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2026 taxes: What's changing and why it matters

Key points
» The One Big Beautiful Bill Act (OBBBA) has extended or made permanent several tax changes first implemented in the

2017 Tax Cuts and Jobs Act (TCJA).1 These include shifts in income tax brackets, changes to deductions and credits, and
adjustments to estate and gifts tax thresholds. While these adjustments may seem subtle on the surface, their impact
on a financial plan can grow over time.

 This report outlines what's changing in 2026, why it matters, and the financial planning decisions that families may
want to revisit with their financial advisor and tax advisor as part of their overall retirement strategy.

» While tax policy changes over time, applying consistent frameworks—such as using a savings waterfall to build tax
diversification and a spending waterfall to manage withdrawals—may help families navigate near-+erm tax changes
while staying focused on their long-term goals.

 For a quick reference guide on key tax information this year, see the CIO Global Investment Management team's
report, 2026 Tax fact sheet (published 15 January 2026).

This educational report has been prepared by UBS Financial Services, Inc. Please see important disclaimers and disclosures at the end of
the document.

This document constitutes sales and education content, not a research report, and it is not developed or held to the standards applicable to
independent research.
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Personal tax changes in effect for 2026: The big picture

Income tax brackets

In 2026, the IRS increased tax bracket thresholds for inflation. These adjustments raise the income levels at which higher
marginal tax rates apply which can help prevent "bracket creep." Bracket creep occurs when inflation pushes taxpayers
into higher tax brackets resulting in an increase in taxes without an increase in real income over time. For 2026, the annual
adjustment for ordinary income tax brackets and other inflation-adjusted tax thresholds was 2.3%. Owing to the OBBBA,

the bottom two ordinary income brackets (10 percent and 12 percent) received a larger inflation adjustment of 4% .° This
effectively widens those lower brackets, increasing the income that will be taxed at those lower tax rates, resulting in a
lower income tax liability for most families.

Standard deduction and a new "bonus" deduction
Because of the OBBBA, the higher standard deduction that resulted from the TCJA has been made permanent. In 2026,
the deduction limit is $16,100 for individuals and $32,200 for married couples filing jointly (MFJ).

Additionally, for tax years 2025 through 2028, seniors are entitled to a "bonus" deduction, which is available to both
taxpayers who itemize their deductions and those claiming the standard deduction. This bonus deduction is $6,000 per
taxpayer over the age of 65 and is subject to a phase-out to the extent that modified adjusted gross income (MAGI)
exceeds $75,000 for individuals and $150,000 married filing jointly (MFJ). The deduction is reduced by 6 cents for every
$1 of income over these thresholds until it is completely phased out at $175,000 for single filers and $250,000 MFJ.

State and local tax (SALT) deduction

For tax years 2025 through 2029, taxpayers who itemize their deductions can deduct a larger amount of state and local
income and property taxes for federal income tax purposes. In 2026, this deduction is capped at $40,400 (single or MFJ)
and is subject to a phase-out for those with MAGI exceeding $505,000. The deduction cap and income phase-out levels
will increase by 1% each year for tax years 2026 through 2029, and then the cap will revert to $10,000 beginning in
tax year 2030.

Estate and gift tax exemption

The OBBBA permanently increased the lifetime amount of wealth that someone can give or bequest to others without
triggering federal gift and estate taxes. In 2026, the lifetime exemption is increased to $15 million (single) and $30 million
(MFJ) and will be indexed for inflation in tax year 2027 and thereafter.

Charitable deduction limits

Taxpayers who take the standard deduction typically have not been able to deduct their charitable donations from their
taxable income. However, beginning in 2026, non-itemizers can deduct charitable donations up to $1,000 per filer ($2,000
for married couples filing jointly), on top of the standard deduction.

For those who itemize their deductions, there are several new deduction limitations to note:

» Only charitable contributions that exceed 0.5% of adjusted gross income (AGI) will be deductible. The 0.5% floor is
multiplied by AGI to determine the portion of the donation that is disallowed, so smaller donations might no longer
reduce a family's tax burden unless it exceeds this floor.

e Those in the top tax bracket will have the value of their charitable deduction capped at 35% of the donation. This
cap was previously set to 37%. So, for an individual in the top tax bracket, a $100,000 donation that once generated
$37,000 in tax savings is now limited to $35,000.

» Cash gifts to qualified charities will remain subject to a limit of 60% of AGI. Cash gifts to private foundations remained
capped at 30%.

