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In brief

What happened?

The House on May 22 voted 215 to 214 to pass H.R. 1, the “One Big Beautiful Bill Act” including proposed tax law
changes, increased funding for border security and national defense, and spending reductions affecting a large
number of federal programs. The bill includes a provision to increase the federal statutory debt limit by $4 trillion.
The bill also features a number of new proposals affecting universities, foundations, and other tax-exempt
organizations.

H.R. 1 as passed by the House reflects a “manager’s amendment” adopted by the House Rules Committee that
modified a number of provisions that had been reported by the Ways and Means Committee and other House
committees.

Why is it relevant?

House passage of H.R. 1 clears the way for Senate action on the legislation to begin in June, after Congress
returns from a Memorial Day recess. H.R. 1 is being considered under reconciliation instructions provided in the
fiscal year (FY) 2025 budget resolution approved in April by Congress that will allow the legislation to be approved
by Republicans in the Senate with a simple-majority vote, instead of the 60-vote majority usually required.
Congressional leaders have set a goal of sending a final bill to be signed by President Trump before Congress
begins a July 4 recess, but the House and Senate will have to agree on a final identical version of H.R. 1 that can
be approved by both chambers.
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Action to consider

Tax-exempt organizations will need to quickly evaluate the potential effect of proposed tax law changes in H.R. 1
as passed by the House and consider whether to pursue opportunities to modify the legislation as it advances in
the Senate.

In detail

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

The bill would replace the 1.4% endowment excise tax on applicable educational institutions with a new rate
structure, effective for tax years beginning after December 31, 2025. Under the proposal, the amount of tax
imposed on an applicable educational institution for each tax year would equal the applicable percentages of the
net investment income for the tax year. As discussed below, the proposal also would make other modifications to
the current endowment excise tax provision, including amending the definition of an eligible student to include only
students eligible for federal financial aid (i.e., excludes certain foreign students).

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 7% in the case of an institution with a student adjusted endowment in excess of $750,000 and not in
excess of $1,250,000;

e 14% percent in the case of an institution with a student adjusted endowment in excess of $1,250,000 and
not in excess of $2,000,000; and

e 21% in the case of an institution with a student adjusted endowment in excess of $2,000,000.
The bill would modify the term “applicable educational institution” to mean an eligible education institution:

e that has at least 500 tuition-paying students during the preceding taxable year;

e more than 50% of the tuition-paying students of which are in the United States;

e thatis not a state college or university;

e thatis not a qualified religious institution; and

e the student adjusted endowment of which is at least $500,000.

Importantly, “student adjusted endowment” and “eligible students” are newly proposed terms to Section 4968,
which would change the way the tax is applied. An institution’s student adjusted endowment would equal the
aggregate fair market value of the institution’s assets (other than those assets which are used directly in carrying
out the institution’s exempt purpose) divided by the number of eligible students of the institution. For this purpose,
the term “eligible student” would mean a student that is “a citizen or national of the United States, a permanent
resident of the United States, or able to provide evidence from the Immigration and Naturalization Service that he or
she is in the United States for other than a temporary purpose with the intention of becoming a citizen or permanent
resident.”
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Further, the proposal would override certain regulatory exceptions to the definition of net investment income for
federally subsidized royalty income and interest income a university receives from student loans.

The bill would direct 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 proposal also would require 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 eligible students taken into account
for purposes of calculating student adjusted endowment, and the number of students determined after Section
4968(e) is applied (determining number of students of an institution based on daily attendance).

This provision would be effective for tax years beginning after December 31, 2025.
Increase in rate of tax on net investment income of certain private foundations

Private foundations exempt from federal income tax under Section 501(a) (other than exempt operating
foundations) currently are subject to an excise tax of 1.39% on their net investment income.

The bill would replace the 1.39% excise tax with a tiered structure, as follows:
e The 1.39% rate would continue to apply to private foundations with assets of less than $50 million.

e A 2.78% rate would apply to private foundations with assets equal to or greater than $50 million, but less
than $250 million.

e A 5% rate would apply to private foundations with assets equal to or greater than $250 million, but less
than $5 billion.

e A 10% rate would apply to foundations with assets of at least $5 billion.

