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Watching the “Sunset”

What to Do Before the Tax Cuts and Jobs Act Provisions Expire

The entire tax landscape is uncertain given the Biden administration’s tax proposals and the 2024 elections.

The primary reason for the uncertainty relates back to the Tax Cuts and Jobs Act (TCJA) which made sweeping
changes to the tax provisions applicable to both individuals and businesses. While most of the TCJA business tax
provisions were made permanent, many of the changes affecting individuals are set to expire in 2026 and revert
back to the law as it existed prior to 2018.

Many individuals may be surprised by increased tax liabilities resulting from the “sunset.” Here we will discuss
the two big categories of “sunset” changes to be aware of — various income tax changes and the decrease in
the estate, gift and generation skipping exemption. The chart below summarizes the law as it exists in 2024
and, assuming Congress does not intervene in the meantime, the changes that will have the greatest impact on
individuals in 2026. Now is the time to think about the implications of the expiring tax cuts and begin reviewing
your estate and income tax planning.

TCJA Sunset Provisions
Provision Current Law - 2024 2026 Law after “Sunset”
Income tax rates 7 brackets: 10%, 12%, 22%, 24%, 32%, 35% 7 brackets: 10%, 15%, 25%, 28%, 33%, 35%
and 37%. Reduced statutory tax rates at and 39.6%. Individual tax rates revert to their
almost all levels of taxable income and shifted 2017 amounts, indexed for inflation. Maximum
the thresholds for several income tax brackets. 39.6% bracket reached at much lower taxable

income threshold.

Long-term capital Decoupled the income threshold for taxes on Long-term capital gains and qualified

gains and qualified long-term capital gains and qualified dividends dividends no longer decoupled from the

dividends from the ordinary income tax brackets. 0%, ordinary income tax brackets. 0%, 15% and
15% and 20% rate tied to taxable income. 20% rates tied to tax bracket.

Benefitted higher income taxpayers.

Standard deduction $14,600 for single taxpayers, $29,200 for those Reduced to less than half of the 2024 amount.
married filing jointly. (2024 amounts). Prior to the TCJA the standard deduction was
$6,350 for singles, $12,700 for married filing
jointly. The standard deduction amount is
adjusted for inflation.

State and local Capped at a maximum of $10,000 for both Cap removed. The deduction will phase-out at
income tax (SALT) single and married filing jointly taxpayers. higher income levels due to the revival of the
deduction - real “Pease” limitation on itemized deductions. See
estate, personal the “Pease” limitation below. The elimination of
property and state the SALT limitation will expose more taxpayers
income tax. to the AMT.
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Mortgage interest
deduction

Miscellaneous item-
ized deductions

Personal and
dependent
exemptions

“Pease” limitation

Child tax credit

Alternative minimum
tax (AMT)

Income tax charitable
deduction

Casualty losses

Section 199A
Qualified Business
Income (QBI)
deduction

Estate, gift and
generation-skipping
transfer tax
exemption

Limited to interest on $750,000 of “acquisition
indebtedness,” i.e., debt incurred to buy,
construct or substantially improve a primary or
secondary residence. No deduction for “home
equity” indebtedness.

Not allowed.

Not allowed.

Not applicable.

$2,000 per qualifying child (under age 17), $500
for other dependents. Phase-out beginning

at $200,000 for single taxpayers, $400,000 for
those married filing jointly (not indexed for
inflation). Must provide child’s social security
number to qualify for the $2,000 credit.

Increased exemption - $85,700 for single tax-
payers, $133,300 for those married filing jointly.
Exemption phased-out begins at higher income
levels — $609,350 for singles, $1,218,700 for
married filing jointly. (2024 amounts).

Gifts of cash to public charities deductible up
to 60% of adjusted gross income (AGI).

Deductible only if a presidentially declared
disaster.

20% deduction for pass-through business
income subject to limitations.

$13,610,000 (2024 amount), indexed annually
for inflation.

Limited to interest on $1 million of “acquisition
indebtedness,” (debt incurred to buy, construct
or substantially improve a primary or secondary
residence) plus interest on $100,000 of “home
equity” indebtedness.

Deductible on amount in excess of 2% of
adjusted gross income (AGI).

$4,050 (2017 amount) per taxpayer and
qualified dependent prior to TCJA, adjusted
for inflation. Exemptions phase-out at higher
income levels.

“Pease” limitation on itemized deductions
restored. Itemized deductions reduced by
3% of adjusted gross income in excess of
an annual inflation adjusted threshold with
a maximum reduction of 80% of itemized
deductions.

Reduced. Prior to the TCJA, $1,000 per
qualifying child (under age 17). Income
phase-out beginning at $75,000 for single
taxpayers, $110,000 for those married filing
jointly (not indexed for inflation). The credit for
dependents who are not a qualifying child is
eliminated. No requirement to provide child’s
social security number.

AMT exemption reduced. Coupled with the
sunset of the SALT limitation, will expose more
taxpayers to the AMT.

Gifts of cash to public charities revert to the
50% of AGI limitation.

Deductible even if not a presidentially declared
disaster.

