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In brief
What happened?

On July 4, President Donald J. Trump signed into law H.R. 1, the “One Big Beautiful Bill Act” (the Act).
The Act modifies and makes permanent many of the 2017 TCJA business, international, and individual
tax provisions that were set to change at the end of this year. H.R. 1 contains tax law changes with various
effective dates, including the Act’s July 4 date of enactment for some provisions.

Why is it relevant?

The Act includes provisions that could significantly impact high net worth individuals, family offices, and
family businesses. Despite the disagreement between the House and the Senate as it relates to the
$10,000 SALT cap, the final bill increases the cap on a temporary basis to $40,000, subject to an overall
phaseout for certain taxpayers. Other impactful provisions include making permanent the excess
business loss limitation for noncorporate taxpayers and the 20% pass-through business deduction under
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Section 199A, as well as the new expansion of the qualified small business stock exclusion and the
increase to the lifetime gift, estate, and GST exemption.

The Act also restores 100% bonus depreciation under Section 168(k), expensing for US-based research
under Section 174, and the EBITDA-based business interest expense limitation under Section 163(j).

The Act does not include provisions affecting the pass-through entity tax (PTET) deduction, carried
interest, credit unions’ tax-exempt status, cryptocurrency, or rate increases on high income taxpayers.

Action to consider

Now that the Act has been signed into law, high net worth individuals, families, and their advisors should
evaluate the potential effect of the tax law changes and consider any steps that might be beneficial to take
before or after the legislation’s various effective dates.

In detail

Individual tax provisions
State and local tax (SALT) deduction

The Act increases temporarily the current $10,000 limit on individual itemized deductions for state and
local taxes (the SALT cap) for tax years beginning after December 31, 2024 to $40,000 ($20,000 in the
case of a married individual filing a separate return). The SALT cap is reduced by 30% of the taxpayer’s
modified adjusted gross income over $500,000 ($250,000 in the case of a married individual filing
separately), but not below $10,000 ($5,000 in the case of a married individual filing separately). The
revised SALT cap and phase-out thresholds increase by 1% annually through tax year 2029. This increase
in the SALT cap is set to sunset after December 31, 2029, after which the SALT cap is set to revert to a
permanent $10,000 level.

The Act does not include any limitations or restrictions on the use of existing PTET structures, which,
pursuant to IRS guidance from Notice 2020-75, enable a pass-through entity (such as a partnership or S-
corporation) to elect to pay state tax at the entity level on the pass-through entity’s taxable income. The
state tax paid by the pass-through entity flows through as a deduction to the individual partner or
shareholder and converts what would otherwise be an itemized deduction (subject to the SALT cap) into
an above-the-line deduction without limitation. While both the House and the Senate had originally
proposed significant restrictions on the use of these PTET structures in earlier drafts of the legislation,
either by denying PTET benefits to certain pass-through entities or by imposing a separate SALT cap on
PTET deductions, these restrictions were ultimately not included in the final version of the Act.

Observation: The increase in the SALT cap offers no incremental tax benefit to taxpayers whose
modified adjusted gross income exceeds the phaseout thresholds. However, because the Act did not
impose any limitations on PTET, taxpayers may continue to obtain SALT cap relief by participating in
such structures.

Observation: Because the SALT cap was originally set to expire on December 31, 2025, PTET regimes
in several states are scheduled to sunset at the end of the year. To ensure taxpayers can continue
benefiting from PTET elections, it may be necessary for state legislators to extend the PTET provisions.
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Individual tax rates

The TCJA temporarily decreased the top income tax rate to 37% for individuals, estates, and trusts, and
modified the income tax brackets so that the top rate did not begin to apply until taxpayers met much
higher income thresholds. The top income tax rate was scheduled to increase from 37% to 39.6% and
apply to taxpayers at lower income levels at the end of 2025. For example, married taxpayers filing jointly
are currently subject to the top income tax rate of 37% once their income exceeds $751,600 in 2025. If
the TCJA provisions had expired, then married taxpayers filing jointly could have been subject to the top
income tax rate of 39.6% once their income exceeded $611,750. The income tax brackets are indexed for
inflation annually using a cost-of-living adjustment.

The Act makes the income tax rates and brackets established by the TCJA permanent. In addition, the
Act allows all brackets to continue to be indexed for inflation, including an additional year of inflation
adjustments for the 10% and 12% brackets. These changes are effective for tax years beginning after
December 31, 2025.

Observation: There had been discussion of introducing a new 39.6% tax rate for high-income
taxpayers. The Act does not, however, include any increase to the top marginal income tax rate for
individuals.

