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Congress passes sweeping 
tax bill

On July 3, 2025, Congress passed a comprehensive tax bill to avoid expiration of the 2017 
Tax Cuts and Jobs Act (TCJA) at the end of the year. The measure also introduces a slew 
of new tax breaks, including temporary deductions for workers receiving tips and overtime 
pay. This tax bill is part of broader legislation that includes spending reductions and raises 
the federal debt ceiling. The legislation was advanced through the budget reconciliation 
process, which only requires a simple majority vote in the Senate. The bill was signed into 
law on July 4, 2025.

Here are some of the highlights of the new law:
• The current income tax rates and brackets are extended permanently (there are no 

changes to long-term capital gains or qualified dividend tax rates). 

• The current standard deduction, which was doubled under the TCJA, is extended 
permanently and includes a slight increase beginning in 2025. 

• The cap on deducting state and local taxes (SALT) is increased for the next five years 
from $10,000 to $40,000 with a phase-out of the increased amount once income 
exceeds $500,000. All taxpayers, regardless of income, will still be able to deduct  
the current $10,000 limit. For 2025, the cap on the SALT deduction will be $40,000. 
Beginning in 2026, the cap will increase to $40,400. 

• The Trump campaign promises of no taxes on tips and overtime are included in the bill, 
but are limited once income exceeds $150,000 ($300,000 for couples). Both provisions 
are temporary and will sunset at the end of 2028. 
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• The lifetime exclusion for gifts and estates is increased to $15 million per person 
beginning in 2026 and made permanent, which includes annual adjustments for 
inflation for future years. 

• No reduction in taxes on Social Security. However, the proposal includes an extra 
$6,000 deduction for seniors (for individuals below $75,000 in income, $150,000  
for couples). The deduction will sunset at the end of 2028. 

• Rollback of clean energy tax preferences introduced during the Biden administration, 
such as tax credits for buying electric vehicles. 

• Renewal and expansion of Qualified Opportunity Zones, which are made permanent 
beginning in 2027. This program provides tax benefits for eligible investors if they invest 
capital gains in an economically distressed area or opportunity zone as defined by the IRS. 

• No changes to tax treatment of municipal bonds, including private activity bonds. 

• Creation of a new, tax-favored account for those under age 18 called “Trump accounts”. 

For more details on key provisions, refer to this expanded chart.
Extension of TCJA provisions due to expire

Provision(s) Details

Income tax rates &  
brackets

• Extended permanently with an extra inflation adjustment in 2026 applied to 
lower tax brackets (10% and 12% brackets).

Standard deduction • The current deduction, which was essentially doubled by the 2017 tax law,  
is extended permanently and increased slightly beginning in 2025.

• For 2025, the standard deduction will be $15,750 for single filers, $31,500 for 
married couples filing a joint tax return.

Increase in the SALT  
deduction cap

• The cap is increased from $10,000 to $40,000 for tax years 2025 through 2029 
(same limit applies for single filers or married couples filing a joint tax return).  
In 2030, the cap will revert to $10,000. 

• The increase in the cap is subject to a phase-out once modified adjusted gross 
income exceeds $500,000.

Child tax credit (CTC) • The tax credit, which was increased by the TCJA to $2,000 per qualified child,  
is extended permanently. 

• For 2025, the credit is increased to $2,200 per child and indexed for inflation 
going forward.

• The Other Dependent Credit of $500 is made permanent. This includes depen-
dents who do not qualify for the CTC, such as dependent children age 17 or 
older. 

Alternative minimum tax 
(AMT)

• The higher AMT exemption and phase-out of the exemption established by 
the TCJA are made permanent; this avoids a dramatic expansion of the AMT 
applying to more taxpayers.

Itemized deductions • The scale-back of these deductions as a result of the TCJA are generally  
made permanent (mortgage interest deduction limited to $750,000 in debt,  
for example). 

Extension of unified, lifetime 
gift and estate tax exclusion

• Lifetime exclusion increased permanently to $15 million ($30 million for married 
couples) beginning in 2026 and made permanent with annual inflation adjust-
ments applied in future years.
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New tax provisions
Provision(s) Details

New restriction on itemized 
deductions

• The tax benefit of claiming itemized deductions is generally limited to the 35% 
tax bracket, meaning a slight reduction in the tax benefit for taxpayers in the 
highest income tax bracket (37%).

New deduction for seniors 
age 65+

• An extra $6,000 deduction applies for those with modified adjusted gross 
income not exceeding $75,000 ($150,000 for married couples filing a joint  
tax return). 

• Applies for tax years 2025 through 2028 and is available when claiming the 
standard deduction or itemizing deductions. 

No tax on tips • New deduction of up to $25,000 for tax years 2025 through 2028, which allows 
workers (both W-2 and individual contractors) to deduct qualified tips from 
taxable income.

• Deduction available whether you itemize deductions or claim the standard 
deduction and is phased out once modified adjusted gross income exceeds 
$150,000 ($300,000 for married couples filing a joint return).