Section 199A QBI deduction eliminated.

$5 million, indexed for post-2011 inflation.
Projected to be approximately $7.2 million.
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Individual Income Tax Changes

Income Tax Rates. Current law has seven income tax brackets. The same is true for the post-2025 brackets.
However, the brackets and the income thresholds for each bracket will change. For example, the maximum
individual income tax bracket for ordinary income will increase from 37% to 39.6%. Also, taxpayers will reach
the maximum 39.6% bracket at a lower income threshold, thereby increasing income taxes paid. Taxpayers may
want to consider accelerating income into tax years 2024 to 2025 to avoid the anticipated increase in income
taxes. In addition, deferring deductions until post-2025 may result in additional income tax savings.

Those with a traditional IRA may want to consider converting to a Roth IRA, thereby ideally paying income taxes
on the conversion at a lower rate than would be the case if the conversion is done after 2025. Funds in a Roth IRA
continue growing tax-free. Roth IRAs generally have no required minimum distributions and withdrawals are tax
exempt once the owner reaches age 59% and the account is at least five years old.

Long-Term Capital Gains and Qualified Dividends. While the favorable 0%, 15% and 20% rate on long-term
capital gains and qualified dividend has not changed, the income thresholds for reaching those rates are
scheduled to change. Although the tax difference may not be substantial, taxpayers should review the income
threshold for each rate to avoid inadvertently having long-term capital gains and qualified dividends taxed at an
unanticipated higher rate. It may be advisable to harvest capital gains by selling appreciated securities prior to
the expiration of the TCJA provisions in anticipation of higher tax rates. Since the wash sale rules only apply to
losses, not gains, you can maintain your position in the securities by repurchasing the same securities, resulting
in an increased cost basis to minimize future gains. Planning like this should be thoughtfully discussed with a
tax advisor to determine an appropriate strategy/best tax outcome given individual circumstances.

Standard Deduction. The TCJA nearly doubled the standard deduction resulting in a vast reduction in the
number of taxpayers who itemized their deductions. Beginning in 2026, the standard deduction will be reduced
by approximately half, meaning many more people will again be itemizing their deductions as opposed to taking
the standard deduction.

State and Local Income Tax (SALT) Limitation. The $10,000 cap on state and local income taxes will disappear
after 2025, allowing larger itemized deductions for state income and property taxes. However, the relief comes
with a hidden cost. Larger state income and property taxes means a greater chance taxpayers claiming the
deduction may be subject to the dreaded alternative minimum tax (AMT). Exposure to the AMT is exacerbated
by the decrease in the AMT exemption and the reduction of the income level at which the AMT exemption begins
to phase out. Being subject to the AMT will eliminate the benefit of a state income and property tax deduction.
Even if not subject to the AMT, the revival of the “Pease” limitation (discussed below) may reduce the benefit of
the state income and property tax deduction.

Mortgage Interest Deduction. There is good news for homebuyers. The amount of interest that qualifies as an
itemized deduction will increase after 2025. The debt limit for “acquisition indebtedness” (debt incurred to buy,
construct or substantially improve a primary or secondary residence) for deductible interest will increase from
$750,000 to $1 million. In addition, interest on up to $100,000 of “home equity” debt will again be deductible as
an itemized deduction.

Miscellaneous Itemized Deductions. Beginning in 2025, miscellaneous itemized deductions, such as investment
management fees and tax preparation fees, will again be deductible. However, those deductions will only be
allowed to the extent the itemized deductions (excluding some itemized deductions such as investment interest
expenses) exceed two percent of your adjusted gross income (AGI). Thus, the good news is miscellaneous
itemized deduction will again be deductible. The bad news is the so-called two-percent floor, also returns.
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“Pease” Limitation on Itemized Deductions. The “Pease” limitation is restored, throwing some cold water on the
deductibility of itemized deductions for high income taxpayers. The limitation reduces itemized deductions by
three percent of AGl in excess of an annually inflation adjusted threshold. This is often referred to as the “three
percent haircut” on itemized deductions. The reduction is capped at a maximum of 80% of a taxpayer’s itemized
deductions, so at least some amount of itemized deductions are spared. This limitation will affect high-income
taxpayers almost exclusively.

Alternative Minimum Tax (AMT). The sunset of the TCJA provision will force more taxpayers to pay the AMT.
The AMT exemption is drastically reduced as is the income threshold for the phase out of the reduced AMT
exemption. Large capital gains and the increased deductibility of state income and property taxes may subject
many to the dreaded AMT.

Personal and Dependent Exemptions. Beginning in 2026, the personal and dependency exemption will again
be allowed. However, high-income taxpayers will most likely not enjoy the benefit of these deductions as the
deduction will be phased out for higher income taxpayers.

Income Tax Charitable Deduction. The limit on cash gifts to a public charity will be reduced from 60% of AGI" to
50% of AGI, the limit that existed prior to the TCJA. Any excess over the 50% of AGI limit will continue to enjoy a
five-year carryover.