Alternative minimum tax (AMT) exemption and phase-out thresholds

The AMT is a parallel tax system designed to ensure that high-income individuals and corporations pay
at least a minimum amount of tax. Under the AMT, taxpayers are effectively required to calculate their
tax liability twice, first under the regular tax rules, and second under the AMT rules. If the AMT liability
(referred to as the “tentative minimum tax”) exceeds the taxpayer’s regular income tax liability, then the
taxpayer must pay the higher amount. The AMT has its own set of rules for deductions and credits, which
are more limited than those under the regular tax system.

The AMT tax liability is calculated using a three-step process. First, the taxpayer calculates alternative
minimum taxable income. Second, the taxpayer’s alternative minimum taxable income is compared to
the statutory exemption amount. For 2025, the exemption amounts are $137,000 for taxpayers filing a
joint return, $68,500 for married individuals filing a separate return, $88,100 for all other individual
taxpayers, and $30,700 in the case of an estate or trust. These exemption amounts are phased out once
the taxpayer’s income exceeds certain thresholds. Finally, to the extent the taxpayer’s alternative
minimum taxable income exceeds the allowable exemption amount (the “taxable excess”), the taxpayer
calculates the AMT liability based on the sum of (1) 26% of the taxable excess less than $239,100
($119,550 in the case of a married individual filing a separate return), plus (2) 28% of the remaining
taxable excess.

The TCJA increased both the AMT exemption amounts and the phase-out thresholds for tax years 2018
through 2025. The increase in the exemption amounts and phase-out thresholds, coupled with the
$10,000 SALT cap and disallowance of miscellaneous itemized deductions (among other items),
generally led to fewer taxpayers being subject to AMT.

The Act permanently extends the increased AMT exemption amounts. However, it also reverts the
exemption phaseout thresholds to 2018 levels of $1,000,000 for taxpayers filing a joint return
($500,000 for married individuals filing a separate return) for tax years beginning after December 31,
2025, compared to 2025 thresholds of $1,252,700 for taxpayers filing a joint return ($626,350 for
married individuals filing a separate return). The exemption phaseout thresholds are indexed for
inflation.
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The Act also increases the phaseout of the AMT exemption amount from 25% to 50% when the taxpayer’s
alternative minimum taxable income exceeds the phaseout threshold. As a result, taxpayers whose
income exceeds the phaseout threshold may have their exemption phased out more rapidly.

Observation: The reduction to the exemption phaseout thresholds and increase in the phaseout rate
from 25% to 50% may cause more individuals to be subject to the AMT. Taxpayers may want to consider
the benefit of accelerating AMT preference items into tax year 2025 before the Act takes effect.

Excess business loss limitation for noncorporate taxpayers

Section 461(1) was enacted as part of the TCJA to limit the deduction of business losses incurred by
noncorporate taxpayers. Specifically, Section 461(1) disallows a deduction for the amount of business
losses in excess of $250,000 ($500,000 for joint filers), indexed for inflation, attributable to a trade or
business in which the taxpayer actively participates. For tax year 2025, the threshold amounts are
$313,000 ($626,000 for joint filers). Any excess business loss disallowed in the current year carries over
to the subsequent year as a net operating loss (NOL), which is deductible up to 80% of the taxpayer’s pre-
NOL taxable income from any source. This limitation was previously set to expire on December 31,

2028.

Under the Act, the Section 461(1) limitation is made permanent. In addition, the $250,000 ($500,000)
loss limitation thresholds are reset for inflation beginning in tax years beginning after December 31,
2025.

Observation: Both the House and the Senate originally proposed changes to the treatment of
disallowed excess business losses by characterizing such amounts as trade or business losses in
subsequent tax years rather than as NOLs. This change could have significantly impacted many high net
worth taxpayers and family business owners with active trades or businesses operating at a loss by
indefinitely deferring the recognition of such losses until they could be offset against other trade or
business income. In the end, the Act does not make any changes to the treatment of disallowed excess
business losses, which are still characterized as NOLs in subsequent years. As a result, Section 461(1)
effectively continues to operate as a one-year deferral because a disallowed excess business loss from
Year 1 carries over to Year 2 as an NOL, at which point it is eligible to offset any type of income (whether
business or nonbusiness income) in the carryover year, subject to the overall 80% taxable income
limitation. This may come as welcome news to taxpayers with active trade or business losses.

Observation: In certain fact-specific situations, it may not be clear whether a taxpayer’s income or
deductions are “attributable” to a trade or business for purposes of Section 461(l). A preliminary draft of
the Senate version of the Act released by Senate Finance Chairman Crapo would have granted the
Treasury Department regulatory authority to issue regulations and other guidance on this topic; however,
the grant of regulatory authority was not included in the final Act. Taxpayers who may be impacted by
Section 461(1) may still need additional guidance to properly determine their trade or business income
and allowable business losses.

Section 199A — Qualified business income deduction

The Act makes several modifications to the 20% pass-through business deduction under Section 199A,
which was currently scheduled to expire for tax years beginning after December 31, 2025.