Gambling loss deduction cap

Beginning in tax year 2026, OBBBA changes how gambling losses are deducted for tax purposes. Under prior law, taxpayers
could deduct gambling losses up to the amount of their gambling winnings—meaning that if the taxpayer won $10,000
and lost $10,000, they could fully offset their winnings with any gambling losses, resulting in no taxable gambling income.

Starting in 2026, taxpayers will only be able to deduct 90% of gambling losses against gambling winnings.3 This means
that even if losses exactly match winnings, the taxpayer will still have to report taxable gambling income equal to 10%
of their losses. This creates so-called “phantom income”—income the individual must pay tax on even though, in reality,

they did not come out ahead.
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Other notable changes under the OBBBA
o Car loan interest deduction: Some taxpayers may be able to deduct interest paid on car loans, potentially reducing
taxable income. Eligibility limits apply.

» Qualified business income (QBI) deduction: The deduction for eligible pass-through business owners was extended,
continuing to benefit certain self-employed individuals and small business owners.

o Child tax credit: The credit was expanded and extended, increasing potential benefits for qualifying families, subject
to income limits.

o Deductions for tips and overtime: Certain workers may deduct income earned from tips and overtime, which may
lower taxable income depending on occupation and earnings.

These are only some of the provisions changed by the OBBBA. To learn more, see the CIO Global Investment Management
team's report, Five key tax changes in the One Big Beautiful Bill Act (published 15 July 2025) and the UBS Advanced
Planning Group's report, Planning Opportunities for Individuals after the 2025 Tax Law Changes (published 28 July 2025).

Key retirement planning decisions families may wish to revisit

The impact of changes like the inflation-adjusted brackets and the permanently increased standard deduction may seem
subtle on the surface, but the shift may seem more meaningful when viewed over the full retirement planning horizon. As
a result, families may want to revisit certain decisions when it comes to saving for retirement, transitioning to retirement,
and managing their finances in retirement. With this in mind, the following section explores which retirement planning
decisions families may want to revisit in light of recent updates, and what considerations to keep in mind.

Contributing pretax versus Roth. Those saving for retirement may want to revisit whether pretax or Roth contributions
are more advantageous over the long run. A key consideration is how a family's current tax rate compares with their
estimated tax rate in the future. For example, if an individual anticipates being in a higher tax bracket later in their career
or during retirement, then they may want to consider taking advantage of the lower tax burden today by making Roth
contributions, while pretax contributions may be more appealing when current tax rates are relatively high.

One important change beginning in 2026 is that employees age 50 and older who earned more than $150,000 in wage
income from their current employer in the prior year must make catch-up contributions to workplace retirement plans—
such as 401(k)s—on a Roth basis. If a plan does not offer a Roth 401(k) option, catch-up contributions for these individuals
may not be permitted. For more information on this new rule, see the CIO Global Investment Management team's report,
2026 Roth catch-up explained (published 21 January 2026).

While this shift may affect take-home pay and overall tax strategy for a household, this does not suggest investors should
avoid making catch-up contributions. Catch-up contributions remain a valuable way to boost retirement savings as one
approaches retirement age. What's more, adding more tax-exempt dollars to a family’s balance sheet can help enhance tax
diversification: having both pretax and Roth savings may provide flexibility in managing taxable income during retirement.

As a starting point for revisiting retirement contributions, families may want to review how current income fits within
the new brackets and reassess whether expected income in retirement may fall into higher brackets. Consulting with a
financial advisor and tax advisor can help families ensure they're making the decision within the context of their overall
long-term financial plan.

For more details on the difference between Traditional pretax contributions and Roth contributions, see the CIO research
report, Traditional or Roth? (published 29 May, 2024).

How might partial Roth conversions affect after-tax wealth potential? Higher bracket thresholds and expanded
deductions may increase the amount of income that can be recognized at lower marginal rates in certain years. Individuals
may therefore consider whether there are periods of relatively lower taxable income—such as in early retirement years
when they are no longer receiving a salary, aren't yet receiving social security, and aren't yet subject to RMDs—when
partial Roth conversions may be more tax-efficient.

While conversions accelerate the payment of income taxes on the dollars converted, they may help families in a few ways:
1. Move taxable income from high-tax years to low-tax years,
2. Boost the portfolio's ability to generate tax-exempt growth,
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3. Protect against the risk of higher taxes, and
4. Increase tax diversification, creating more options for managing taxable income in retirement.

