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Featured article: Indiana enacts legislation addressing IRC
conformity, reporting federal changes, and tax amnesty period

Indiana on March 5 enacted legislation (S.B. 243) addressing conformity to P.L. 119-21 (referred to as the
One Big Beautiful Bill Act, or OBBBA), in addition to other changes.

General IRC conformity update

The legislation updates references to the Internal Revenue Code to mean the IRC as amended and in effect
on January 1, 2026. In addition, an amendment to the IRC made by an act passed by Congress before
January 1, 2026--other than the federal 21st Century Cures Act (P.L. 114-255) and the federal Disaster Tax
Relief and Airport and Airway Extension Act of 2017 (P.L. 115-63)--that is effective for any tax year that
began before January 1, 2026, is also effective for that same tax year for purposes of determining adjusted

gross income. Therefore, this conformity includes OBBBA provisions effective for the 2025 tax year.

2 US State Income Tax Digest


https://iga.in.gov/legislative/2026/bills/senate/243/details

IRC Section 174/174A

The legislation provides that “specified research or experimental expenditures” includes both foreign
research or experimental (R&E) expenditures as defined in IRC Section 174(b) and domestic R&E
expenditures as defined in IRC Section 174A(b). For foreign R&E, taxpayers must deduct an amount equal
to the specified R&E expenditures charged to capital account under IRC Section 174(a)(2)(A) and
correspondingly add back federal amortization deductions for those foreign R&E expenditures. The
legislation does not impact the state’s conformity to IRC Section 59(e), which is available as a federal

election beginning in 2025.

The legislation also requires an addition for amounts pursuant to the federal election to deduct domestic
R&E unamortized amounts paid or incurred in tax years beginning after December 31, 2021, and before

January 1, 2025 over a one- or two-year period beginning in 2025.

IRC Section 168(n)

The legislation requires an addition (or subtraction in subsequent years) to make the taxpayer's Indiana
adjusted gross income equal to the amount determined “as if an election had not been made" under IRC
Section 168(n).

GILTI/NCTI reference update

The legislation further updates references to GILTI to instead reference NCTI. Consistent with prior law, the
legislation requires an addition equal to the amount of the federal deduction for GILTI (NCTI) under IRC
Sec. 250. Also as under prior law, taxpayers are directed to separately specify the amount of the reduction
under Section 250(a)(1)(B)(i) (related to NCTI) and under Section 250(a)(1)(B)(ii) (for the Section 78 gross-
up amounts attributable to the NCTI reduction).

Reporting of federal changes

The legislation extends from 180 days to one year the deadline for notifying the Department of Revenue of
the filing of an amended federal return or a final determination with respect to a deficiency or refund claim,

effective for amended returns filed or final determinations made on or after January 1, 2026.
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Additional year covered by tax amnesty program

The legislation makes certain changes to the upcoming state tax amnesty program, including extending the
amnesty to eligible liabilities due and payable for a tax period ending before January 1, 2024 (advanced one
year from January 1, 2023). The Indiana Department of Revenue on February 4 announced that the
amnesty will take place between July 15 and September 15, 2026. Under the program (enacted by 2025
H.B. 1001), the Department must abate and not seek to collect any interest, penalties, collection fees, or

costs that otherwise would be applicable.

Georgia updates IRC conformity, decouples from
IRC Section 174A

Legislation (H.B. 1199) enacted March 20 provides that the IRC means those IRC provisions enacted on or
before January 1, 2026 (updated from January 1, 2025), applicable to tax years beginning on or after
January 1, 2025.

However, the legislation provides that certain IRC sections, including Section 174A, “shall be treated as if
they were not in effect.” These changes are applicable to all tax years beginning on or after January 1,
2025.

The legislation maintains Georgia’s conformity to pre-TCJA versions of IRC Section 174 as well as Section

163(j). Further, the legislation maintains the state’s preexisting decoupling from IRC Section 168(n).

Minnesota DOR issues notice on foreign entity taxation

The Minnesota Department of Revenue (DOR) on February 2 issued Revenue Notice #26-01, stating that

the test the Internal Revenue Code (IRC) uses to establish when a foreign (non-US) corporation is subject
to federal jurisdiction to tax is different from the constitutional test Minnesota uses to establish its
jurisdiction, and therefore can result in a different calculation of taxable income. The DOR provides two
examples--(1) based on “not effectively connected” gross income and (2) “foreign treaty”-- in which it asserts

that this may occur.