First, the deduction is made permanent and remains at 20%, which means a taxpayer whose taxable
income does not exceed the applicable threshold amount calculates the pass-through deduction as 20%
of qualified business income. Second, the Act slightly modifies the existing phase-in of W-2 wages, capital
investment, and specified service trade or business (SSTB) income for taxpayers whose taxable income
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exceeds the applicable threshold amount. For tax year 2025, if the taxpayer’s taxable income exceeds the
statutory threshold amount ($197,300, or $394,600 for taxpayers filing jointly), then the deduction
becomes limited in two key respects: (1) income from SSTBs no longer counts as qualified business
income, and (2) the deduction is calculated by reference to the qualified business income, W-2 wages,
and capital investment with respect to each qualified trade or business, rather than basing the deduction
solely on qualified business income. Both limitations are currently phased in once taxable income
exceeds the threshold amount by $50,000 (non-joint returns) or $100,000 (joint returns); however, the
Act expands the deduction limit phase-in range to $75,000 (non-joint returns) and $150,000 (joint
returns).

Finally, the Act introduces a new minimum pass-through deduction equal to the greater of (i) $400, or
(ii) the amount of the pass-through deduction otherwise allowable. The minimum deduction is available
to any taxpayer whose aggregate qualified business income with respect to all "active" qualified trades or
businesses is at least $1,000. In this context, an "active" qualified trade or business means any qualified
trade or business in which the taxpayer materially participates within the meaning of Section 469(h) (i.e.,
by participating in the operations of the activity on a regular, continuous, and substantial basis). Both the
$400 minimum deduction amount and the $1,000 qualified business income for “active” qualified trades
or businesses are indexed for inflation.

These modifications to the Section 199A pass-through business deduction are applicable to tax years
beginning after December 31, 2025.

Observation: Prior to the enactment of the Act, an individual's pass-through deduction could have
decreased significantly if taxable income was only slightly above the statutory threshold (in particular, for
owners of SSTBs). By increasing the phase-in limitation ranges from $50,000 (non-joint returns) and
$100,000 (joint returns) to $75,000 and $150,000, respectively, taxpayers within the phase-in range
may be able to claim larger pass-through deductions.

Limitation on tax benefit of itemized deductions

For tax years beginning before January 1, 2018, the “Pease” limitation required taxpayers to reduce their
itemized deductions by the lesser of (i) 3% of adjusted gross income in excess of specified dollar
thresholds, or (ii) 80% of their total itemized deductions otherwise allowable. The limitation did not
apply to medical expenses, investment interest expense, casualty or theft losses, or gambling losses. For
tax years beginning after December 31, 2017 and before January 1, 2026, the Pease limitation did not
apply (having been suspended by the TCJA).

The Act includes a revised permanent version of the Pease limitation that would take effect for tax years
beginning after December 31, 2025. The new limitation reduces the amount of itemized deductions
otherwise allowable for the tax year by 2/37ths of the lesser of (i) the taxpayer's otherwise allowable
itemized deductions, or (ii) the excess of the taxpayer's taxable income (increased by otherwise allowable
itemized deductions) over the dollar amount at which the top marginal 37% tax rate bracket begins with
respect to the taxpayer. The practical effect of this requirement is to reduce the tax benefit of all itemized
deductions from 37% to 35% for taxpayers in the top income tax bracket.

Observation: The Act applies the new Pease limitation to all itemized deductions without any carveout
for specific deductions, such as medical expenses, investment interest expense, or even charitable
contributions. Taxpayers who may be impacted by this change may want to consider accelerating certain
itemized deductions into 2025 to capture the 37% tax benefit, as the benefit will decrease to 35% if the
amount is not paid until 2026.
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Observation: It is not clear whether the new Pease limitation applies to estates and non-grantor trusts,
which were explicitly carved out from the original Pease limitation under former Section 68(e); however,
this language does not appear in the revised statutory text.

0.5% floor on charitable contribution deductions

The Act imposes a permanent floor on charitable contributions of individuals who elect to itemize
deductions. Specifically, any charitable contribution otherwise allowable as a deduction will be allowed
only to the extent that the aggregate of such contributions exceeds 0.5% of the taxpayer's "contribution
base" for the taxable year; for this purpose, the term "contribution base" means adjusted gross income
computed without regard to any net operating loss carryback under Section 172. Charitable contributions
disallowed by the 0.5% floor may be available as a carryover in subsequent tax years to the extent the
taxpayer also has charitable contribution carryforwards related to donations in excess of the applicable
adjusted gross income limitation. The 0.5% floor on charitable contribution deductions applies to tax
years beginning after December 31, 2025.

