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In brief
What happened?

Treasury and the IRS released Notice 2026-11, providing interim guidance on the additional first-year
depreciation deduction under Section 168(k), as amended by the One, Big, Beautiful Bill Act

(OBBBA). The notice includes rules on eligibility, elections and reliance for qualified

property, and newly-eligible qualified sound recording productions pending forthcoming regulations.
The notice largely adopts the previous bonus depreciation regime for OBBBA’s permanent

100% expensing for property acquired after January 19, 2025, and qualified sound recording
productions commencing in tax years ending after July 4, 2025.
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https://www.irs.gov/pub/irs-drop/n-26-11.pdf
https://youtu.be/BDDVhpFNhpI
https://youtu.be/BDDVhpFNhpI
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Why is it relevant?

Notice 2026-11 indicates that Treasury and the IRS intend to issue proposed regulations that largely
track Reg. 1.168(k)-2, preserving a familiar framework for eligibility, timing, and elections. The reliance
allowed by the notice provides clarity around post-OBBBA acquisition and placed in service concepts,
elections, and the treatment of qualified sound recording productions. Taxpayers may rely on the
provisions of Notice 2026-11 for qualifying property placed in service in tax years beginning before
proposed regulations are published, provided the notice is followed in its entirety beginning with the first
relied upon year.

Actions to consider

Larger deductions from bonus depreciation, qualified production property (QPP) under new Section
168(n), domestic research or experimental (R&E) expenditures, and interest expense can diminish the
ability to use other deductions, losses, or credits and create unexpected downstream impacts that should
be modeled out by taxpayers and that can be addressed with various elections to manage taxable
income.

Notice 2026-11 does not address the new deduction for QPP but interim guidance is expected to be
issued in the near future. Additionally, taxpayers have an opportunity to influence forthcoming
regulations by submitting targeted comments to Treasury and the IRS on issues not addressed by the
interim guidance. For a more detailed discussion of the OBBBA’s changes to Sections 168(k) and 168(n),

see our Tax Insight, OBBBA permanently extends 100% bonus depreciation, introduces QPP.

In detail

Background

OBBBA permanently extended 100% bonus depreciation under Section 168(k) for qualified

property acquired after January 19, 2025, with a transitional election to claim 40% (or 60% for certain
property) for the first tax year ending after January 19, 2025. Congress also expanded the definition of
qualified property to include sound recording productions commencing in tax years ending after July 4,
2025.

Observation: For qualified property acquired on or before January 19, 2025, the phasedown bonus
depreciation rates enacted by the Tax Cuts and Jobs Act (TCJA) continue to apply based on the date the
property is placed in service: 40% in 2025, 20% in 2026, and 0% in 2027 and thereafter (60% in 2025,
40% in 2026, 20% in 2027, and 0% in 2028 and thereafter for longer production period property).

As revised by the OBBBA, qualified property has three elements:

o Type of property. In general, the same types of property that qualified for bonus
depreciation under the TCJA continue to qualify under the OBBBA:
(1) MACRS depreciable property with a recovery period of 20 years or less; (2) certain computer
software; (3) water utility property; (4) certain qualified films, television productions, and live
theatrical productions; and (5) specified plants. Additionally, the OBBBA expanded qualifying
property to include sound recording productions that are recorded in the United States if
they satisfy the definition set forth in 17 U.S.C. 101.


https://www.pwc.com/us/en/tax-services/publications/insights/assets/pwc-ob3-provides-bonus-depreciation-qualified-production-property.pdf
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e Original use of the property. Consistent with the TCJA, the acquisition of certain used
property that was not previously used by the taxpayer or a predecessor also may qualify under the
OBBBA.

e Acquisition date. Property generally must be acquired after January 19, 2025. Likewise, the
OBBBA applies to plants that were planted or grafted after January 19, 2025,
and productions commencing in tax years ending after July 4, 2025.

Observation: The OBBBA expanded and coordinated the tax treatment of sound recording productions
commencing in tax years ending after July 4, 2025, by (1) updating Section 181 to permit a deduction,
subject to certain limitations, of qualified sound recording productions that begin before January 1,
2026, and in tax years ending after July 4, 2025, and (2) amending Section 168(k) so that qualified sound
recording productions also may be treated as “qualified property” for bonus depreciation if

they generally would have been deductible under Section 181 without regard to the Section 181 dollar
limit and sunset. Under the OBBBA, qualified sound recordings are treated as placed in service at the
time of the initial release or broadcast.

Interim guidance

Notice 2026-11 provides rules for determining (1) qualified property eligible for bonus depreciation
under the OBBBA and (2) the bonus depreciation deduction allowable under the OBBBA that

are generally consistent with Regs. 1.168(k)-2 and 1.1502-68, with modifications and substitutions
for OBBBA’s effective date of January 20, 2025, the permanent 100% and transition rates, and new
eligibility of qualified sound recording productions.

