where the debt would exceed $750,000. (For indebtedness
incurred after 2017, the interest on no more than
$750,000 of an individual’s indebtedness (or $375,000 in
the case of a married individual filing separately) can
qualify as qualified residence interest during a calendar
year.?) After buying the home, the individual might obtain
a loan that's secured by the home and use the loan
proceeds to buy taxable securities (or other assets that
qualify as property held for investment). The interest would
potentially qualify as investment interest, in which case it
would be deductible annually up to the individual’s net
investment income. The individual’s deduction wouldn’t be
limited to the interest only on $750,000 of indebtedness.

Table 1 illustrates the income tax savings the individual
would enjoy by structuring the indebtedness so that the
interest qualifies as investment interest rather than
qualified residence interest. Let’s assume the individual
acquires a house in 2026 using $10 million of
indebtedness, the house qualifies as a qualified residence,
and the interest rate is 6.0%.2° In the case where the
interest qualifies as qualified residence interest, let's
assume the individual's effective income tax rate is
37.0%.% In the case where interest qualifies as investment
interest, let’s assume: the individual’s net investment
income equals or exceeds the interest the individual pays
each year, the net investment income is taxable, and the
individual's effective income tax rate is 40.8% (because the
net investment income is subject to the 3.8% net
investment income tax).®

If the interest on the indebtedness is qualified residence
interest, the individual’s tax-adjusted cost of borrowing
would be 5.834%, because the individual can deduct
$16,650 of the interest that the individual pays each full
calendar year.

Table 1. Tax savings from investment interest in lieu of qualified residence interest

Acquiring a residence
using cash and incurring
indebtedness in which the
interest is deductible
investment interest

Acquiring a residence
using indebtedness in
which the interest is
qualified residence interest

Principal indebtedness $10,000,000 $10,000,000
Interest rate 6.000% 6.000%
Interest (total annual) $600,000 $600,000
Limitation on deductibility of qualified residence interest
Maximum indebtedness for calculating deduction limitation $750,000 Not applicable
Deduction limitation $45,000 Not applicable
Deductible interest $45,000 $600,000

Limitation on deductibility of investment interest

Net investment income

Assume the net
investment income equals
or exceeds interest

Not applicable

Deduction limitation Not applicable 600,000
Federal income tax rate 37.0% 40.8%
Income tax savings from interest expense deduction $16,650 $244,800
Tax-adjusted cost of borrowing 5.834% 3.552%
Tax savings (annual) $228,150

2 |RC 8§ 163(h)(3)(B)(ii) and (h)(3)(F)(i)(II).

26 This rate is for illustration purposes only. The actual interest rate on indebtedness that an individual incurs may differ.

27 This rate is for illustration purposes only. An individual’s actual effective income tax rate may differ.

28 Again, this rate is for illustration purposes only. An individual’s actual effective income tax rate may differ.
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To the extent an individual sells assets to obtain cash to buy ~ Conclusion

the home, there may be tax and other costs that reduce or For many families, the strategic use of debt plays an

even outweigh any tax savings from interest expense important role in helping them achieve their financial and
deduction. Those costs could include the disallowance of other goals. By structuring debt so that the interest is
losses under the wash-sale rule if, when raising cash to buy  deductible, they potentially can reduce their cost of borrowing
the home, the individual sells a security at a loss and and enhance their efforts to achieve those goals.

repurchases it (or a substantially similar security) within 30
days,? although an individual generally should avoid

obtaining the loan soon after buying the home. Tess Mayo

Tess is a Senior Wealth Strategist in the UBS Advanced
Planning Group. In that role, she works with ultra
high net worth individuals and families, helping them
to design and implement wealth strategies that reflect
their goals and values. Before joining UBS, she was
general counsel of Perspecta Trust. She previously
practiced law, focusing on trust and tax matters,

and also served in an earlier role as a trust company
executive. Tess drafted some of New Hampshire’s laws
Managing an existing mortgage governing trusts and trust companies. Notably,

she was a principal author of the New Hampshire
Family Trust Company Act, which governs private
trust companies.

So that the loan isn't treated as incurred in acquiring a
qualified residence, the individual should put some time
between buying the home and obtaining the loan. In
addition, the individual might consider electing to treat the
debt as debt that isn’t secured by the residence.*® This
would prevent the interest from being classified as qualified
residence interest.

In a similar vein, an individual who cannot fully deduct
mortgage interest because of the limits might consider
using cash—again possibly from the sale of other assets—
to pay down the mortgage to $750,000. The individual
subsequently might obtain a loan that's secured by the
home and use the loan proceeds to buy taxable securities
(or other assets that qualify as property held for
investment). Here again, the interest would potentially
qualify as investment interest, in which case it would be
deductible annually up to the individual’s net investment
income. And, again, there may be tax and other costs that
reduce or even outweigh any tax savings from interest
expense deduction.

22 See IRC § 1091.
30 See Treas. Reg. § 1.163-10T(0)(5)(i).

Borrowing using securities as collateral involves special risks, is not suitable for everyone and may not be appropriate for your needs. All loans are subject to credit approval,
margin requirements, and margin call and other risks; credit lines may be subject to breakage fees. For a full discussion of the risks associated with borrowing using securities as
collateral, review the Loan Disclosure Statement included in your application package/account opening package. UBS Financial Services Inc. (UBS-FS) and its Financial Advisors have
a financial incentive to recommend the use of securities backed loans, rather than the sale of securities to meet cash needs because we receive compensation related to the loan as
well as the investments used to secure the loan. We benefit if you draw down on your loan to meet liquidity needs rather than sell securities or other investments and have a
financial incentive to recommend products or manage an account in order to maximize the amount of the loan. UBS-FS and its Financial Advisors and employees offer banking and
lending products to clients through our affiliates and third-party banks in our capacity as a broker-dealer and not as an investment adviser.

UBS-FS, their employees and affiliates do not provide legal or tax advice. You should contact your personal tax and/or legal advisors regarding their particular situations, including
the legal and tax implications of borrowing using securities as collateral for a loan.
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Beyond investments

Preserving
the family legacy

Governing and transitioning family
vacation homes across generations




Sarah Salomon

Head

UBS Family Advisory and Philanthropy
Services Americas

Nicole Sebastian, CAP®

Senior Strategist

UBS Family Advisory and Philanthropy
Services Americas

Mark R. Tepsich

Head

UBS Family Office Design and
Governance Strategy Americas

Family vacation homes are often among the

most emotionally significant assets a family owns.
Whether it’s a lake house associated with childhood
summers, a mountain lodge hosting decades of
winter holidays, or a coastal retreat meticulously built
for multigenerational gatherings, these places carry
meaning far beyond their market value. That
emotional resonance—combined with complex
ownership, tax and succession considerations—
makes planning for their long-term stewardship
uniquely challenging.

A family vacation home is either a unifying cultural asset or an albatross.
The difference is not architecture, it is governance. Vacation homes are finite
physical spaces attempting to hold an expanding family. The home itself
does not preserve and build family unity, the system around it does.

This article explores the challenges that leading family offices confront
today: how to pair technical planning structures with governance
frameworks, family decision-making processes, and practical mechanisms to
resolve conflict and support continuity across generations. The house is
static, yet the family is dynamic. Governance must bridge the gap between
the two.

Why vacation homes are different

Vacation homes encompass different forms of family capital:

¢ Emotional capital: Anchors memories, family identity, and meaning.
e Social capital: Creates shared experiences across generations.

e Financial capital: Carries operating and capital costs, tax implications and
liquidity needs.

Because these forms of capital intersect, transition planning requires a dual
approach: technical planning and family governance. Technical choices
without governance could lead to resentment; governance without sound
planning could contribute to family strife.
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The design pillars of a sustainable shared residence

Purpose

Why does the
residence exist?

Usage

Method for who
uses it, when and
under what
rules?

=

Governance
Who decides
what and how?

Family

Which family
members can
use, own, make
decisions about
and maintain the

Economics

How is it funded
and sustained?

residence?
Purpose
Usage
Residence
Governance

Ownership
Who or what
owns it and
under what
terms?
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Purpose of the residence

Beyond technical structures, families flourish when governance and decision-
making tools are intentional.

Before discussing legal structures, families should define the home's purpose by
exploring questions such as:

¢ What role does this home play in our history and identity?

¢ |s maintaining it a privilege, obligation, or both?

¢ Do all branches of the family still feel connected to it?

¢ Should the home last “forever,” or only while there is enthusiasm and use?

This conversation should occur early and be revisited periodically, especially as
generational branches expand.

Usage and access

Another topic that deserves consideration is usage and access. How is time and
access apportioned across the family? Should it be fixed weeks, a points system,
equal access per branch, or an open calendar with blackout protections for
holidays and other high-demand dates?

Other considerations with respect to usage and access include rules for guest
access, event hosting, and damage responsibility. With respect to use, should
short-term rentals be allowed? The less ambiguous, the better.

Governance model

A decision-making and governance model is necessary, including thinking
through who decides, how they decide, and what they decide.

In establishing fairness (not equality), one of the most common sources of conflict
involves perceived inequities around:

e Financial contributions
e Frequency of use
e Labor contributions (property management, hosting duties)

Family governance ideally emphasizes fairness, which accounts for differences in:
® [ncome

¢ Proximity to the home

e Age and family structure

¢ Time availability

A common governance framework includes:

e Equal voice in major decisions

¢ Cost sharing aligned with capacity or use

¢ Scheduling that reflects geographic and family realities

Formalizing a governance framework avoids resentment.
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Preparing the next
generation: Engagement
and capability building

Vacation homes provide an
opportunity for building rising
generation capability and
transition preparedness because
they are tangible, emotionally
meaningful, and require active
stewardship.

Ways to engage rising

generations:

¢ Rotate maintenance or hosting
responsibilities

e |nvite them to join a Property
Committee

¢ Include them in budgeting
discussions

e Encourage them to present
improvement proposals

¢ Host annual family retreats with
structured governance sessions

Rising generations who
participate early tend to honor
the home's legacy more deeply.

Vacation homes require frequent decisions: some around small repairs; and some
strategic, such as renovations, sale or rental policies. In developing a decision-
making framework, families should define categories, including:

¢ Operational decisions: what a managing member, manager or trustee handles
¢ Financial decisions: majority or supermajority vote
e Legacy decisions: unanimous or consensus based

Economics

Costs are a significant factor in vacation home ownership. These include property
taxes and utilities. The cost of insurance is also often high due to locations that are
often in mountain or coastal areas. Upkeep and maintenance costs can also be
high, as staff is necessary. These include direct staff such as caretakers and
cleaning and grounds crew, as well as external vendors.

Major capital expenditures can also be significant and ongoing, such as
roof replacement, dock construction and other unique attributes. Systems
such as HVAC and energy sources can also be unigue and require
specialized maintenance.

Further, as families grow in size, expansion of the residence may be contemplated.
To that end, a shared residence must have a capital reserve plan to align
ownership. Annual and long-term carrying costs must have a logical and fair
allocation method among owners and users.

Ownership

Ownership form is vitally important. There are several options with respect to legal
ownership, which can take the form of direct family ownership, trust ownership,
or trust ownership while title is held by an entity, often an LLC." The latter allows
fractional interests to be gifted, as well as pairing ownership with a governance
layer, outlined in an operating agreement or other governance document.

Governance documents can also incorporate a family operations manual,
including day-to-day practices such as expectations for cleanliness, access, rules
for pets, guests and even subletting.

The governance and management tool can also outline an investment and
maintenance policy that can address voting rules for capital projects, the creation
of a property reserve fund, and how assessments are calculated and collected.

Any ownership framework must anticipate family evolution. As families grow,
geographies shift. Moreover, each family member and branch has differing
liquidity, net worth, and income profiles. The individual health of family
members varies and can change, which impacts their use. If ownership rules are
static, it can cause family friction.

! For a full discussion, see our publication from the UBS Advanced Planning Group,

Family vacation homes.
22 of 50



Strategic questions to ask with respect to the
vacation home

For the residence to meet the needs of a changing family,
the family must be intentional about its design pillars.
For example:

¢ \What happens when use declines but the costs
remain fixed?

¢ With respect to management, should one sibling or
family member be the unpaid chief operating officer?
What happens when geographic dispersion makes
access inequitable?

e For financial asymmetry, what occurs when finances are
not equal, yet co-ownership and cost obligations
become untenable?

¢ What occurs when some family members value nostalgia
but others value liquidity and diversification?

Of course, ownership and governance are critical. Any
ownership or governance framework must take into
account realities of cost vs. nostalgia, burden vs. benefit,
as well as differing financial obligations and capabilities.

Experience or real estate asset?

The family vacation home is often a consumption asset,
not an investment asset. Because of this, the family should
think of the house as a strategy, not as a requirement. The
goals and objectives are often to create a space for shared
experiences. To that end, there are other options that can
help ensure the strategic goals and objectives are met:

¢ Sell and create a rotating annual retreat fund
e Convert to a rental with structured family weeks

¢ Create a family LLC that owns multiple experiential assets
instead of one fixed property

Operational management model

Operational management is the execution
mechanism across all design pillars. There
are a few potential management models,
including:

e Self-management - This can be a heavy lift
for a family, since someone must be the
point of contact with the family and the
residence may be geographically distant.

e Professional management - Can be costly
but is often necessary.

¢ Hybrid model - Professional management
that is overseen and coordinated by the
family office.

¢ Family office integration - Would include
payroll for residential staff, accounting,
management of vendor contacts,
coordination and facilitation of cost-
sharing and ownership transitions.

Please see Modern household management
by Jacco de Bruijn, 2024 Q1 UBS Family
Office Quarterly.



Client story

When vacation homes become
high-demand family assets

As families grow across generations, vacation homes often
transition from places of sentimental gatherings to places
where evolving identities, preferences and life stages converge.
In our work with multigenerational families, we frequently
see how beloved properties become flashpoints for
tension, not because of conflict in the traditional sense, but
because of unspoken expectations and shifting dynamics.

Recently, a multigenerational family illustrated this pattern
in a particularly clear way. With four generations and three
branches, the family owns several vacation homes acquired
over decades. Yet one newly built property featuring ski
access, private bedroom suites, dual entertainment floors,
and proximity to restaurants quickly became the most
sought-after destination. What once operated on a casual,
trust-based understanding of “we’ll work it out” could no
longer meet the needs of ten adult cousins, each with
emerging identities, independent social circles, and varying
levels of flexibility in their schedules.

What unfolded reflects a broader truth across many
enterprising families: As families expand and wealth
increases, informal systems eventually meet their limits.
Governance becomes not only helpful, but necessary.

Facilitated conversations lead to positive outcomes
Recognizing rising tensions across branches regarding
access to this particular home, the family engaged in a

structured, facilitated conversation. By engaging in
structured dialogue, the family discovered that the tension
was not merely about dates on a calendar. It was about
identity, autonomy, and a desire for fairness.

