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IRS provides a clear path on new options
for domestic R&E expenditures
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In brief
What happened?

The IRS has released Rev. Proc. 2025-28, the first comprehensive guidance on new rules for domestic
research or experimental (R&E) expenditures enacted by the One Big Beautiful Bill Act (the Act). This
revenue procedure, effective on August 28, 2025, details (1) how companies can elect to immediately
deduct or amortize domestic R&E expenditures — including software development costs — paid or
incurred in tax years beginning after December 31, 2024, and (2) options for recovering previously
capitalized R&E expenditures before that date under the Tax Cuts and Jobs Act (TCJA). In addition to
providing retroactive options for small businesses, the comprehensive guidance also provides transition
rules, adds new automatic method change procedures, and addresses interactions with other provisions,
such as the research credit.

See our Tax Insight, Section 174A restores optionality to tax treatment of US research activities, for more
information.

Why is it relevant?

The issuance of Rev. Proc. 2025-28 provides companies with the clarity needed to claim deductions for
domestic R&E expenditures, often resulting in an immediate cash tax benefit, or make amortization
elections that manage the potential downstream impact of these expenditures on their overall tax
position. The guidance also addresses options for treating previously capitalized R&E expenditures,
interaction with the research credit, and requirements for changing accounting methods. Proactive
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review and timely elections can help companies avoid missed opportunities and reduce the risk of
compliance issues or audit exposure.

Actions to consider

Companies should review current and prior treatment of R&E expenditures, assess eligibility for new
methods of accounting provided in Rev. Proc. 2025-28, and model the impact on taxable income, credits,
and other tax attributes. The options to immediately expense domestic R&E activities, including
retroactive application to small businesses, offer significant and unique opportunities for an immediate
cash tax benefit that should be considered in computing estimated federal income tax payments for the
third and fourth quarters. Additionally, companies will need to evaluate the financial reporting impacts
regarding the available elections in Rev. Proc. 2025-28, including effects on other tax positions and
deferred tax assets, in the period of enactment.

In detail

Before the TCJA, companies generally could claim an immediate deduction for R&E expenditures,
amortize those costs over periods ranging from at least 60 months under Section 174(b) or 10 years
under Section 59(e), or qualify for Section 41 research tax credits. For amounts paid or incurred in tax
years beginning after December 31, 2021, Section 174 generally required all R&E expenditures to be
charged to a capital account, with domestic R&E expenditures amortized over five years and foreign R&E
expenditures subject to a longer amortization period of 15 years.

The Act introduced new Section 174A, which restores an immediate deduction for domestic R&E
expenditures, including software development costs, for amounts paid or incurred in tax years beginning
after December 31, 2024. Similar to pre-TCJA law, companies also may elect to capitalize and amortize
domestic R&E expenditures over a period of not less than 60 months under Section 174A(c), beginning
with the month in which the taxpayer first realizes benefits, or 10 years under Section 59(e), ratably over
the 10-year period beginning with the tax year in which such expenditure was made.

The Act’s amendments to Section 174A are considered a change in method of accounting that is
implemented on a cut-off basis. As a result, expenditures capitalized in tax years beginning after
December 31, 2021, and before January 1, 2025, generally are required to continue to be amortized over
the remaining amortization period. However, the Act also provides companies with the option of electing
to accelerate the deduction of unamortized domestic specified R&E expenditures over a one- or two-tax
year period beginning with the taxpayer’s first tax year after December 31, 2024.

Domestic R&E expenditures

Rev. Proc. 2025-28 provides automatic consent to change methods of accounting for domestic R&E
expenditures for companies that elect the amortization method for amounts paid or incurred in tax years
beginning after December 31, 2024. Consistent with the Act, Rev. Proc. 2025-28 allows companies to
elect the “recovery of unamortized amount method” and amortize R&E expenditures capitalized before
January 1, 2025, over a one- or two-tax year period beginning with the taxpayer’s first tax year beginning
after December 31, 2024.

Observation: The Act restored the depreciation, amortization, or depletion (DAD) addback for the
business interest expense limitation under Section 163(j), making the computation of adjusted taxable
income (ATTI) similar to the concept of earnings before interest, taxes, depreciation, and amortization
(EBITDA) that applied to tax years beginning after December 31, 2017, and before January 1, 2022.
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Based on the characterization in Rev. Proc. 2025-28 of the one- or two-year catch-up transitional
adjustments of previously capitalized R&E expenditures as amortization, it appears that companies
should include these adjustments in the DAD addback to determine ATI. Accordingly, optional and
required capitalization and amortization of domestic and foreign R&E expenditures can serve as levers
for some companies to manage their business interest deductions, taxable income, and other tax
attributes.

