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In brief
What happened?

The Tax Policy Division of the Texas Comptroller of Public Accounts recently published a policy memo
outlining a significant change in interpretation of conformity of the Texas franchise tax to the Internal
Revenue Code (IRC).

[Texas Comptroller of Public Accounts, STAR Accession No. 202512012M, 12/19/2025]

Why is it relevant?

Starting with the 2026 franchise tax report, taxable entities will determine amounts taken from their
federal tax returns under the federal tax law in effect for that tax year unless the Texas statutes or rules
specifically reference the IRC. Where the Texas statutes and rules specifically reference the IRC, taxable
entities must continue to compute those amounts using the IRC as of January 1, 2007 (2007 IRC). This
change applies to all components of the franchise tax.

Actions to consider

Taxpayers should re-evaluate their Texas franchise tax calculations for the 2026 franchise tax report,
which is based on the accounting period ending date in 2025. Taxpayers particularly should focus on
items of total revenue and related subtractions or deductions that previously were not considered due to
the general understanding that Texas conformed to the 2007 IRC for all components of the franchise
tax. Further, because it is the Comptroller’s statutory interpretation, and the statute has not been
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amended in this respect, there could be refund opportunities based on applying the IRC then in effect for
open years.

In detail

Total revenue

Under Texas statute 171.1011, taxable entities calculate total revenue by adding specific line items from
the applicable federal tax return and subtracting or excluding certain categories of income or expense.
The statute does not specifically reference the IRC in relation to the line items on the applicable federal
return. Therefore, beginning with the 2026 franchise tax report, the line items reported on the federal tax
return will be determined under the federal tax law in effect for that tax year, under the Comptroller’s
new interpretation.

However, exceptions exist where certain income or expense amounts specifically reference the IRC. For
example, the Texas franchise tax subtraction for amounts under IRC Sections 78 and 951-
964 is determined with specific reference to the IRC.

Observation: As a result, amounts related to Global Intangible Low-Taxed Income (GILTI) and Net
Controlled Foreign Corporation Tested Income (NCTI), incorporated in the IRC after 2007 under Section
951A, may be included as part of the total revenue calculation based on the federal line item reported on
the federal tax return, but may be ineligible for the Texas franchise tax subtraction. Taxpayers that
generate significant GILTI/NCTI should evaluate both the impact on the calculation of taxable margin as
well as the Texas receipts factor.

Cost of goods sold

Beginning with the 2026 franchise tax report, taxable entities claiming a cost of goods sold (COGS)
deduction will include the depreciation reported on the federal return for each qualifying COGS

asset. This will allow taxable entities claiming the COGS deduction to include federal bonus depreciation
claimed on assets placed in service on or after January 19, 2025.

In addition, taxable entities will be allowed to calculate a one-time net depreciation adjustment for the
2026 franchise tax report. This is a remedy for any gain/loss reported in total revenue where the federal
and Texas tax basis of a COGS asset would have differed due to prior depreciation deductions. This
adjustment applies to qualifying COGS assets placed in service before the accounting period underlying
the 2026 report, that have not been disposed of prior to that date, and that are associated with and
necessary for the production of goods under Texas statute 171.1012(c)(6). It represents the cumulative
difference between the federal depreciation claimed and the depreciation historically allowed

for the Texas franchise tax COGS deduction for each qualifying asset.

Taxable entities may include this net depreciation adjustment in their Texas COGS deduction, but it
cannot reduce their taxable margin below zero. Any portion of the net depreciation adjustment that
cannot be used on the 2026 report may be carried forward to consecutive reports until fully exhausted.

Observation: On the 2026 franchise tax report, taxpayers that historically have claimed the Texas
COGS deduction have both an opportunity to claim bonus depreciation for qualifying assets placed in
service on or after January 19, 2025, and a one-time opportunity to claim a net depreciation adjustment
for qualifying assets placed in service prior to the 2026 franchise tax report. This one-time net
depreciation adjustment allows taxpayers to “catch-up” on depreciation previously deducted for federal
tax purposes on qualifying COGS assets, eliminates the need for maintaining separate Texas depreciation
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records going forward, and eliminates tax basis differences for federal and Texas purposes when
computing gain/loss on the sale of depreciable assets.

Taxpayers should evaluate whether the combination of the current year COGS deduction plus the one-
time net depreciation adjustment results in a potential carryforward attribute for any unused portion of
the net depreciation adjustment. Taxpayers also should prepare and maintain calculations and records
supporting the one-time net depreciation adjustment including any related carryforward schedules, as
this could be an area that warrants scrutiny on audit.

Apportionment

Starting with the 2026 franchise tax report, the calculation of gross receipts for apportionment purposes
will be based on the amounts reported on the federal return without adjustment to the 2007 IRC except
where the statute or rule specifically references the IRC.

Let’s talk

To discuss the potential impact of this policy change on your business, please contact:

State and Local Tax Services

Scott Fischer Chris Hanley
+1 214-763-0504 +1 516-637-0372
scott.w.fischer@pwc.com christopher.hanley@pwec.com
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