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The One Big Beautiful Bill Act (OBBBA), signed into law by President Donald Trump on July 4, 2025, introduces a revised
approach to the limitation on deductibility of state and local taxes (SALT cap).

Rather than making the current $10,000 SALT cap permanent as an earlier version of the OBBBA released by the Senate Finance
Committee had proposed, the final bill offers temporary relief by raising the SALT cap to $40,000 for tax years 2025 through 2029.
The expanded SALT cap applies to taxpayers with modified adjusted gross income (MAGI) of $500,000 or less and will be
adjusted upward by 1% each year during that period.

For taxpayers with MAGI exceeding $500,000, the new SALT cap phases down by 30% of the amount over the threshold, though it
never drops below the original $10,000 limit. After 2029, the SALT cap reverts permanently to $10,000 for all taxpayers, eliminating

any ongoing benefit from the temporary expansion.

One of the most significant departures from an earlier House version of the OBBBA, which was discussed in this Cooley client
alert, is the treatment of the pass-through entity tax (PTET) workaround to the SALT cap. As discussed in our prior alert, PTET
elections generally permit entities, such as partnerships and S corporations (pass-through entities), to elect to pay state income
taxes on behalf of their owners. These entities deduct the full amount of such taxes from their federal taxable income, and the

owners receive a tax credit or other benefit from the state with respect to the taxes paid by the entity on the owners’ behalf.

The result is that the state and local tax deduction — without any cap — is passed through to the owners as a reduction in their
distributive share of the pass-through entity’s net taxable income. In IRS Notice 2020-75, the US Department of the Treasury and
IRS blessed the use of the PTET workaround by announcing an intent to issue proposed regulations confirming that PTET
payments would be deductible pass-through entity expenses not subject to the SALT cap. Although no regulations have been
proposed, many states have adopted legislation facilitating these PTET payments, and the structure is popular among pass-

through entities and their owners.

While the House had previously proposed restricting PTET deductions for owners of service businesses — such as law firms,
medical practices and investment advisers — the final bill did not adopt these limitations. Accordingly, pass-through businesses,
including those in professional services, may continue to use PTET elections to bypass the individual SALT cap under current IRS

guidance.

This content is provided for general informational purposes only, and your access or use of the content does not create an
attorney-client relationship between you or your organization and Cooley LLP, Cooley (UK) LLP, or any other affiliated practice or
entity (collectively referred to as “Cooley”). By accessing this content, you agree that the information provided does not constitute
legal or other professional advice. This content is not a substitute for obtaining legal advice from a qualified attorney licensed in
your jurisdiction, and you should not act or refrain from acting based on this content. This content may be changed without notice. It
is not guaranteed to be complete, correct or up to date, and it may not reflect the most current legal developments. Prior results do
not guarantee a similar outcome. Do not send any confidential information to Cooley, as we do not have any duty to keep any

information you provide to us confidential. This content may have been generated with the assistance of artificial inteligence (Al) in


https://www.cooley.com/news/insight/2025/2025-06-02-proposed-federal-tax-legislation-would-effect-three-key-changes-to-state-and-local-tax-deductibility-limits

accordance with our Al Principles, may be considered Attorney Advertising and is subject to our legal notices.

Key Contacts
David Dalton ddalton@cooley.com
Santa Monica +1 310 883 6547
Stephanie Gentile sgentile@cooley.com
New York +1212 479 6531
Todd Gluth tgluth@cooley.com
San Diego +1 858 550 6140
Eileen Marshall emarshall@cooley.com
Washington, DC +1 202 728 7083
Patrick Sharma psharma@cooley.com
Santa Monica +1 310 883 6464

This information is a general description of the law; it is not intended to provide specific legal advice nor is it intended to create an

attorney-client relationship with Cooley LLP. Before taking any action on this information you should seek professional counsel.

Copyright © 2023 Cooley LLP, 3175 Hanover Street, Palo Alto, CA 94304; Cooley (UK) LLP, 22 Bishopsgate, London, UK EC2N
4BQ. Permission is granted to make and redistribute, without charge, copies of this entire document provided that such copies are

complete and unaltered and identify Cooley LLP as the author. All other rights reserved.


https://www.cooley.com/about/innovation
https://www.cooley.com/legal-notices

	Federal Tax Legislation Extends and Increases SALT Cap Preserves PTET Workarounds
	Key Contacts


