What’s inside

Overview of accounting
for US tax reform

Extensions and
modifications of TCJA
domestic tax laws

100% bonus depreciation

Expensing of US-based
research

Interest expense limitation

Extensions and
modifications of TCJA
international tax laws

FDII & GILTI Section 250
deduction

GILTI foreign tax credit
(FTC) limitation

BEAT minimum tax
on certain related

party payments

Inflation Reduction Act
energy credits

Other provisions
“Endowment” excise tax
Other noteworthy provisions
State tax effects

What’s next

@ 0 N o O

In depth

National Office
US2025-03

July 7, 2025

Accounting for 2025
US tax reform

At a glance

On July 4, 2025, President Trump signed the One Big Beautiful Bill Act, which includes a
broad range of tax reform provisions affecting businesses, including extending and modifying
certain key Tax Cuts & Jobs Act provisions (both domestic and international), expanding
certain Inflation Reduction Act incentives while accelerating the phase-out of others, and
modifying the endowment excise tax for higher education institutions.

This In depth includes an overview of US GAAP accounting for tax law changes, as well as a high-
level discussion of certain key corporate provisions of the act and related financial reporting
considerations at the date of enactment. This In depth is not intended to be a comprehensive
summary of all corporate tax provisions included in the act. Refer to this Tax insight from
PwC’s tax specialists on the final legislation.

Overview of accounting for US tax reform

The enactment of the One Big Beautiful Bill Act (OBBB) to reform the US tax code is likely to have
financial reporting implications for most companies with US operations. However, given the timing
of enactment (after the June 30 period-end date) and the variety of effective dates for key provisions,
only certain of those financial reporting implications will affect current-year financial statements.

Under US GAAP, changes in tax law are accounted for in the period of enactment. For US
federal purposes, the enactment date for US GAAP is the date the President signs the bill into
law. All tax effects of a change in tax law on existing current or deferred tax balances, including
changes in valuation allowances, are recorded discretely as a component of the income tax
provision related to continuing operations in the period of enactment.

For many companies, enactment of the OBBB will have happened after the end of a reporting
period but before the release of the related financial statements. In this situation, companies
should disclose the impact of enactment consistent with the nonrecognized subsequent
events guidance outlined in ASC 855, Subsequent Events. This guidance requires companies
to disclose the nature of the event and an estimate of its financial impact, if possible, or a
statement that an estimate cannot be made.


https://www.pwc.com/us/en/services/tax/library/president-trump-signs-hr-1.html
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_Transactions/Subsequent_Events/Overall/855-10-50.html#SL6314013-165662_SL6314017-165662
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Extensions and modifications of TCJA domestic tax laws

Certain of the Tax Cuts and Jobs Act (TCJA) provisions (e.g., bonus depreciation, expensing
of US-based research, interest expense limitation) were extended or modified, and a number
of the provisions being modified are retroactive to an earlier date in 2025. For these tax law
changes, any originating deferred tax balances that had already been accounted for in prior
interim periods will require recalculation at the date of enactment. The adjustments for the
originating deferreds are recorded as discrete items in the financial statements and should
not be accounted for as part of the forecasted annual effective tax rate.

100% bonus depreciation

The OBBB permanently allows (but does not require) companies to expense 100% of the cost
of qualified property in the year it is initially placed in service. This provision will apply to
qualified property placed in service after January 19, 2025. The law also introduces bonus
depreciation for applicable qualified production property acquired by the taxpayer after
January 19, 2025 and before January 1, 2029.

Tax accounting considerations

Full expensing of qualified property will likely result in companies recording additional
taxable temporary differences. Additionally, if full expensing results in a taxable loss to be
carried forward, there will be additional deferred tax assets. There may also be increased
deferred tax assets for the carryforward of any tax attributes not utilized as a result of lower
taxable income. Companies will need to consider the implications of full expensing on the
realizability of deferred tax assets as part of their valuation allowance assessments.

Expensing of US-based research

The OBBB permanently suspends the current Section 174 requirement to capitalize and
amortize US research & development (R&D) expenditures paid or incurred. For tax years
beginning after December 31, 2024, companies can elect to expense R&D expenditures
incurred in the US, capitalize and amortize them over the life of the research (minimum of 60
months), or capitalize and amortize them over 10 years. Small business taxpayers may apply
the rules retroactively to tax years beginning after December 31, 2021.

In addition, all taxpayers are permitted to make an election to accelerate the deductions for
unamortized US R&D expenditures that were capitalized after December 31, 2021 and before
January 1, 2025 over a one- or two-year period beginning with the taxpayer’s first tax year
beginning after December 31, 2024. Importantly, all of these new provisions apply to US R&D
only. Non-US R&D expenditures are still required to be capitalized.