• Tips from employment in a specified service business (under IRC § 199A) are 
not eligible. Examples include financial service professionals, consultants, 
accounting, legal professionals, etc. 

No taxes on overtime pay • For 2025 through 2028, taxpayers may deduct up to $12,500 in overtime pay 
from taxable income ($25,000 for married couples filing a joint return). 

• Deduction available whether you itemize deductions or claim the standard 
deduction.

• The deduction is phased out once modified adjusted gross income exceeds 
$150,000 ($300,000 for married couples filing a joint return).

New deduction for auto  
loan interest

• Deduction for tax years 2025 through 2028 of up to $10,000 annually for quali-
fied passenger vehicle loan interest.

• Deduction is subject to a phaseout once modified gross income exceeds 
$100,000 ($200,000 for married couples filing a joint tax return) and is available 
whether you itemize deductions or claim the standard deduction.

• Final assembly must occur in the US to be eligible.

New “Trump accounts” • New tax-favored savings accounts for children under age 18, which receive 
the same tax treatment as IRAs (although no deduction allowed for individual 
contributions).

• Account can be funded with annual, after-tax contributions of up to $5,000 
(employer contributions of up to $2,500 annually are also allowed).

• Distributions are available once the child reaches 18 years of age and follow  
IRA rules.

• Includes a pilot program where the federal government will automatically enroll 
newborns and contribute $1,000 per child into an account for US citizens born 
in 2025 through end of 2028.

Charitable deduction  
for non-itemizers

• Beginning in 2026, taxpayers claiming the standard deduction can deduct up  
to $1,000 in charitable contributions ($2,000 for married couples filing a joint 
tax return).

• Charitable contribution must be made to a qualified charity, which does not 
include a donor-advised fund (DAF) or supporting organizations.

New limitation on itemized 
charitable deductions

• Beginning in 2026, charitable deductions are subject to a 0.5% “floor.”
• This means that a taxpayer does not benefit tax-wise from a charitable contribu-

tion until the amount donated exceeds 0.5% of their adjusted gross income.
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Education savings 

Tax law changes require careful review
Individual taxpayers and business owners should consult with a qualified tax professional 
to understand how these new changes affect their specific circumstances. There may 
be opportunities to take advantage of certain provisions or considerations for timing or 
realizing income. For example, certain taxpayers in higher-taxed states will benefit from 
the significant increase in the SALT deduction cap from $10,000 to $40,000. However, 
there are income phase-outs which apply once modified gross income (MAGI) exceeds 
$500,000. There may be options to avoid the phase-out limit and ensuing reduction in 
the SALT cap. Working with a qualified financial professional may help uncover these 
types of opportunities. 

Source: One Big Beautiful Bill Act.

Provision(s) Details

Expansion of qualified 
expenses for 529 accounts

• Currently, qualified expenses for K-12 education are limited to tuition only;  
this provision expands the list to include other expenses such as books, online 
educational materials, tutoring and testing fees.

• 529 funds can be used for additional higher education expenses, including 
“qualified postsecondary credentialing programs.”

Business owner provisions
Provision(s) Details

Deduction for qualified 
business income (QBI) made 
permanent

• Instead of expiring at the end of 2025, the 20% QBI deduction, which applies 
to certain pass-through businesses (ex. partnerships, sole proprietors, 
S-corporations) is made permanent.

• The current income phase-out limits on claiming the deduction are eased 
slightly, which will benefit certain business owners. 

Qualified opportunity zones 
(QOZs) made permanent

• Investments in QOZs allow taxpayers to contribute capital gains from the sale of 
certain property to defer the realization of the gain for tax purposes. Depending 
on the holding period of the investment, there may be a reduction in the 
amount of capital gains recognized upon distribution. While the original round 
of QOZ investments established by the TCJA expires at the end of 2026, a round 
of permanent 10-year rolling programs will begin in 2027. 

• The new version allows an additional tax benefit for investments made in certain 
rural areas. 

Bonus depreciation for 
certain property

• Current business owners are limited to a deduction of 40% of the cost of 
acquiring qualified property in 2025, with a scheduled reduction to 20% in 
2026.

• For property acquired on or after January 19, 2025, the deduction is increased 
permanently to 100% of the cost of qualified property.

Immediate expensing of  
new production facilities

• Businesses can fully deduct the cost of building new domestic manufacturing, 
production or refining facilities on construction that started on January 20, 
2025 through the end of 2028. 

• This allows companies to avoid amortizing the cost over many years for tax 
purposes. 

Immediate expensing of 
research costs

• Businesses can fully deduct the cost of qualified expenses related to domestic 
research and experimental investments beginning in 2025. 

• Allows retroactive expensing beginning in tax year 2022 for businesses with 
average annual gross receipts of $31 million or less.

Increased Section 179 
deduction for small 
businesses

• Beginning in tax year 2025, the maximum deduction is increased from $1.25 
million to $2.5 million.

• Under Section 179, certain small businesses can fully expense certain assets 
purchased instead of writing those expenses off over several years.
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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 at 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.

Issued in the US by Franklin Distributors, LLC, 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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