Observation: Because Notice 2026-11 hews closely to Reg. 1.168(k)-2, favorable rules such as the
begin-construction safe harbors and the component election mechanics are retained, making application
of the new effective dates relatively straightforward. Consolidated groups should evaluate intercompany
acquisitions and de-consolidations as the notice provides a specific election to avoid a

required additional first-year deduction that may alter the group’s intercompany profile.

Observation: Taxpayers should evaluate elective capitalization opportunities under Regs. 1.263(a)-2
and 1.263(a)-4, as applicable, as well as Section 266, to

capitalize additional costs into the basis of property and then recover those amounts immediately via
100% bonus depreciation. Pairing this method of capitalization with OBBBA’s revised adjusted taxable
income (ATT) computation that disregards depreciation, amortization, and depletion could

be beneficial, because it expands Section 163(j) interest capacity while maintaining immediate cost
recovery, with careful modeling of potential downstream impacts to CAMT, international tax provisions,
or state income taxes.

Qualified property eligible for 100% bonus depreciation

To determine whether property is acquired after January 19, 2025, the

notice substitutes January 2025 dates for the September 2017 dates previously provided

by Reg. 1.168(k)-2. These rules specify that the following qualified property satisfies the acquisition date
rule:

o Depreciable property generally acquired by the taxpayer after January 19, 2025.

e A qualified film or television production for which the principal photography commences after
January 19, 2025; a qualified live theatrical production for which all the necessary elements for
producing the live theatrical production are secured after January 19, 2025; or a qualified sound
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recording production for which the principal recording commences in a tax year ending after July
4, 2025. Consistent with the treatment of other property, sound recordings acquired before
January 20, 2025, are subject to the TCJA’s phasedown percentages, while

recordings acquired after January 19, 2025, are eligible for 100% bonus depreciation under the
OBBBA.

e A specified plant that is planted or grafted after January 19, 2025, by the taxpayer in the ordinary
course of the taxpayer's farming business.

Notice 2026-11 also explicitly preserves the existing regulatory framework for determining the
acquisition date of property acquired pursuant to a written binding contract and for analyzing various
provisions of a contract. For this purpose, a written binding contract is a contract that is enforceable
under state law against the taxpayer or a predecessor that does not limit damages to a specified amount.

e Cancellation periods: If either party retains a right to cancel (without substantial forfeiture)
after signing the contract, then the contract is not treated as binding until the cancellation right
lapses.

o Contingency provisions: If performance is subject to conditions precedent, then acquisition
occurs only when all contingencies are satisfied.

Consistent with the existing regulations, Notice 2026-11 provides that where another person
manufactures, constructs, or produces property for the taxpayer pursuant to a written binding contract
that is entered into prior to the manufacture, construction, or production of the property, that property is
treated as self-constructed property. In general, self-constructed property meets the OBBBA’s acquisition
date requirement when the taxpayer (or another person) begins the manufacture, construction, or
production after January 19, 2025. Under the notice, the following standards from the regulations are
used to determine when construction begins:

o Physical work test: The notice preserves the subjective “physical work of a significant
nature” (PWSN) standard to determine when manufacturing, construction, or production begins.
The notice also continues to distinguish between significant on-site or off-site work from
preliminary activities.

e 10% safe harbor: Alternatively, a taxpayer may satisfy the PWSN standard to determine when
manufacturing, construction, or production of property begins, by satisfying an objective 10% safe
harbor. Pursuant to the safe harbor, construction begins at the time the taxpayer incurs (in the
case of an accrual basis taxpayer) or pays (in the case of a cash basis taxpayer) more than 10% of
the total cost of the property, excluding the cost of any land and preliminary activities such
as planning or designing, securing financing, exploring, or researching. When property is
manufactured, constructed, or produced for the taxpayer by another person, this safe harbor test
must be satisfied by the taxpayer.

Under Notice 2026-11, taxpayers may elect to treat any acquired or self-constructed components of larger
self-constructed property for which the taxpayer begins the manufacture, construction, or production
before January 20, 2025, as being eligible for bonus depreciation under the OBBBA, if the component is
qualified property, and the taxpayer either acquires or begins the manufacture, construction, or
production of the component after January 19, 2025.

Observation: Preserving the component election provides continuity for multiyear projects and may
allow some costs of otherwise non-qualifying property to be eligible for bonus depreciation.

By making bonus depreciation permanent, the OBBBA eliminated the TCJA’s sunset dates that required
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qualified property to be acquired and placed in service before January 1, 2027 (or January 1, 2028, for
certain property having longer production periods and certain aircraft). Accordingly, the notice does not
adopt provisions of the regulations addressing placed-in-service dates in Reg. 1.168(k)-2(b)(4) or
acquisition dates in Reg. 1.168(k)-2(d).

