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Key planning 
strategies for 
the One Big 
Beautiful Bill Act

On July 4, 2025, the One Big Beautiful Bill Act (OBBBA) was signed into law, representing the most 
comprehensive tax legislation since the Tax Cuts and Jobs Act (TCJA) was passed in late 2017. The new 
law provides much-needed clarity for investors by extending key tax provisions which were due to expire 
at the end of 2025, such as income tax rates and brackets. Since many of these provisions apply to the 
current 2025 tax year, careful attention and planning is essential. Lastly, the tax changes are part of  
a broader package, which includes spending reductions. It also raises the federal debt ceiling.

Here are some of the highlights of the new law
•	 The current income tax rates and brackets are extended 

permanently. Of course, a future Congress could make 
changes, but there is no “sunset” within the new law for  
these rates to expire in the future. 

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

•	 The cap on deducting state and local taxes (SALT) increases 
from $10,000 to $40,000 beginning in 2025 and continuing 
through the end of 2029.

•	 Temporary tax deductions for overtime pay, tips and  
auto-loan interest are included.

•	 There is no reduction in taxes on Social Security. However, 
the law includes an extra $6,000 deduction for seniors 
beginning in 2025 through the end of 2028.

•	 The lifetime exclusion for gift and estate taxes increases  
to $15 million per person beginning in 2026, and is permanent. 

•	 Many clean energy tax preferences introduced during the 
Biden administration were rolled back, such as tax credits for 
buying electric vehicles. 

•	 Qualified Opportunity Zones (QOZs) were renewed, 
expanded and made permanent beginning in 2027. This 
program provides tax benefits for eligible investors if they 
invest capital gains in an economically distressed area  
defined as an Opportunity Zone by the IRS.

•	 There were no changes to the tax treatment of municipal 
bonds, including private activity bonds. 

•	 The OBBBA created new savings accounts for those under 
age 18, called “Trump accounts.” 
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Extension of Income Tax Provisions that Were Due to Expire
Provision Details

Income tax rates and brackets Extended permanently with an extra inflation adjustment in 2026 applied to the 10% 
and 12% brackets. 

Standard deduction Extended permanently and increased slightly for 2025 ($15,750 for single filers, 
$31,500 for married couples filing a joint tax return). 

SALT deduction cap Increased from $10,000 to $40,000 for tax years 2025 through 2029, with the same 
limit applying for single filers and married couples. The increase in the cap is subject 
to a phase-out once modified adjusted gross income (MAGI) exceeds $500,000.  
At $600,000, the increase in the deduction cap is fully phased out, and a $10,000 
cap applies. 

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 CTC is increased slightly to $2,200 and 
indexed for inflation going forward. The Other Dependent Credit of $500 is made 
permanent. This includes dependents who do not qualify for the CTC, such as 
dependent children who are 17 or older. 

Itemized deductions The scale-back for these deductions as a result of the TCJA is made permanent 
(limits on deducting mortgage interest, elimination of miscellaneous 2% deductions). 
Beginning in 2026, the tax benefit of itemized deductions is capped at the 35%  
tax bracket.

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. 

Qualified opportunity zones (QOZs) While the QOZ program created by the TCJA expires at the end of 2026, the new law 
creates permanent, 10-year rolling QOZ investment programs beginning in 2027. 
QOZs allow taxpayers to contribute capital gains from the sale of certain property to 
defer realization of the gain for tax purposes. Depending on the holding period of the 
QOZ investment, there may be a reduction in the amount of capital gains recognized 
upon distribution. 

 Source: H.R.1 – 119th Congress (2025–2026): One Big Beautiful Bill Act. July 4, 2025.

Estate and gift tax levels extended permanently 
Under the TCJA, the lifetime exclusion for gifts and estates was 
scheduled to be reduced roughly in half. The new law increases 
the amount slightly for 2026 and applies annual inflation 
adjustments going forward. There is no change to the annual 
exclusion for gifts and estates. 

Federal Unified Gift and Estate Tax Lifetime Exclusion

$13,990,000

2025

$15,000,000

2026
Source: IRS 2025 tax figures, One Big Beautiful Bill Act. Beginning in 2026 the unified, lifetime 
exclusion for gifts and estates increases to $15 million per person and is indexed for inflation for future 
years. Portability provision still applies.
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The New Tax Law Introduces a Number of New Provisions
Provision Details

Deduction for seniors age 65+ For tax years 2025 through 2028, an extra $6,000 deduction per individual is 
available whether or not the taxpayer itemizes deductions. The deduction is subject 
to a phase-out once MAGI exceeds $75,000 ($150,000 for married couples filing  
a joint tax return).  

Deduction for qualified tips A maximum of $25,000 of tips can be deducted for tax years 2025 through 2028, 
which may apply to W-2 workers and individual contractors. The deduction is available 
whether or not the taxpayer itemizes deductions and is subject to a phase-out once 
MAGI exceeds $150,000 ($300,000 for married couples filing a joint tax return). 