Observation: The 0.5% floor on charitable contribution deductions, coupled with the overall limitation
on the tax benefit of itemized deductions, could limit the tax benefit of charitable contributions.
Taxpayers who may be impacted by these changes may want to consider accelerating charitable
contributions into 2025, including leveraging a donor advised fund, to capture a 37% tax benefit without
being subject to the 0.5% floor.

Observation: The 0.5% floor only applies to individual taxpayers who elect to itemize deductions.
Therefore, the limitation does not apply to individuals claiming charitable contributions under Section
170(p), discussed below, which enables non-itemizing taxpayers to deduct charitable contributions up to
$1,000 ($2,000 in the case of a joint return), based on the Act. In addition, the 0.5% floor does not apply
to trusts or estates that claim a charitable contribution deduction under IRC 642(c).

Extension of 60% charitable contribution limitation

TCJA temporarily increased the adjusted gross income percentage limitation for cash contributions to
public charities and donor advised funds from 50% to 60% for tax years beginning after December 31,
2017 and before January 1, 2026. The Act not only extends the increased 60% limitation permanently,
but it also modifies the way in which the limitation interacts with other Section 170 limitations. The
amendment provides that any contribution of cash to a public charity or donor advised fund shall be
allowed as a deduction to the extent the aggregate of such contributions does not exceed the excess of (i)
60% of the taxpayer's contribution base, over (ii) the aggregate amount of all other charitable
contributions taken into account for the tax year.

Observation: The TCJA raised the adjusted gross income limitation for cash donations to public
charities and donor advised funds from 50% to 60%. However, taxpayers making both cash and noncash
property donations to public charities, donor advised funds, or certain private foundations may have had
their cash contributions subject to the 50% limit instead of 60%, due to the administration of Section 170
ordering rules. The Act seeks to address this by allowing taxpayers to consider their cash contributions to
public charities and donor advised funds after accounting for all other charitable contributions,
potentially enabling contributions up to 60% of adjusted gross income. However, it is not clear whether
the Act's updated language achieves the desired effect.

Tax credit for contributions of individuals to scholarship granting organizations

As noted above, cash contributions to public charities and donor advised funds are potentially deductible
up to 60% of the individual's adjusted gross income. Contributions of noncash capital gain property
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(including appreciated securities) to such organizations are also deductible up to 30% of the individual's
adjusted gross income.

The Act creates a new, nonrefundable income tax credit (rather than a deduction) for individuals who are
citizens or residents of the United States and make qualified contributions of cash to a "scholarship
granting organization." The income tax credit is equal to the amount of qualified contributions made
during the year, not to exceed $1,700. A "scholarship granting organization" is defined as any Section
501(c)(3) organization that is not a private foundation, which spends not less than 90% of its income on
scholarships for eligible students, subject to several other special rules and requirements. The allowable
credit may be claimed against both the regular tax and AMT, with excess credits carried over for five
years. Qualified contributions made to a scholarship granting organization are not taken into account as
charitable contribution deductions under Section 170.

Observation: Earlier versions put forth by the House and the Senate would have limited the income tax
credit to the greater of (i) 10% of the taxpayer's adjusted gross income, or (ii) $5,000, rather than being
capped at $1,700. In addition, qualified contributions would have included contributions of both cash
and securities, rather than being limited to just cash. Thus, although taxpayers can still receive a $1,700
credit (rather than a deduction) for contributions to scholarship granting organizations, the scope of
planning opportunities was significantly limited by the final version of the provision enacted into law.
This provision applies to amounts contributed after December 31, 2026.

Expansion of qualified small business stock gain exclusion

Under current Section 1202(a), individuals may exclude a certain percentage of gain realized from the
sale of qualified small business stock (QSBS) held for at least five years. The exclusion is currently equal
to 50% of the gain for QSBS acquired between August 11, 1993 and February 17, 2009, 75% of the gain for
QSBS acquired between February 18, 2009 and September 27, 2010, and 100% of the gain for QSBS
acquired after September 27, 2010. The amount of gain eligible for the exclusion is subject to both an
annual limitation and a lifetime limitation for each issuing corporation. Specifically, the amount of gain
which may be excluded in any tax year may not exceed the greater of (i) $10 million, reduced by the
aggregate amount of gain taken into account in all prior tax years attributable to the same stock, or (ii) 10
times the aggregate adjusted basis of the QSBS sold during the tax year. To qualify as QSBS, the issuing
corporation must meet several requirements, including that the entity's total gross assets do not exceed
$50 million before or immediately after the QSBS is issued.

The Act modifies the existing five-year holding period requirement by replacing it with a permanent
tiered exclusion system. QSBS with a holding period of at least three years qualifies for a 50% exclusion;
QSBS with a holding period of at least four years qualifies for a 75% exclusion; and QSBS with a holding
period of five years or more qualifies for a full 100% exclusion. The Act also increases the lifetime
limitation for eligible QSBS gains from the same issuing corporation from $10 million to $15 million.
Finally, the Act increases the gross asset ceiling for a domestic C corporation to qualify as QSBS from $50
million to $75 million. Both the $15 million lifetime limitation and the $75 million gross asset ceiling are
indexed for inflation beginning in 2027.

