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In brief
What happened?

President Donald J. Trump on July 4 signed into law H.R. 1, the “One Big Beautiful Bill Act” (Act). The
Act was passed by the House on July 3 by vote of 218 to 214 and by the Senate on July 1 by a vote of 51 to
50, with the tie-breaking vote of Vice President JD Vance.

Why is it relevant?

The Act contains significant tax law changes affecting universities and other tax-exempt organizations,
with various effective dates, including some tied to the legislation’s July 4 enactment date.

Action to consider

Tax-exempt organizations will need to evaluate the potential effect of the Act on their business
operations.
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In detail

Modification of “endowment excise tax” on net investment income
of certain private colleges and universities

The Act contains three key modifications to the endowment excise tax, including (1) changes to the rate
structure, (2) what it means to be an applicable educational institution, and (3) the introduction of a
student adjustment endowment.

The legislation replaces the 1.4% endowment excise tax on applicable educational institutions with a new
rate structure, effective for tax years beginning after December 31, 2025. The amount of tax imposed on
an applicable educational institution for each tax year equals the applicable percentages of the net
investment income for the tax year.

The applicable percentages are as follows:

e 1.4% in the case of an institution with a student adjusted endowment in excess of $500,000 and
not in excess of $750,000;

e 4% in the case of an institution with a student adjusted endowment in excess of $750,000 and not
in excess of $2 million; and

e 8% in the case of an institution with a student adjusted endowment in excess of $2 million.
The Act modifies the term “applicable educational institution” to mean an eligible education institution:
o that has at least 3,000 tuition-paying students during the preceding tax year;
e more than 50% of the tuition-paying students of which are in the United States;
o that is not a state college or university; and
e the student adjusted endowment of which is at least $500,000.

Importantly, “student adjusted endowment” is a new term in Section 4968. An institution’s student
adjusted endowment equals the aggregate fair market value of the institution’s assets (determined as of
the end of the preceding tax year), other than those assets that are used directly in carrying out the
institution’s exempt purpose, divided by the number of eligible students of the institution. The number of
students of an institution (including for purposes of determining the number of students at a particular
location) is based on the daily average number of full-time students attending that institution (with part-
time students taken into account on a full-time student equivalent basis).

The Act overrides certain regulatory exceptions to the definition of net investment income for federally
subsidized royalty income and interest income a university receives from student loans. "Federally
subsidized royalty income” means any otherwise-regulatory-exempt royalty income if any federal funds
were used in the research, development, or creation of the patent, copyright, or other intellectual or
intangible property from which such royalty income is derived. The term “federal funds” includes any
grant made by, and any payment made under any contract with, any federal agency to the applicable
educational institution, any related organization, or any student or faculty member.
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The legislation directs Treasury to prescribe regulations or other guidance as necessary to prevent
avoidance of tax through the restructuring of endowment funds or other arrangements designed to
reduce or eliminate the value of net investment income or assets subject to the tax.

The Act also requires an applicable educational institution that is required to file Form 990, Return of
Organization Exempt from Income Tax, to include on the return the number of tuition-paying students
taken into account for determining whether the organization is an applicable educational institution and
the number of students determined under the rules of Section 4968(e) (that determines the number of
students of an institution based on the daily average number of full-time students attending, with part-
time students taken into account on a full-time student equivalent basis).

This provision is effective for tax years beginning after December 31, 2025.

Expanding application of tax on excess compensation within tax-
exempt organizations

Applicable tax-exempt employers that pay over $1 million in remuneration or an excess parachute
payment to certain highly paid employees are subject to an excise tax. The excise tax equals the 21%
corporate tax rate multiplied by the sum of (1) any remuneration (other than an excess parachute
payment) more than $1 million paid to a covered employee by an applicable tax-exempt organization for
a tax year, and (2) any excess parachute payment paid by the applicable tax-exempt organization to a
covered employee. The excise tax applies to an excess parachute payment even if the covered employee’s
remuneration does not exceed $1 million. Pre-Act law defines a covered employee as an employee
(including any former employee) of an applicable tax-exempt organization if the employee is one of the
five highest compensated employees of the organization for the tax year or was a covered employee of the
organization (or a predecessor) for any preceding tax year beginning after December 31, 2016.