Under the proposal, a private foundation’s assets would be determined with respect to any tax year as being the
aggregate fair market value of all assets of such private foundation as of the close of the tax year. There would be
no reduction for any liabilities.

The bill also provides that the assets of an organization related to the private foundation would be treated as assets
of the private foundation. However, no assets would be considered with respect to more than one private
foundation, and assets not intended or available for the use or benefit of the private foundation would not be
considered unless the related organization is controlled by the private foundation. An organization is a related
organization with respect to a private foundation if the organization controls or is controlled by the private
foundation, or the organization is controlled by one or more people that also control the private foundation.

This provision would be effective for tax years beginning after the date of enactment.
Expanding application of tax on excess compensation within tax-exempt organizations

Applicable tax-exempt employers who pay over $1 million in remuneration or who pay 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 taxable 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. Current
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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 taxable
year or was a covered employee of the organization (or a predecessor) for any preceding taxable year beginning
after December 31, 2016.

The bill would revise the definition of a covered employee to mean any employee or former employee. 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.

Observation: The manager’'s amendment deletes language in the proposed expansion of the Section 4960 excise
tax that would have included employees of “any related party or governmental entity,” purportedly due to potential
implications in treating as covered employees any employee of a for-profit entity that is related to an applicable tax-
exempt organization (such as a corporate foundation) and related Section 162(m) impacts.

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

Unrelated business taxable income (UBTI) increased by amount of certain employer-
provided qualified transportation and parking fringe benefits

The bill would increase a tax-exempt organization’s UBTI to include any amounts paid or incurred by the
organization for any qualified transportation fringe or any parking facility used in connection with qualified parking
for which a deduction is disallowed. The proposal would not apply to any amounts directly connected with an
unrelated trade or business regularly conducted by the organization.

For purposes of computing UBTI for organizations with more than one unrelated trade or business, any increase in
UBTI under the bill would be treated as UBTI with respect to an unrelated trade or business separate from any
other unrelated trade or business of the organization.

The proposal would not apply to (1) churches, their integrated auxiliaries, and conventions or association of
churches, and the exclusively religious activities of any religious order, or (2) any church-affiliated organization not
required to file an annual return.

This provision would apply to amounts paid or incurred after December 31, 2025.
Modification to UBTI exclusion for certain income from fundamental research

The bill would modify the UBTI exclusion for income that is derived from research performed by an organization
operated primarily for purposes of carrying on fundamental research the results of which are freely available to the
general public. Under the proposal, the organization may exclude from UBTI only the income that is derived from
such fundamental research the results of which are freely available to the general public.

The provision would be effective for amounts received or accrued after December 31, 2025.

Certain purchases of employee-owned stock disregarded for purposes of foundation tax
on excess business holdings

A private foundation is subject to tax on excess business holdings if it holds more than certain permitted
percentages of a business enterprise. In general, a private foundation is permitted to hold 20% of the voting stock
in a corporation, reduced by the percentage of voting stock held by all disqualified persons. A private foundation
can hold any amount of nonvoting stock in a corporation if disqualified persons do not own more than 20% of the
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voting stock of the corporation. If effective control of the corporation is in one or more persons who are not
disqualified persons with respect to the foundation, a private foundation and disqualified persons together may own
up to 35% of the voting stock of a corporation.

The bill would amend the excess business holdings rules so that certain voting stock repurchased by a business
enterprise would be treated as outstanding stock when calculating a private foundation’s present and permitted
holdings in the business enterprise under the excess business holdings rules.

The proposal would apply to voting stock that is (1) not readily tradable on an established securities market; (2)
purchased by the business enterprise on or after January 1, 2020, from an employee stock ownership plan in which
employees of such business enterprise participate, in connection with a distribution from such plan; and (3) held by
the business enterprise as treasury stock, cancelled, or retired.