Deduction for overtime pay A maximum of $12,500 ($25,000 for couples) in overtime pay can be deducted from 
taxable income for tax years 2025 through 2028. The deduction is available whether 
or not the taxpayer itemizes deductions and is subject to a phase-out once income 
exceeds $150,000 ($300,000 for couples). Only the overtime portion of pay can be 
deducted (i.e., for time and half pay, only the “half” can be deducted). 

Deduction for auto loan interest A maximum of $10,000 can be deducted annually for qualified loan interest for 
passenger cars where final assembly occurs in the United States. The deduction  
is available whether or not the taxpayer itemizes deductions and is subject to  
a phase-out once income exceeds $100,000 ($200,000 for couples). 

Trump accounts New savings accounts introduced for children under age 18, which receive the same 
tax treatment as IRAs (although no deduction is allowed for contributions). The 
account can be funded with annual, after-tax contributions of up to $5,000 (employer 
contributions of up to $2,500 are also allowed and do not count toward the $5,000 
limit). Distributions, which follow IRA rules, are available beginning with the calendar 
year the child turns 18. As part of a pilot program, the federal government will fund 
$1,000 into these accounts for US citizens born in 2025 through the end of 2028. 
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New charitable deduction  
for non-itemizers

New limit on itemized  
charitable deductions
Starting in 2026, charitable deductions 
are subject to a 0.5% “floor”

Example: Adjusted gross income $500,000

Donation Deduction

Enhancements to 529 savings plans
The TCJA expanded the definition of “qualified expenses” for 529 plans to include K-12 tuition. This new law 
allows other K-12 expenses to be considered qualified, such as books, online educational materials, fees, 
tutoring and testing fees. The annual limit on qualified K-12 expenses increases from $10,000 to $20,000. 
Additionally, 529 plans can now be used for “qualified postsecondary credentialing expenses.” 

It is important to note that some state 529 programs may not recognize certain expenses such as K-12 
as qualified. Consult with your state’s 529 program for more information.

Source: H.R.1 – 119th Congress (2025–2026): One Big Beautiful Bill Act. July 4, 2025. Both provisions effective beginning for tax years after 2025.

$1,000 $2,000

Changes to tax benefits for charitable contributions
The new law introduces a couple of provisions, one that is positive for taxpayers and another that will limit  
the tax benefit of charitable deductions for some. First, beginning in 2026, taxpayers claiming the standard 
deduction will be able to deduct up to $1,000 ($2,000 for couples) of charitable contributions on their return. 
To qualify, contributions must be made in cash to a qualified charity (no donor advised funds or foundations). 
Also, beginning in 2026, taxpayers itemizing deductions 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). 

$7,500$10,000
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Tax Benefits for Business Owners
Provision Details

Deduction for Qualified Business 
Income (QBI) made permanent

Instead of expiring at the end of 2025, the 20% QBI deduction is extended 
permanently. This deduction applies to certain pass-through businesses (ex. 
partnerships, sole proprietors, S-corporations). The current income phase-out limits 
on claiming the deduction are eased slightly beginning in 2026. 

100% bonus depreciation for certain 
property placed into service

For qualified property acquired on or after January 19, 2025, business owners can 
fully deduct the expense in the current tax year. Prior to the new law, there were limits 
to what a business could deduct in the same tax year (40% of the expense in 2025 
with a scheduled reduction to 20% in 2026). 

Immediate expensing of new 
production facilities

Businesses can fully deduct the cost of building new domestic manufacturing, 
production or refining facilities in the same tax year on construction that started  
after January 19, 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 domestic research and 
experimental investments in the same year beginning in 2025. 

Increase in the Section 179  
deduction for small businesses

This provision allows small businesses to deduct the full cost of acquiring property in 
that tax year instead of spreading the cost over multiple years. Beginning in tax year 
2025, the maximum deduction is increased from $1.25 million to $2.5 million. The 
phase-out threshold is also increased, from $2.5 million to $4 million. Examples of 
eligible expenses include tangible property such as machinery, office equipment, 
computers, vehicles and improvements to buildings. 

Enhancements to the exclusion for 
Qualified Small Business Stock (QSBS) 

This tax provision, available to certain businesses structured as C-corps, allows  
a capital gains exclusion on the sale of stock. For QSBS acquired after July 4, 2025, 
the cap on excluding capital gains is increased from $10 million to $15 million. While 
stock still must be held at least five years to benefit from the full exclusion, partial 
exclusion from capital gains is allowed (50% exclusion allowed for stock held three 
years, 75% exclusion for stock held four years). 
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Planning considerations for the new tax law
Given the scope of these changes to the tax code, there may be important considerations for planning based 
on individual circumstances. Since many provisions apply to tax year 2025, this analysis should begin sooner 
rather than later. 