These changes are effective for tax years and for QSBS issued (or acquired) after the July 4, 2025 date of
enactment of the Act.

Observation: Historically, taxpayers have been unable to access QSBS benefits when disposing of
QSBS stock held for less than five years. By reducing the holding period requirement from five years to
three, the Act could allow more taxpayers to access QSBS advantages sooner, especially those with
shorter time horizons and investment periods.
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Extension of rules for treatment of certain disaster-related personal casualty losses

For tax years beginning after December 31, 2017 and before January 1, 2026, the TCJA limited the
deduction for personal casualty and theft losses only to those attributable to a federally declared disaster
area. Such losses were only tentatively deductible as an itemized deduction, subject to a $100-per-
casualty floor and only to the extent the aggregate of all personal casualty losses exceeded 10% of the
individual's adjusted gross income.

The Act permanently extends this provision for tax years beginning after December 31, 2025 and expands
the deduction to also include losses attributable to a "State declared disaster." A state declared disaster is
defined as any natural catastrophe (including any hurricane, tornado, storm, high water, wind-driven
water, tidal wave, tsunami, earthquake, volcanic eruption, landslide, mudslide, snowstorm, or drought),
or any fire, flood, or explosion, which, in the determination of the state governor (or mayor, in the case of
the District of Columbia), causes damage of sufficient severity and magnitude to warrant designation as a
disaster. For this purpose, the term "State" includes the District of Columbia, the Commonwealth of
Puerto Rico, the Virgin Islands, Guam, American Samoa, and the Commonwealth of the Northern
Mariana Islands.

Notwithstanding the general treatment of personal casualty losses noted above (as an itemized deduction
subject to a $100-floor and 10% adjusted gross income limit), special rules apply to "qualified disaster-
related personal casualty losses." Under the Taxpayer Certainty and Disaster Tax Relief Act of 2020 and
the Federal Disaster Tax Relief Act of 2023, "qualified disaster-related personal casualty losses" are
deductible without regard to the 10% adjusted gross income floor to the extent they exceed $500 per
casualty. Further, such losses are deductible without regard to whether the taxpayer itemizes

deductions.

Prior to the enactment of the Act, to qualify as a "qualified disaster-related personal casualty loss," the
loss must have been attributable to a major disaster occurring in a qualified disaster area with an incident
period that began on or after December 28, 2019 and on or before December 12, 2024 (the date of
enactment of the Federal Disaster Tax Relief Act of 2023). However, the Act amends the timeline for
"qualified disaster-related personal casualty losses" to provide that the incident period must begin on or
after December 28, 2019 and on or before July 4, 2025 (the date of enactment of the Act).

Observation: Many recent natural disasters (such as the California wildfires) were not eligible for relief
under the Federal Disaster Tax Relief Act of 2023 because the incident period for such events did not
begin until after December 12, 2024. By extending the incident period date to July 4, 2025, the Act could
provide additional relief to taxpayers affected by qualified disasters occurring at the end of 2024 and the
first half of 2025.

Expiring itemized deductions

The TCJA temporarily limited or suspended certain itemized deductions for tax years beginning after
December 31, 2017 and before January 1, 2026, such as limiting the deduction for home mortgage
interest to the first $750,000 of qualified indebtedness, eliminating the deduction for interest paid on
home-equity indebtedness, and suspending the deduction for miscellaneous itemized deductions.

The Act makes the TCJA limitations on certain itemized deductions permanent, with some modifications.
For example, under the Act, certain mortgage insurance premiums on acquisition indebtedness may be
treated as qualified residence interest. In addition, unreimbursed employee expenses of an eligible
educator are carved out from the list of miscellaneous itemized deductions for tax years beginning after
December 31, 2025.
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Observation: Prior to the TCJA, miscellaneous itemized deductions were deductible to the extent they
exceeded 2% of a taxpayer’s adjusted gross income. Miscellaneous itemized deductions include not only
investment expenses, legal fees, and tax preparation fees incurred personally by the taxpayer, but also
certain deductions allocated to the taxpayer through their ownership in a pass-through entity. These
expenses could have potentially become deductible again in 2026 if the TCJA provision had been allowed
to expire, but the Act makes the suspension of miscellaneous itemized deductions permanent. The
inability to deduct these expenses is particularly impactful to individual owners of investment
partnerships, where the management fees are characterized as miscellaneous itemized deductions.