The bill would apply only to the extent that treating the repurchased stock as outstanding voting stock would not
result in permitted holdings exceeding 49%. The proposal would not apply to purchases of stock made during the
10-year period beginning on the date the plan is established.

This provision would be effective for tax years ending after the date of enactment and to purchases by a business
enterprise of voting stock in tax years beginning after December 31, 2019.

Tax credit for contributions of individuals to scholarship granting organizations
Individual income tax credit

The bill would create a nonrefundable income tax credit equal to the aggregate amount of qualified contributions
made by the taxpayer during the taxable year. The credit could not exceed the greater of 10% of the taxpayer’s
aggregate gross income or $5,000. A “qualified contribution” would be a charitable contribution to a scholarship
granting organization in the form of cash or marketable securities. The credit would be reduced by the amount
allowed as a credit on any state tax return of the taxpayer for qualified contributions made by the taxpayer during
the taxable year. Any qualified contribution for which a credit would be allowed could not be considered as a
charitable contribution.

A “scholarship granting organization” would be any organization:

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

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

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

e 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” would be 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 would meet the requirements of a scholarship granting organization only if it:
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e provides scholarships to two or more students at two or more schools,

e does not provide scholarships for expenses other than qualified elementary or secondary education
expenses,

e provides scholarships to eligible students with a priority for students awarded a scholarship the previous
year and their siblings,

e does not earmark or set aside contributions for scholarships for any student,

e 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”),

e obtains from an independent certified public accountant annual financial and compliance audits and
certifies that the audit has been completed, and

e does not have an officer or board member that has been convicted of a felony.

The proposal prescribes specific ways in which a scholarship granting organization could satisfy the income
verification requirement.

The credit would be a non-refundable personal tax credit taken against both regular income tax and the alternative
minimum tax liabilities. The proposal provides that 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 would be carried to the succeeding tax
year and added to the credit allowable for that year. However, no credit would 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 would be treated as
used on a first-in, first-out basis.

The proposal 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).

Failure of scholarship granting organizations to make distributions

The proposal includes new guidelines around what is considered a "distribution" and the "required distribution
amount” for scholarship granting organizations. The tax credit for individuals could be disallowed if a scholarship
granting organization fails to satisfy one or more of the distribution requirements.

This provision would be effective for taxable years ending after December 31, 2025.
1% floor on deduction of charitable contributions made by corporations

The bill would allow 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 could be carried forward to the subsequent five taxable years and treated as allowed on a first-in,
first-out basis. Charitable contributions disallowed under the 1% floor could be 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 taxable year for the purposes of the 1% floor and 10% limit. Charitable
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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 taxable year.

This provision would apply to tax years beginning after December 31, 2025.
Extension of deduction for qualified business income and permanent enhancement

The bill would make permanent the qualified business income deduction and increase the deductible amount for
each qualified business from 20% to 23%. The proposal also would change the phase-in of the limit to 75% of the
excess of the taxpayer’s taxable income over the threshold amount.

The bill also would create qualified business development company (BDC) interest dividends as a new type of
income that would qualify for the deduction. A qualified BDC is a business development company that has made an
election under Section 851 to be treated as a regulated investment company.

This provision would affect tax-exempt funds from a flow-through perspective.

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

Reinstatement of partial deduction for charitable contributions of individuals who do not
elect to itemize

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 taxable year
that begins in 2021. The deduction is not available for contributions made during a taxable year that begins after
2021.

The bill would reinstate the Section 170(p) deduction for tax years beginning after December 31, 2024, and before
January 1, 2029. The proposal would lower the maximum deduction amount to $300 for taxpayers who are married
filing jointly and to $150 for all other taxpayers.