The Act revises the definition of a covered employee to mean any employee of an applicable tax-exempt
organization (or any predecessor of that organization) and any former employee of that organization (or
predecessor) who was an employee during any tax year beginning after December 31, 2016. Thus, an
employee would not need to be one of the five highest compensated employees of the organization for the
tax year or have been a covered employee of the organization (or predecessor) in a tax year beginning
after December 31, 2016, to be a covered employee.

This provision applies to tax years beginning after December 31, 2025.

Inflation Reduction Act (IRA) clean energy credits

The Act curtails certain credits enacted by the Inflation Reduction Act in 2022 and accelerates the phase-
out of others with earlier sunset dates. The legislation also provides several new limitations for the IRA
clean energy credits, including new requirements for foreign entities of concern and transferability
restrictions.

The Act modifies, terminates, and accelerates the phase-out of a wide range of IRA clean energy credits.
For example, it would terminate the clean electricity production and investment credits under Sections

45Y and 48E for wind and solar facilities for projects for which construction begins 12 months after the

date of enactment and are placed in service after December 31, 2027.

The Act generally adopts the definitions for “prohibited foreign entities” and “foreign-influenced entities”
with the restrictions applying to a broad range of credits, imposing penalties, and including more explicit
definitions and safe harbors — including thresholds on integrated component rules. New thresholds and
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methodologies apply for determining when a US taxpayer has received material assistance from a
prohibited foreign entity, including a “material assistance cost ratio” that measures the extent to which
the costs of a qualified facility, energy storage technology, or eligible components are attributable to
materials procured from prohibited foreign entities. The rules are phased in over several years and
include anticircumvention measures.

The Act also terminates the clean vehicle credit under Section 30D for vehicles acquired after September
30, 2025, and terminates the alternative fuel vehicle refueling property credit under Section 30C for
property placed in service after June 30, 2026. Further, it terminates the energy efficient commercial
buildings deduction under Section 170D for property the construction of which begins after June 30,
2026.

The Act generally permits the transfer of IRA credits until their repeal but prohibits the transfer of credits
to a specified foreign entity.

New provisions in the legislation include an increase in the Section 48D advanced manufacturing
investment credit rate from 25% to 35%, effective for property placed in service after December 31,
2025.

1% floor on deduction of charitable contributions made by
corporations

The Act allows a deduction for a corporate charitable contribution only to the extent that the aggregate of
corporate charitable contributions exceeds 1% but not 10% of a taxpayer’s taxable income. Contributions
greater than the 10% limit are carried forward to the subsequent five tax years and treated as allowed on
a first-in, first-out basis. Charitable contributions disallowed under the 1% floor are carried forward only
from years in which the taxpayer’s charitable contributions exceed the 10% limit. Any carryforward
would be applied after contributions made in the current tax year for the purposes of the 1% floor and
10% limit. Charitable contributions carried forward would be reduced to the extent that the carryforward
otherwise would reduce taxable income and increase any net operating loss carryover to a succeeding tax
year.

This provision applies to tax years beginning after December 31, 2025.

Charitable contributions of individuals

The pre-Act version of Section 170(p) provides that an individual who does not itemize deductions may
claim a deduction in an amount not to exceed $300 ($600 in the case of a joint return) for certain
charitable contributions made during a tax year that begins in 2021. The deduction is not available for
contributions made during a tax year that begins after 2021.

The Act reinstates and makes permanent the Section 170(p) deduction for tax years beginning after
December 31, 2025. The legislation raises the maximum deduction amount to $2,000 for taxpayers who
are married filing jointly and to $1,000 for all other taxpayers.