Observation: Certain costs paid or incurred by a non-grantor trust or estate in connection with the
administration of the trust or estate are not characterized as miscellaneous itemized deductions,
including administration expenses that would not have been incurred if the property were not held in
such trust or estate, tax preparation fees, legal fees, and fiduciary fees. These fees will continue to be
deductible to the non-grantor trust or estate. However, if these expenses are paid by a grantor trust, then
they are characterized as miscellaneous itemized deductions and would not be deductible under the Act.

Reinstatement of partial deduction for charitable contributions of individuals who
do not elect to itemize

Enacted as part of the Coronavirus Aid, Relief, and Economic Security (CARES) Act, Section 170(p)
provided that an individual who does not itemize deductions may claim a deduction in an amount not to
exceed $300 ($600 in the case of a joint return) for charitable contributions made in cash to a public
charity (other than a supporting organization or a donor advised fund). The deduction was only available
for cash contributions made during tax year 2021.

The Act not only reinstates the Section 170(p) deduction for tax years beginning after December 31, 2025,
but it also increases the maximum deduction to $1,000 ($2,000 for taxpayers filing jointly).

Estate and gift tax exclusion

The TCJA increased the lifetime gift, estate, and GST exemption amount to an inflation-adjusted
$10,000,000 per taxpayer for tax years beginning after December 31, 2017 and ending before January 1,
2026. For 2025, the exemption amount is $13,990,000 per taxpayer ($27,980,000 for a married
couple).

Under the Act, the lifetime gift, estate, and GST exemption is increased to $15,000,000 per taxpayer
($30,000,000 for a married couple) for tax year 2026. This increase is also made permanent and indexed
for inflation going forward.

Observation: If the temporary increase to the lifetime gift, estate, and GST exemption had been
allowed to sunset, then the exemption amount would have decreased to $5,000,000 per person in 2026
(not including inflation adjustments). Prior to the enactment of the Act, many individuals were
considering whether to make large gifts or other transfers before the end of 2025 to “use up” the full
larger exemption amount before expiration. Given that the higher exemption levels have now been made
permanent, there is less urgency for individuals to make large gifts before the end of 2025.

Observation: The Act expands the definition of elementary and secondary expenses treated as
“qualified higher education expenses” for purposes of Section 529 accounts to include curriculum and
curricular materials, books or other instructional materials, online educational materials, tuition for
tutoring or educational classes outside of the home, fees for certain tests or examinations, fees for dual
enrollment in an institution of higher education, and certain educational therapies for students with
disabilities. In addition, certain post-secondary credentialing expenses will also be treated as qualified
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higher education expenses. The expanded scope of eligible qualified higher education expenses should be
considered by individuals who are looking to make additional gifts to Section 529 plans.

Standard deduction and personal exemptions

The TCJA temporarily increased the standard deduction amounts for tax years beginning after December
31, 2017 and before January 1, 2026. Prior to the enactment of the Act, the standard deduction amounts
for 2025 were $15,000 for a single filer, $22,500 for a head of household, and $30,000 for married
individuals filing jointly. If the TCJA had been allowed to sunset, then these amounts would have
decreased to $8,300 for a single filer, $12,150 for a head of household, and $16,600 for married
individuals filing jointly in 2026.

The Act not only makes the temporary increase in the standard deduction amounts permanent, but it also
increases the standard deduction amounts for tax year 2025 to $15,750 for a single filer, $23,625 for head
of household filer, and $31,500 for married individuals filing jointly. These amounts are indexed for
inflation going forward.

In addition, the Act also permanently repeals the deduction for personal exemptions, but adds a $6,000
senior deduction for each qualified individual for tax years 2025 through 2028. A qualified individual is a
taxpayer or the taxpayer’s spouse (in the case of a married filing joint return) who has attained age 65
before the end of the tax year. The deduction has a phase-out that begins at a modified adjusted gross
income of $150,000 for married filing jointly and $75,000 for all other taxpayers.

Business tax provisions

100% “bonus” depreciation

Under the Act, the 100% additional first-year depreciation deduction is permanently reinstated for
property acquired and placed in service after January 19, 2025. Note: the effective date of this provision
(January 19, 2025) differs from the effective date of the Section 174 and Section 163(j) provisions.

Observation: The accelerated depreciation deductions provided by bonus depreciation, in many cases,
represent significant value to taxpayers, including capital intensive portfolio companies owned in whole
or in part by funds, and to business owners or family offices themselves to the extent they make material
capital expenditures, including those related to leasehold improvements.

Observation: For company aircraft placed in service in 2025 or later, if a written binding contract to
acquire the aircraft existed prior to January 20, 2025, then standard MACRS depreciation rules apply to
such aircraft.