Background

The DOR states that Minnesota does not adopt the federal definitions of gross income in IRC Section

882(b). Generally, Section 882(b) imposes federal income tax on a foreign corporation’s:
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https://www.legis.ga.gov/legislation/72875
https://www.revenue.state.mn.us/revenue-notice/26-01-corporate-franchise-income-tax-minnesota-taxable-income-foreign-corporate

1. gross income that is derived from sources within the United States and that is not effectively

connected with the conduct of a trade or business within the United States, and

2. gross income that is effectively connected with the conduct of a trade or business within the United

States.

Unlike IRC Section 882(b), the DOR states that “Minnesota imposes no requirement that a foreign corporate
filer be ‘effectively connected’ with the conduct of a trade or business within the United States (or within
Minnesota) to impose the corporate franchise income tax.” Instead, Minnesota imposes the corporate
franchise income tax on corporations that “engage in contacts with this state that produce gross income

attributable to sources within this state” as provided in Minn. Stat. Section 290.02.

“Accordingly, when the term ‘gross income’ is used with respect to a foreign corporate filer for Minnesota's
corporate franchise income tax laws, it includes: 1) ‘all income from whatever source derived,” and 2) ‘any

additional items of income taxable under this chapter but not taxable under the Internal Revenue Code.”

“Not effectively connected” example

In this example the foreign corporate filer does not have any effectively connected income (ECI) to report on
federal Form 1120-F. The filer also does not have any physical presence in the United States (e.g., an office
or other fixed place of business) but makes sales into Minnesota, thereby producing income for purposes of
IRC Sections 61 and 63. In this situation the filer must enter its federal taxable income, as defined in IRC
Section 63, on line 1a of Minnesota Form M4l, Income Calculation, without consideration of whether it has
ECI. The DOR’s position is that the filer must complete Schedule REC, Reconciliation, to explain the
difference between line 1a on Minnesota Form M4l, Income Calculation, and the line on Form 1120-F
showing its federal taxable income before NOL deduction and special deductions, and attach Schedule REC
to its Form M4l.

“Foreign treaty” example

In this example the foreign corporate filer does not pay federal income tax because of a tax treaty signed by
the United States and the applicable foreign jurisdiction. The DOR’s position is that if a treaty provides that a
taxpayer’s income and gains are excluded from federal income taxes imposed by the IRC, but does not
specify that the treaty is applicable to subnational (e.g., state) taxation, then the federal exemption provided
in the treaty does not define, alter, or exempt the income from the IRC definition of federal taxable income,
which is the basis for determining Minnesota taxable income. In this situation (i.e., the MN DOR example)
the federal treaty does not apply to Minnesota income taxation, and the foreign corporate filer must file a pro

forma federal Form 1120 to calculate Minnesota taxable income.
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New Mexico legislation adjusts OBBBA conformity, requiring
adjustments for Section 163(j), bonus depreciation, and NCTI
inclusion effective in 2027; Guidance provided for reporting
Section 250 adjustments on 2025 returns

New Mexico legislation (S.B. 151) enacted on March 11 adjusts conformity to certain provisions in P.L. 119-
21 (referred to as the One Big Beautiful Bill Act, or OBBBA) applicable to tax years beginning on or after
January 1, 2027.

The legislation requires an addition to income for:

o the amount of any deduction taken pursuant to IRC Sections 168(k) and 168(n) in excess of the

deduction amount that would have been allowed by IRC Sections 168(a) through 168(j); and

o the amount of additional interest deducted as a result of the OBBBA’s changes to IRC Section
163(j)(8)(A), which provides for computing the business interest expenses limitation without adding
depreciation and amortization to adjusted taxable income. However, this additional interest is eligible

for the carryforward provisions in IRC Section 163(j)(2).

The legislation strikes existing language providing a deduction for 100% of the income of a corporation
under IRC Section 951A, less the amount deducted pursuant to IRC Section 250. The legislation further
provides that “the apportionment calculation shall include the factors of a controlled foreign corporation to
the extent the income of the corporation is included in net income.” Note that in 2024 H.B. 252, (enacted
3/6/24), New Mexico deleted its subtraction for 100% of subpart F income, effective for tax years beginning

on or after January 1, 2025.

Guidance for 2025 returns

The Taxation and Revenue Department on March 12 provided guidance (Guidance Update on 2025 CIT-1,

Line 5 Corporate Income Tax Return) with respect to 2024 legislation impacting the deduction under IRC

Section 250. The Department advises that taxpayers should adjust the amount entered on CIT-1, line 5,
Federal special deductions (from federal Form 1120, line 29b) by subtracting the amount that was entered
on federal Form 1120, Schedule C, line 22, column (c), which is the amount of the Section 250 deduction
claimed for foreign-derived intangible income (FDII) and GILTI. This adjustment will remove the federal

deduction from the calculation of New Mexico net income or loss.
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Ohio updates IRC conformity, impacts local income taxes

Enacted on March 5, 2026, S.B. 9 amends Ohio Rev. Stat. Section 5701.11 to update its reference to the
Internal Revenue Code. Any reference in the Ohio tax chapters to the “Internal Revenue Code” means the
IRC as of March 9, 2026 (updated from March 7, 2025).