Shared understanding laid the groundwork for constructive
solutions. The family collaboratively established a reservation
calendar, aligned on priority windows, and formalized
usage expectations.

What stands out most is not the process itself,

but the outcome: With structure and compassionate
communication, the family transformed a point of friction
into the basis for unity.

This example underscores a core principle in family
governance: when high-demand shared assets meet the
developmental realities of rising generations, clarity,
fairness, and shared voices are essential. Vacation homes
are more than physical structures—they are emotional
touchstones, identity-shaping spaces, and, for many
families, the backdrop of their most meaningful
intergenerational memories. When managed with
intention, they can continue to bring families together
rather than pull them apart.
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Summary

A family vacation residence can be a shared space where
the family can come together, reminisce about old
memories, and also create new memories. Yet, to ensure it
is a space that can create memories, current and future
realities must be taken into consideration. This includes a
growing and evolving family, finite space and time, costs,
ownership and the option to continue or not.

The client story presented is provided as an illustration and may not be
representative of the experience of other clients. There is no guarantee of the
future success of any of the strategies discussed.

Sarah Salomon

As Head of UBS Family Advisory and Philanthropy Services Americas, Sarah leads a team of Senior Strategists who
work with families on understanding money, values and philanthropic intent. A veteran of UBS Financial Services for
over twenty years, Sarah holds Family Firm Institute certifications in Family Wealth Advising and Family Business
Advising, as well as the Chartered Advisor in Philanthropy® from the American College of Financial Services. She is a
member of the Purposeful Planning Institute and completed the Education for Philanthropy Professionals course from
the Stanford Center on Philanthropy and Civil Society.

Nicole Sebastian, CAP®

Nicole is a Senior Strategist with UBS Family Advisory and Philanthropy Services Americas. In this role, she works
with families on understanding values and philanthropic intent in the context of family wealth. She provides advice
on family wealth education, communication and decision-making; multigenerational wealth transitions; and family
governance. Nicole also helps clients to be strategic and impactful with their philanthropic giving and to build
philanthropic legacies. Nicole has received the Chartered Advisor in Philanthropy® designation from the American
College of Financial Services and a Certificate in Family Mediation from the City University of New York.

Mark R. Tepsich

Mark is the Head of UBS Family Office Design and Governance, advising families across the Americas on family office
organizational design, structure and governance, as well as operational best practices and strategy to manage

and sustain their wealth for future generations. Prior to joining UBS, Mark built a family office platform for an
investment advisory firm and spent a decade as General Counsel for a large single-family office to a dynastic,
multigenerational family.
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Operational excellence

Designing financial clarity
for better decisions

Accounting methods for family offices




Brian Prevatt
Co-founder and CEO
Tenet Advisors

Confusion usually
doesn’t come
from a lack of
information. It
comes from
expecting one
accounting style
to answer
questions it was
never designed to
answetr.

Every family office is shaped by a unique combination
of family dynamics, wealth sources, investment
strategies, entity structures and personal preferences.
Over time, those factors give rise to accounting systems
that are just as unigue and often far more complex than
anyone initially intended.

Many family offices don’t set out to build sophisticated accounting
infrastructures. They evolve organically. A new investment requires a new
entity. Estate planning results in a new trust. A private fund structure is
layered in for co-investments. Personal spending gets folded into the office
financials for convenience. Each decision makes sense on its own. Collectively,
they create an accounting environment where multiple “financial stories”
exist at the same time.

The most effective family offices recognize that there is no single correct
accounting method. Instead, they intentionally design multiple accounting
lenses that work together to support clarity, compliance and decision-making.

In practice, that often means managing several distinct but interdependent
types of accounting.

Why many accounting methods, not just one
At its core, accounting exists to answer questions. But not all questions are
the same.

A family principal may want to know, “How much did we actually spend last
year?” An investment committee may ask, “How is the portfolio performing
relative to our targets?” A trustee may need to determine, “What can be
distributed to beneficiaries?” A tax advisor is focused on, “What is taxable,
and when?”

No single accounting method can answer all of these questions well. Each
accounting framework emphasizes different rules, timing and definitions of
income, expense and value. Problems arise when family offices attempt to
force everything into one system or one basis of accounting. Clarity emerges
when each accounting type is understood for what it does well, and when
reporting is designed around how end users actually make decisions.
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For many families,

cash basis
accounting tells
the most honest
story, even when
it's not the most
sophisticated one.

Foundational accounting methods every family needs

Cash basis accounting: reflecting financial activity

Cash basis accounting is often undervalued in sophisticated financial
environments, yet it remains one of the most important lenses for families.
Simply put, it tracks money when it actually moves. Cash in. Cash out.

For personal spending, lifestyle analysis, and liquidity management, this view
is often the most intuitive and the most honest. Families want to understand
what they are spending, how much flexibility they have, and whether their
lifestyle is sustainable relative to inflows. Cash basis accounting answers those
questions directly.

In many family offices, personal bank accounts and spending are included
within the broader accounting function. In those cases, cash basis accounting
often tells the clearest story. Accrual adjustments, non-cash expenses and
timing differences that make sense for businesses can obscure reality when
applied to personal finances.

This does not make cash basis accounting “unsophisticated.” It makes it
purpose-built.

Income tax basis accounting: driven by compliance

Income tax accounting exists to answer a very specific question: what is
taxable, and when?

Tax accounting follows rules that are driven by legislation, regulation and
interpretation, not by the economic reality. Income may be recognized before
or after cash is received. Expenses may be deferred, accelerated or disallowed
entirely. From a decision-making standpoint, tax accounting can distort economic
reality, but that distortion is the point. Its purpose is compliance, not storytelling.
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Every family needs the ability to translate economic
activity into tax outcomes. That translation is critical for
planning, estimating liabilities and avoiding surprises.
Problems arise when tax accounting is mistaken for a
holistic measure of performance or wealth creation. It
answers, “What do we owe?” not “How did we do?”

GAAP accounting: presenting the economic reality

Generally Accepted Accounting Principles or GAAP
accounting is designed to reflect economic activity over
time. Revenues and expenses are matched to the periods
in which they are earned or incurred, regardless of when
cash moves.

For families with operating businesses, complex
investment structures or institutional counterparties,
GAAP can provide valuable insight into long-term
economic performance. It supports comparability,
discipline and consistency.

At the same time, GAAP can be deeply unintuitive for
family members who are focused on cash flow and
lifestyle. Non-cash depreciation, accrued expenses and
timing differences can make results feel disconnected
from reality. GAAP is powerful, but it is not always user-
friendly. The key is understanding when it adds clarity and
when it adds noise.

Situational accounting methods driven by structure
and strategy

Beyond the foundational accounting methods, many
family offices require additional accounting frameworks
that are driven by legal structures and investment
strategies.

Trust accounting: rules, beneficiaries and constraints

Trust accounting is governed by trust agreements and tax
regulations. It often relies on definitions of income and
principal that differ from both cash and GAAP concepts.
These definitions directly affect what can be distributed
to beneficiaries and when.

This is an area where families are frequently surprised. A
trust may appear to generate substantial economic value,
yet distributable income may be limited by the governing
documents. Trust accounting exists to enforce rules and
protect interests, not to optimize outcomes.
Understanding that distinction is essential for managing
expectations and planning distributions.

Partnership accounting: ownership and allocation

Partnership accounting is driven by legal ownership
structures and allocation rules. Income, loss and capital
are allocated based on partnership agreements, not
necessarily on cash distributions.




Families do not
need perfect
accounting. They
need the right
accounting for the
right decisions.

As a result, a partner may be allocated taxable income without receiving cash,
or may receive distributions that do not correspond neatly to reported
earnings. Partnership accounting answers the question, “Who owns what,
and how are results allocated?” It does not answer, “Who got paid?”
Confusing the two is a common source of frustration.

Fund accounting: institutional rigor within a family ecosystem

Families that sponsor or invest in private funds introduce another layer of
complexity. Fund accounting requires precise tracking of capital commitments,
capital calls, distributions and performance metrics such as Internal Rate

of Return (IRR).

This framework brings institutional rigor into the family office environment.
While it enhances transparency and comparability, it can also feel heavy
relative to the rest of the family’s financial reporting. The challenge is
integrating fund-level precision without overwhelming end users who may be
more focused on broader outcomes.

Portfolio accounting: performance and investment decisions

Portfolio accounting focuses on investments rather than entities. It tracks asset
allocation, performance, risk and exposure across accounts and structures.

For many families, this is the most visible and emotionally resonant reporting.
It answers questions about how investments are performing and whether the
strategy is working. However, strong portfolio performance does not
necessarily translate into positive cash flow, favorable tax outcomes or
distributable income. Portfolio accounting is a critical lens, but it tells only one
part of the story.

How these accounting methods fit together and where they clash

Each accounting type serves a different audience, purpose and time horizon.
Cash basis speaks to lifestyle and liquidity. Tax accounting addresses
compliance. GAAP reflects economic activity. Trust, partnership and fund
accounting enforce legal and structural rules. Portfolio accounting informs
investment decisions.

Misalignment between these views is normal. Confusion arises when that
misalignment is not acknowledged or explained. The most effective family
offices design reporting that makes these differences explicit, translating data
into insight rather than forcing false consistency.

A maturity model for family office accounting

Accounting needs evolve as families grow. Early-stage families, often in the
$100 million to $250 million range, typically prioritize clarity over
sophistication. Cash basis and tax reporting may be sufficient, provided they
are clean, timely and well-explained.
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As families professionalize, often between $250 million
and $500 million, GAAP (or accrual basis) accounting
emerges. Internal accounting staff are added. Systems
become more formal. This is often the stage where
complexity accelerates faster than integration.

Highly complex families, often with $1 billion or more,
operate across all seven accounting methods. Legacy
systems coexist. Multiple data sources feed reporting. At
this level, complexity itself is not the problem.
Unintentional complexity is.

Designing accounting with intention

Effective accounting infrastructure is not just about
systems. It requires aligning people, data, processes and
reporting around how information is actually used.

Clear ownership of each accounting framework matters.
No single system does everything well, and that is
acceptable. What matters is intentional integration and
thoughtful reporting that helps families understand what
happened and make better decisions going forward.

Clarity creates confidence

When accounting is intentionally designed around
purpose and end users, it becomes a strategic asset rather
than a back-office burden. Clarity builds confidence.
Confidence supports better decisions. And over time,
those decisions shape outcomes that matter far more
than any single set of financial statements.

Brian Prevatt

Brian is the CEO and co-founder of Tenet Advisors, a
firm providing outsourced accounting, financial
reporting, bill pay and financial administrative services
to family offices. Tenet Advisors use modern systems
designed for complex wealth to pull everything
together so families can see where the money is going,
what's working, what it's costing them and whether
their structure is doing what it's supposed to do. This
brings clarity, saves time and reduces surprises.
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Operational excellence

Direct indexing 3.0

How a levered approach is transforming
tax-conscious investing




Brian W. Formento, CAIA®
Family Office Specialist
UBS Family Office Solutions

Tax-loss harvesting
has evolved from
taking losses at
year's end to
harvesting losses
throughout the year
to provide overall
better returns.

Direct indexing has rapidly become the strategy of choice
for UHNW investors, bringing together the best of both
worlds: passive investing while generating tax alpha, i.e.,
building better beta. We also know that tax-conscious
investing becomes even more important with greater
levels of wealth. We have evolved from long-only
strategies to more personalized tax management and are
now entering the next generation of direct indexing: a
levered long/short tax-aware strategy that provides
structurally better access to both pre-tax excess returns
of a benchmark and tax-loss realization opportunities,
compared to long-only strategies.

To highlight the growth in this space, 2021 saw several highly visible acquisitions:
Franklin bought O’Shaughnessy, Vanguard bought Justinvest and PGIM bought
Green Harvest—these following the acquisition in 2020 of Parametric by Morgan
Stanley and Aperio by BlackRock. It's been estimated that by 2025, direct indexing
will have $1.5 trillion in assets. (Source: Oliver Wyman.)

Tax-loss harvesting evolution prepares the way

Tax-loss harvesting has evolved from taking losses at year’s end to harvesting
losses throughout the year to provide overall better returns. This is supported by
what | consider to be the seminal article on tax-loss harvesting by Robert Arnott
based on his research at First Quadrant. This research was furthered by Robert at
Research Affiliates, as well as by Andrew Lo at MIT and Nather Sosner at AQR.

As we've seen, long-only tax-loss harvesting strategies provide broad market
exposure with a low tracking error. The long-only portfolio tax benefits tend to
accrue in down markets or during volatile periods. More importantly, the tax
benefits will decline to zero after a few years as the portfolio will only have
gains—an enviable problem.
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A levered approach enters the scene

The levered long-short strategy offers the same ability to have broad market
exposure with the potential for pre-tax outperformance, net of fees. The tax
benefits of the strategy will accrue in all market environments, given the larger
gross position of long and short positions, and may continue in perpetuity. While
the strategy is expected to generate net capital losses, these are incidental to,
rather than determined by, the investment decision. The principal purpose is to
improve long-term investment outcomes. Tax benefits support, but do not drive,
the decision to use the strategy.

The levered approach provides better access to pre-tax excess returns and
tax-loss realization opportunities than long-only direct indexing. It allows for
leverage using both long and short positions intended to deliver higher pre-tax
profits and the potential for realizing larger, more persistent net capital losses
compared to direct indexing—while maintaining a customizable tracking error
to a desired benchmark. Additionally, the strategy introduces a long/short equity
extension that expands investment breadth, allows for factor-diversified alpha
generation, and improves the resilience of investors’ taxable portfolios.

Direct investing 3.0 takes the lead

The strategy’s approach is grounded in legitimate, commercially valuable investment
objectives independent of tax considerations, and supports broader strategic
priorities around diversification, risk management, and asset-allocation execution.
Hence we term the strategy, direct indexing 3.0. The goal of this strategy is to build
a better strategic asset allocation as part of a total portfolio approach.

Many of the managers offering this strategy use a multi-factor long/short process
that provides a positive expected return independent of market direction and
materially increases the breadth of the investor’s equity exposure. The long-short
overlay reduces reliance on a small number of positions in the portfolio and adds
exposures otherwise unavailable within most investors’ taxable accounts.