New bonus depreciation provision for qualified production property

The Act includes a new Section 168(n) provision to establish an elective 100% depreciation allowance for
certain nonresidential real property that meets the definition of qualified production property (QPP). To
qualify for this deduction, the property must (1) be subject to depreciation under Section 168; (2) be used
by the taxpayer as an integral part of a qualified production activity; (3) be placed in service in the United
States or any of its possessions; (4) have its original use commence with the taxpayer; (5) have
construction begin after January 19, 2025, and before January 1, 2029; (6) be subject to an election by
the taxpayer to treat such portion as QPP; and (7) be placed in service after the date of enactment and
before January 1, 2031.

10
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Section 174 — Research and experimental (R&E) expenditures

For tax years beginning after December 31, 2024, the Act provides that taxpayers can immediately deduct
domestic R&E expenditures. Alternatively, taxpayers have the option to capitalize and amortize these
expenses over a period of at least 60 months, beginning from the month benefits are first realized, or opt
for a 10-year amortization under Section 59(e)(2)(B). Foreign R&E expenditures continue to be
capitalized and amortized over a 15-year period.

Small business taxpayers have the opportunity to retroactively apply these new rules to tax years
beginning after December 31, 2021. In addition, all taxpayers can accelerate deductions for unamortized
domestic R&E expenditures capitalized between the end of 2021 and the start of 2025, choosing to
accelerate these deductions within one or two years, beginning in their first tax year after December 31,
2024.

Section 163(j) - Business interest expense deduction limit

For tax years beginning after December 31, 2024, the Act permanently modifies the Section 163(j)
limitation in connection with the business interest expense deduction by computing adjusted taxable
income without regard to deductions for depreciation, amortization, or depletion.

In addition, for tax years beginning after December 31, 2025, the Act modifies the Section 163(j)
limitation in connection with the business interest expense deduction by computing adjusted taxable
income without regard to Subpart F income and GILTI, as well as the gross-up under Section 78. Other
changes revise the definition of “motor vehicle” for purposes of floor plan financing interest and
authorize the Secretary of the Treasury to issue rules for the application of these changes to short tax
years that begin after December 31, 2024.

Observation: This change benefits entities that are subject to Section 163(j), including family offices
and family businesses, which may be able to deduct a greater amount of interest expense.

Section 179 expensing cap

The Act increases the Section 179 limitation for expensing of certain depreciable business assets to $2.5
million and increases the phaseout threshold to $4 million. This provision applies to property placed in
service in tax years beginning after December 31, 2024.

Controlled group compensation limit

The Act amends Section 162(m) and applies aggregation rules to coordinate the deduction limitation and
allocation of disallowed deductions related to excessive employee compensation, addressing
arrangements that are designed to avoid the limitation on deductible compensation in excess of $1
million.

Section 274(0) limitation on deductions for certain emplover-provided meal
expenses

The TCJA added Section 274(0) to impose a limitation on deductions for certain employer-provided meal
expenses but delayed the provision’s effective date to apply for tax years beginning after December 31,
2025. The limitation applies to expenses for the operation of an employer-operated eating facility
described in Section 132(e)(2), and expenses for food and beverages associated with such facility,
including de minimis fringe food or beverages under Section 132(e)(1), and expenses for meals provided
for the convenience of the employer under Section 119(a).
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The Act amends Section 274(0) to allow for the deduction of expenses described in Section 274(e)(8)
(where food or beverages are sold to customers, such as a restaurant), as well as certain expenses related
to food or beverages provided to crew members of a commercial vessel.

International tax provisions

Among other things, the Act decreases the Section 250 deduction percent for tax years beginning after
December 31, 2025, to 40% for GILTI and 33.34% for FDII, resulting in an effective tax rate of 14% for
both GILTI (after an updated GILTI foreign tax credit for 90% of relevant foreign income taxes) and
FDILI. It also eliminates both the net deemed tangible income return currently utilized in determining a
US shareholder’s GILTT inclusion and a domestic corporation’s FDII. Additionally, the Act renames the
GILTI and FDII provisions to net CFC tested income (NCTI) and foreign-derived deduction eligible
income (FDDEI), respectively.

The Act increases the current BEAT rate to 10.5% of modified taxable income beginning after December
31, 2025 and maintains current law treatment of the research credit and certain other credits in the
BEAT computation on a permanent basis.

Observation: The permanent extension, with modifications, of the above provisions could help reduce
uncertainty with respect to planning and related modeling for family businesses. However, businesses
will need to model the interaction of the domestic and international tax provisions. For example,
immediate expensing for domestic R&E expenditures and any increase to the amount of deductible
interest expense resulting from the changes to Section 163(j) may potentially increase a taxpayer’s BEAT
liability. However, the immediate expensing of domestic R&E could be beneficial, as it may increase the
total deductions in the denominator of the base erosion percentage calculation, reducing the taxpayer’s
base erosion percentage. The interaction of these modified domestic tax provisions with the BEAT is
complex and should be modeled to determine the extent of their impact.

