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In brief
What happened?

The One Big Beautiful Bill Act (Act), enacted on July 4, 2025, permanently extends 100% bonus
depreciation under Section 168(k) and introduces a new elective 100% depreciation allowance under
Section 168(n) for qualified production property (QPP).

See our Tax Insight, President Trump signs H.R. 1, the “One Big Beautiful Bill Act” for an
overview of the tax provisions included in the Act and our Accounting for US reform In Depth for
an overview of the financial reporting considerations.

Why is it relevant?

The Act’s permanent extension of 100% bonus depreciation can provide significant cash tax benefits for
taxpayers across all industries. In addition, the elective 100% depreciation allowance for QPP offers an
unprecedented opportunity to claim an immediate deduction for certain nonresidential real property that
otherwise would be depreciated over 39 years.
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Action to consider

Notwithstanding the permanent extension of Section 168(k), the ability to claim a 100% depreciation
deduction on nonresidential real property under Section 168(n) provides a unique opportunity to deduct
the entire cost of QPP that could affect capital investment decisions, tax planning, and financial reporting
of companies.

Assessing the effects of the immediate deductions under both provisions not only necessitates a review of
current and planned capital expenditures but also an analysis of potential downstream effects, such as
the corporate alternative minimum tax (CAMT), the base erosion and anti-abuse tax (BEAT), the foreign-
derived deduction eligible income (FDDEI) deduction, state income tax, attribute usages, and other
related tax considerations.

Taxpayers also may want to communicate with government officials from the IRS and Treasury regarding
identified issues as guidance for the Act’s provisions begins to be developed.

In detail

Section 168(k) — Permanent extension of 100% bonus
depreciation

The Act permanently extends the 100% bonus depreciation rate under Section 168(k) for qualified
property acquired and placed in service after January 19, 2025. Under the Act, property is not treated as
acquired after the date on which a written binding contract is entered into for the acquisition of that
property. The Act also expands the Section 168(k) definition of qualified property to include qualified
sound recording productions commencing in tax years ending after July 4, 2025.

The Act provides a transitional election that allows taxpayers to apply a 40% bonus depreciation rate
instead of 100% on qualified property placed in service during the first tax year ending after January 19,
2025 (or 60% for longer production period property and certain aircraft).

Qualified property acquired before January 20, 2025, generally continues to be subject to the phasedown
bonus depreciation rate provided by the Tax Cuts and Jobs Act of 2017 (TCJA) — 40% for property placed
in service in 2025 and 20% in 2026. For certain aircraft and longer production period property, the
bonus depreciation rate is 60% for property placed in service before January 1, 2026; 40% for property
placed in service before January 1, 2027; and 20% for property placed in service before January 1, 2028.

Observation: Various elections to slow down the recovery of depreciation may provide opportunities
for taxpayers that choose not to avail themselves of the 100% bonus depreciation rate.

Relevance of written binding contract and acquisition rules under current
regulations

As noted above, eligibility for 100% bonus depreciation may involve determining whether and when a
written binding contract was entered into. Until guidance implementing the Act is issued, taxpayers may
consider the rules on written binding contracts in the current Section 168(k) regulations, which generally
focus on the date the parties enter into a legally enforceable agreement, to assess how forthcoming
guidance may address the Act’'s 100% bonus depreciation provision. For this purpose, mere options,
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letters of intent, or supply agreements lacking quantities and design specifications are not considered
written binding contracts.

Additionally, the current regulations under Section 168(k) provide that property that is manufactured,
constructed, or produced for the taxpayer by another person under a written binding contract that is
entered into prior to the manufacture, construction, or production of the property for use by the taxpayer
(self-constructed property) is not considered acquired pursuant to a written binding contract. Rather, the
current Section 168(k) regulations generally provide that self-constructed property is deemed acquired
when physical work of a significant nature begins. This determination excludes preliminary activities
such as planning or designing, securing financing, exploring, or researching. However, taxpayers have
the option to elect a safe harbor, which allows them to treat physical work as having begun once more
than 10% of total expected costs are paid or incurred, excluding the cost of any land and the
aforementioned preliminary activities.

Observation: Based on existing IRS guidance, a taxpayer that is deemed to self-construct property
pursuant to the written binding contract rules still may be eligible to claim 100% bonus depreciation for
that property even if the written binding contract was entered into prior to January 20, 2025, as long as
the taxpayer did not incur costs with respect to the property before ownership of the property is
transferred to the taxpayer. Taxpayers should evaluate the existing Section 168(k) regulations and related
guidance for insights as to whether they may qualify for 100% bonus deprecation.