This strategy is now available for sophisticated, institutional-level Qualified
Institutional Buyers (QIBs), as well as Investment Family Office (IFO) investors

and qualified purchasers. The strategy can be accessed through a separately
managed account (SMA), an LLC structured as a fund of one investor, or a
pooled vehicle. At UBS, we prefer the SMA structure, as it allows for harvesting
losses greater than contributed capital, satisfying the IRS" at risk rules, whereas
the pooled vehicle limits losses to the amount of contributed capital. This
strategy may be of interest to investors trying to grow their after-tax wealth and
particularly to investors with concentrated positions, expecting a sale of business
or realizing other forms of capital gains.
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Why consider a levered long-short strategy

The levered long-short strategy approach has three
distinct advantages over typical tax-aware strategies such
as direct indexing:

—_

.Pre-tax returns: The levered long-short strategy is
designed to potentially outperform a benchmark net of
fees driven by an improved market factor approach,
unlike traditional tax-loss harvesting strategies (which
often underperform after fees)

2. Tax efficiency: The levered long-short strategy allows
short positions to express bearish views on stocks that
have the potential to improve pre-tax alpha while also
providing opportunities for net loss realization

3. Customization: The strategy can be customized to fit
different investment objectives, including a choice of
benchmark, beta, tracking error and funding choice
(cash, diversified equities, ETFs, concentrated positions,
and/or treasuries)

A range of applications

The levered long-short strategy’s pre-tax return-driven
investment approach can be used to address a wide
range of investing needs (different benchmarks, levels of
active risk, etc.) and could be of particular interest to
investors with:

Concentrated stock: Becoming wealthy from holding a
single stock is rare. Preserving wealth that way is even
rarer. Among many other possible funding sources, the
strategy can be funded with concentrated low-basis stocks
that may allow an investor to:

e De-risk concentrated stock into a diversified portfolio
through a highly tax-efficient process

¢ Immediately create a long-short equity portfolio that
aims to outperform the benchmark over time

e Realize ongoing net capital losses after the stock has
been diversified

Sale of business: The sale of a business can lead to many
guestions: How can | put my new liquidity to work? How
can | compound my wealth tax-efficiently over time? The
strategy is designed to help investors build a well-
diversified portfolio quickly and tax-efficiently, with the
potential to compound wealth over time. The strategy tax-
aware trading decisions are expected to outperform the
benchmark over time and to realize a meaningful amount
of net capital losses, particularly in the first year(s), which
may be particularly of use before, during and after a
business sale.

Reinvigorate a frozen portfolio: While direct indexing can
be used to compound wealth tax efficiently, the tax
benefits in many strategies have the tendency to erode
over time. The strategy allows you to use securities in an
existing direct indexing account as a funding source, so
you can introduce potential pre-tax alpha and reinvigorate
its ability to realize capital losses.

Conclusion

We believe the leveraged approach is a transformational
process with the potential to improve overall tax-efficient
returns while allowing for more wealth creation over a
long investment horizon.

Brian W. Formento, CAIA®

With an extensive track record of working with UHNW
and family office clients, Brian works with Advisors to
deliver customized advice to clients of substantial
wealth. He helps coordinate cross-divisional coverage
to ensure UHNW clients and family offices are served
by relevant specialists based on their specific needs.
Brian is also a member of the UBS Portfolio Advisory
Group's leadership team specializing in asset allocation
and portfolio construction advice for family office
clients. Brian holds a B.A. and M.A. in Economics from
Boston University, where he graduated magna cum
laude. A Chartered Alternative Investment Analyst
(CAIA), Brian currently holds the following registrations:
7,24, 3, 63, 66, 55 and Life and Health Insurance.
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Human capital

The talent-dense
paradox

Rethinking human capital strategy for the Al era

l




David Chie
Founder
Maple Drive Talent Partners

The real gap

is between

Al literacy and
Al fluency—
the difference
between using
technology and
understanding
how to safely
implement and
govern it.

Consider the math of a typical family office: eight
professionals managing $1.1 billion in assets, overseeing
a portfolio that spans private equity, real estate, public
markets and direct investments. Each person handles
responsibilities that would be distributed across entire
departments at an institutional asset manager. There is no
redundancy. No backup. Every hire carries the weight of
an entire function.

This is what | call the talent-dense paradox: the smaller the team, the higher
the stakes for every hiring decision. Nowhere is this more pronounced than in
Al adoption.

The irony is striking. Many family office principals have made fortunes from
technological disruption—some have invested heavily in Al companies. They
understand the potential and want to implement Al. That sophistication is now
a vulnerability: they can envision what these tools should do for their operations,
but lack the internal talent to evaluate whether their teams can actually
implement them safely.

According to the UBS Global Family Office Report 2025, family offices manage an
average of $1.1 billion with lean teams, concentrating operational risk. Deloitte's
2025 Global Human Capital Trends report found that 66% of managers and
executives say recent hires were not fully prepared for their roles, with lack of
experience being the most common failing. For family offices, it's worse.

The new competency gap

The talent challenge facing family offices isn't simply about finding people who
can use Al tools productively. Most professionals can prompt ChatGPT. The real
gap is between Al literacy and Al fluency—the difference between using
technology and understanding how to safely implement and govern it.

Al-literate professionals can use chatbots for search and generative tools for
drafting. Al-fluent professionals understand how to prompt, where data should
live, what can be exposed to a large language model (LLM) and where systems
fail or hallucinate. In talent-dense organizations, you need the latter.
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The reality is that
many family offices
still fill positions
with people

from a principal’s
operating business,
friends of the
family, and other
less traditional
hires where

trust outweighs
credentials.

The Cisco 2025 Data Privacy Benchmark Study found that while 63% of
professionals now describe themselves as very familiar with generative Al, nearly
half admit to inputting personal employee data or non-public company
information into these tools. Familiarity without judgment creates liability. In a
family office context, where a single employee might handle lifestyle accounting,
deal flow and portfolio analysis, the exposure compounds rapidly.

Consider the institutional contrast. At Goldman Sachs, a mediocre analyst is
absorbed by the system—there are layers of review, compliance protocols and
redundant expertise. At a six-person family office, a mediocre hire is the system.
No institutional knowledge. No one to catch mistakes. The margin for error
approaches zero.

Redefining the hiring criteria

While the institutionalization of family offices over the past decade has increased
pedigree screening—the right schools, the right banks, the right funds—the reality
is that many family offices still fill positions with people from a principal's
operating business, friends of the family, and other less traditional hires where
trust outweighs credentials. Both now face the same challenge: can this person
adapt, modernize workflows and stay alert to threats?

The screening challenge is acute. Candidates present confidence; principals
need to evaluate judgment and self-awareness. The test | recommend: ask
candidates to explain a workflow they've automated using Al. Sometimes a
candidate who admits they haven't done that yet is more valuable than one
reciting an answer they got from ChatGPT in the waiting room. You want
honesty about limitations and genuine curiosity about what's next. Optimists
adapt. Skeptics become bottlenecks.

38 of 50



This diagnostic separates the truly fluent from the
enthusiastic users. It also reveals a difficult truth: the talent
pool meeting this standard is extraordinarily thin. McKinsey's
State of Al 2025 report found that while 88% of
organizations now use Al regularly, only one-third have
begun scaling these initiatives enterprise-wide. The
bottleneck isn't technology—it's human capital capable of
implementing it responsibly.

A Cisco study shows 96%
of organizations report
that investments in data
governance deliver returns
exceeding their costs, with
a median ROI of 1.6x.

For family offices, this creates both a challenge and an
opportunity. The challenge is obvious: competing for scarce
talent against larger, big-name institutions. The opportunity:
permanent capital, long horizons, no bureaucracy and the
resources to build world-class systems. This may be especially
attractive to elder millennials—a cohort that Katelin
Holloway, Partner at Seven Seven Six, describes as
experiencing “a generational life stage colliding with a
technological inflection point.” Many are questioning
whether to retool again at platform speed or step off the
treadmill entirely. Family offices can offer a third path:
meaningful work without the churn. Those that can sell this
story will compete.

Organizational design for a new era

Beyond individual hires, family offices must reconsider their
org chart. The generalist model breaks when “whatever
arises” includes vendor diligence, data governance, and
cyber defense.

The families getting this right are treating technology
competency as a core function, not a peripheral skill. This
doesn't mean hiring a full-time CTO or CISO—though | have
placed multiple positions. More often, it means having one
senior person with real technical fluency and external
relationships that provide expertise on demand.

The Cisco study offers an encouraging data point: 96% of
organizations report that investments in data governance
deliver returns exceeding their costs, with a median ROI of
1.6x. Benefits extend beyond compliance to include
operational efficiency, reduced friction in transactions and—
critically for talent-dense organizations—enhanced ability to
attract sophisticated professionals. Top candidates evaluate
employers on tech maturity. A family office that can't explain
its approach signals risk.

Fractional arrangements have emerged as a practical
solution. Virtual CISOs, outsourced compliance functions
and specialized consultants can provide institutional-grade
expertise without the overhead of full-time hires. But they
only work if someone inside can execute. Technical
competency and operational responsibility now converge.
That's the new baseline.

39 of 50



The development imperative

You can't only hire your way out of this. Development
becomes essential—but traditional models don't work.

Deloitte's research identifies this tension directly: learning
and development was cited as the talent process most in
need of reinvention due to technology-related disruption.
The report emphasizes that organizations must move
beyond skill-building in isolation toward “developing
judgment and adaptability”—precisely what technology
governance requires.

For family offices, this means creating structured opportunities
for team members to develop technical fluency through
practical exposure: participating in vendor evaluations,
reviewing data governance frameworks, understanding the
security implications of specific tools. The goal isn't making
everyone a technologist. It's ensuring anyone who touches
sensitive data understands the systems.

McKinsey's research reinforces this approach. Organizations
capturing the greatest value from new technologies are
nearly three times more likely to have fundamentally
redesigned their workflows and to demonstrate strong
leadership commitment to implementation. Technical
fluency must be championed from the top, modeled by
leadership and embedded in how work actually gets done.

The path forward
The challenges are real. Start with an honest assessment.

1. Audit your team against the technical fluency standard—
not whether they can use tools, but whether they
understand the systems those tools create. Identify gaps
without judgment—they're everywhere.

2. Revise hiring criteria to prioritize systems thinking
alongside traditional markers of capability. Build
interview protocols that surface genuine understanding
rather than confident familiarity.

3. Invest in developing existing talent. Create pathways for
team members to build fluency through structured
exposure to governance decisions, vendor evaluations
and security considerations.

4. Design organizational structures that concentrate
technological competency while distributing awareness.
Not everyone needs to be an expert, but everyone needs
to recognize when expertise is required.

In my view, the families that treat human capital strategy
as inseparable from technology strategy will build teams
capable of capturing efficiency gains while managing
emerging risks. Those that don't will explain preventable
failures to principals who know better.

In talent-dense organizations, there is no margin for getting
this wrong.

David Chie

David is the founder of Maple Drive Partners, an
executive search firm specializing in family offices,
private equity investors, and ultra-high-net-worth
households. For more than 15 years, he has helped
clients build exceptional teams with the discretion and
cultural fluency these environments demand. An active
angel investor with over 100 portfolio companies,
David brings a rare combination of operational depth
and deep Silicon Valley relationships to every search.

Sources
UBS Global Family Office Report 2025. UBS, May 2025.

Cisco 2025 Data Privacy Benchmark Study: The Privacy Advantage. Cisco
Systems, 2025.

2025 Global Human Capital Trends: Closing the Experience Gap. Deloitte
Insights, March 2025.

The State of Al in 2025: Agents, Innovation, and Transformation. McKinsey
Global Survey, November 2025.
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In conversation

Adapting to change

How families and family offices can create greater flexibility




John Mathews

Head

Private Wealth Management Americas
UBS Global Wealth Management

Mark R. Tepsich

Head

UBS Family Office Design and
Governance Strategy Americas

Our podcast explores how families and family offices
today are navigating change—including the transfer of
$124 trillion over the next decades. Key are building
flexible structures, responding to needs as they evolve,
and keeping open lines of communication.

Highlights:
¢ Families are in motion, adapting and changing. Family offices need to
adapt along with the families they serve.

¢ Key to helping families evolve is focusing on the user experience and
responding to the family and how they may be looking to adapt and try
something new.

e It is also important for family offices to help families think through future
needs. Today they may have a few family investors, but that number will
grow. How are the structures being put in place today able to be flexible
and adapt to future needs?

¢ As both families and the family offices that serve them adapt to change,
open communication is increasingly important. This is also important for
the family itself as it navigates transitions from one generation to the next.

e Families and family offices need to meet and collaborate; family offices
need input from the family, and the family needs the guidance and
support of the family office.

John: The estimated 124 trillion dollars expected to shift across
generations over the next 25 years creates both opportunity and
complexities for families and their family offices.” We're here today to talk
about families in motion, how they're evolving and adapting, and how this
intersects with the family office. When you meet with family offices
anticipating significant change, what do you advise they focus on as they
enter this transition period?

Mark: You hit the nail on the head: families in motion, families adapting.
And as a family office executive or a family office employee, you have to
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When a next-
generation family
member has a
private investment
idea, be responsive.
That family member
is trying to use their
capital. You can't use
a tool if you haven't
practiced with it.

focus on the user experience. You can't just provide that accounting back-office
infrastructure. You may have great performance over the years—and that
matters, of course—but what also matters is user experience. What do | mean
by that? If you've got a next generation family member who comes to you and
says, “Hey, I've got this private investment or direct investment I'm interested
in,” you shouldn't just shut it down right away. It might not be a great
investment but walk through it. Be responsive because at the end of the day,
what that family member is trying to do is use their capital as a tool and that'll
be a learning experience. You can't use a tool if you've never practiced with it.
So be responsive. Focus on the user experience.

The other one is frankly more practical: structural rigidity. When the founders
were making the decisions, there was one single portfolio. It's easy to deploy.
You've got one sub doc. You've got one wire. But what is in that partnership is
usually three, four or five—maybe a dozen trusts and family investors. That's
like saying, “Everybody's got the same portfolio and we've got to make
decisions together.” And family office capital isn't a monolith. You've got
different risk profiles, timelines. Obviously different trusts have different
purposes. So you might want to think before you set up that partnership, “Is
there a different, more flexible way to do this?” Oftentimes families take that
family business model where decisions are made by coming to a consensus.
When you have a lot of overlap between portfolios, don't treat them as a single
operating company, entity or monolith, because there are different varieties that
you should be accommodating. It's having that flexibility within that family
office to be responsive both structurally and to that family member as they're
navigating change themselves.

John: Over the last 15 years, we've seen enormous wealth creation, and more
family members involved in the family office. We're seeing many families at a
major inflection point. As younger generations assume leadership positions
within the family office, they have expectations around more technology,
deeper Al integration, deeper commitment to impact in philanthropy and more
progressive investment philosophies, with all these new investment classes out
there. What are key priorities for these families, and how are we as a firm,
positioned to support them, thinking through all of these inflection points that
we're talking about?

Mark: Yes, families are changing themselves. So the family office has to

be adapting to the family as it's navigating change. If you're a family office
employee or if you're a family—I always call it family office island, right? You
know your island really well and you're trying to adapt to this change yourself,
both the family and also as an employee. But you've only seen that family
member, or you've only seen that family office. The benefit here is that we've
seen hundreds of family offices and can share what works. We also can facilitate
conversations that break down silos and focus on non-financial questions such
as, "Who are we as a family? Where are we going? How are we trying to get
there? What are some things we should be talking about?” It's a process at the
end of the day.

