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Preparing for the Sunset
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When the Tax Cuts and Jobs Act (TCJA) Act passed in 2017, we were told that all the provisions
- lower tax rates, and much more generous estate tax exemption - would be sunset at the end of
2025. That seemed a long way off back then. But now it’s 2024, less than two years before
what could be a jarring shift in our tax regime. Soon, the top marginal tax rate is due to revert to
39.6%. The standard deduction will drop to roughly half of today’s $14,600 (single) or $29,200
(joint). Most significantly, the estate tax exclusion - the amount that can be passed on to heirs
without being taxed at the federal level - will drop from $13.61 million this year to somewhere
around $6.5 million.
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Of course, the sunset will not be all bad. After 2025, the $10,000 cap on state and local tax
deductions will go away, the limit on how much mortgage interest is deductible will go up from
the first $750,000 in debt back to $1 million, and a bunch of miscellaneous itemized deductions,
including investment/advisory fees, legal fees, and unreimbursed employee expenses will be
restored. People in lower income brackets will get back a personal exemption amount of
(inflation-indexed) $4,700, phased out as taxable income goes up.

How should taxpayers prepare for these various changes, to take advantage of today’s rates or
exemptions? The answer varies widely with individuals, but there are some strategies that are
widely applicable. Some tax experts with a terrible sense of humor say they are recommending
that if their clients are in poor health, they should plan on dying before sunset. Less macabre
strategies include strategically taking capital gains out of taxable portfolios at today’s (and next
year’s) lower tax rates and holding off harvesting capital losses until 2026.

Families who might bump up against the lower estate tax exemption could gift assets from one
spouse’s lifetime exemption while preserving the other spouses. Since these exemptions are
portable, either spouse will be able to use the other one’s upon the death of one spouse, so
nothing is lost by taking this route. There are various trust strategies that will move assets out of
the taxable estate—the most-often-cited are the spousal lifetime access trust and the grantor-
retained annuity trust, both of which use the gifted assets to provide lifetime retirement income
to the donors.

But as you consider these strategies with your advisor, it’s helpful to remember that Congress
might intervene between now and January of 2026 and pass entirely new tax legislation. As you
can see from the chart, it’s happened a few times before.
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If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased

advice to our clients.

Jeffrey Broadhurst
MBA, CFA, CFP
Broadhurst Financial Advisors, Inc.
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**PRIVACY NOTICE**

This message is intended only for the individual or entity to which it is addressed and may
contain information that is privileged, confidential, or exempt from disclosure under applicable
federal or state law. You are hereby notified that any dissemination, distribution, or copying of
this communication, except in accordance with its intended purpose, is strictly prohibited.

Our physical and mail address:
1911 West Point Pike
P.O. Box 301
West Point, PA 19486-0301

Contact us:
Phone: (215) 325-1595
Email: jeff@broadhurstfinancial.com
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