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Perspective from

While many of the most prominent tax law changes from the One Big Beautiful Bill Act 
(OBBBA)—such as new deductions for tips and overtime—were effective for the 2025 tax 
year, there are many provisions that will bring change in 2026. These new provisions 
represent a mix that will be beneficial for some taxpayers, and some that may negatively 
impact taxes. 

A key for the following tax changes:

   Positive for taxpayers     Negative for taxpayers
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1. Charitable deduction for non-itemizers 
Beginning in 2026, taxpayers claiming the standard deduction will be able to 
deduct up to $1,000 ($2,000 for couples filing a joint tax return) of charitable 
contributions on their return. To qualify, contributions must be made in cash to  
a qualified charity (donor-advised funds or foundations excluded). 

2. Limitation on deducting charitable contributions 
Taxpayers itemizing deductions on their return will not benefit tax-wise from 
making a charitable contribution until the amount of the donation exceeds 0.5% 
of their adjusted gross income (AGI). 
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3. Overall limit on itemized deductions 
For taxpayers in the highest marginal income tax bracket (37%) before deduc-
tions are claimed, the tax benefit of itemized deductions will be applied as if the 
taxpayer was in the 35% tax bracket. This means that for every dollar of itemized 
deduction, the maximum tax benefit will be 35 cents (instead of 37 cents for 
those in top tax bracket prior to the new rule). 

4. Slight increase in the deduction for state and local taxes (SALT)  
The recent law introduced a number of new or expanded tax deductions. For 
example, temporary deductions for tips, overtime pay, seniors, auto loan interest 
and SALT. For the 2025 tax year the cap on deducting SALT increased from 
$10,000 to $40,000 (subject to an income phase-out). While other temporary 
deductions were not indexed for inflation, the SALT deduction cap increases to 
$40,400 for 2026. Additionally, there is a slight increase in the income phase-out 
range. For 2026, this threshold begins at modified adjusted gross income (MAGI) 
of $505,000. Once MAGI exceeds $606,333 the deduction cap is $10,000. 

5. Increase in the amount of qualified K-12 expenses for 529 plans  
Since 2018, up to $10,000 of certain K-12 expenses have been considered a 
qualified expense for 529 plans. Beginning in 2026, the annual limit increases  
to $20,000. Originally, qualified K-12 expenses were limited to tuition only. The 
new law expands the definition to include other expenses such as fees, books, 
tutoring and other educational expenses. Note that some states do not consider 
K-12 expenses as qualified for state income tax purposes. 

6. Lower income thresholds for phase-out of alternative minimum tax  
(AMT) exemptions  
At higher income levels, the amount of income a taxpayer can exempt from AMT  
is reduced. This is known as the income phase-out for the AMT exemption. 
Beginning in 2026, this income-phase-out reverts to levels that were in place  
for the 2018 tax year: $500,000 for single filers and $1,000,000 for couples. For 
comparison, in 2025 these thresholds were $626,350 and $1,252,700 respectively. 
In addition, the income phase-out rate increases from 25% to 50%. Combined, 
these two changes mean that the number of taxpayers owing AMT will increase. 

7. Broader income phase-out for the qualified business income  
(QBI) deduction  
The QBI deduction allows pass-through business owners to deduct up to 20%  
of their net business income from taxation. At higher income levels, certain 
service-related business owners may be limited, or prevented altogether from 
claiming the deduction. For non-service business owners with higher income, 
they may be subject to an alternative calculation which may result in a lower 
deduction. Beginning in 2026, these income phase-outs are eased slightly which 
will benefit business owners claiming the deduction. For single filers, the income 
range for the phase-out is $75,000 (beginning at a taxable income threshold of 
$201,750 and ending at $276,750) and for married couples the income range is 
$150,000 (beginning at a taxable income threshold of $403,500 and ending at 
$553,500). For comparison, these ranges were $50,000 and $100,000 respec-
tively in 2025. 
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Source: Source: H.R.1 – 119th Congress (2025–2026): One Big Beautiful Bill Act. July 4, 2025. Interpretation of tax provisions are 
subject to change with additional guidance from the IRS. 

8. Enhanced tax benefits for dependent care  
Through employer-sponsored programs, taxpayers can elect pre-tax salary 
deferrals into a dependent care flexible spending account (FSA) to pay for 
qualified dependent care expenses. Beginning in 2026, the annual limit 
increases from $5,000 to $7,500. Additionally, the child and dependent care tax 
credit is expanded. Beginning in 2026, the maximum credit rate increases from 
35% to 50% of qualifying expenses. 

9. Health savings accounts (HSAs) available for marketplace plans  
To establish and fund an HSA, the individual or family must be enrolled in a High 
Deductible Health Plan (HDHP). Beginning in 2026, this rule is modified to 
automatically include bronze plans and catastrophic plans available on 
Affordable Care Act (ACA) marketplaces. This will expand access to HSAs for 
more individuals and families. 

10. Limitation on applying gambling losses  
Historically, the amount of gambling losses a taxpayer could realize was limited  
to their amount of winnings. Beginning in 2026, the amount of gambling losses a 
taxpayer can apply against winning is limited to 90% of winnings. This means that 
someone who breaks even will still be subject to taxes on their gambling activity. 
For example, an individual winning $10,000 and losing $10,000 would still have 
to report $1,000 as income on their tax return. Prior to the new law there would 
be no income tax consequences in this example.
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WHAT ARE THE RISKS? 
All investments involve risks, including possible loss of principal. 
Any information, statement or opinion set forth herein is general in nature, is not directed to or based on the financial situation or needs of any 
particular investor, and does not constitute, and should not be construed as investment advice, forecast of future events, a guarantee of future 
results, or a recommendation with respect to any particular security or investment strategy or type of retirement account. Investors seeking 
financial advice regarding the appropriateness of investing in any securities or investment strategies should consult their financial professional.
Franklin Templeton, its affiliated companies and its employees are not in the business of providing tax or legal advice to taxpayers. These materials 
and any tax-related statements are not intended or written to be used, and cannot be used or relied upon by any such taxpayer for the purpose  
of avoiding tax penalties or complying with any applicable tax laws or regulations. Tax-related statements, if any, may have been written in 
connection with the “promotion or marketing” of the transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable 
law. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or 
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be 
reproduced, distributed or published without prior written permission from Franklin Templeton.
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and 
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and  
may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis 
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, 
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go 
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee 
of future performance. All investments involve risks, including possible loss of principal.
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that 
connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material and 
Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from sources 
that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or 
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be 
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities  
(if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this 
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user. 
Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their 
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for 
further information on availability of products and services in your jurisdiction.
Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are 
not FDIC insured; may lose value; and are not bank guaranteed.
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