The other side is structural. We look at how you are setting up these structures
and how you are evolving them so they can be flexible. If you're coming to us
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with this inflexible kind of structure, we look at how we
can break it down and reconstruct it for you so it can be
more flexible. So those are a couple of ways.

John: Yes, | think it's those insights and those perspectives
that we can bring to the table because we see so many
families. I'm thinking about recent client conversations
about more and more people being involved in the family,
usually the next generation. And it's how we
communicate, as you said earlier. What we're both seeing
as we have these discussions is that these generational
preferences often diverge. And it's not good or bad—they
just diverge. For example, dad always did X, but the other
members of the family may want Y today. They want to do
something different. How do you help families navigate
leadership shifts, especially when it comes to investment
philosophies, hiring decisions, governance frameworks, key
man, you name it.

Mark: Again, it's navigating change. It's evolving and
adapting. What worked for dad worked for dad, and by
the way, change often isn't wholesale, right? It's typically
incremental. But I'll use one example. A family goes to hire
their next family office executive. What does that process
look like? The way not for it to look is that dad interviews
the person or maybe dad and mom, and then they
announce, “This is who is going to lead it.” It should be
more of a collaborative effort—to have conversations
across the family with this family office executive. Can the
next generation—who may be in their 30s or 40s—work
with him or her? How do they communicate? Do they
think it's going to be a good interaction? To take a step back

and help them think through the process of hiring the right
person for the family office. So that's just one example.

John: As we see the evolution of family offices and the
maturity of family offices, we sometimes see some tension,
right? In your experience, which aspects most commonly
trigger family tensions? And how can a family office
proactively address those challenges before a leadership
transition occurs as we think out in the future?

Mark: Yes, to your point, it's important to think into the
future. So where are we going to be in five years or in ten
years? What does that look like? How might we change and
how do we meet that change? Sometimes what is expedient
and easy and simple today, can become far more complex in
the future. And specifically, I'll just focus on the investment
structure. When you're setting it up and thinking through,
okay, this family today is six family members but in ten years,
it might be 12 or 14. So how do you respond to that? Over
the last decade, we've seen that actually occurring right in
front of our eyes. The ownership is going to fractionalize
even further. Be flexible about it if you're going to get into
the investment structure. What does this look like in 5, 10,
15 years? Because it's far easier to have the right approach
in the first place than to try to get out of it. It's like “Hotel
California.” You could check in, but you can never leave. So
it's important to gather insights and perspectives, because
there's a lot of right answers, not just one right answer. And
it's got to really fit the family.

John: The beginning of the year is a great time to start
thinking about the structure of your family office and what
are your plans as you as you look to the future. We've
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covered a lot of things here—communication, thinking
forward, being flexible, being adaptive, which seems
simple, right? But it's really not. Anytime you run a big
organization, those things can be difficult to achieve. I'd
like to end with one final question. As you consult with
family offices of all different sizes and shapes, what are the
most important takeaways for our listeners to take back to
their family as they think about their family office and
family office structure for 2026?

Mark: Your earlier podcast was with Ulrike Hoffmann-
Burchardi, Chief Investment Officer Americas. Ulrike talks
about strategy before structure. So that is one thing to
think about when you're setting up your family office.
What is your strategy for adapting and evolving that family?
Your strategy should be helping the family adapt and
evolve, so don't set up a structure where it's going to be
very complex and challenging to adapt.

The other one is, frankly, be patient. The family is trying to
adapt and evolve. You have to meet in the middle and
actually figure it out together. The family office employees
are not going to go and set up everything up and say,
here's what we did. They need insight and information
from that family. It often comes down to trade offs, right?
There's no family office in a box, unfortunately, for better or
worse. You have to think about the strategies for the family
and then set up that structure. So those are a couple of
takeaways I'd leave you with.

John: Yes, it seems quite simple but is probably one of the
most difficult things to start implementing in a family. But
opening discussion and communication is always a winner,
as we know from working with our clients. Thank you,
Mark, for your time and insights. We talk a lot around here
about personalization, specialization, and customization as
we work with our clients. And the specialization comes
from people like you who bring a high level of incredibly
focused specialization to what you do. So thank you for
your time and insights today.

Mark: Thank you for the discussion.

Listen to the full conversation

" The Cerulli Report—U.S. High-Net-Worth and Ultra-High-Net-Worth
Markets 2024, Cerulli, Dec., 2024.

John S. Mathews

John currently serves as the Head of Private Wealth
Management for UBS Global Wealth Management US.
John sets the strategic direction for UBS Private Wealth
Management and helps UBS Private Wealth Advisors
deliver comprehensive capabilities and solutions to
clients. He built and collaborates with dedicated
knowledge centers at UBS, including Advanced
Planning, Family Advisory and Philanthropy Services,
Family Office and UHNW Client Services, Global
Families & Institutional Wealth Americas, and the
OneBank Coverage team. John plays an instrumental
role in coordinating the firm’s capabilities, which
includes the integration of global solutions from UBS’
Investment Bank as well as our Asset Management
Division. In addition, John is also a member of the
Global Wealth Management US Management Forum.
John earned a B.A. in political science from the
University of Florida, where he continues to be an
active alumnus.

Mark R. Tepsich

Mark is the Head of UBS Family Office Design and
Governance, advising families across the Americas

on family office organizational design, structure and
governance, as well as operational best practices and
strategy to manage and sustain their wealth for future
generations. Prior to joining UBS, Mark built a family
office platform for an investment advisory firm and
spent a decade as General Counsel for a large single-
family office to a dynastic, multigenerational family.
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Important information about sustainable investments

Various products and services use terms or labels related to sustainable investments. However, industry standards and terminology related to sustainable investments
will differ and are evolving. Therefore, you should carefully review the offering materials to understand how a particular product or strategy approaches sustainable
investing and if the approach aligns with your goals and objectives.

At UBS Financial Services Inc., we continue to develop our standards and framework for sustainable investing. We believe sustainable investment strategies should have
an explicit focus on sustainability objectives or outcomes. However, we do not review every product to determine consistency with our standards, nor do all products
that we make available align with our approach. Your UBS Financial Services Inc. Financial Advisor can assist you in identifying products that we have reviewed and
determined to be consistent with our standards.

The ability to implement the approaches to sustainable investing will depend on the product or service selected; they are not available for all products, services or
accounts offered through UBS.

Additional considerations and risks: Sustainable investments across geographies and styles approach the integration of environmental, social and governance factors
and other sustainability considerations and incorporate the findings in a variety of ways. Sustainable investing-related strategies may or may not result in favorable
investment performance and the strategy may forego favorable market opportunities in order to adhere to sustainable investing-related strategies or mandates. Issuers
may not necessarily meet high performance standards on all aspects of sustainability considerations. In addition, there is no guarantee that a product’s sustainable
investing-related strategy will be successful. Companies, as well as related investment strategies, face increasing risks associated with different and evolving industry
and regulatory standards as well as public sentiment toward sustainable and diversity approaches; these risks include, but are not limited to, becoming the subject of
investigations and enforcement actions, litigation, public boycott, and reputational harm.

All opinions and views expressed by third parties in this material are those of the author(s) or respective persons and do not represent—and may differ or be contrary
to—the views and opinions of UBS or its affiliates. The individuals profiled in this document were selected based on their experiences and professional history. Neither
UBS, nor any of its employees or affiliates participated in any of the professional trajectories, corporate formations, capital funding, financing, sales, deals, transitions or
other events discussed in this paper. This material is not intended to be and should not be considered or construed to be a testimonial or endorsement of a non-UBS
product or service. Third parties mentioned and their employees are not affiliated with UBS Financial Services Inc. or its affiliates.

Non-UBS logos, brands, other trademarks and third-party content are the property of their respective firms or its subsidiaries. These are used for illustrative purposes
only and are not intended to convey any endorsement or sponsorship by, or association or affiliation with, the trademark holders. This document and the information
contained herein are provided solely for informational and/or educational purposes. Nothing in this document constitutes investment research, investment advice, a
sales prospectus, or an offer or solicitation to engage in any investment activities. The document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document may not be redistributed or
reproduced in whole or in part without the prior written permission of UBS. To the extent permitted by the law, neither UBS, nor any of it its directors, officers,
employees or agents accepts or assumes any liability, responsibility or duty of care for any consequences, including any loss or damage, of you or anyone else acting,
or refraining to act, in reliance on the information contained in this document or for any decision based on it.

These materials have been prepared by UBS Group AG and/or a subsidiary or affiliate thereof, which are altogether referred to below as “UBS.” They have not been
prepared with regard to any specific investment objectives, financial situation or particular needs of any specific recipient, current client or prospective client. These
materials are published solely for informational purposes and are not to be construed as a solicitation or an offer to buy or sell any securities or related financial
instruments or services of UBS or to participate in any particular trading strategy endorsed or not endorsed by UBS. Any recipient of these materials should not consider
their contents to be either legal, tax, accounting, regulatory, or other specialist or technical advice or service, or investment advice, or a personal recommendation of
any kind whatsoever. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information
contained in these materials, nor is any of the information herein intended to be a complete statement or summary of the securities markets or other developments
referred to in these materials. The information in these materials should not be regarded by any recipient as a substitute for the exercise of their own judgment and any
opinions expressed in these materials are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of
UBS, which may make different assumptions or rely on different criteria. UBS is under no obligation to update or keep current the information contained in these
materials. Neither UBS nor any of its directors, officers, employees or agents accept any liability for any loss or damage arising out of the use of all or part of these
materials or reliance upon the information contained therein. These materials are not for distribution or redistribution, except under such circumstances as may be
permitted by UBS and or applicable law. UBS specifically prohibits the redistribution or reproduction of these materials in whole or in part, without the written
permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect.

Important information about brokerage and advisory services.

As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment
advisor and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in
material ways and are governed by different laws and separate arrangements. It is important that you understand the ways in which we conduct business and that you
carefully read the agreements and disclosures that we provide about the products or services we offer. For more information, please review the client relationship
summary provided at ubs.com/relationshipsummary. UBS Financial Services Inc. is a subsidiary of UBS Group AG. Member FINRA/SIPC.

Certified Financial Planner Board of Standards Center for Financial Planning, Inc. owns and licenses the certification marks CFP®, CERTIFIED FINANCIAL PLANNER®,
and CFP® (with plaque design) in the United States to Certified Financial Planner Board of Standards, Inc., which authorizes individuals who successfully complete the
organization’s initial and ongoing certification requirements to use the certification marks. For designation disclosures visit https:/Aswww.ubs.com/us/en/designation-
disclosures.html

Institutional investment banking services are provided by UBS Securities LLC, a subsidiary of UBS Group AG. Member FINRA/SIPC.
Asset management services are provided by UBS Asset Management (US) Inc, a subsidiary of UBS Group AG. Member FINRA/SIPC.
Private Wealth Management is a division within UBS Financial Services Inc., which is a subsidiary of UBS Group AG.

Important information in the event this document is distributed by the following domestic businesses

Canada UBS Wealth Management is a registered trademark of UBS AG. UBS Bank (Canada) is a subsidiary of UBS AG. Investment advisory and portfolio management
services are provided through UBS Investment Management Canada Inc., a wholly-owned subsidiary of UBS Bank (Canada). UBS Investment Management Canada Inc.
is a registered portfolio manager and exempt market dealer in all the provinces with the exception of PE.I and the territories.

Denmark if distributed by UBS Europe SE, Denmark Branch: This publication is not intended to constitute a public offer under Danish law. It is distributed only for
information purposes by UBS Europe SE, Denmark Branch, filial af UBS Europe SE, with place of business at Sankt Annae Plads 13, 1250 Copenhagen, Denmark,
registered with the Danish Commerce and Companies Agency, under No. 38 17 24 33. UBS Europe SE, Denmark Branch, filial af UBS Europe SE is subject to the joint
supervision of the European Central Bank (“ECB”), the German Central Bank (Deutsche Bundesbank), the German Federal Financial Services Supervisory Authority
(Bundesanstalt fur Finanzdienstleistungsaufsicht), as well as of the Danish Financial Supervisory Authority (Finanstilsynet), to which this publication has not been
submitted for approval. UBS Europe SE is a credit institution constituted under German law in the form of a Societas Europaea, duly authorized by the ECB.
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	In our ever-evolving world, family offices can play a central role in helping families adapt and stay positioned for long-term success. Our second quarter edition of the Family Office Quarterly features a range of topics to support you in staying ahead of important trends and taking a thoughtful approach to embracing new technologies. 
	In our ever-evolving world, family offices can play a central role in helping families adapt and stay positioned for long-term success. Our second quarter edition of the Family Office Quarterly features a range of topics to support you in staying ahead of important trends and taking a thoughtful approach to embracing new technologies. 
	 
	 

	Our new In conversation series with John Mathews, Head of Private Wealth Management, explores how families and family offices today are navigating change and the $124 trillion transfer of wealth over the next few decades—building flexible structures, responding to needs as they evolve and keeping open lines of communication.
	 

	Family vacation homes are often a key asset in wealth that is transferred across generations. Experts on family advisory and family offices solutions discuss how governance can bridge planning, family dynamics and decision-making, helping to resolve conflict and support continuity across generations. 
	From our CIO, we look at the potential for agentic AI to reshape the software-as-a-service (SaaS) industry. In our CIO view, AI-driven disruption is more likely to occur over the long term, making diversification key to capturing AI-driven value.
	Several articles focus on creating greater efficiency. Our Advanced Planning Group examines ways to structure debt so the interest is deductible. These strategies can reduce borrowing costs while helping families pursue important goals. Brian Prevatt, Co-founder and CEO of Tenet Advisors, discusses accounting methods that support financial clarity for better decision-making. When accounting is intentionally designed around purpose and end users, it becomes a strategic asset rather than a back-office burden.
	And because the people are key to the success of a family office, David Chie, Founder of Maple Drive Talent Partners, looks at what he calls the “talent-dense paradox” where the smaller the team, the higher the stakes for every hiring decision. Nowhere is this more important than hiring staff to oversee AI adoption and integration.
	We hope you find this edition meaningful as you navigate the months ahead. As always, we welcome hearing from you about what topics and concerns are top of mind for you as we continue to evolve our industry together.
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	Agentic AI has the potential to fundamentally reshape 
	Agentic AI has the potential to fundamentally reshape 
	Agentic AI has the potential to fundamentally reshape 
	the software value chain, altering business models, 
	revenue streams, and competitive dynamics. Widespread 
	disruption driven by AI, in our view, is more likely to 
	occur over the long term, rather than immediately. We 
	believe software providers that deliver mission-critical 
	services to businesses and have their own proprietary 
	data remain well-positioned. We believe investors should 
	diversify across sectors, themes, and asset classes to 
	capture AI-driven value and manage uncertainty. 