Tax accounting considerations

Companies should determine which election they expect to take (expensing versus
capitalizing and amortizing) and consider whether any related deferred taxes should be
recorded. In addition, companies should assess any related impact of their election on
realizability of their deferred tax assets (both those that may be generated from their US R&D
election as well as other deferred tax assets that could be impacted by the election).
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Interest expense limitation

Deductions for net interest expense are limited to 30% of adjusted taxable income (ATT) under
Section 163(j). The OBBB permanently changes the calculation of adjusted taxable income

to be based on a calculation similar to EBITDA (including depletion) for years beginning after
December 31, 2024. However, the interest limitation will now be calculated prior to the application
of any interest capitalization provisions other than interest capitalized under Section 263(g)
(which relates to expenditures for depreciable property) or 263A(f) (which relates to certain
inventory produced by the taxpayer). In addition, prior to the enactment of the OBBB, in certain
circumstances taxpayers were permitted to take into account Subpart F and global intangible
low-taxed income (GILTI) inclusions in their 163(j) computations. The legislation eliminates

the ability for taxpayers to include subpart F and GILTT in their computations for taxable years
beginning after December 31, 2025.

Tax accounting considerations

For many companies, the change to an EBITDA-based ATI may increase ATI, enabling them to
deduct more interest expense, thereby reducing or eliminating future interest carryforward
deferred tax assets. It may also allow companies to use existing interest carryforwards, potentially
allowing some companies to release existing valuation allowances on those carryforwards.
However, the change to performing the interest limitation calculation prior to the application
of any interest capitalization provisions (with the exception of Section 263(g) or 263A(f)) may
reduce the potential benefit companies could otherwise realize from an EBITDA-based ATI.

Extensions and modifications of TCJA international tax laws

The OBBB makes additional changes to international tax provisions, including substantive
changes to existing GILTI, foreign-derived intangible income (FDII), and base erosion and
anti-abuse tax (BEAT) provisions.

FDII and GILTI Section 250 deduction

TCJA introduced an incentive for companies to generate FDII by providing a deduction that
generally allowed such income to be taxed at 13.125%. TCJA also introduced GILTI, a tax

on global intangible low-taxed income. GILTI inclusions affect companies that have foreign
earnings generated without a large aggregate foreign fixed asset base and whose earnings
have been taxed at a low tax rate. These outcomes are realized, in part, through Section
250, which provides for a deduction with respect to GILTI and FDIL. For income earned by

a domestic corporation through its Controlled Foreign Corporations (CFC), Section 250
provides a deduction of 50% of GILTI. For income earned by a domestic corporation through
its US-based operations, Section 250 provides a deduction of 37.5% of FDIL.

The OBBB reduces the Section 250 deduction percentage for tax years beginning after December
31, 2025 to 40% for GILTI (prior to OBBB, the deduction was scheduled to be reduced from
50% to 37.5% after December 31, 2025) and 33.34% for FDII (prior to OBBB, the deduction
was scheduled to be reduced from 37.5% to 21.875% after December 31, 2025). The decreases
in deduction percentages will result in an effective tax rate of 14% for both FDII and GILTI
(after the updated GILTI deemed paid credit for 90% of foreign income taxes, discussed below).

Additionally, the OBBB eliminates the qualified business asset investment (QBAI) amount
from the GILTI and FDII calculations, which is expected to increase the GILTI inclusion amount
for most companies while also broadening the scope of companies that may qualify for FDIL.
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Further, the OBBB modifies other aspects of the FDII and GILTI calculations and renames the
FDII and GILTI provisions to foreign-derived deduction eligible income (FDDEI) and net CFC
tested income (NCTI), respectively. For consistency and clarity, we continue to use the original
terms FDII and GILTI throughout this publication.

GILTI FTC limitation

The OBBB modifies the calculation of the GILTI foreign tax credit limitation by eliminating
the allocation and apportionment of interest, R&D, and certain other expenses to the GILTI
category while stipulating that direct costs still need to be apportioned. Similar modifications
are made to the calculation of FDII. However, the modification does not eliminate the need
to allocate and apportion expenses more generally, including for purposes of the branch,
general, and passive FTC categories. The OBBB also increases the GILTI deemed paid credit
from 80% to 90% of foreign income taxes.