Other provisions of interest

New opportunity zone designations and rural set-asides and reporting rules

The current opportunity zone program generally allows investors to (i) defer capital gains that are
reinvested into a qualified opportunity zone fund through December 31, 2026, (ii) increase their basis in
the investment by up to 10% of the deferred gain if the investment is held for at least five years, and
another 5% if it was held for at least seven years before December 31, 2026, and (iii) allows for no gain to
be recognized on the ultimate sale of the investment if the taxpayer held the property for at least ten
years before disposition.

The Act permanently renews and enhances the opportunity zone program by creating rolling ten-year
opportunity zone designations beginning on July 1, 2026 (effective for tax years beginning January 1,
2027). Taxpayers may continue to defer eligible gains by investing such gains into qualified opportunity
zone funds at any time on or after January 1, 2027, in which case the gain can be deferred until the earlier
of (i) the date on which the investment is sold, or (ii) the date which is five years after the investment in
the qualified opportunity zone fund was made. Taxpayers who hold their investment for at least five years
are able to increase the basis of the investment by 10% of their deferred gain (30% in the case of an
investment in a qualified rural opportunity fund).

The Act also retains the TCJA rule allowing taxpayers to exclude gains from qualified opportunity zone
investments held for at least 10 years, with one modification. Under current law, once an opportunity
zone investment has been held for 10 years or more, taxpayers can elect to adjust the basis of the
investment to its fair market value at the time of sale or exchange. The effect of this election is to make
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the gain recognized on sale (if any) equal to zero. The Act modifies this rule by imposing a limit on the
basis increase for properties held longer than 30 years. If an opportunity zone investment is sold between
10 and 30 years after the initial investment, then the taxpayer may elect to treat the fund's basis as being
equal to its fair market value on the date of sale (as is the case under current law); however, if the
investment is held for more than 30 years before being sold, then the taxpayer's basis election is limited
to the property's fair market value as of the 30-year anniversary of the initial investment.

Observation: Any gain realized on the sale or disposition of an opportunity zone investment that is
attributable to an increase in the property's fair market value after the 30-year anniversary of the
taxpayer’s initial investment date may be recognized upon sale.

Opportunity zones were established to revitalize distressed communities, and the nominated census
tracts had to meet certain specifications to be considered a low-income community (LIC). Under the
TCJA, an LIC had to have a poverty rate of at least 20% or a median family income that does not exceed
80% of the area's median income. Under the Act, the definition of an LIC is modified to include census
tracts that either have (i) median family income that does not exceed 70% (rather than 80%) of the area’s
median income, or (ii) census tracts that have a poverty rate of at least 20% and a median family income
that does not exceed 125% of the area’s median income. The change to the LIC definition is effective to
designated areas after the Act’s July 4 date of enactment.

The Act also imposes new information reporting requirements for opportunity zones, along with
penalties for non-compliance.

Expanding application of tax on excess compensation within tax-exempt
organizations

Applicable tax-exempt employers who pay over $1 million in remuneration or who pay an excess
parachute payment to certain highly paid employees are subject to an excise tax. The excise tax equals the
21% corporate tax rate multiplied by the sum of (1) any remuneration (other than an excess parachute
payment) more than $1 million paid to a covered employee by an applicable tax-exempt organization for
a tax year, and (2) any excess parachute payment paid by the applicable tax-exempt organization to a
covered employee. The excise tax applies to an excess parachute payment even if the covered employee’s
remuneration does not exceed $1 million.

Prior to the enactment of the Act, a covered employee was defined as an employee (including any former
employee) of an applicable tax-exempt organization if the employee was one of the five highest
compensated employees of the organization for the tax year or was a covered employee of the
organization (or a predecessor) for any preceding tax year beginning after December 31, 2016. The Act
revises the definition of a covered employee to mean any employee of an applicable tax-exempt
organization or any former employee of that organization who was an employee for any preceding tax
year beginning after December 31, 2016. Thus, an employee does not need to be one of the five highest
compensated employees of the organization for the tax year to be a covered employee. This provision
applies to tax years beginning after December 31, 2025.

State and local tax considerations

From a state and local tax perspective, many states ended their legislative sessions before federal
enactment. However, because of economic uncertainty and the potential effects of reductions in federal
funding, a number of states have indicated that they may need to have a special session later this year to
address budgetary issues. This could provide states with an opportunity to respond to the state tax
impact of the federal tax changes.
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While the majority of states will automatically conform to the enacted tax changes due to their rolling
conformity to the Internal Revenue Code (IRC) or by using federal taxable income as a starting point, a
number of states have static conformity to the IRC and will not automatically adopt such changes without
legislative action. For example, California’s IRC conformity date is currently January 1, 2015. The state
IRC conformity mismatches will add additional complexity to the state tax impact analysis.

For more information

Click here for the text of the Act as enacted.
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