	On 21 October 2025, we published “Software’s next chapter: Implications of AI for private equity SaaS investors,” outlining how agentic artificial intelligence (AI) could reshape the software-as-a-service (SaaS) industry. In the four months since, market fears around AI-driven disruption have surged—particularly following Anthropic’s launch of Claude Cowork—which has pressured software shares as well as loan and high-yield bond prices.
	Figure 1: Software shares under pressure following Anthropic’s launch of Claude Cowork
	 

	Share price performance (end-2025 based to 100)
	Share price performance (end-2025 based to 100)

	Note: AI-7 includes chip makers NVIDIA, Broadcom, AMD, Micron and hyperscalers Google, 
	Note: AI-7 includes chip makers NVIDIA, Broadcom, AMD, Micron and hyperscalers Google, 
	Microsoft, Amazon; as of 10 February 2026.

	Source: Bloomberg, UBS February 2026.
	Source: Bloomberg, UBS February 2026.

	While headlines have focused on the risks, we believe it is essential to revisit the long-term structural implications for SaaS and to ground our views in both industry evidence and direct feedback from leading private market investors. 
	 

	How agentic AI could reshape SaaS 
	With AI displacement risks once again in focus, it is helpful to revisit what the long-term “end-game” for SaaS could look like. We envision a transition from traditional "point and click" interfaces to natural language interactions with AI agents—where generalist and specialist AIs collaborate to execute increasingly complex instructions. This evolution will likely see software vendors shift from being mere tool suppliers (e.g., MS Word for writing reports) to providers of capabilities, data, and trust. In
	Implications for the SaaS business model
	These changes are set to fundamentally reshape the SaaS business model:
	•  Expansion of use cases and TAM: New AI-driven capabilities will likely expand the total addressable market (TAM) for the sector and deepen user engagement and retention.
	•  Emergence of new market segments: Early momentum is visible in areas such as vibe coding, identity security, and genAI data governance. 
	•  Lower barriers, higher competition: The proliferation of coding skills may lower industry entry barriers, increasing competition but also reducing operating costs for established vendors.
	•  Shifting customer dynamics: As user interaction shifts to large language models (LLMs), switching costs may decline, brand relevance may diminish, and industry consolidation could accelerate. 
	•  Evolving revenue models: AI-driven productivity gains could prompt a move from seat-based to consumption-based pricing, increasing earnings volatility but enhancing growth potential. 
	•  Data as a differentiator: Proprietary data will likely become a key differentiator; firms relying solely on third-party data could face heightened displacement risk.
	•  Changing unit economics: As LLMs become the primary user interface, part of the value chain may shift away from software vendors to LLM providers.
	•  Cost structure evolution: The transition to dynamic, automated outputs will make SaaS cost structures more variable, with increased spending on LLM inference, model improvement, and data governance—affecting operating leverage.
	•  Valuation implications: These shifts may materially affect fair valuation multiples for SaaS vendors.
	Widespread AI disruption likely a long-tail scenario
	While the potential for agentic AI is vast, significant technical and integration hurdles remain. As a result, widespread disruption is likely a long-tail scenario rather than an immediate risk.
	For enterprise software, regulatory requirements, sensitive data, and compliance mean that adoption will likely be gradual. Historical analogies—such as the delayed timelines for autonomous vehicles—suggest that disruption may take longer to materialize than headlines imply.
	Incumbent enterprise software companies also benefit from wide economic moats, supported by high switching costs. Migrating to new software typically requires significant time and resources for retraining, process redesign, and integration. McKinsey’s "Upgrading software business models to thrive in the AI era" report (September 2025) suggests organizations should expect to spend $3 on change management (such as forward-deployed engineering, employee user training and reinforcement, and standing up performa
	Importantly, the limited near-term earnings disruption from AI affords select SaaS vendors the opportunity to incrementally integrate AI features and strengthen their competitive positioning—potentially allowing them to emerge as frontrunners as the technology matures.
	Industry surveys point to incumbent advantage 
	Recent industry surveys support the view that incumbents remain favorably positioned in the evolving AI landscape:
	The MIT "GenAI Divide" report (July 2025) highlighted several key barriers to enterprise AI adoption, including model quality, legal and data risks, inability to learn, and poor integration with workflows. These are precisely the areas where established incumbents have a structural edge over newer AI startups, given their track record, robust compliance frameworks, and deep integration within enterprise environments.
	Further evidence comes from the Morgan Stanley Chief Information Officer (CIO) survey (4Q25), which highlights a growing preference among enterprises to access AI and LLM technologies through incumbent SaaS providers. 
	Figure 2: CIOs indicate increased preference to access AI/LLM via incumbent SaaS providers
	 

	Morgan Stanley Chief Information Officer (CIO) Survey 4Q25: 
	Morgan Stanley Chief Information Officer (CIO) Survey 4Q25: 
	 
	Type of vendors utilized to assist in applying AI/LLM technologies

	Note: Morgan Stanley put together the survey by surveying 100 decision makers, representing 
	Note: Morgan Stanley put together the survey by surveying 100 decision makers, representing 
	 
	100 enterprise Information Technology organizations, during 27 October to 8 December 2025. 
	Seventy-eight of respondents are from the US and 22 from Europe.

	Source: Morgan Stanley Research, UBS February 2026.
	Source: Morgan Stanley Research, UBS February 2026.

	Complementing these findings, the a16z annual CIO survey (January 2026) also reports a rising preference for accessing AI through incumbent SaaS vendors across a range of use cases—including customer support, legal, enterprise knowledge management, software development, and outbound sales. This trend is primarily driven by the trust and seamless integration offered by established platforms.
	Perspectives from private markets managers
	To refine our thinking and to incorporate perspectives from industry participants, we interviewed five private equity and direct lending general partners (GPs) in the US and Europe. Their anonymized feedback, in our view, provides valuable nuance for investors seeking to frame the current AI landscape in private markets:
	•  Timing of agentic AI: Most GPs view full agentic AI as a long-term scenario. They see AI as an evolution, not a revolution, with gradual adoption patterns reminiscent of the cloud migration experience.
	•  Disruption and industry dynamics: Opinions diverge on the scale of disruption. Some GPs see significant risk for legacy SaaS vendors, while others expect the human services industry to be more affected. Several GPs argue that fears around “vibe coding” are overblown, noting that the challenge in software is not writing code, but owning and maintaining it. GPs consistently highlight that not all SaaS is created equal. Vendors with proprietary data, complex workflows, sticky customers, and high compliance 
	•  Portfolio impact and valuation: Most GPs report that only a small portion of their portfolios face notable AI headwinds. Investments made at higher multiples in 2021/2022 have largely been marked down, and broad-based markdowns are not expected given healthy fundamentals.
	 
	 
	 
	 

	•  Cost concerns: One GP indicated limited concern about potential changes to pricing or cost models, expecting that any increases will ultimately be passed on to customers—provided the software is mission critical (i.e., it's essential to the organization's operations). 
	•  Examples of value creation from AI: One GP highlighted the top five AI use cases for cost rationalization within its portfolio companies: 1) code generation, 2) customer support automation, 3) marketing and communication, 4) internal knowledge agent, 5) sales workflow automation. Another GP shared examples of AI integration driving capability improvements and revenue upside: 1) Agentic payroll—AI now identifies payroll anomalies previously reviewed manually, while incumbent SaaS vendors benefit as compan
	•  Access to capital: Most GPs do not view access to capital as a major risk at present. While some expect lenders to become more cautious and credit conditions to tighten, strong lending relationships, healthy fundamentals, and recent refinancing activity underpin confidence that capital remains available for resilient businesses.
	•  Exit environment: GPs acknowledge that a wide bid-ask spread could limit sponsor-to-sponsor deals in the near term. However, they also point to rising corporate interest in M&A and take-private deals. Listed companies slow to embrace AI may also accelerate adoption through acquisitions, supporting transaction activity in the software sector.
	•  Forward-looking view: Some GPs see the indiscriminate sell-off in public markets as a buying opportunity, particularly for resilient SaaS vendors, while others describe themselves as intrigued but not outright bullish.
	Differentiating winners from losers
	Feedback from private market managers reaffirms our view that widespread AI disruption is likely a long-tail scenario. Incumbent SaaS vendors, especially those that are enterprise-facing, mission critical, and data rich, are well-positioned to adapt and harness AI for future growth. However, the competitive gap between resilient and vulnerable vendors is likely to widen, and we expect the following factors to define an SaaS vendor’s competitive positioning in the AI era.
	Figure 3: Not all SaaS are equal—business model resilience matters
	Factors defining competitive positioning of software vendors
	Factors defining competitive positioning of software vendors

	 
	 

	Source: UBS February 2026
	Source: UBS February 2026

	•  Enterprise-facing vs. consumer-facing. Enterprise platforms supporting interconnected workflows are harder to replicate than narrowly focused consumer apps.
	•  Mission critical vs. discretionary. Software that anchors business continuity and regulated processes is less likely to be displaced. This aligns with findings from the MIT report, where companies surveyed favored assigning complex projects to a junior colleague over AI by a 9-to-1 margin.
	•  Real efficiency gains versus database-centric. AI’s strength in data retrieval/analysis puts database-centric products at greater risk of disruption than systems delivering real, measurable gains.
	•  Sensitive industries vs. general-purpose tool. Vendors serving highly regulated or sensitive industries that have very low tolerance for risks and error (e.g., health care, government, financial institutions) are less likely to embrace AI start-ups with a limited track record.
	The case for broad diversification
	Amid intensifying AI-led competition and heightened uncertainty, further bifurcation—both across and within sector verticals—is likely. For private market investors, this underscores the importance of broad diversification to fully capture opportunities across the AI value chain. 
	•  Diversify beyond tech: Only a portion of investable AI value creation resides within the technology sector. We remain constructive on the structural AI theme and anticipate that investment opportunities will increasingly extend beyond tech, particularly into industries benefiting from data center infrastructure buildout—such as industrial equipment and energy solutions.
	•  Position in resilient tech leaders and innovative disruptors: We recommend a barbell approach, balancing exposure to established tech leaders and innovative disruptors. Within software, we favor enterprise-facing, mission-critical vendors that deliver tangible efficiency gains—especially in areas like cybersecurity, compliance and governance, industry-specialist SaaS, and data infrastructure. At the same time, we expect select AI-native SaaS startups to emerge as future industry leaders. Promising segmen
	•  Maintain broad exposure across private equity, credit, and real assets: Portfolio construction should include broad exposure across private equity, credit, and real assets. This approach enables investors to capture the full spectrum of AI-driven value creation while enhancing diversification by combining asset classes with distinct risk-return profiles.
	Selectivity and strong partnerships are key
	We believe the gap between assets with strong fundamentals and those facing challenges is likely to widen further—an effect likely to be amplified by AI. This environment underscores the critical importance of selectivity and strong partnerships.
	For private equity investors, greater discernment in capital deployment is essential. Investors should prioritize thorough due diligence and seek partnership with managers who: (1) possess deep domain expertise in AI and software —enabling product innovation and cost optimization; (2) demonstrate selective deal sourcing, by avoiding active deployment in periods of elevated valuations such as 2021-2022; (3) have experience with complex transactions (e.g., take-privates, carve-outs, spin-offs) to capitalize o
	For direct lending investors, selectivity means avoiding generic legacy software vendors with weaker economic moats, which are more exposed to AI-driven disruption. In our view, loans to large-cap, sponsor-backed software companies are likely to outperform those to lower middle-market firms. Above all, seniority, collateral, and robust covenants will be critical as market conditions evolve.
	All private market investors need to consider risk factors like leverage, potential defaults, and concentration risks. Investing in private market vehicles also requires a tolerance for illiquidity and comes with limited disclosure and control over holdings.
	 

	Read the original report, SaaS in the age of AI: Risks, resilience, and private market perspectives, published on February 24, 2026.
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	For family offices and the individuals they serve, the 
	For family offices and the individuals they serve, the 
	For family offices and the individuals they serve, the 
	thoughtful use of debt is an important facet of wealth 
	management. Family members may use debt to finance 
	the purchase of an asset, such as a home or an 
	investment, or to obtain liquidity when selling other 
	assets isn’t feasible for tax or other reasons. Debt 
	potentially helps them to achieve their financial and other 
	goals. Structuring debt so that the interest is deductible 
	can potentially reduce the cost of borrowing and 
	enhance efforts to achieve those goals.

	If an individual uses debt to purchase an investment, the interest that individuals pay on their debt generally is deductible for federal income tax purposes. The deductibility of interest effectively reduces the cost of borrowing. Accordingly, structuring borrowing so that the interest is deductible can have valuable financial implications.
	1

	For federal income tax purposes, an individual generally may deduct investment interest. Investment interest is any interest that the individual pays on indebtedness allocable to property that the individual holds for investment. Notably, investment interest doesn’t include any qualified residence interest—often colloquially called “mortgage interest”—which is (subject to some conditions and limitations) interest on indebtedness incurred in acquiring, constructing or substantially improving an individual’s 
	2
	3
	4

	Property held for investment
	Property held for investment generally includes any property that produces income from interest, dividends, annuities or royalties. The property that an individual holds doesn’t actually have to produce income; it just must be the type of property that normally would produce income. For example, stock in a corporation can qualify as property held for investment regardless of whether the corporation is paying dividends. Property held for investment also generally includes property that produces capital gain 
	5
	6
	7
	8

	Tax-exempt income
	Investment interest is nondeductible to the extent that debt proceeds are used to acquire or hold property that produces tax-exempt interest. For purposes of more easily demonstrating the debt proceeds aren’t used to acquire or hold property that produces tax-exempt interest, an individual might consider maintaining a separate account for loan proceeds that are used for making investments.
	9

	Deduction limitation
	An individual can deduct investment interest against net investment income. During a calendar year, an individual can deduct investment interest to the extent that it doesn’t exceed the individual’s net investment income. The individual may carry forward the excess, deducting it in future years subject to this same limitation. 
	10
	11

	An individual’s net investment income is the individual’s investment income minus the individual’s investment expenses. Investment income generally includes income from property that the individual holds for investment.Investment expenses generally include expenses (other than interest) directly connected with the production of investment income.
	12
	13 
	14

	Tracing
	For purposes of determining the deductibility of interest, an individual must trace the use of the debt proceeds. For example, to the extent that a debt can be traced to an investment in securities or other property held for investment, the interest on the debt generally is deductible. In contrast, to the extent that a debt can be traced to a personal expenditure, the interest on the debt generally is nondeductible.
	15
	16