Tax accounting considerations for FDII, GILTI, and related FTC changes

FDII is accounted for as a period cost. In addition, most companies have elected to account for
GILTI as a period cost. Since the FDII and GILTI-related provisions of the law do not go into
effect until tax years beginning after December 31, 2025, a company that accounts for FDII
and GILTI as period costs will only have an immediate accounting impact to account for upon
enactment if the change in tax law impacts its valuation allowance assessments. However, a
company that has elected to consider GILTI in the recognition and measurement of deferred
taxes for basis differences that are expected to have a GILTI impact in future years (GILTI
deferred taxes) will need to remeasure its existing GILTI deferred taxes at enactment. Deferred
tax balances that are expected to reverse prior to the effective date will not be remeasured.
However, deferred tax balances that are expected to reverse post-effective date will need to
be remeasured, and the impact will be recorded discretely in the period of enactment.

Note that adjustments to deferred taxes being remeasured due to a change in tax law are
recorded to continuing operations even if those deferred taxes were established through a
financial statement component other than continuing operations (e.g., other comprehensive
income or acquisition accounting).

BEAT minimum tax on certain related party payments

TCJA introduced BEAT, a minimum tax on international payments. BEAT is imposed when
the tax calculated under BEAT exceeds the corporation’s regular tax liability determined after
the application of certain credits allowed against the regular tax. BEAT is measured based on
modified taxable income (i.e., taxable income after adding back base erosion payments).

The OBBB adjusts the BEAT rate to 10.5% (11.5% for banks/securities dealers) and also
modifiies the BEAT calculation. All BEAT-related modifications are effective for taxable years
beginning after December 31, 2025.

Tax accounting considerations

BEAT is accounted for as a period cost. However, a company may have chosen to consider
the effect of BEAT on realizability of its deferred tax assets. A company that has elected to
consider the impact of BEAT in assessing the realizability of its deferred tax assets will need
to consider the impact of the changes to the BEAT calculation on its valuation allowance
assessments and account for any impacts at enactment.
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IRA energy credits

The OBBB terminates a wide range of Inflation Reduction Act (IRA) clean energy credits.
Some examples of terminated credits include the following:

* The alternative fuel vehicle refueling property credit (Section 30C) for property placed in
service after June 30, 2026

* The clean vehicle credit (Section 30D) for vehicles acquired after September 30, 2025

* The clean hydrogen production credit (Section 45V) for facilities for which construction
begins after December 31, 2027

* The qualified commercial clean vehicles credit (Section 45W) for vehicles acquired after
September 30, 2025

* The energy credit for certain energy property (Section 48) for which construction begins
on or after June 16, 2025

* The reissuance of any returned allocation of the advanced energy project credit (Section
48C) effective on the date of enactment

* The clean electricity production credit (Section 45Y) and clean electricity investment
credit (Section 48E) for solar and wind projects for which construction begins more than
12 months after the date of enactment or for which the projects are placed in service after
December 31, 2027

The OBBB also phases out the advanced manufacturing production credit (Section 45X) for
critical minerals produced between 2031 and 2033 and wind components produced and
sold after December 31, 2027. However, the legislation increases the Section 48D advanced
manufacturing investment credit rate from 25% to 35%, effective for property placed in
service after December 31, 2025.

Finally, the OBBB restricts access to the following credits for “prohibited foreign entities” for
tax years beginning after the date of enactment:

¢ carbon oxide sequestration credit (Section 45Q)

* zero emission nuclear power production credit (Section 45U)
* advanced manufacturing production credit (Section 45X)

¢ clean electricity production credit (Section 45Y)

* clean fuel production credit (Section 457)

* clean electricity investment credit (Section 48E)

The OBBB also restricts access to Section 45X, Section 45Y, and Section 48E credits for
entities that receive material assistance from prohibited foreign entities.

Tax accounting considerations

Many of the OBBB changes to IRA credits do not go into effect until after 2025 and are
unlikely to have a financial statement impact at enactment. However, the OBBB changes that
are effective in 2025 may have a financial statement impact at enactment, particularly when
potential benefits from IRA credits expected to be generated in 2025 have been factored

into a company’s AETR calculations that are used in interim period tax provisions. For
example, a company that expected to generate or purchase IRA tax credits in 2025 may have
incorporated that expectation into its AETR when calculating tax provisions in earlier 2025
quarters. If any of the credits expected to be generated or purchased in 2025 will be phased
out under the OBBB, a company should adjust the benefit previously recorded.
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Further, companies may own equity method investments in flow-through entities and
receive tax credit benefits earned by the investee. Companies should consider whether any
of the changes to IRA-related tax credits may indicate that the value of their equity method
investments could be impaired. This is generally assessed under ASC 323, Investments —
equity method and joint ventures.

Additionally, when there is a change in tax law that might affect an investment’s eligibility for
the proportional amortization method (PAM), we believe investors should reassess whether
the investment continues to meet the PAM qualifying criteria (as discussed in our

Income taxes guide).