Elections

Like the TCJA, the OBBBA provides taxpayers with flexibility on the application of the new bonus
depreciation rules:

e Section 168(k)(7) election out of bonus depreciation. Taxpayers can elect to opt out of
bonus depreciation annually on a class-by-class basis (e.g., five-year property, seven-year
property). The election applies to all property in that class or classes placed in service during the
tax year.

e Section 168(k)(10) transition rate election. Section 168(k)(10), as amended by
the OBBBA, permits taxpayers to elect to apply a transition rate of 40% (60% in the case
of certain longer production period property or certain aircraft) in lieu of 100% bonus
depreciation for qualified property acquired and placed in service after January 19, 2025 during
the first tax year ending after January 19, 2025. Unlike Section 168(k)(7), which allows
taxpayers to elect out of bonus depreciation on a class-by-class basis, a taxpayer must make
the election provided by Section 168(k)(10) for all qualified property placed in service during that
period.

Observation: If a taxpayer makes the election under Section 168(k)(10), then Section 168(k) is applied
using a 40% rate instead of a 100% rate. In addition, it appears that a taxpayer still retains the ability to
make a Section 168(k)(77) election to elect out of 40% bonus depreciation on a class-by-class

basis. Additional guidance may be necessary to affirm the potential combined application of these
elections.

Observation: Elections to reduce or opt out of bonus depreciation can help manage base erosion and
anti-abuse tax (BEAT) exposure, Section 250 taxable income limits, foreign tax credit (FTC) limitations
(including overall domestic loss creation), charitable contribution caps, Section 163(j) deductions for
interest expense, corporate E&P, and state income taxes, among other tax attributes. Focused modeling
should drive class-by-class and transition rate election decisions.

Applicability date and reliance rules

Section 6 of the notice provides that it is anticipated that forthcoming proposed regulations will propose
regulations that are consistent with the rules described in the notice for qualified property that is placed
in service in a tax year beginning on or after the date final regulations are published in the

Federal Register. The section further provides that taxpayers may rely on the provisions of the notice for
qualifying property placed in service in tax years beginning before the proposed regulations are
published, provided the notice is followed in its entirety beginning with the first tax year the

taxpayer relies on the notice.

State tax considerations

Bonus depreciation changes under amended Section 168(k) are automatically adopted in “rolling
conformity” states, except to the extent that those states have already addressed Section 168(k)
conformity. States with fixed-date, selective, or other conformity rules may consider their conformity
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to amended federal bonus depreciation provisions alongside other OBBBA changes. The effective date of
IRC conformity updates will be significant not only for purposes of the depreciation elections provided in
the OBBBA, but also for applying the rules for qualifying property such as the OBBBA’s change to the tax
treatment of sound recording productions commencing in tax years ending after July 4, 2025.

In addition to the above, there are unique state conformity situations to consider, such

as Tennessee’s adoption of the bonus depreciation phase-out under the TCJA, which continues to control
absent state legislative action notwithstanding the state’s general rolling conformity rule. Other states
that require an addition modification to income for federal bonus depreciation taken may continue their
treatment, as Illinois did when it enacted S.B. 1911 on December 12 (while also requiring an addition for
qualified production property under Section 168(n)). The states’ adoption of the federal regulations
under Section 1502 also will be impactful in both separate and combined filing states for purposes of
applying the Reg. 1.1502-68 provisions.

Financial reporting considerations

For financial reporting purposes, the notice represents new information that companies should assess
within the period that includes the date the guidance was released (January 14, 2026). When evaluating
the potential financial reporting impacts, companies should determine whether they intend to rely on the
notice and how the guidance, including the company's intended elections, may affect deferred taxes and
valuation allowance assessments. Further, companies will need to determine whether their positions
meet the recognition and measurement thresholds under Accounting Standards Codification (ASC) 740.


https://www.tn.gov/content/dam/tn/revenue/documents/notices/fae/25-36fe.pdf
https://ilga.gov/Legislation/BillStatus?DocNum=1911&GAID=18&DocTypeID=SB&LegId=161199&SessionID=114
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Let’s talk

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

Federal Tax Services

George Manousos Scott Rabinowitz Sara Logan
(202) 302-0942 (301) 801-7056 (202) 834-4831
george.manousos@pwce.com scott.rabinowitz@pwc.com sara.l.logan @pwc.com

Specialized Tax Services

Steve Whisdosh Tom Dunn April Estes
(312) 813-8071 (214) 755-7051 (404) 271-9150
stephen.m.whisdosh@pwec.com thomas.dunn@pwe.com april.l.estes@pwc.com

State and Local Tax Services

Robert C. Ozmun
(612) 209-0508
robert.c.ozmun@pwc.com

Tax Accounting Services

Eric Suplee Jennifer Schiellack
(914) 773-6873 (262) 370-0684
eric.m.suplee@pwc.com jennifer.l.schiellack@pwec.com
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