A change from the TCJA method to one of the Act’s methods is made on a cut-off basis by filing a
statement in lieu of Form 3115 with the federal income tax return for the year of change. The IRS has
waived the five-year limitation on automatic method changes for tax years beginning before January 1,
2026. A transition rule deems taxpayers compliant if they filed a federal income tax return on or before
September 15, 2025, for a tax year beginning after December 31, 2024, and either properly deducted or
capitalized and amortized domestic R&E expenditures under Section 174A or recovered the remaining
unamortized amount using the transition method.

Companies that implement a change to Section 174A for a year of change later than the first year
beginning after December 31, 2024, must continue to file a statement with the requisite information in
lieu of Form 3115. The change uses a modified Section 481(a) adjustment that considers only
expenditures paid or incurred after December 31, 2024, or the remaining unamortized amount for
transition methods. A company may elect to use a cut-off method if the adjustment is negative. Audit
protection does not apply to changes to the treatment of domestic R&E expenditures incurred before
January 1, 2025, if the company did not previously comply with the rules in effect for those periods.

Observation: Previously, the election to capitalize and amortize R&E expenditures could be made on a
project or activity basis. However, the language used in the revenue procedure does not appear to permit
the same flexibility, so companies that make the election may be required to capitalize and amortize all
R&E costs.

Rev. Proc. 2025-28 also includes an automatic change in method of accounting to comply with the TCJA
version of Section 174. The method change is made with a modified Section 481(a) adjustment that takes
into account only previously capitalized expenditures paid or incurred in tax years beginning after
December 31, 2021, and before January 1, 2025. The procedures also allow the change to be made on a
cut-off basis if the adjustment otherwise would have been negative. Companies must file Form 3115 with
an attachment describing the expenditures, the years incurred, and the reason for the change. The five-
year limitation on making automatic changes is waived for changes made for tax years beginning in 2023
or 2024. There is no audit protection for expenditures incurred before January 1, 2022.

Under a transition rule, companies that filed returns on or before January 17, 2023, for a tax year
beginning after December 31, 2021, are deemed to have complied if they capitalized and amortized R&E
expenditures in accordance with TCJA Section 174 and reported them on Form 4562. Methods available
to small businesses

A special rule in the Act provides eligible taxpayers (i.e., small businesses that are not tax shelters and
meet the gross receipts test of Section 448(c) for the first tax year beginning after December 31, 2024)
with an election to apply the new Section 174A provision retroactively (small business retroactive
method) to tax years beginning after December 31, 2021. Under the Act, small businesses can elect to (1)
deduct previously capitalized R&E expenditures in the year incurred or (2) continue to amortize them
over at least 60 months. The Act provides that small businesses may use automatic procedures to change
their method of accounting to the small business retroactive method for amounts paid or incurred in tax
years beginning after December 31, 2021, and before January 1, 2025.

Under Rev. Proc. 2025-28, small businesses make this election by attaching a specific statement to a
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timely filed original federal income tax return, amended return, or administrative adjustment request
(AAR). The deadline for making the election on an amended return or AAR is the earlier of July 6, 2026,
or the expiration of the statute of limitations for the year. Once the election is made, it applies to all
relevant years. If a small business already deducted these expenditures on an original return for an
applicable year, then the IRS treats the election as made.

Generally, taxpayers are prohibited from either (1) electing a reduced credit on an amended return or (2)
revoking a reduced credit election on an amended return. Rev. Proc. 2025-28 provides greater flexibility
regarding this research credit election under Section 280C(c)(2) for small business taxpayers. For 2022,
2023, and 2024, many taxpayers that claimed the gross research credit did not reduce the amount of
amortization deduction. A small business that may have elected the reduced credit can revoke that
election for these prior years to claim the gross credit (or a small business that claimed the gross credit
may make a late election to claim the reduced credit). This process requires filing an amended return or
AAR with the required forms and statements, and once made, the election is irrevocable for that year.
The revenue procedure also allows the revocation of a prior Section 280C(c)(2) election for any eligible
prior year, again by filing an amended return or AAR with the necessary documentation. Both the late
election and any revocation must be filed by the earlier of July 6, 2026, or the expiration of the statute of
limitations for the year. Once a revocation is made for a year, a late election cannot be made again for
that year.