For steps on how to determine whether a family may benefit from implementing a series of partial Roth conversions, see
the CIO Global Investment Management team's report, Should 401 (k) millionaires consider a Roth conversion? (published
10 December 2025).

Should you claim the standard deduction or itemize?

For many households, the higher standard deduction means that claiming the standard deduction may be more valuable
than in prior years, but itemizing may produce a better outcome in certain circumstances, especially for households
with significant state and local taxes, mortgage interest, medical expenses, or charitable contributions. The "bonus"
deduction available to taxpayers age 65-plus adds another layer of complexity since this additional deduction applies
whether someone itemizes or not and it's also subject to a phaseout based on income.

The decision to claim the standard deduction or itemize has never been static—it is always something that should be
revisited annually. But these changes enhance the complexity of the decision and therefore underscore the importance
of coordinating the decision with a financial advisor and tax advisor. Together, they can work with the family to evaluate
the decision in a planning context, determine the optimal timing of income and charitable giving, and ensure the decision
is implemented correctly.

How can you maximize the impact of charitable gifts? Charitable giving decisions will also benefit from a refreshed
perspective this year. New limitations including the 0.5% of adjusted gross income (AGl) floor and the reduced deduction
cap for top-bracket taxpayers place a greater emphasis on how and when gifts should be made, and this is especially true
considering the permanently higher standard deduction.

For instance, smaller recurring donations may no longer generate the same tax benefit unless they exceed the new
threshold. As a result, families may want to consider "bunching" multiple years of charitable donations into a single tax
year in order to exceed the 0.5% of AGlI floor.

In years when families claim the standard deduction, they can still support the charitable organizations they care about
while lowering their tax bill by taking advantage of the universal deduction for charitable cash contributions ($1,000
single/$2,000 MFJ).

Qualified charitable distributions (QCDs) are another strategy to consider for those age 70%2 or older who are looking to
make tax-efficient gifts, and this strategy may be an option even for those who do not itemize deductions.

QCD:s allow Traditional IRA owners to transfer funds from their IRA directly to a qualified charity—up to $111,000 for the
2026 tax year—and have the distribution count toward their annual required minimum distribution (RMD), but not be
included in the IRA owner's federal taxable income. The QCD must go directly from a Traditional IRA to a qualified charity,
and must be completed by year-end to qualify for the current tax year. It's important to note that QCDs cannot be directed

to donor advised funds or private foundations. Married couples may each utilize this limit from their respective IRAs.*

For more information on QCDs, please see the CIO research report, Beyond RMDs: Strategies for IRA owners and
beneficiaries (published 25 February 2025).

Should you give during your lifetime? With the permanent increase in the lifetime gift and estate tax exemption,
families may have an opportunity to transfer significant wealth without incurring federal gift or estate taxes. While the
immediate risk of a lower exemption has been postponed (the lifetime exemption was set to expire at the end of 2025
until the OBBA permanently extended its increased level), the possibility of future legislative changes remains, making
proactive planning especially important.

By acting now, families can lock in the current exemption since gifts made today utilize the exemption in effect at the
time of transfer, protecting against potential future reductions. Lifetime gifting also helps shift future growth out of the
taxable estate, further reducing potential future estate tax exposure. Strategic gifting also helps support family members,
fund education or medical expenses, and advance philanthropic goals.
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Figure 1 - Lifetime gifting strategies may enhance the after-tax value of intergenerational wealth transfers
A selection of potential gift and estate planning strategies

Strategy Description & Benefits

Annual gift tax  Allows gifts up to $19,000 per spouse per recipient (2026) each
exclusion year, free of gift tax and without using lifetime exemption.

Payments made directly to providers for tuition or medical
expenses, are excluded from gift tax and do not use the lifetime
exemption.

Medical and
education gifts

Lifetime exemption Larger gifts that use part of the lifetime exemption, removing
gifts future appreciation from the estate.

Irrevocable trusts (e.q., SLATs, GRATS, ILITs) can be funded with

Tax-efficient exemption gifts, providing control, asset protection, and

revocable trsts potential estate tax benefits.
Gifts of minority or non-controlling interests in family entities
Transfer of ' : .
discounted (LLCs, partnerships, corporations), fractional real estate, or
interests investment holding companies may qualify for valuation

discounts, reducing the lifetime exemption being used.

529 plan Allows up to five years of annual exclusions to be contributed at
“superfunding”  once per beneficiary without using the lifetime exemption.

Source: UBS. For illustration purposes only.