The Act introduces a new 0.5% of the individual’s adjusted gross income (AGI) floor on the charitable
contribution deduction for individuals who itemize deductions. The legislation permanently extends the
increase in percentage limitations from 50% to 60% of AGI for cash donations to public charities.

This provision applies to tax years beginning after December 31, 2025.
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Tax credit for contributions of individuals to scholarship granting
organizations

The Act creates a nonrefundable income tax credit equal to the aggregate amount of qualified
contributions made by the taxpayer during the tax year. The credit cannot exceed $1,700. A “qualified
contribution” would be a charitable contribution of cash to a scholarship granting organization that uses
the contribution to fund scholarships for eligible students solely within the state in which the
organization is listed.

A “scholarship granting organization” is any organization:

o thatis described in Section 501(c)(3), is exempt from tax under Section 501(a), and is not a
private foundation;

o substantially all the activities of which are providing scholarships for qualified elementary or
secondary education expenses of eligible students;

o that prevents the co-mingling of qualified contributions with other amounts by maintaining one
or more separate accounts exclusively for qualified contributions; and

o that either meets the requirements to be a scholarship granting organization or was eligible on the
date of enactment to receive contributions for which the donor is entitled to a state tax credit if
the contributions are used by the organization to provide scholarships.

An “eligible student” is an individual who is a member of a household with annual income of no greater
than 300% of the area median gross income and is eligible to enroll in a public elementary or secondary
school.

An organization meets the requirements of a scholarship granting organization only if it:
e provides scholarships to 10 or more students all of whom do not attend the same school,
e does not spend less than 90% of its income on scholarships for eligible students,
e does not earmark or set aside contributions for scholarships for any student, and

o takes appropriate steps to verify the income and family size of eligible students to whom it awards
scholarships, and limits scholarships to individuals in households with annual household income
that meets the limits set forth in the definition of an eligible student (the “income verification
requirement”).

The credit is a non-refundable personal tax credit taken against both regular income tax and the
alternative minimum tax liabilities. If the credit allowable for any tax year exceeds the Section 26(a)
limitation reduced by the sum of nonrefundable personal tax credits (other than the individual credit
under the proposal and the credits allowable under Sections 23 and 25D), the excess is carried to the
succeeding tax year and added to the credit allowable for that year. However, no credit can be carried
forward to any tax year following the fifth tax year after the tax year in which the credit arose. For this
purpose, credits are treated as used on a first-in, first-out basis.

The Act provides rules against self-dealing, such that a scholarship granting organization may not award
a scholarship to a disqualified person (determined pursuant to rules like Section 4946 rules, and
includes, for example, substantial contributors, founders, and family members of substantial
contributors and founders).
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This provision applies to tax years ending after December 31, 2026.

Limitation on individual deductions for certain state and local
taxes

The Act increases the current $10,000 SALT cap to $40,000 ($20,000 in the case of a married individual
filing a separate return) for tax years beginning after December 31, 2024 and before January 1, 2030. In
addition, a phase-out threshold for the higher SALT cap begins at $500,000 ($250,000 in the case of a
married individual filing separately). The revised SALT cap and phase-out threshold levels will increase
by 1% annually over the next 10 years and then remain at that level after the 10-year period, but not
below $10,000 ($5,000 in the case of a married individual filing separately).

Observation: The increased limitation on the state and local tax deduction could benefit certain tax-
exempt trusts that take this deduction.

This provision applies to tax years beginning after December 31, 2024.

For more information:

Click here for PwC’s Insight, President Trump signs H.R. 1, the “One Big Beautiful Bill Act”

Let’s talk

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

Exempt Organization Tax Services

Rob Friz, Philadelphia Erica McReynolds, Philadelphia Travis Patton, Washington
+1 302-545-0885 +1610-213-1187 +1 703-517-9744
robert.w.friz@pwc.com erica.r.mcreynolds@pwc.com travis.patton@pwc.com

Meet our Exempt Organization Tax Services team
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