Maximize tax deductions by tactically managing income 
While the new law introduces some valuable tax deductions, these benefits eventually phase out once 
income exceeds certain thresholds. Being aware of these thresholds, and managing income to avoid 
them if possible, may yield valuable tax savings. The increase in the SALT deduction cap from $10,000 
to $40,000 will be a key benefit for certain taxpayers living in higher-taxed states. However, the phase-
out in the deduction increases rapidly. For taxpayers with income at the phase-out level ($500,000 in 
modified adjusted gross income; at $600,000 the increased deduction is fully phased out) there may 
be planning considerations to avoid or reduce income to maximize the deduction.

Income Phase-Outs of New Tax Deductions

1

Consider tax-smart charitable giving strategies 
For those claiming the standard deduction, consider the new provision, which allows a charitable 
deduction for non-itemizers ($1,000 for single filers, $2,000 for married couples filing a joint tax return). 
Additionally, those over the age of 70½ can make a qualified charitable deduction (QCD) out of their 
IRA, which allows for a tax-free distribution if funds are directed to a qualified charity. This includes 
required minimum distributions (RMDs). 

Those making larger charitable contributions may want to consider using a donor-advised fund (DAF)  
to “lump” several years’ worth of donations into a single tax year. For example, this lumping strategy may 
allow a taxpayer to itemize deductions in a single year while taking the standard deduction in other years. 
Timing larger charitable contributions in a year when income is expected to be higher can be an effective 
tax savings strategy.

2

Provision Phase-Out

Increased SALT deduction cap

Deduction for seniors

Deduction on qualified tips

Deduction for qualified OT

Deduction for auto loan interest

$500k–$600k (Single and MFJ)

$75k–$175k (Single)

$150k–$400k (Single)

$150k–$275k (Single)

$100k–$150k (Single)

$300k–500k (MFJ)

$300k–$550k (MFJ)

$200k–$250k (MFJ)

$150k–$250k (MFJ)
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Explore strategies such as Roth conversions to achieve tax diversification
While the lower tax rates and brackets introduced by the TCJA in 2017 were extended permanently  
by the new tax law, there is really no such thing as “permanent” tax law since it’s only permanent until  
a future Congress makes changes. Given rising federal budget deficits and solvency challenges for 
major federal programs such as Social Security, it’s reasonable that taxes may increase for some 
taxpayers in the future. Tax diversification—holding investable assets over a mix of taxable, tax-deferred 
and tax-free accounts—may allow a taxpayer to better manage their tax bill in retirement based on their 
current tax bracket and income needs. For example, if a higher tax bracket applies for a certain year, 
one could consider drawing income from a Roth IRA and avoid taking additional income from  
a traditional, pre-tax IRA. At these tax rates and brackets, Roth conversions are still an important 
consideration for many. 

3

Efficient wealth transfer focuses more on income taxes than estate taxes
With the lifetime exclusion for gifts and estates increasing to $15 million per individual next year and 
made permanent, the overwhelming majority of taxpayers will not be subject to federal estate taxes 
upon death. Higher-net-worth households under the threshold looking to transfer wealth to the next 
generation may want to focus on strategies to reduce or avoid income taxes such as:

•	 Pass highly appreciated assets in taxable accounts at death. This may allow heirs to benefit from 
a step-up in cost basis to avoid capital gains taxes if assets are eventually sold. This is in contrast  
to gifting while living, where the recipient inherits the original cost basis of when the asset was 
acquired for tax purposes.  

•	 Leave a greater portion of tax-deferred savings like IRAs to heirs in lower or moderate tax 
brackets. With some limited exceptions, non-spouses who inherit an IRA or retirement account are 
required to distribute those funds within a 10-year timeframe. For inherited pre-tax accounts, this 
might result in a significant tax bill for beneficiaries. It may be more tax-efficient to name heirs likely 
to be in lower or moderate tax brackets as beneficiaries of traditional, pre-tax retirement savings 
accounts. Higher-income beneficiaries may potentially be subject to more taxes when distributing 
funds from an inherited retirement account. 

•	 Build flexibility into estate plans if needs or tax laws change in the future. For example, 
“swapping powers” under IRC §675 allow assets inside of an irrevocable trust to be exchanged for 
other assets of equal value (such as cash, for example). This may allow removing highly appreciated 
assets from an irrevocable trust that would not generally benefit from a step-up in cost basis upon 
the death of the individual who placed assets inside the trust. Once the highly appreciated asset is 
removed from the trust, a step-up in cost basis upon the death of the owner may apply. Consult with 
an estate planning professional for other techniques to build flexibility into a plan.

4

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. Working with a qualified financial 
professional may help uncover these types of opportunities. 
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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.