Timeless strategies for managing taxes over time

Even as tax rules evolve, some foundational retirement planning strategies remain just as important. In particular, focusing
on tax diversification while saving and managing taxes with distribution strategies in retirement can help families adapt
to changing rules over time.

Prioritize after-tax growth potential when saving
During a family's working years, they may benefit from a "Savings waterfall" approach, which prioritizes account
contributions based on each account type's after-tax growth potential, as illustrated in the figure below.
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Figure 2 - A "savings waterfall" may help prioritize savings
Potential sequence of savings contributions based on each account type's after-tax growth potential

Emergency fund
& 401(k) (company match)

Health Savings Account

g‘ 401(k) (maximum)

\

401(k)/IRA (non-deductible contributions)

After-tax savings (taxable account)

Savings
(income minus expenses)

Source: UBS. For illustration purposes only.

Another benefit of the savings waterfall approach is that it helps families build and maintain "tax diversification," which
involves saving and investing across a mix of taxable, tax-deferred, and tax-exempt accounts. Tax diversification can help
enhance a family's ability to defer or accelerate taxable income during retirement depending on their taxable income each
year, effectively giving them flexibility to manage their retirement tax burden.

The CIO Global Investment Management team's Savings waterfall worksheet (published 11 December 2025) provides a
good tool for evaluating where a family may want to direct their savings each year.

Consider tax-efficient distribution strategies in retirement

In retirement, a family's attention turns from accumulating wealth to turning their savings into a stream of retirement
income to support spending. Just as the savings waterfall can help to identify how to prioritize account contributions
to improve after-tax growth potential, the spending waterfall strategy aims to help families take tax-efficient retirement
account withdrawals.

The spending waterfall strategy aims to smooth taxable income over time—generating the cash flow that a family needs
while aiming to fill up lower income tax brackets and avoid realizing taxable income that would fall into higher income
tax brackets. Rather than relying on a fixed withdrawal order, this approach encourages annual review, allowing retirees
to adjust withdrawals in response to changes in income, deductions, tax brackets, and market conditions.

The full strategy is explained in the CIO research report, Managing taxes with a "spending waterfall" (published 30 June
2025), and summarized in this figure from that report:
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Figure 3 - A "spending waterfall" approach can help manage retirement spending taxes
Potential sequence of withdrawals to help improve tax efficiency

@ Expected income

Sodial Security & pension income, taxable This income is taxable,

account income, and Required Minimum whether it's spent or not
Distributions

@ Additi_ongl IR{'\/ 401(k) Traditional IRA & 401(k) assets will be taxable
_ distributions eventually, either to the account owner or
Taxable distributions in low-income years, beneficiaries
Roth distributions in high-income years
(3)
Sell taxable assets or May be able to avoid capital gains taxes if
tap into borrowing strategies deferred until death

(4) Fill target income tax bracket
Hojipkeon o hieNine(c-=hrrc o nons=M8  Fill lower-than-target tax brackets,

OV SoR@EEI AN S oliely el = Vel deplete higher-than-target tax brackets
taxable income

Source: UBS

Together, these frameworks reinforce an important takeaway: while tax rules change, maintaining tax diversification and
revisiting decisions regularly can help families navigate both current and future tax environments with confidence.

Conclusion

As 2026 brings a new set of tax rules under the OBBBA, families have a timely opportunity to revisit key elements of
their long-term financial plans. While the changes may appear incremental, their cumulative impact across income taxes,
deductions, charitable planning, and wealth transfer strategies may meaningfully influence after-tax outcomes over the
family's full retirement horizon. By pairing these potential updates with tax diversification, and tax efficient savings and
spending strategies, families can remain flexible in a shifting tax environment while keeping their long-term goals in focus.

Here's a checklist of key decisions to revisit covered in this report:

Confirm pretax versus Roth contributions given 2026 tax brackets and the new mandatory Roth catch-up contributions.
Enhance tax diversification using the savings waterfall.
Look for low-income years to consider implementing partial Roth conversions at potentially lower income tax rates.

Compare this year's standard deduction (including the new age 65+ bonus deduction) with itemizing deductions, and
review timing of large deductible expenses.

Before making charitable contributions this year, be mindful of the 0.5% AGI floor and revised deduction caps. Families
may want to consider bunching gifts or using QCDs (if eligible).

Consider evaluating lifetime gifting strategies to lock in today's lifetime gift and estate tax exemption and shift future
growth out of the estate.

Retirees may want to consider using the spending waterfall framework when funding spending in retirement to help
spread income over more tax years and potentially avoid higher tax brackets in the future.