Although general corporations are not subject to Ohio’s franchise and income tax, local municipalities may
impose an income tax with a federal income tax starting point. For municipal income taxes, Ohio Rev. Stat.
Section 718.01(l) provides the “Internal Revenue Code” has the same meaning as in section Ohio Rev. Stat.
Section 5747.01, which adopts the meaning under Ohio Rev. Stat. Section 5701.11.

The Ohio Department of Taxation has posted guidance on the change, including a taxpayer’s option to
irrevocably elect to adopt the version of the Internal Revenue Code adopted by Ohio as of the end of the

taxpayer’s tax year.

Oregon updates references to IRC Section 951A inclusion

Legislation (S.B. 1510) enacted on March 31 replaces references to “global intangible low-taxed income”

(GILTI) with “net controlled foreign corporation tested income” (NCTI) as described in IRC Section 951A.

In Oregon, GILTI that is included in gross income pursuant to Section 951A is eligible for an 80% dividend
deduction. Further, GILTI amounts deducted pursuant to Section 250 are required to be added back to
federal taxable income when calculating Oregon taxable income. The legislation strikes these GILTI
references and instead references NCTI, but otherwise does not change the treatment of Section 951A
or Section 250.

The legislation does not provide a specific effective date for these changes, but a staff summary for the
legislation states that it “updates Oregon statutory GILTI and NCTI references reflective of federal

changes.”

The legislation takes effect on the 91st day after the date on which the 2026 regular session adjourned (i.e.,
June 5, 2026).

Texas Comptroller revises guidance on one-time depreciation
adjustment

The Texas Comptroller has updated and replaced its previous policy memo, STAR Accession No.
202512012M (12/19/2025), concerning Texas franchise tax IRC conformity and the one-time net
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https://www.legislature.ohio.gov/legislation/136/sb9
https://tax.ohio.gov/individual/file-now/ohio-conformity-updates
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https://olis.oregonlegislature.gov/liz/2026R1/Downloads/CommitteeMeetingDocument/315690
https://star.comptroller.texas.gov/view/202512012M
https://star.comptroller.texas.gov/view/202512012M

depreciation adjustment allowed on the 2026 franchise tax report. This revised memo clarifies that the
depreciation adjustment is intended for all taxpayers with qualifying assets, regardless of whether those
assets were disposed of in the accounting period on which the 2026 report is based. Specifically, the memo
is amended to strike the phrase "for any gain reported on the federal return in excess of the gain that would
historically be determined for franchise tax purposes" (i.e., clarifying that gain need not be reported for the

2026 report period in order to be eligible for the depreciation adjustment).

[Texas Comptroller, STAR Accession No. 202603002M, 3/12/2026]

Utah reduces corporate tax rate, includes allocated income in
“unrelated business income”

Legislation (S.B. 60) enacted on March 23 reduces the corporate franchise and income tax rate from
4.5% to 4.45%, effective for tax years beginning on or after January 1, 2026. The legislation takes effect on
May 6, 2026.

Further, separate legislation (H.B. 77) enacted on March 23 includes provisions expanding the definition of
“Utah unrelated business income,” as applied to the corporate franchise and income tax, to include allocated
income. Current law only includes corporate income apportioned to Utah in the unrelated business income

definition. The change follows the legislation’s general effective date of May 6, 2026.

West Virginia updates IRC conformity, providing for general
OBBBA conformity

Legislation (S.B. 393) enacted on March 2 updates conformity to the IRC to provide that “all amendments
made to the laws of the United States after December 31, 2024, but prior to January 1, 2026, shall be given
effect in determining the taxes imposed by [Article 24, Corporation Net Income Tax] to the same extent
those changes are allowed for federal income tax purposes, whether the changes are retroactive or

prospective[.]”

This update to IRC conformity effectively couples the West Virginia corporate tax laws to the changes made
by P.L. 119-21 (referred to as the One Big Beautiful Bill Act, or OBBBA), enacted on July 4, 2025.
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https://star.comptroller.texas.gov/view/202603002M
https://le.utah.gov/%7E2026/bills/static/SB0060.html
https://le.utah.gov/Session/2026/bills/static/HB0077.html
https://www.wvlegislature.gov/Bill_Status/bills_history.cfm?INPUT=393&year=2026&sessiontype=RS

Let’s talk

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

Caleb Gauen

Principal, State Income Tax Leader
+1 703-635-0063
caleb.gauen@pwc.com
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