Casualty Losses. Currently, casualty losses are generally deductible only if the President declares it a federal
disaster. Beginning in 2026, casualty losses will again be deductible regardless of whether the President
declares it a federal disaster.

Business Provisions

Section 199A Qualified Business Income Deduction. The 20% deduction (subject to limitations not discussed
here) available to pass-through entities will be eliminated beginning in 2026. While the 21% corporate income
tax rate is permanent (absent subsequent Congressional action), in some cases partnerships, S-Corporations
and LLCs will be subjected to a higher rate of tax than their corporation counterparts. Taxpayers must weigh the
21% corporate tax rate along with the double taxation of corporate income against the higher tax rate applicable
to pass-through entities in choosing the form of business entity.

Estate, Gift and Generation Skipping Tax

Estate, Gift and Generation Skipping Tax Exemption. Much has been said and written about the pending
reduction of the estate, gift and generation skipping tax exemption. The current exemption, which is indexed
annually for inflation, is $13,610,000 per person in 2024. Beginning in 2026, the exemption will be $5 million
increased for post-2011 inflation, which is projected to be about $7.2 million. Taxpayers should consider

using part or all of the increased exemption before it is scheduled to be reduced. Based on IRS guidance and
conventional wisdom, use of the increased exemption will generally be respected by the IRS, even if the donor’s
death occurs after the exemption has been reduced, i.e., there will be no “clawback.”
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Planning considerations for using the increased exemption include outright gifts, gifts to spousal lifetime
access trust (SLATs), gifts to irrevocable grantor trusts as well as gifts to charitable split interest trusts
(charitable lead trusts and/or charitable remainder trusts). To avoid the many traps for the unwary, advanced
planning should include your team of advisors. For example, spousal split-gifts in an amount less than the
increased exemption are best avoided — instead have one spouse use their exemption so that after the reduction
of the exemption, the other spouse has their exemption remaining. For spouses that pass during the next couple
of years, portability elections made during the increased exemption period will not be affected by the decrease
in the exemption. The full exemption amount transferred to a surviving spouse will be available for their estate
after 2025.

Conclusion

Taxpayers should start thinking about the pending “sunset” of the changes made by the TCJA. Many will discover
that their income taxes will increase. Additionally, others may be subject to increased estate taxes. Planning now
in anticipation of the “sunset” may enable taxpayers to avoid having to pay additional tax to the government.

The one big caveat — there could be new tax legislation which may extend the current provisions, enactment of
overriding tax provisions or Congress does nothing at all. As always, we stand ready to assist clients in wading
through the changes and how those changes will affect your estate and investment planning.
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A donor’s income tax deduction is limited to a percentage of their “contribution base,” defined as the donor’s adjusted gross income (AGI) without regard to any net operating loss for the
year in question. For simplicity, the limit is referred herein as a percentage of the donor’s AGI.

This material is provided for illustrative/educational purposes only. This material is not intended to constitute legal, tax, investment or financial advice. Effort has been made to ensure
that the material presented herein is accurate at the time of publication. However, this material is not intended to be a full and exhaustive explanation of the law in any area or of all of the
tax, investment or financial options available. The information discussed herein may not be applicable to or appropriate for every investor and should be used only after consultation with
professionals who have reviewed your specific situation.
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owned subsidiary of The Bank of New York Mellon Corporation. This material is intended for Professional Clients only and no other person should act upon it. The Authorized Firm is regulated
by the Dubai Financial Services Authority and is located at Dubai International Financial Centre, The Exchange Building 5 North, Level 6, Room 601, P.0. Box 506723, Dubai, UAE. The Bank of
New York Mellon is supervised and regulated by the New York State Department of Financial Services and the Federal Reserve and authorized by the Prudential Regulation Authority. The
Bank of New York Mellon London Branch is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent

of our regulation by the Prudential Regulation Authority are available from us on request. The Bank of New York Mellon is incorporated with limited liability in the State of New York, USA.
Head Office: 240 Greenwich Street, New York, NY, 10286, USA. In the U.K. a number of the services associated with BNY Mellon Wealth Management’s Family Office Services— International
are provided through The Bank of New York Mellon, London Branch, One Canada Square, London, E14 5AL. The London Branch is registered in England and Wales with FC No. 005522 and
BR000818. Investment management services are offered through BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, One Canada Square, London E14 5AL, which is
registered in England No. 1118580 and is authorized and regulated by the Financial Conduct Authority. Offshore trust and administration services are through BNY Mellon Trust Company
(Cayman) Ltd. This document is issued in the U.K. by The Bank of New York Mellon. In the United States the information provided within this document is for use by professional investors.
This material is a financial promotion in the U.K. and EMEA. This material, and the statements contained herein, are not an offer or solicitation to buy or sell any products (including financial
products) or services or to participate in any particular strategy mentioned and should not be construed as such. BNY Mellon Fund Services (Ireland) Limited is regulated by the Central Bank
of Ireland BNY Mellon Investment Servicing (International) Limited is regulated by the Central Bank of Ireland.

Trademarks and logos belong to their respective owners.
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and is based on sources believed to be reliable but content accuracy is not guaranteed.
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