Observation: The ability to make or revoke Section 280C(c)(2) elections creates enormous flexibility
for small businesses to improve their research credit and deduction positions. For example, a small
business taxpayer that claimed a reduced credit on its original return and now, after considering the
change in law, has determined that a gross credit would be more beneficial, has a limited time window to
revoke that election and claim the gross credit.

Foreign R&E expenditures

Rev. Proc. 2025-28 provides automatic consent procedures to change a method of accounting for foreign
R&E expenditures paid or incurred in tax years beginning after December 31, 2021, with specific
provisions for expenditures to comply with Section 174 under both the TCJA and the amendments
provided by the Act. The guidance specifically excludes domestic R&E expenditures, software costs
covered by Rev. Proc. 2000-50, and expenditures under pre-TCJA Section 174.

For the first tax year beginning after December 31, 2021, companies can implement the change by filing a
statement with their federal income tax return in lieu of Form 3115. This statement must describe the
type of foreign R&E expenditures, identify the relevant tax years, and explain the reason for the change.
The IRS has waived the five-year limitation on using automatic procedures for the same item for changes
made in 2023 or 2024. Under a transition rule, taxpayers who timely filed returns and properly reported
and amortized foreign R&E expenditures for tax years beginning after December 31, 2021, are deemed to
have automatically complied with the new procedures.

For subsequent years, taxpayers must file Form 3115 with an attachment that provides the required
information. The change provided by the revenue procedure generally is made with a modified Section
481(a) adjustment that only considers relevant foreign R&E expenditures. Taxpayers also are permitted
to elect to make the change on a cut-off method basis if the adjustment otherwise would have been
negative. The change provided by the revenue procedure limits audit protection, excluding certain prior
years and taxpayers who failed to comply with pre-TCJA Section 174.
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Financial reporting considerations

Rev. Proc. 2025-28 provides companies with automatic consent to change methods of accounting for
R&EF expenditures. Automatic changes generally should be reflected in the financial statements when
management has concluded the entity qualifies, and management has the intent and ability to elect the
change. When assessing the potential financial reporting impacts of domestic R&E expenditures,
companies should consider their intended approach regarding the available elections in the period of
enactment. Further, the effect that elections may have on other tax positions--such as the corporate
alternative minimum tax (CAMT), the base erosion and anti-abuse tax (BEAT), state income tax effects,
and other related implications--should be evaluated and accounted for in the same respective reporting
period. This evaluation would include any impact on the realizability of deferred tax assets. Taxpayers
that may be subject to CAMT or BEAT also should consider the accounting policy election of whether to
consider the minimum tax in the valuation allowance assessment. In addition, companies should
determine whether their positions meet the recognition and measurement thresholds under Accounting
Standards Codification (ASC) 740 and record any uncertain tax benefits accordingly.

Let’s talk

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

Federal Tax Services

Monic Kechik George Manousos, Washington  Jason Black, Washington
+1 847-815-9626 +1 202-302-0942 +1 954-895-8200
monic.kechik@pwec.com george.manousos(@pwe.com jason.m.black@pwc.com

Scott Rabinowitz
+1 301-801-7056
scott.rabinowitz@pwec.com

Specialized Tax Services — R&D Tax Credit

Peter Todd, New York Randel Friedman, Philadelphia
+1 347-819-0386 +1 310-614-9835
peter.todd @pwc.com randel.friedman@pwc.com

Tax Accounting Services

Eric Suplee, Tampa Jennifer Schiellack, Milwaukee
+1 941-773-6873 +1 262-370-0684
eric.m.suplee@pwc.com jennifer.schiellack@pwc.com

© 2025 PwC. All rights reserved. PwC refers to the US member firm or one of its subsidiaries or affiliates, and may sometimes refer to the PwC
network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details.

This content is for general information purposes only and should not be used as a substitute for consultation with professional advisors.

Solicitation


mailto:monic.kechik@pwc.com
mailto:scott.rabinowitz@pwc.com
mailto:george.manousos@pwc.com
mailto:jason.m.black@pwc.com
mailto:peter.todd@pwc.com
mailto:randel.friedman@pwc.com
mailto:eric.m.suplee@pwc.com
mailto:jennifer.schiellack@pwc.com
http://www.pwc.com/structure

	In brief
	What happened?
	Why is it relevant? 
	Actions to consider 

	In detail
	Domestic R&E expenditures
	Foreign R&E expenditures
	Financial reporting considerations

	Let’s talk

