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While the federal tax law changes enacted by the One Big Beautiful Bill Act (OBBBA) are
substantial (e.g., changes to interest deduction limits, modifications to research and experimental
expense rules, and enhanced depreciation deductions), they also create additional complexities for
state income tax compliance. Over the coming months, this publication will aim to “Redefine the
Starting Line” by helping taxpayers understand how OBBBA affects state income tax compliance
by sharing timely guidance on trends and key issues through the 2025 extension and filing seasons
and into the 2026 tax year. Leveraging our experience, we're here to redefine your starting line as

you navigate state income tax compliance under OBBBA.
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Redefining the starting line - what is it and why does it matter?

Most states use federal taxable income as the starting point—or “starting line”—for calculating state income

tax. The exact starting line depends on how each state conforms to the Internal Revenue Code (IRC).

States follow several general conformity approaches:

Rolling conformity: automatically adopting the IRC as amended, including the latest federal

changes;

e Annual or fixed-date conformity: adopting the IRC as of a specific date, updated periodically or

annually;

o Federal taxable income without specific IRC adoption: Basing state taxable income on federal

taxable income without explicitly adopting the IRC;

o Other: Unique hybrid methods, selectively adopting IRC provisions on a case-by-case basis.
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States that use rolling conformity or base their calculations directly on federal taxable income generally
incorporate OBBBA changes automatically. Conversely, states that conform to an earlier IRC version—such
as pre-OBBBA versions reflecting the tax provisions under the Tax Cuts and Jobs Act (TCJA)—will not

adopt OBBBA updates unless legislative action is taken.

Even after establishing general conformity, states may modify certain OBBBA provisions or decouple from

them entirely.

o Modifications typically involve state-specific add-backs or deductions applied after determining the

starting point.

o Decoupling requires recalculating federal taxable income before calculating state taxable income—

effectively redefining the starting line.

Understanding each state’s approach to adjustments to IRC provisions is critical. Some states fully conform
to OBBBA, others remain tied to earlier IRC versions, and some selectively decouple, requiring additional
steps to comply with state tax obligations. Given the complexity of state tax conformity rules, clarity on these

differences is essential to an accurate state tax compliance function.

A tale of two states

State conformity approaches vary widely following sweeping federal changes like OBBBA. Some states
maintain their existing methods, while others seize the opportunity to restructure their conformity rules.

Here, we highlight two states with contrasting strategies--Virginia and West Virginia.

Virginia—a comprehensive overhaul

Virginia previously conformed to the IRC on an annual / fixed basis but switched to conformity on a rolling
basis several years ago. This rolling conformity was limited in 2025 based on the fiscal effect of any federal
provisions. This approach effectively blocked immediate OBBBA adoption for key provisions (e.g., IRC
Sections 163(j), 174/174A, and 168(n)). Virginia also separately decoupled from IRC Section 168(k) under

its prior conformity approach.

In February 2026, Virginia shifted back to annual / fixed conformity, adopting the IRC as of December 31,
2025. This change means Virginia generally would conform to many OBBBA updates by default; however,
Virginia’s conformity legislation also decoupled from certain OBBBA changes, including those that were
made to IRC Sections 174/174A and 168(n), while conforming to OBBBA changes for Section 163(j) with an
additional state modification. This granular, provision-by-provision approach is how Virginia has redefined its

starting point in response to the recent federal changes, including OBBBA.
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As a result, Virginia taxpayers may have a different starting point for Virginia purposes than for federal
purposes. To reach the Virginia starting line, taxpayers first must revise their calculations to decouple from
immediate expensing of IRC Sections 168(k) and (n) and the immediate expensing of domestic research
and experimental (R&E) expenditures, including retroactive and catchup provisions in IRC Section 174A.
After taking the above into account, taxpayers should calculate the adjusted taxable income for Virginia
purposes for IRC Section 163(j) with the adjustment for depreciation and amortization under OBBBA. This
adjusted starting line also could cause a difference between federal and Virginia net operating losses
(NOLs) that may be available or utilized, as Virginia currently accounts for NOLs on a pre-apportionment

basis.

After calculation of federal taxable income for Virginia purposes and the application of available NOLs,
state-specific modifications need to be made, including Virginia’s additional interest deduction after the

federal limitation under Section 163(j).

Melding these adjustments to reach the appropriate starting line is complex, and Virginia has stated that
taxpayers benefiting from the federal provisions must maintain separate Virginia records that calculate

depreciation, amortization, and adjustments as if certain changes under OBBBA had not been enacted.

West Virginia—business as usual

West Virginia follows an annual conformity model, typically updating its IRC adoption date through yearly

legislative action.

Prior to March 2026, West Virginia conformed to the IRC as of December 31, 2024, and, as a result, had not
adopted any OBBBA changes. In addition, West Virginia historically had not decoupled from or modified any
significant IRC provisions affected by OBBBA.

In March 2026, West Virginia updated its conformity date to December 31, 2025, thereby adopting OBBBA-
related changes to IRC Sections 163(j), 174/174A, 168(k), and 168(n), without enacting any additional

modifications or decoupling.

This consistent approach simplifies compliance but also means West Virginia’s state tax rules remain
closely aligned with the federal code, potentially impacting the state’s budget. As a result, and in keeping
with its historical conformity approach, West Virginia redefined its starting line to mirror the federal starting

line.

States across the country are taking similarly varied approaches to conformity that affect each state’s tax
starting line. As legislative sessions continue through the spring, more states will face decisions about how

to redefine their starting lines post-OBBBA.
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The price of conformity — Taxpayers tackle fixed conformity for North
Carolina

While some states have or are in the process of deciding whether to conform to OBBBA for tax year 2025,
other states, such as North Carolina, have not yet addressed this question. North Carolina, which conforms
to the IRC as of January 1, 2023, has issued guidance requiring taxpayers to prepare a schedule that
reconciles federal taxable income under OBBBA to federal taxable income for North Carolina under the IRC
as of January 1, 2023 . North Carolina generally notes that this requirement is because the state legislature
will not have had a chance to convene regarding conformity to OBBBA changes until after its initial filing
deadline. North Carolina provides another example of the complexity that is anticipated during the 2025

compliance season.

What’s next?

Redefining the starting line will be fundamental to 2025 state income tax compliance, yet at this time many
uncertainties remain about if and how states will adopt OBBBA changes for the 2025 tax compliance season

and beyond.

We will continue to monitor developments closely and provide quarterly updates to help stay ahead of
emerging state tax conformity trends and challenges. As tax landscapes shift, we're here to help you

redefine your starting line—every step of the way.

For more information

After OB3, states redefine the starting line (March 17, 2026)

US state income tax digest - January / February 2026 (March 12, 2026)

Let’s talk

For a deeper discussion of how this issue might affect your business, please contact:
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