Revisit decisions annually as income and tax rules evolve.
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“ltis important to note that QCDs are only an option if you are at least age 70%2, can generally only be done with
Traditional IRA assets, and they cannot exceed the annual limit ($111,000 in 2026). Another limitation is that, if you are
also planning to make deductible contributions to your IRA during any tax year beginning with the year you turn age 70",
that deductible contribution may reduce the portion of QCDs that you're able to exclude from future taxes. Qualified
charitable distributions from IRAs include a one-time election to transfer assets via a QCD to a charitable gift annuity
(CGA), charitable remainder unitrust (CRUT), or a charitable remainder annuity trust (CRAT). This one-time election for
QCDs to a split-interest entity is limited to $55,000 per individual (up from $54,000 in 2025). There are restrictions on the
type of CRUTs and CRATs that can receive a QCD. For instance, they must be funded exclusively by the QCD.
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Important information

As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by
different laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to
you about the products or services offered. For more information, please see www.ubs.com/workingwithus

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors.
The two sources operate independently and may therefore have different recommendations. The various research content
provided does not take into account the unique investment objectives, financial situation or particular needs of any specific
individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of
UBS AG and an affiliate of UBS International Inc.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

Important information and Disclosures

This document constitutes sales and education content, not a research report, and it is not developed or held to the standards
applicable to independent research.

Purpose of this document: This report is provided for informational and educational purposes only. It should be used solely
for the purposes of discussion with your UBS Financial Advisor and your independent consideration. UBS does not intend this
to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action.
Personalized recommendations or advice: If you would like more details about any of the information provided, or
personalized recommendations or advice, please contact your UBS Financial Advisor.

Conflicts of interest: UBS Financial Services Inc. is in the business of establishing and maintaining investment accounts
(including retirement accounts) and we will receive compensation from you in connection with investments that you make, as
well as additional compensation from third parties whose investments we distribute. This presents a conflict of interest when
we recommend that you move your assets to UBS from another financial institution or employer retirement plan, and also
when we make investment recommendations for assets you hold at, or purchase through, UBS. For more information on how
we are compensated by clients and third parties, conflicts of interest and investments available at UBS please refer to the “Your
relationship with UBS’ booklet provided at ubs.com/relationshipwithubs, or ask your UBS Financial Advisor for a copy.
Important information about brokerage and advisory services: As a firm providing wealth management services

to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment

adviser and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage
services are separate and distinct, differ in material ways and are governed by different laws and separate arrangements. It

is important that you understand the ways in which we conduct business and that you carefully read the agreements and
disclosures that we provide about the products or services we offer. For more information, please review client relationship
summary provided at ubs.com/relationshipsummary.

Important additional information applicable to retirement plan assets (including assets eligible for potential
rollover, distribution or conversion): This information is provided for educational and discussion purposes and are not
intended to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action
(including to roll out, distribute or transfer retirement plan assets to UBS). UBS does not intend (or agree) to act in a fiduciary
capacity under ERISA or the Code when providing this educational information. Moreover, a UBS recommendation as to the
advisability of rolling assets out of a retirement plan is only valid when made in a written UBS Rollover Recommendation
Letter to you provided by your UBS Financial Advisor after a review of detailed information that you provide about your plan
and that includes the reasons the rollover is in your best interest. UBS and your UBS Financial Advisor do not provide rollover
recommendations verbally.

With respect to plan assets eligible to be rolled over or distributed, you should review the IRA Rollover Guide UBS provides at
ubs.com/irainformation which outlines the many factors you should consider (including the management of fees and costs of
your retirement plan investments) before making a decision to roll out of a retirement plan. Your UBS Financial Advisor will
provide a copy upon request.

No tax or legal advice: UBS Financial Services Inc., its affiliates, and its employees do not provide tax or legal advice. You
should consult with your personal tax and/or legal advisors regarding your particular situation.

Financial planning services: In providing financial planning services, we may act as a broker-dealer or investment adviser.
When we act as investment adviser we charge a separate fee for the service and enter into a written agreement with you. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.
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3 UBS

Insurance and related products: Insurance and annuity products are issued by unaffiliated third-party insurance companies
and made available through insurance agency subsidiaries of UBS Financial Services Inc. Guarantees are based on the claims-
paying ability of the issuing insurance company.

Long-term care insurance has certain exclusions, limitations, reduction of benefits, and terms under which a particular policy
may be continued or discontinued. For costs and complete details of coverage, please contact your financial advisor.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
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