This provision would apply to tax years beginning after December 31, 2024.
Limitation on individual deductions for certain state and local taxes

For tax years beginning after December 31, 2017, and before January 1, 2026, an individual may claim an itemized
deduction of up to $10,000 ($5,000 for a married taxpayer filing a separate return) for the aggregate of (1) state and
local property taxes not paid or accrued in carrying on a trade or business or an activity relating to expenses for the
production of income, and (ii) state and local income, war profits, and excess profits taxes (or sales taxes in lieu of
income, etc. taxes) paid or accrued in the taxable year.

The bill would limit the individual deduction for the aggregate of specified taxes to $40,000 ($20,000 in the case of a
married individual filing a separate return). This limitation amount is reduced by 30% of the excess of the taxpayer’s
modified adjusted gross income over $500,000 ($250,000 in the case of a married individual filing separately).
However, the limitation amount would not be reduced to below $10,000 ($5,000 in the case of a married individual
filing separately). The revised SALT cap and phase-out threshold levels are set to increase by 1% annually over the
next 10 years and would remain at that level after the 10-year period.

At the same time, the Ways and Means proposal to reinstate an overall limitation on itemized deductions was
modified, so that it would limit the effective value of any itemized state and local tax deduction to a 32% income tax
rate benefit. All other itemized deductions would be limited to an effective income tax rate benefit of 35%.



Tax Insights | PwC

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

This provision would apply to tax years beginning after December 31, 2024.
Inflation Reduction Act (IRA) clean energy credits

The bill would curtail certain IRA credits and revise the phase-out of others. In contrast, the Section 45Z clean fuel
production credit would be extended through December 31, 2031 (from 2027), albeit with several new limitations.

Credits that generally would be eliminated as of December 31, 2025, include the Section 25E previously owned
clean vehicle credit, the Section 30D clean vehicle credit (with a limited exception for certain manufacturers), and
the Section 45W qualified commercial clean vehicle credit, as well as credits for alternative fuel vehicle refueling
property under Section 30C, energy efficient home improvements under Section 25C, residential clean energy
under Section 25D, new energy efficient homes under Section 45L, and clean hydrogen production under Section
45V.

Observation: While some IRA credits would be eliminated or curtailed, many remain available.

The bill also would limit the transferability of credits. The credits under Sections 45U, 45X, and 45Z generally would
not be transferable after December 31, 2027, while the transferability of the credits under Sections 45Y, and 48E
would be repealed for facilities beginning construction more than two years after the date of enactment.

Observation: The bonus credit rates applicable to certain credits remain intact. Accordingly, taxpayers can still
benefit from higher credit amounts by satisfying the requirements for prevailing wage and apprenticeship
requirements, domestic content, and other location-based incentives.

Proposals not included in this bill

The bill does not include any proposed changes to the federal tax-exemption requirements for hospitals or the
ability of Section 501(c)(3) organizations to utilize tax-exempt bond financing. The bill also does not include an
earlier proposed change that would have included name or logo royalty income in UBTI. Lastly, the bill does not
include an earlier proposed change that would have extended the current rule providing for the suspension of tax-
exempt status of terrorist organizations to include terrorist supporting organizations, which would have been
designated by the Secretary.

For more information
Click here for the substitute amendment to H.R. 1 considered by the House (1,082 pages)

Click here for manager's amendment approved by the House modifying the substitute amendment (42 pages)


https://rules.house.gov/sites/evo-subsites/rules.house.gov/files/documents/rcp_119-3_final.pdf
https://amendments-rules.house.gov/amendments/RCP_119-3_Managers_xml%20(002)250521201648156.pdf?_gl=1*jcntb6*_ga*MjExODg0MTc5NS4xNzQ0NzMwNTg3*_ga_N4RTJ5D08B*czE3NDc4NzUwNzYkbzEyJGcxJHQxNzQ3ODc1MDc4JGowJGwwJGgw
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Let’s talk
For a deeper discussion of how these developments might affect your organization, please contact:

Exempt Organization Tax Services

Rob Friz, Philadelphia Erica McReynolds, Philadelphia Travis Patton, Washington
+1 302-545-0885 +1610-213-1187 +1703-517-9744
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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