Other provisions

“Endowment” excise tax

TCJA enacted an excise tax of 1.4% on certain investment income of private colleges and
universities that have at least 500 tuition-paying students and applicable assets of at least
$500,000 per student. The OBBB changes this tax on applicable higher educational institutions
by modifying applicability requirements, adding sources of investment income subject to the
tax, and creating a new tiered rate structure, effective for tax years beginning after December
31, 2025. Specifically, the OBBB modifies the scope by increasing the number of tuition-paying
students requirement from 500 to 3,000. The OBBB also requires that investment income
include student loan interest income and federally-subsidized royalty income, both of which
were previously exempt from the tax. The amount of tax imposed on an applicable educational
institution for each tax year is equal to the applicable percentages of the net investment income
for the tax year. The applicable percentages are as follows:

* 1.4% for an institution with a student adjusted endowment of at least $500,000 and not in
excess of $750,000

* 4% for an institution with a student adjusted endowment in excess of $750,000 and not in
excess of $2,000,000

* 8% for an institution with a student adjusted endowment in excess of $2,000,000

Tax accounting considerations

Institutions will need to determine whether they are subject to or expect to meet the
applicable thresholds in the OBBB. Since the endowment tax is within the scope of ASC 740,
institutions that are or expect to be in scope must measure related deferred tax assets and
liabilities at the enacted tax rate expected to apply when temporary differences are realized
or settled at the date of enactment.


https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Assets/32X_Investments/Investments_Equity_Method_and_Joint_Ventures/Overall/323-10-00.html#323-10-00
https://viewpoint.pwc.com/dt/us/en/pwc/accounting_guides/income_taxes/income_taxes__16_US/ch_18_taxcredits/185_investments_in_tax.html#_0816b549-fc7c-4dfd-954b-33b3c4bbede5
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Other noteworthy provisions

Other provisions of the OBBB that may have a financial statement impact for some
companies include:

* Modification of Section 162(m) limitations on deductible compensation to add new
entity aggregation rules based on the “single employer” controlled group definitions from
various sections of the Internal Revenue Code effective for taxable years beginning after
December 31, 2025

* Limitations on corporate charitable deductions by establishing a 1% floor (i.e., charitable
contributions are only deductible if they exceed 1% of the taxpayer’s taxable income) and a
10% limit (i.e., charitable contributions cannot exceed 10% of a taxpayer’s taxable income)
for qualifying corporate charitable deductions effective for taxable years beginning after
December 31, 2025. Charitable contributions that cannot be deducted in a given tax year
may be carried forward for up to five years.

* Permanent extension of Section 954(c) (6) look-through rule for CFCs which generally
allows US shareholders to “reinvest” foreign earnings (such as dividends, interest, rents,
and royalties) of one CFC in a related CFC without current taxation, as long as the
underlying income of the payor CFC is not otherwise subject to current US taxation (e.g.,
subpart F income). This provision has been around for many years but has had to be
periodically renewed by legislation. The OBBB made this legislation permanent.

The OBBB also extends, modifies, and/or eliminates various domestic and international
provisions (e.g., sourcing of inventory sales for FTC limitations, repeal of the election for
one-month deferral in determining the tax year of certain foreign corporations). See PwC’s
Tax insight for more details.

Tax accounting considerations

Existing deferred tax assets for stock-based compensation may be impacted as compensation
for covered employees may no longer be deductible due to the change in aggregation rules.
Companies will need to assess whether these deferred tax assets should be written off

upon enactment.

The limitation on corporate charitable deductions may result in additional charitable
contribution carryforwards and associated deferred tax assets. As with all deferred tax
assets, any resulting deferred tax assets arising from the changes will need to be assessed
for realizability.

The permanent extension of the look-through rules offers companies greater certainty in
their planning and accounting processes. This extension allows businesses to forecast and
strategize more effectively by maintaining predictable treatment of certain types of income
between related CFCs.


https://www.pwc.com/us/en/services/tax/library/president-trump-signs-hr-1.html
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State tax effects

US federal tax reform may also have state and local tax effects. The threshold state income
tax consideration is whether and if so, how a state conforms to the US tax code. How a
particular state adopts the US tax code directly affects the application of enacted federal
changes to state taxable income computations. Companies will need to evaluate the
conformity rules for each state to determine the state tax effect and relevant tax accounting.
The state tax implications of changes in bonus depreciation, US-based R&D expensing, FDII,
GILTI, and interest deductibility limitations may be particularly significant.

What’s next

Beyond any immediate accounting that is required in the period of enactment, businesses
will need to navigate changes that could impact their cash tax obligations and tax attribute
planning, necessitating comprehensive modeling and strategic planning. To effectively
manage these changes, close collaboration between finance, tax, and operational teams will
be essential, helping to ensure that organizations can adapt to the evolving tax landscape
while optimizing their development investments.
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