	Debt proceeds that are deposited into an individual’s account are treated as investment expenditures, regardless of whether the account is interest-bearing. If the account also contains unborrowed funds, a set of ordering rules determines the order in which borrowed and unborrowed funds are expended from the account. Accordingly, for purposes of more easily tracing debt proceeds, an individual might consider maintaining a separate account for loan proceeds that are used for making investments.
	17
	18

	Changing use of debt proceeds
	A change in the use of debt proceeds may affect the deductibility of the interest on the debt. An individual must reapply the tracing rules as the use of the debt proceeds changes. For example, if the individual initially uses debt proceeds to acquire securities for investment, subsequently sells those securities, and then uses the sale proceeds to buy a boat for personal use, then the individual must reapply the tracing rules. Although the interest may have been initially deductible as investment interest,
	19

	Collateral
	The type of property used to secure a debt generally is irrelevant. Let’s assume that an individual pledges corporate stock held for investment as security for a loan and uses the proceeds to buy a boat for personal use. Under the tracing rules, the interest that the individual pays is a personal expenditure even though the debt is secured by investment property. The interest is nondeductible.
	20
	21
	22

	The type of property used to secure a debt is relevant only when the property is a qualified residence. The tracing rules don’t affect the deductibility of qualified residence interest. Let’s assume that an individual obtains a loan secured by the individual’s principal residence and uses the loan proceeds to buy a boat for personal use. The interest is deductible so long as it qualifies as qualified residence interest. 
	23
	24

	Planning considerations
	There are steps that an individual might consider taking to maximize the amount of deductible interest.
	Buying a new home
	In light of the limits on the deductibility of mortgage interest, an individual who wishes to buy a home might consider using cash—possibly from the sale of other assets—rather than a mortgage. This may be advantageous where the debt would exceed $750,000. (For indebtedness incurred after 2017, the interest on no more than $750,000 of an individual’s indebtedness (or $375,000 in the case of a married individual filing separately) can qualify as qualified residence interest during a calendar year.) After buy
	25

	Table 1 illustrates the income tax savings the individual would enjoy by structuring the indebtedness so that the interest qualifies as investment interest rather than qualified residence interest. Let’s assume the individual acquires a house in 2026 using $10 million of indebtedness, the house qualifies as a qualified residence, and the interest rate is 6.0%. In the case where the interest qualifies as qualified residence interest, let’s assume the individual’s effective income tax rate is 37.0%. In the ca
	26
	27
	28

	If the interest on the indebtedness is qualified residence interest, the individual’s tax-adjusted cost of borrowing would be 5.834%, because the individual can deduct $16,650 of the interest that the individual pays each full calendar year. 
	To the extent an individual sells assets to obtain cash to buy the home, there may be tax and other costs that reduce or even outweigh any tax savings from interest expense deduction. Those costs could include the disallowance of losses under the wash-sale rule if, when raising cash to buy the home, the individual sells a security at a loss and repurchases it (or a substantially similar security) within 30 days, although an individual generally should avoid obtaining the loan soon after buying the home.
	29

	So that the loan isn’t treated as incurred in acquiring a qualified residence, the individual should put some time between buying the home and obtaining the loan. In addition, the individual might consider electing to treat the debt as debt that isn’t secured by the residence. This would prevent the interest from being classified as qualified residence interest.
	30

	Managing an existing mortgage
	In a similar vein, an individual who cannot fully deduct mortgage interest because of the limits might consider using cash—again possibly from the sale of other assets  —to pay down the mortgage to $750,000. The individual subsequently might obtain a loan that’s secured by the home and use the loan proceeds to buy taxable securities (or other assets that qualify as property held for investment). Here again, the interest would potentially qualify as investment interest, in which case it would be deductible a
	Conclusion
	For many families, the strategic use of debt plays an important role in helping them achieve their financial and other goals. By structuring debt so that the interest is deductible, they potentially can reduce their cost of borrowing and enhance their efforts to achieve those goals.
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	  This whitepaper focuses on the deductibility of investment interest by an individual for federal income tax purposes. In some 
	cases, interest may be deductible for state or local income tax purposes. For a more in-depth discussion of the deductibility of 
	interest by individuals, see Tess Mayo, Tax-Aware Borrowing (a publication of the UBS Advanced Planning Group).
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	 IRC §§ 163(a) and (d)(1).
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	 IRC § 163(d)(3)(A).
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	 IRC § 163(d)(3)(B). Investment interest also doesn’t include any passive activity interest.
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	 IRC § 163(d)(5).
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	Russon v. Commissioner,
	 107 T.C. 263 (1996).
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	 IRC § 163(d)(4)(C).
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	 Treas. Reg. § 1.163-8T(a)(3).
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	Metz v. Commissioner,
	 T.C. Memo. 2015-54.
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	 Treas. Reg. §§ 1.163-8T(c)(4)(ii) and (c)(4)(iii).
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	 Treas. Reg. § 1.163-8T(j).
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	 Treas. Reg. § 1.163-8T(c)(1).
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	  Treas. Reg. § 1.163-8T(c)(1) Example. In the vernacular of the regulations, the interest is allocated to a personal expenditure. See 
	also 
	Ellington v. Commissioner
	, T.C. Memo. 2011-193 (pledging corporate stock as collateral for a loan to buy a personal 
	residence did not cause the interest to qualify as investment interest).
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	 IRC § 163(h)(1).
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	 Treas. Reg. § 1.163-8T(m)(3).
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	  Treas. Reg. § 1.163-8T(m)(3) Example. Under the interest allocation rules, the interest is allocated to a personal expenditure. 
	That allocation, however, doesn’t affect the interest’s qualification as qualified residence interest.
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	  IRC §§ 163(h)(3)(B)(ii) and (h)(3)(F)(i)(II).
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	  This rate is for illustration purposes only. The actual interest rate on indebtedness that an individual incurs may differ. 
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	  This rate is for illustration purposes only. An individual’s actual effective income tax rate may differ.
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	  Again, this rate is for illustration purposes only. An individual’s actual effective income tax rate may differ.
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	 See Treas. Reg. § 1.163-10T(o)(5)(i).
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	Borrowing using securities as collateral involves special risks, is not suitable for everyone and may not be appropriate for your needs
	Borrowing using securities as collateral involves special risks, is not suitable for everyone and may not be appropriate for your needs
	Borrowing using securities as collateral involves special risks, is not suitable for everyone and may not be appropriate for your needs
	. All loans are subject to credit approval, 
	margin requirements, and margin call and other risks; credit lines may be subject to breakage fees. For a full discussion of the risks associated with borrowing using securities as 
	collateral, review the Loan Disclosure Statement included in your application package/account opening package. 
	UBS Financial Services Inc. (UBS-FS) and its Financial Advisors have 
	a financial incentive to recommend the use of securities backed loans, rather than the sale of securities to meet cash needs because we receive compensation related to the loan as 
	well as the investments used to secure the loan. 
	We benefit if you draw down on your loan to meet liquidity needs rather than sell securities or other investments and have a 
	financial incentive to recommend products or manage an account in order to maximize the amount of the loan. UBS-FS and its Financial Advisors and employees offer banking and 
	lending products to clients through our affiliates and third-party banks in our capacity as a broker-dealer and not as an investment adviser. 

	UBS-FS, their employees and affiliates do not provide legal or tax advice. You should contact your personal tax and/or legal advisors regarding their particular situations, including 
	UBS-FS, their employees and affiliates do not provide legal or tax advice. You should contact your personal tax and/or legal advisors regarding their particular situations, including 
	the legal and tax implications of borrowing using securities as collateral for a loan.
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	Governing and transitioning family vacation homes across generations 
	Governing and transitioning family vacation homes across generations 
	 


	Family vacation homes are often among the 
	Family vacation homes are often among the 
	Family vacation homes are often among the 
	 
	most emotionally significant assets a family owns. 
	Whether it’s a lake house associated with childhood 
	summers, a mountain lodge hosting decades of 
	winter holidays, or a coastal retreat meticulously built 
	for multigenerational gatherings, these places carry 
	meaning far beyond their market value. That 
	emotional resonance—combined with complex 
	ownership, tax and succession considerations—
	 
	makes planning for their long-term stewardship 
	uniquely challenging. 

	A family vacation home is either a unifying cultural asset or an albatross. The difference is not architecture, it is governance. Vacation homes are finite physical spaces attempting to hold an expanding family. The home itself does not preserve and build family unity, the system around it does. 
	This article explores the challenges that leading family offices confront today: how to pair technical planning structures with governance frameworks, family decision-making processes, and practical mechanisms to resolve conflict and support continuity across generations. The house is static, yet the family is dynamic. Governance must bridge the gap between the two.
	Why vacation homes are different 
	Vacation homes encompass different forms of family capital:
	• Emotional capital: Anchors memories, family identity, and meaning. 
	• Social capital: Creates shared experiences across generations. 
	•  Financial capital: Carries operating and capital costs, tax implications and liquidity needs.
	Because these forms of capital intersect, transition planning requires a dual approach: technical planning and family governance. Technical choices without governance could lead to resentment; governance without sound planning could contribute to family strife. 
	Strategic questions to ask with respect to the vacation home
	For the residence to meet the needs of a changing family, the family must be intentional about its design pillars. For example:
	 

	•  What happens when use declines but the costs remain fixed? 
	 

	•  With respect to management, should one sibling or family member be the unpaid chief operating officer? What happens when geographic dispersion makes access inequitable? 
	 

	•  For financial asymmetry, what occurs when finances are not equal, yet co-ownership and cost obligations become untenable? 
	•  What occurs when some family members value nostalgia but others value liquidity and diversification?
	 

	Of course, ownership and governance are critical. Any ownership or governance framework must take into account realities of cost vs. nostalgia, burden vs. benefit, as well as differing financial obligations and capabilities.
	 

	Experience or real estate asset?
	The family vacation home is often a consumption asset, not an investment asset. Because of this, the family should think of the house as a strategy, not as a requirement. The goals and objectives are often to create a space for shared experiences. To that end, there are other options that can help ensure the strategic goals and objectives are met:
	• Sell and create a rotating annual retreat fund
	• Convert to a rental with structured family weeks 
	•  Create a family LLC that owns multiple experiential assets instead of one fixed property 
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	The design pillars of a sustainable shared residence
	The design pillars of a sustainable shared residence
	The design pillars of a sustainable shared residence


	 Purpose 
	 Purpose 
	Why does the residence exist?
	Usage
	Method for who uses it, when and under what rules?
	 
	GovernanceWho decides what and how?
	 

	Family
	Which family members can use, own, make decisions about and maintain the residence?
	 Economics
	How is it funded and sustained? 
	 
	Ownership 
	Who or what owns it and under what terms?

	Purpose of the residence 
	Purpose of the residence 
	Beyond technical structures, families flourish when governance and decision-making tools are intentional. 
	 
	Before discussing legal structures, families should define the home’s purpose by exploring questions such as: 
	•  What role does this home play in our history and identity? 
	•  Is maintaining it a privilege, obligation, or both? 
	•  Do all branches of the family still feel connected to it? 
	•  Should the home last “forever,” or only while there is enthusiasm and use? 
	 
	This conversation should occur early and be revisited periodically, especially as generational branches expand. 
	Usage and access
	Another topic that deserves consideration is usage and access. How is time and access apportioned across the family? Should it be fixed weeks, a points system, equal access per branch, or an open calendar with blackout protections for holidays and other high-demand dates?
	Other considerations with respect to usage and access include rules for guest access, event hosting, and damage responsibility. With respect to use, should short-term rentals be allowed? The less ambiguous, the better.
	Governance model
	A decision-making and governance model is necessary, including thinking through who decides, how they decide, and what they decide. 
	In establishing fairness (not equality), one of the most common sources of conflict involves perceived inequities around: 
	• Financial contributions 
	• Frequency of use 
	•  Labor contributions (property management, hosting duties) 
	 
	Family governance ideally emphasizes fairness, which accounts for differences in: 
	• Income 
	• Proximity to the home 
	• Age and family structure 
	• Time availability 
	 
	A common governance framework includes:
	• Equal voice in major decisions
	• Cost sharing aligned with capacity or use
	• Scheduling that reflects geographic and family realities
	Formalizing a governance framework avoids resentment. 
	Vacation homes require frequent decisions: some around small repairs; and some strategic, such as renovations, sale or rental policies. In developing a decision-making framework, families should define categories, including:
	•  Operational decisions: what a managing member, manager or trustee handles
	•  Financial decisions: majority or supermajority vote
	•  Legacy decisions: unanimous or consensus based
	Economics 
	Costs are a significant factor in vacation home ownership. These include property taxes and utilities. The cost of insurance is also often high due to locations that are often in mountain or coastal areas. Upkeep and maintenance costs can also be high, as staff is necessary. These include direct staff such as caretakers and cleaning and grounds crew, as well as external vendors. 
	Major capital expenditures can also be significant and ongoing, such as roof replacement, dock construction and other unique attributes. Systems such as HVAC and energy sources can also be unique and require specialized maintenance. 
	Further, as families grow in size, expansion of the residence may be contemplated. To that end, a shared residence must have a capital reserve plan to align ownership. Annual and long-term carrying costs must have a logical and fair allocation method among owners and users.
	 
	Ownership
	Ownership form is vitally important. There are several options with respect to legal ownership, which can take the form of direct family ownership, trust ownership, or trust ownership while title is held by an entity, often an LLC. The latter allows fractional interests to be gifted, as well as pairing ownership with a governance layer, outlined in an operating agreement or other governance document.
	1

	Governance documents can also incorporate a family operations manual, including day-to-day practices such as expectations for cleanliness, access, rules for pets, guests and even subletting. 
	The governance and management tool can also outline an investment and maintenance policy that can address voting rules for capital projects, the creation of a property reserve fund, and how assessments are calculated and collected.
	Any ownership framework must anticipate family evolution. As families grow, geographies shift. Moreover, each family member and branch has differing liquidity, net worth, and income profiles. The individual health of family members varies and can change, which impacts their use. If ownership rules are static, it can cause family friction.

	Preparing the next 
	Preparing the next 
	Preparing the next 
	 
	generation: Engagement 
	 
	and capability building 

	 
	 

	Vacation homes provide an 
	Vacation homes provide an 
	opportunity for building rising 
	generation capability and 
	transition preparedness because 
	they are tangible, emotionally 
	meaningful, and require active 
	stewardship.

	Ways to engage rising 
	Ways to engage rising 
	generations: 

	•  Rotate maintenance or hosting 
	•  Rotate maintenance or hosting 
	responsibilities 

	•  Invite them to join a Property 
	•  Invite them to join a Property 
	Committee 

	•  Include them in budgeting 
	•  Include them in budgeting 
	discussions 

	•  Encourage them to present 
	•  Encourage them to present 
	improvement proposals 

	•  Host annual family retreats with 
	•  Host annual family retreats with 
	structured governance sessions 

	Rising generations who 
	Rising generations who 
	participate early tend to honor 
	the home’s legacy more deeply.
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	1
	  For a full discussion, see our publication from the UBS Advanced Planning Group, 
	Family vacation homes.


