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The pass-through entity (PTE) tax election has been a 
valuable California tax planning tool for business owners, and 
recent federal and state legislative changes have prompted 
many to ask whether it still makes sense. With the passage of 
the federal One Big Beautiful Bill Act (OBBBA) and California 
SB 132, the rules have changed. But for most taxpayers, the 
election continues to deliver real tax savings. 
 
 
 
The OBBBA raises the federal cap on state and local tax 
(SALT) deductions from $10,000 to $40,000 for eligible 
taxpayers. That sounds like good news, and for many it is. 
However, the benefit phases out at higher income levels. 
Taxpayers with income above $500,000 begin to lose access 
to the full deduction, and those earning above $600,000 are 
back to the same $10,000 limit that existed before. 
 
For higher earners, the case for the PTE election is essentially 
unchanged. For those in the middle range, it is worth a closer 
look. 
 
 
 
Even for taxpayers whose income falls below $500,000, 
allowing them to claim the full $40,000 SALT deduction, the 
PTE election typically still provides an advantage.  

When a business pays state taxes at the entity level through 
the PTE election, that payment is deducted before income is 
passed to the owner. This directly lowers the owner's adjusted 
gross income (AGI), which is the number used to calculate 
many other taxes, credits, and deductions. A lower AGI can 
reduce exposure to additional taxes and preserve other tax 
benefits that would otherwise phase out. An itemized SALT 
deduction on a personal return does not provide the same 
result. 
 
 
 
To make the PTE election, California requires a prepayment by 
June 15 of the current tax year. The amount due is the greater 
of $1,000 or 50% of last year's PTE tax. 
 
For 2026, taxpayers can still make the election even if they 
miss the June 15 deadline. However, missing it comes at a 
cost: the tax credit is reduced by 12.5% of the unpaid 
prepayment amount.  
 
 
 
OBBBA and SB 132 change the math, but they do not 
eliminate the value of the PTE election for most business 
owners. With the June 15 deadline approaching, now is the  
 

time to run the numbers and determine whether the election 
makes sense for your situation. 
 
Contact RJI CPAs to find out how these changes affect your 
business and whether the PTE election is the right move for 
this tax year. 
 
 
 

Rethinking the Pass-Through Entity Election Under the One Big Beautiful Bill Act

Fernando Jimenez, CPA, MST 
CEO/Partner in Charge, Tax 
949.852.1600, ext. 424 
fjimenez@rjicpas.com  

Diana Zambrano, CPA, MST  
Senior Tax Manager 
949.852.1600, ext. 424 
dzambrano@rjicpas.com  

About RJI CPAs  
Founded in 1980, RJI CPAs offers comprehensive 
accounting and consulting services and has earned a 
place on Forbes' list of America’s Best Tax and Accounting 
Firms and Forbes’ list of America’s Top 200 CPAs. As a 
PCAOB-registered entity, we pride ourselves on upholding 
the highest standards. We are part of DFK International, a 
network of independent accounting firms. Learn more at 
www.rjicpas.com.

What Has Changed

Prepayment Deadlines and the 2026 Election

Why the PTE Election Still Makes Sense
The Bottom Line
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