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The New York Pied-a-Terre Tax

New York State's 2026-2027 Budget Bill introduced a new annual surcharge, commonly referred to as the
“pied-a-terre tax,” on certain high-value residential properties located in New York City that are not used as

a primary residence. Designed to help close New York City’s budget deficit, the tax targets second homes and
other non-primary residences by adding a surcharge onto existing property taxes on applicable high-value
properties. Because the pied-d-terre tax is widely expected to face litigation, affected clients should monitor
developments closely.

Who does the pied-a-terre tax apply to?

Effective July 1, 2026, the pied-a-terre tax applies to non-primary residential properties located in New York City,
such as:

« One-, two-, and three- family homes valued over $5 million
« Condominium (condo) units valued over $1 million

« Cooperative (co-op) apartments valued over $1 million

The pied-a-terre tax only applies to residential properties that are not being used as the primary residence
of the owner (if a natural person) or the owner’s immediate family member (defined as spouse, child, sibling,
parent, grandparent, or grandchild). For purposes of the pied-d-terre tax, a residence will be considered a
“primary” residence if it is occupied for a majority of days during a calendar year.

For a residence that is held in a trust or entity (such as a limited liability company, corporation, or partnership),
there are attribution or “look-through” rules to determine whether the residence will qualify as a primary
residence even though title is held by a non-natural person. A residence owned by an entity will be treated

as a primary residence if it is used as the primary residence of the holder of a majority interest in the entity.
For a residence held in a trust, the property will be treated as a primary residence if the sole beneficiary or
beneficiaries of the trust use it as their primary residence.

In addition, residential property will be treated as a primary residence if it is occupied by one or more lessees
(or sub-lessees) under a bona fide lease agreement with a term of not less than one year.

Applicable tax rates

The applicable pied-a-terre tax rates are split into separate phases: the first phase runs from July 1, 2026 through
June 30, 2028, and the second phase runs from July 1, 2028 through June 30, 2031.

The first phase of taxes

In the first phase of taxes, one- to three-family homes valued at $5 million or more are taxed at rates of 0.8% to
1.3%. Co-ops and condos valued at $1 million or more are taxed at rates of 4% to 6.5%.
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The second phase of taxes

Beginning July 1, 2028, the second phase of taxes, one- to three-family homes valued at $5 million or more are
taxed at the same rates of 0.8% to 1.3%. Co-ops and condos valued at $5 million or more are taxed at rates of
0.8% to 1.3%.

Pied-a-terre tax notice

Each year, the New York City Department of Finance is required to send to the property owner a notice of its
initial determination as to whether the property is being used as a primary residence. For the fiscal year starting
on July 1, 2026, property owners will receive the notice by August 30, 2026 and will have until September 18, 2026
(extended by New York City) to apply for an exemption from the tax.

lllustrative examples:

Example 1 (apartment owned outright): A husband and wife own an apartment in New York City valued
at $7 million, but maintain their primary residence in Florida. Because their primary residence is in Florida,
their New York City apartment will be subject to the pied-a-terre tax. If, however, their child were to live in
the apartment as their primary residence, the property would be exempt. Alternatively, the family could
rent out the apartment under a qualifying lease agreement, which would likewise exempt the property
from the tax.

Example 2 (apartment held in an LLC): Now suppose the husband and wife in Example 1instead held the
New York City apartment in a limited liability company (LLC). If they do not reside in the apartment as
their primary residence, the property would be subject to the tax. Further, as in Example 1, if their child
were to live in the apartment as their primary residence, the property may still qualify for the primary
residence exemption even though it is directly owned by an LLC.

Considerations for New York City property owners

The introduction of the pied-a-terre tax affects many owners of high-value New York City residences. If you own
a New York City residence, consider the following:

« Assess your exemption eligibility: Determine whether your property qualifies for an exemption from the
pied-a-terre tax. Key considerations include whether you use the residence as your primary residence
and whether the property’s value falls below the applicable threshold amount.

« Gather supporting documentation: Gather records and documentation that substantiate and support
any applicable exemption, such as a lease agreement or evidence that the property is used as your (or
your immediate family’s) primary residence. Owners who split time between New York City and other
locations should revisit their primary residency designations to ensure they are properly documented
and defensible.

« Review ownership structures: If the residence is held in an entity or trust, examine the ownership
structure and the residency of its occupants to evaluate whether changes are required. In all cases,
ensure you have all supporting documentation.
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« Consult your advisors: Work with your legal and tax advisors to understand the pied-a-terre tax and how
it affects you.

« Plan for the financial impact: If it is determined that your residence is subject to the pied-a-terre tax,
review the effect of the higher tax burden with a financial planner and adjust cash flow plans, or develop
a plan to address any liquidity concerns.

At Flagstar Private Bank, we provide holistic advice across your personal finances, helping you and your

family achieve your long-term goals. Our team of highly credentialed, experienced Family Advisory and Trusts
professionals work with real estate owners, business owners, and individual investors to develop comprehensive
strategies addressing estate and income tax planning, charitable planning, business succession and pre-
liquidity planning, and family dynamics. As always, contact your legal and tax advisor before undertaking any
tax planning strategy.

Important Legal Disclosures and Information

These materials are intended for distribution to Flagstar Private Bank clients, and do not constitute the provision of investment, legal, accounting, or tax advice to any
person. This material presented is for informational purposes only and is not intended to be an offer, recommmendation, or solicitation to purchase or sell any security
or product, or to employ a specific investment or tax planning strategy. Forward looking projections are based on historical trends, actual results will differ. Past
performance is no guarantee of future results. The information contained herein was obtained from sources deemed reliable. Such information is not guaranteed
as to its accuracy, timeliness, or completeness.

The information contained and the opinions expressed herein are subject to change without notice, are those of the individual author(s), and may not necessarily
represent the views of Flagstar Bank or any of its subsidiaries. Flagstar Private Bank is a division of Flagstar Bank, N.A. (“Flagstar Bank”), Member FDIC. Flagstar
Bank provides FDIC-insured banking products and services and lending of funds to individual clients. Securities, insurance, brokerage services, and investment
advisory services are offered by Flagstar Securities, Inc. (“Flagstar Securities”), Member FINRA/SIPC, a registered broker-dealer and SEC registered investment
adviser. Flagstar Securities is a wholly owned subsidiary of Flagstar Bank.
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