	Operational management model 
	Operational management model 
	Operational management model 

	 
	 

	Operational management is the execution 
	Operational management is the execution 
	mechanism across all design pillars. There 
	are a few potential management models, 
	including: 

	•  Self-management - This can be a heavy lift 
	•  Self-management - This can be a heavy lift 
	for a family, since someone must be the 
	point of contact with the family and the 
	residence may be geographically distant.

	•  Professional management - Can be costly 
	•  Professional management - Can be costly 
	but is often necessary.

	•  Hybrid model - Professional management 
	•  Hybrid model - Professional management 
	that is overseen and coordinated by the 
	family office.

	•  Family office integration - Would include 
	•  Family office integration - Would include 
	payroll for residential staff, accounting, 
	management of vendor contacts, 
	coordination and facilitation of cost-
	sharing and ownership transitions.

	Please see 
	Please see 
	Modern household management
	 
	by Jacco de Bruijn, 2024 Q1 UBS Family 
	Office Quarterly.
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	Story
	Client story
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	When vacation homes become 
	When vacation homes become 
	 
	high-demand family assets


	As families grow across generations, vacation homes often 
	As families grow across generations, vacation homes often 
	As families grow across generations, vacation homes often 
	transition from places of sentimental gatherings to places 
	where evolving identities, preferences and life stages converge. 
	In our work with multigenerational families, we frequently 
	see how beloved properties become flashpoints for 
	tension, not because of conflict in the traditional sense, but 
	because of unspoken expectations and shifting dynamics. 

	Recently, a multigenerational family illustrated this pattern 
	Recently, a multigenerational family illustrated this pattern 
	in a particularly clear way. With four generations and three 
	branches, the family owns several vacation homes acquired 
	over decades. Yet one newly built property featuring ski 
	access, private bedroom suites, dual entertainment floors, 
	and proximity to restaurants quickly became the most 
	sought-after destination. What once operated on a casual, 
	trust-based understanding of “we’ll work it out” could no 
	longer meet the needs of ten adult cousins, each with 
	emerging identities, independent social circles, and varying 
	levels of flexibility in their schedules. 

	What unfolded reflects a broader truth across many 
	What unfolded reflects a broader truth across many 
	enterprising families: As families expand and wealth 
	increases, informal systems eventually meet their limits. 
	Governance becomes not only helpful, but necessary. 

	Facilitated conversations lead to positive outcomes
	Facilitated conversations lead to positive outcomes

	Recognizing rising tensions across branches regarding 
	Recognizing rising tensions across branches regarding 
	access to this particular home, the family engaged in a 
	structured, facilitated conversation. By engaging in 
	structured dialogue, the family discovered that the tension 
	was not merely about dates on a calendar. It was about 
	identity, autonomy, and a desire for fairness. 

	Shared understanding laid the groundwork for constructive 
	Shared understanding laid the groundwork for constructive 
	solutions. The family collaboratively established a reservation 
	calendar, aligned on priority windows, and formalized 
	usage expectations.

	What stands out most is not the process itself, 
	What stands out most is not the process itself, 
	 
	but the outcome: With structure and compassionate 
	communication, the family transformed a point of friction 
	into the basis for unity. 

	This example underscores a core principle in family 
	This example underscores a core principle in family 
	governance: when high-demand shared assets meet the 
	developmental realities of rising generations, clarity, 
	fairness, and shared voices are essential. Vacation homes 
	are more than physical structures—they are emotional 
	touchstones, identity-shaping spaces, and, for many 
	families, the backdrop of their most meaningful 
	intergenerational memories. When managed with 
	intention, they can continue to bring families together 
	rather than pull them apart. 
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	Summary
	Summary
	A family vacation residence can be a shared space where the family can come together, reminisce about old memories, and also create new memories. Yet, to ensure it is a space that can create memories, current and future realities must be taken into consideration. This includes a growing and evolving family, finite space and time, costs, ownership and the option to continue or not. 

	The client story presented is provided as an illustration and may not be 
	The client story presented is provided as an illustration and may not be 
	The client story presented is provided as an illustration and may not be 
	representative of the experience of other clients. There is no guarantee of the 
	future success of any of the strategies discussed.
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	Every family office is shaped by a unique combination 
	Every family office is shaped by a unique combination 
	Every family office is shaped by a unique combination 
	 
	of family dynamics, wealth sources, investment 
	strategies, entity structures and personal preferences. 
	Over time, those factors give rise to accounting systems 
	that are just as unique and often far more complex than 
	anyone initially intended.

	Many family offices don’t set out to build sophisticated accounting infrastructures. They evolve organically. A new investment requires a new entity. Estate planning results in a new trust. A private fund structure is layered in for co-investments. Personal spending gets folded into the office financials for convenience. Each decision makes sense on its own. Collectively, they create an accounting environment where multiple “financial stories” exist at the same time.
	The most effective family offices recognize that there is no single correct accounting method. Instead, they intentionally design multiple accounting lenses that work together to support clarity, compliance and decision-making.
	In practice, that often means managing several distinct but interdependent types of accounting.
	Why many accounting methods, not just one
	At its core, accounting exists to answer questions. But not all questions are 
	the same.
	A family principal may want to know, “How much did we actually spend last year?” An investment committee may ask, “How is the portfolio performing relative to our targets?” A trustee may need to determine, “What can be distributed to beneficiaries?” A tax advisor is focused on, “What is taxable, and when?”
	No single accounting method can answer all of these questions well. Each accounting framework emphasizes different rules, timing and definitions of income, expense and value. Problems arise when family offices attempt to force everything into one system or one basis of accounting. Clarity emerges when each accounting type is understood for what it does well, and when reporting is designed around how end users actually make decisions.
	Foundational accounting methods every family needs
	Cash basis accounting: reflecting financial activity
	Cash basis accounting is often undervalued in sophisticated financial environments, yet it remains one of the most important lenses for families. Simply put, it tracks money when it actually moves. Cash in. Cash out.
	For personal spending, lifestyle analysis, and liquidity management, this view is often the most intuitive and the most honest. Families want to understand what they are spending, how much flexibility they have, and whether their lifestyle is sustainable relative to inflows. Cash basis accounting answers those questions directly.
	In many family offices, personal bank accounts and spending are included within the broader accounting function. In those cases, cash basis accounting often tells the clearest story. Accrual adjustments, non-cash expenses and timing differences that make sense for businesses can obscure reality when applied to personal finances.
	This does not make cash basis accounting “unsophisticated.” It makes it purpose-built.
	Income tax basis accounting: driven by compliance
	Income tax accounting exists to answer a very specific question: what is taxable, and when?
	Tax accounting follows rules that are driven by legislation, regulation and interpretation, not by the economic reality. Income may be recognized before or after cash is received. Expenses may be deferred, accelerated or disallowed entirely. From a decision-making standpoint, tax accounting can distort economic reality, but that distortion is the point. Its purpose is compliance, not storytelling.
	Every family needs the ability to translate economic activity into tax outcomes. That translation is critical for planning, estimating liabilities and avoiding surprises. Problems arise when tax accounting is mistaken for a holistic measure of performance or wealth creation. It answers, “What do we owe?” not “How did we do?”
	GAAP accounting: presenting the economic reality
	Generally Accepted Accounting Principles or GAAP accounting is designed to reflect economic activity over time. Revenues and expenses are matched to the periods in which they are earned or incurred, regardless of when cash moves.
	For families with operating businesses, complex investment structures or institutional counterparties, GAAP can provide valuable insight into long-term economic performance. It supports comparability, discipline and consistency.
	At the same time, GAAP can be deeply unintuitive for family members who are focused on cash flow and lifestyle. Non-cash depreciation, accrued expenses and timing differences can make results feel disconnected from reality. GAAP is powerful, but it is not always user-friendly. The key is understanding when it adds clarity and when it adds noise.
	Situational accounting methods driven by structure and strategy
	Beyond the foundational accounting methods, many family offices require additional accounting frameworks that are driven by legal structures and investment strategies.
	Trust accounting: rules, beneficiaries and constraints
	Trust accounting is governed by trust agreements and tax regulations. It often relies on definitions of income and principal that differ from both cash and GAAP concepts. These definitions directly affect what can be distributed to beneficiaries and when.
	This is an area where families are frequently surprised. A trust may appear to generate substantial economic value, yet distributable income may be limited by the governing documents. Trust accounting exists to enforce rules and protect interests, not to optimize outcomes. Understanding that distinction is essential for managing expectations and planning distributions.
	Partnership accounting: ownership and allocation
	Partnership accounting is driven by legal ownership structures and allocation rules. Income, loss and capital are allocated based on partnership agreements, not necessarily on cash distributions.
	As a result, a partner may be allocated taxable income without receiving cash, or may receive distributions that do not correspond neatly to reported earnings. Partnership accounting answers the question, “Who owns what, and how are results allocated?” It does not answer, “Who got paid?” Confusing the two is a common source of frustration.
	Fund accounting: institutional rigor within a family ecosystem
	Families that sponsor or invest in private funds introduce another layer of complexity. Fund accounting requires precise tracking of capital commitments, capital calls, distributions and performance metrics such as Internal Rate of Return (IRR).
	 

	This framework brings institutional rigor into the family office environment. While it enhances transparency and comparability, it can also feel heavy relative to the rest of the family’s financial reporting. The challenge is integrating fund-level precision without overwhelming end users who may be more focused on broader outcomes.
	Portfolio accounting: performance and investment decisions
	Portfolio accounting focuses on investments rather than entities. It tracks asset allocation, performance, risk and exposure across accounts and structures.
	For many families, this is the most visible and emotionally resonant reporting. It answers questions about how investments are performing and whether the strategy is working. However, strong portfolio performance does not necessarily translate into positive cash flow, favorable tax outcomes or distributable income. Portfolio accounting is a critical lens, but it tells only one part of the story.
	How these accounting methods fit together and where they clash
	Each accounting type serves a different audience, purpose and time horizon. Cash basis speaks to lifestyle and liquidity. Tax accounting addresses compliance. GAAP reflects economic activity. Trust, partnership and fund accounting enforce legal and structural rules. Portfolio accounting informs investment decisions.
	Misalignment between these views is normal. Confusion arises when that misalignment is not acknowledged or explained. The most effective family offices design reporting that makes these differences explicit, translating data into insight rather than forcing false consistency.
	A maturity model for family office accounting
	Accounting needs evolve as families grow. Early-stage families, often in the $100 million to $250 million range, typically prioritize clarity over sophistication. Cash basis and tax reporting may be sufficient, provided they are clean, timely and well-explained.
	As families professionalize, often between $250 million and $500 million, GAAP (or accrual basis) accounting emerges. Internal accounting staff are added. Systems become more formal. This is often the stage where complexity accelerates faster than integration.
	Highly complex families, often with $1 billion or more, operate across all seven accounting methods. Legacy systems coexist. Multiple data sources feed reporting. At this level, complexity itself is not the problem. Unintentional complexity is.
	Designing accounting with intention
	Effective accounting infrastructure is not just about systems. It requires aligning people, data, processes and reporting around how information is actually used.
	Clear ownership of each accounting framework matters. No single system does everything well, and that is acceptable. What matters is intentional integration and thoughtful reporting that helps families understand what happened and make better decisions going forward.
	Clarity creates confidence
	When accounting is intentionally designed around purpose and end users, it becomes a strategic asset rather than a back-office burden. Clarity builds confidence. Confidence supports better decisions. And over time, those decisions shape outcomes that matter far more than any single set of financial statements.
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	Direct indexing has rapidly become the strategy of choice 
	Direct indexing has rapidly become the strategy of choice 
	Direct indexing has rapidly become the strategy of choice 
	for UHNW investors, bringing together the best of both 
	worlds: passive investing while generating tax alpha, i.e., 
	building better beta. We also know that tax-conscious 
	investing becomes even more important with greater 
	levels of wealth. We have evolved from long-only 
	strategies to more personalized tax management and are 
	now entering the next generation of direct indexing: a 
	levered long/short tax-aware strategy that provides 
	structurally better access to both pre-tax excess returns 
	 
	of a benchmark and tax-loss realization opportunities, 
	compared to long-only strategies. 

	To highlight the growth in this space, 2021 saw several highly visible acquisitions: Franklin bought O’Shaughnessy, Vanguard bought JustInvest and PGIM bought Green Harvest—these following the acquisition in 2020 of Parametric by Morgan Stanley and Aperio by BlackRock. It’s been estimated that by 2025, direct indexing will have $1.5 trillion in assets. (Source: Oliver Wyman.)
	Tax-loss harvesting evolution prepares the way 
	Tax-loss harvesting has evolved from taking losses at year’s end to harvesting losses throughout the year to provide overall better returns. This is supported by what I consider to be the seminal article on tax-loss harvesting by Robert Arnott based on his research at First Quadrant. This research was furthered by Robert at Research Affiliates, as well as by Andrew Lo at MIT and Nather Sosner at AQR.
	As we’ve seen, long-only tax-loss harvesting strategies provide broad market exposure with a low tracking error. The long-only portfolio tax benefits tend to accrue in down markets or during volatile periods. More importantly, the tax benefits will decline to zero after a few years as the portfolio will only have gains—an enviable problem. 
	A levered approach enters the scene
	The levered long-short strategy offers the same ability to have broad market exposure with the potential for pre-tax outperformance, net of fees. The tax benefits of the strategy will accrue in all market environments, given the larger gross position of long and short positions, and may continue in perpetuity. While the strategy is expected to generate net capital losses, these are incidental to, rather than determined by, the investment decision. The principal purpose is to improve long-term investment out
	The levered approach provides better access to pre-tax excess returns and tax-loss realization opportunities than long-only direct indexing. It allows for leverage using both long and short positions intended to deliver higher pre-tax profits and the potential for realizing larger, more persistent net capital losses compared to direct indexing—while maintaining a customizable tracking error to a desired benchmark. Additionally, the strategy introduces a long/short equity extension that expands investment br
	 
	 

	Direct investing 3.0 takes the lead
	The strategy’s approach is grounded in legitimate, commercially valuable investment objectives independent of tax considerations, and supports broader strategic priorities around diversification, risk management, and asset-allocation execution. Hence we term the strategy, direct indexing 3.0. The goal of this strategy is to build a better strategic asset allocation as part of a total portfolio approach. 
	Many of the managers offering this strategy use a multi-factor long/short process that provides a positive expected return independent of market direction and materially increases the breadth of the investor’s equity exposure. The long-short overlay reduces reliance on a small number of positions in the portfolio and adds exposures otherwise unavailable within most investors’ taxable accounts.
	This strategy is now available for sophisticated, institutional-level Qualified Institutional Buyers (QIBs), as well as Investment Family Office (IFO) investors and qualified purchasers. The strategy can be accessed through a separately managed account (SMA), an LLC structured as a fund of one investor, or a pooled vehicle. At UBS, we prefer the SMA structure, as it allows for harvesting losses greater than contributed capital, satisfying the IRS’ at risk rules, whereas the pooled vehicle limits losses to t
	 

	Why consider a levered long-short strategy
	The levered long-short strategy approach has three distinct advantages over typical tax-aware strategies such as direct indexing:
	 
	 

	1. Pre-tax returns: The levered long-short strategy is designed to potentially outperform a benchmark net of fees driven by an improved market factor approach, unlike traditional tax-loss harvesting strategies (which often underperform after fees)
	2.  Tax efficiency: The levered long-short strategy allows short positions to express bearish views on stocks that have the potential to improve pre-tax alpha while also providing opportunities for net loss realization
	3.  Customization: The strategy can be customized to fit different investment objectives, including a choice of benchmark, beta, tracking error and funding choice (cash, diversified equities, ETFs, concentrated positions, and/or treasuries)
	A range of applications
	The levered long-short strategy’s pre-tax return-driven investment approach can be used to address a wide range of investing needs (different benchmarks, levels of active risk, etc.) and could be of particular interest to investors with:
	 

	Concentrated stock: Becoming wealthy from holding a single stock is rare. Preserving wealth that way is even rarer. Among many other possible funding sources, the strategy can be funded with concentrated low-basis stocks that may allow an investor to: 
	•  De-risk concentrated stock into a diversified portfolio through a highly tax-efficient process
	•  Immediately create a long-short equity portfolio that aims to outperform the benchmark over time 
	•  Realize ongoing net capital losses after the stock has been diversified 
	Sale of business: The sale of a business can lead to many questions: How can I put my new liquidity to work? How can I compound my wealth tax-efficiently over time? The strategy is designed to help investors build a well-diversified portfolio quickly and tax-efficiently, with the potential to compound wealth over time. The strategy tax-aware trading decisions are expected to outperform the benchmark over time and to realize a meaningful amount of net capital losses, particularly in the first year(s), which 
	 
	Reinvigorate a frozen portfolio: While direct indexing can be used to compound wealth tax efficiently, the tax benefits in many strategies have the tendency to erode over time. The strategy allows you to use securities in an existing direct indexing account as a funding source, so you can introduce potential pre-tax alpha and reinvigorate its ability to realize capital losses.
	Conclusion
	We believe the leveraged approach is a transformational process with the potential to improve overall tax-efficient returns while allowing for more wealth creation over a long investment horizon.
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	Consider the math of a typical family office: eight 
	Consider the math of a typical family office: eight 
	Consider the math of a typical family office: eight 
	professionals managing $1.1 billion in assets, overseeing 
	 
	a portfolio that spans private equity, real estate, public 
	markets and direct investments. Each person handles 
	responsibilities that would be distributed across entire 
	departments at an institutional asset manager. There is no 
	redundancy. No backup. Every hire carries the weight of 
	an entire function.

	This is what I call the talent-dense paradox: the smaller the team, the higher the stakes for every hiring decision. Nowhere is this more pronounced than in AI adoption.
	 
	 

	The irony is striking. Many family office principals have made fortunes from technological disruption—some have invested heavily in AI companies. They understand the potential and want to implement AI. That sophistication is now a vulnerability: they can envision what these tools should do for their operations, but lack the internal talent to evaluate whether their teams can actually implement them safely.
	 

	According to the UBS Global Family Office Report 2025, family offices manage an average of $1.1 billion with lean teams, concentrating operational risk. Deloitte's 2025 Global Human Capital Trends report found that 66% of managers and executives say recent hires were not fully prepared for their roles, with lack of experience being the most common failing. For family offices, it's worse.
	The new competency gap
	The talent challenge facing family offices isn't simply about finding people who can use AI tools productively. Most professionals can prompt ChatGPT. The real gap is between AI literacy and AI fluency—the difference between using technology and understanding how to safely implement and govern it.
	AI-literate professionals can use chatbots for search and generative tools for drafting. AI-fluent professionals understand how to prompt, where data should live, what can be exposed to a large language model (LLM) and where systems fail or hallucinate. In talent-dense organizations, you need the latter.
	 

	The Cisco 2025 Data Privacy Benchmark Study found that while 63% of professionals now describe themselves as very familiar with generative AI, nearly half admit to inputting personal employee data or non-public company information into these tools. Familiarity without judgment creates liability. In a family office context, where a single employee might handle lifestyle accounting, deal flow and portfolio analysis, the exposure compounds rapidly.
	Consider the institutional contrast. At Goldman Sachs, a mediocre analyst is absorbed by the system—there are layers of review, compliance protocols and redundant expertise. At a six-person family office, a mediocre hire is the system. No institutional knowledge. No one to catch mistakes. The margin for error approaches zero.
	Redefining the hiring criteria
	While the institutionalization of family offices over the past decade has increased pedigree screening—the right schools, the right banks, the right funds—the reality is that many family offices still fill positions with people from a principal's operating business, friends of the family, and other less traditional hires where trust outweighs credentials. Both now face the same challenge: can this person adapt, modernize workflows and stay alert to threats?
	The screening challenge is acute. Candidates present confidence; principals need to evaluate judgment and self-awareness. The test I recommend: ask candidates to explain a workflow they've automated using AI. Sometimes a candidate who admits they haven't done that yet is more valuable than one reciting an answer they got from ChatGPT in the waiting room. You want honesty about limitations and genuine curiosity about what's next. Optimists adapt. Skeptics become bottlenecks.
	 

	This diagnostic separates the truly fluent from the enthusiastic users. It also reveals a difficult truth: the talent pool meeting this standard is extraordinarily thin. McKinsey's State of AI 2025 report found that while 88% of organizations now use AI regularly, only one-third have begun scaling these initiatives enterprise-wide. The bottleneck isn't technology—it's human capital capable of implementing it responsibly.
	For family offices, this creates both a challenge and an opportunity. The challenge is obvious: competing for scarce talent against larger, big-name institutions. The opportunity: permanent capital, long horizons, no bureaucracy and the resources to build world-class systems. This may be especially attractive to elder millennials—a cohort that Katelin Holloway, Partner at Seven Seven Six, describes as experiencing “a generational life stage colliding with a technological inflection point.” Many are question
	Organizational design for a new era
	Beyond individual hires, family offices must reconsider their org chart. The generalist model breaks when “whatever arises” includes vendor diligence, data governance, and cyber defense.
	The families getting this right are treating technology competency as a core function, not a peripheral skill. This doesn't mean hiring a full-time CTO or CISO—though I have placed multiple positions. More often, it means having one senior person with real technical fluency and external relationships that provide expertise on demand.
	The Cisco study offers an encouraging data point: 96% of organizations report that investments in data governance deliver returns exceeding their costs, with a median ROI of 1.6x. Benefits extend beyond compliance to include operational efficiency, reduced friction in transactions and—critically for talent-dense organizations—enhanced ability to attract sophisticated professionals. Top candidates evaluate employers on tech maturity. A family office that can't explain its approach signals risk.
	Fractional arrangements have emerged as a practical solution. Virtual CISOs, outsourced compliance functions and specialized consultants can provide institutional-grade expertise without the overhead of full-time hires. But they only work if someone inside can execute. Technical competency and operational responsibility now converge. That's the new baseline.
	The development imperative
	You can't only hire your way out of this. Development becomes essential—but traditional models don't work.
	Deloitte's research identifies this tension directly: learning and development was cited as the talent process most in need of reinvention due to technology-related disruption. The report emphasizes that organizations must move beyond skill-building in isolation toward “developing judgment and adaptability”—precisely what technology governance requires.
	For family offices, this means creating structured opportunities for team members to develop technical fluency through practical exposure: participating in vendor evaluations, reviewing data governance frameworks, understanding the security implications of specific tools. The goal isn't making everyone a technologist. It's ensuring anyone who touches sensitive data understands the systems.
	McKinsey's research reinforces this approach. Organizations capturing the greatest value from new technologies are nearly three times more likely to have fundamentally redesigned their workflows and to demonstrate strong leadership commitment to implementation. Technical fluency must be championed from the top, modeled by leadership and embedded in how work actually gets done.
	The path forward
	The challenges are real. Start with an honest assessment.
	1.  Audit your team against the technical fluency standard—not whether they can use tools, but whether they understand the systems those tools create. Identify gaps without judgment—they're everywhere.
	2.  Revise hiring criteria to prioritize systems thinking alongside traditional markers of capability. Build interview protocols that surface genuine understanding rather than confident familiarity.
	3.  Invest in developing existing talent. Create pathways for team members to build fluency through structured exposure to governance decisions, vendor evaluations and security considerations.
	4.  Design organizational structures that concentrate technological competency while distributing awareness. Not everyone needs to be an expert, but everyone needs to recognize when expertise is required.
	In my view, the families that treat human capital strategy as inseparable from technology strategy will build teams capable of capturing efficiency gains while managing emerging risks. Those that don't will explain preventable failures to principals who know better.
	 

	In talent-dense organizations, there is no margin for getting this wrong.
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	Our podcast explores how families and family offices 
	Our podcast explores how families and family offices 
	Our podcast explores how families and family offices 
	today are navigating change—including the transfer of 
	$124 trillion over the next decades. Key are building 
	flexible structures, responding to needs as they evolve, 
	and keeping open lines of communication.

	Highlights:
	•  Families are in motion, adapting and changing. Family offices need to adapt along with the families they serve. 
	•  Key to helping families evolve is focusing on the user experience and responding to the family and how they may be looking to adapt and try something new.
	•  It is also important for family offices to help families think through future needs. Today they may have a few family investors, but that number will grow. How are the structures being put in place today able to be flexible and adapt to future needs?
	•  As both families and the family offices that serve them adapt to change, open communication is increasingly important. This is also important for the family itself as it navigates transitions from one generation to the next.
	•  Families and family offices need to meet and collaborate; family offices need input from the family, and the family needs the guidance and support of the family office. 
	John: The estimated 124 trillion dollars expected to shift across generations over the next 25 years creates both opportunity and complexities for families and their family offices. We’re here today to talk about families in motion, how they're evolving and adapting, and how this intersects with the family office. When you meet with family offices anticipating significant change, what do you advise they focus on as they enter this transition period? 
	*

	Mark: You hit the nail on the head: families in motion, families adapting. And as a family office executive or a family office employee, you have to focus on the user experience. You can't just provide that accounting back-office infrastructure. You may have great performance over the years—and that matters, of course—but what also matters is user experience. What do I mean by that? If you've got a next generation family member who comes to you and says, “Hey, I've got this private investment or direct inve
	 

	The other one is frankly more practical: structural rigidity. When the founders were making the decisions, there was one single portfolio. It's easy to deploy. You've got one sub doc. You've got one wire. But what is in that partnership is usually three, four or five—maybe a dozen trusts and family investors. That’s like saying, “Everybody's got the same portfolio and we've got to make decisions together.” And family office capital isn't a monolith. You’ve got different risk profiles, timelines. Obviously d
	John: Over the last 15 years, we've seen enormous wealth creation, and more family members involved in the family office. We're seeing many families at a major inflection point. As younger generations assume leadership positions within the family office, they have expectations around more technology, deeper AI integration, deeper commitment to impact in philanthropy and more progressive investment philosophies, with all these new investment classes out there. What are key priorities for these families, and 
	Mark: Yes, families are changing themselves. So the family office has to be adapting to the family as it's navigating change. If you're a family office employee or if you're a family—I always call it family office island, right? You know your island really well and you're trying to adapt to this change yourself, both the family and also as an employee. But you've only seen that family member, or you've only seen that family office. The benefit here is that we've seen hundreds of family offices and can share
	 

	The other side is structural. We look at how you are setting up these structures and how you are evolving them so they can be flexible. If you're coming to us with this inflexible kind of structure, we look at how we can break it down and reconstruct it for you so it can be more flexible. So those are a couple of ways. 
	John: Yes, I think it's those insights and those perspectives that we can bring to the table because we see so many families. I'm thinking about recent client conversations about more and more people being involved in the family, usually the next generation. And it's how we communicate, as you said earlier. What we’re both seeing as we have these discussions is that these generational preferences often diverge. And it’s not good or bad—they just diverge. For example, dad always did X, but the other members 
	Mark: Again, it's navigating change. It's evolving and adapting. What worked for dad worked for dad, and by the way, change often isn't wholesale, right? It's typically incremental. But I'll use one example. A family goes to hire their next family office executive. What does that process look like? The way not for it to look is that dad interviews the person or maybe dad and mom, and then they announce, “This is who is going to lead it.” It should be more of a collaborative effort—to have conversations acro
	John: As we see the evolution of family offices and the maturity of family offices, we sometimes see some tension, right? In your experience, which aspects most commonly trigger family tensions? And how can a family office proactively address those challenges before a leadership transition occurs as we think out in the future? 
	Mark: Yes, to your point, it’s important to think into the future. So where are we going to be in five years or in ten years? What does that look like? How might we change and how do we meet that change? Sometimes what is expedient and easy and simple today, can become far more complex in the future. And specifically, I'll just focus on the investment structure. When you're setting it up and thinking through, okay, this family today is six family members but in ten years, it might be 12 or 14. So how do you
	John: The beginning of the year is a great time to start thinking about the structure of your family office and what are your plans as you as you look to the future. We’ve covered a lot of things here—communication, thinking forward, being flexible, being adaptive, which seems simple, right? But it's really not. Anytime you run a big organization, those things can be difficult to achieve. I'd like to end with one final question. As you consult with family offices of all different sizes and shapes, what are 
	Mark: Your earlier podcast was with Ulrike Hoffmann-Burchardi, Chief Investment Officer Americas. Ulrike talks about strategy before structure. So that is one thing to think about when you're setting up your family office. What is your strategy for adapting and evolving that family? Your strategy should be helping the family adapt and evolve, so don't set up a structure where it's going to be very complex and challenging to adapt. 
	The other one is, frankly, be patient. The family is trying to adapt and evolve. You have to meet in the middle and actually figure it out together. The family office employees are not going to go and set up everything up and say, here's what we did. They need insight and information from that family. It often comes down to trade offs, right? There's no family office in a box, unfortunately, for better or worse. You have to think about the strategies for the family and then set up that structure. So those a
	John: Yes, it seems quite simple but is probably one of the most difficult things to start implementing in a family. But opening discussion and communication is always a winner, as we know from working with our clients. Thank you, Mark, for your time and insights. We talk a lot around here about personalization, specialization, and customization as we work with our clients. And the specialization comes from people like you who bring a high level of incredibly focused specialization to what you do. So thank 
	Mark: Thank you for the discussion.
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