Other tax considerations

The permanent extension of 100% bonus depreciation presents an opportunity to reduce taxable income
and improve cash flow for taxpayers. It also should be noted that a higher bonus depreciation deduction
does not negatively impact the Section 163(j) interest limitation due to permanent extension of the
depreciation addback to determine adjusted taxable income for tax years beginning after December 31,
2024. Nonetheless, taxpayers should weigh the option to elect (1) out of bonus depreciation and apply
Modified Accelerated Cost Recovery System (MACRS) cost recovery rules, (2) the applicable transitional
rates for 2025 and thereafter, or (3) the alternative depreciation system, to increase taxable income while
analyzing other tax considerations, such as CAMT, BEAT, the charitable contribution limitation, attribute
usage, etc. Additionally, it is important to consider state income tax conformity.

Section 168(n) — Elective 100% depreciation on QPP

The Act introduces a new elective 100% depreciation allowance under Section 168(n) for QPP. QPP is any
portion of nonresidential real property that meets the following requirements:

e The property is subject to depreciation under Section 168;

The property is used by the taxpayer as an integral part of a qualified production activity (QPA);
e The property is placed in service in the United States or any US possession;

e The original use of the property commences with the taxpayer (original use requirement);

e Construction of the property begins after January 19, 2025, and before January 1, 2029;

e The property is designated by the taxpayer in the election; and

e The property is placed in service before January 1, 2031 (subject to extension by Treasury for an
Act of God).
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The term QPA for purposes of Section 168(n) is defined as the manufacturing, production, or refining of
a qualified product. Under the Act, a “qualified product” includes any tangible personal property, except
for food or beverage prepared in the same building as a retail establishment where that property is sold.
Additionally, the Act requires the manufacturing, production, or refining activities to result in a
substantial transformation of the property comprising a qualified product. Property used by a lessee is
not considered to be used by the lessor as part of QPA.

Observation: While the statute limits the term production for Section 168(n) purposes to agricultural
and chemical production, it does not define the meaning of manufacturing or refining for QPA purposes.
The government may look to existing authorities under Sections 45X, 199A, 954(d)(2), 263A, or 613, as
well as former Section 199, to define these terms. In addition, it is anticipated that the government also
may look to these provisions to define what does not constitute manufacturing, production, or refining,
but rather may constitute non-qualifying “minor assembly.” For example, former Section 199 regulations
define manufacturing in part as “the combining of two or more articles,” but guidance issued by the IRS
would treat certain activities like manufacturing gift baskets or mixing paint as non-qualifying minor
assembly.

Observation: The Act does not define the term “substantial transformation.” Rather, Congress
delegated authority to Treasury to issue guidance to define substantial transformation consistent with the
guidance provided under Section 954(d). If personal property purchased by a foreign corporation is
substantially transformed prior to sale, then the Section 954 regulations generally treat that property as
manufactured, produced, or constructed. The current Section 954 regulations provide a limited number
of factual examples that demonstrate the types of activities that are considered as the substantial
transformation to be considered as manufacturing, production, or construction (e.g., the transformation
of wood pulp into paper, turning steel rods into screws and bolts, and the transformation of whole fish
into canned fish).

Additionally, nonresidential real property acquired during a period beginning after January 19, 2025,
and before January 1, 2029, also may be eligible for the 100% depreciation election if the following
requirements are met:

e The property was not used in a QPA by any person during the period beginning on January 1,
2021, and ending on May 12, 2025;

e The property was not used by the taxpayer at any time prior to acquisition; and

e The taxpayer did not acquire the property from a related party (e.g., family members, controlled
entities, members of a Section 1563 controlled group, or Section 179(d)(3) transactions in which
the basis of the property is determined by reference to the basis in the hands of the transferor
(such as a like-kind exchange under Section 1031)).

Observation: As noted earlier, rules under the current Section 168(k) regulations regarding written
binding contracts and self-constructed property could be adopted by Treasury to develop guidance on the
application of these terms for purposes of Section 168(n).

Observation: If existing IRS guidance is applied to Section 168(n), then in certain situations 100%
bonus depreciation potentially could be available when a taxpayer is considered to self-construct
property pursuant to the written binding contract rules, even if the written binding contract was entered
into prior to January 20, 2025. Taxpayers should evaluate these historical rules with respect to any
current building construction to anticipate whether they may qualify for Section 168(n) expensing.
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The Act provides that QPP excludes the portion of any nonresidential real property that is used for: (1)
office space; (2) administrative services; (3) lodging; (4) parking; (5) sales activities; (6) software
development or engineering activities; or (7) other functions unrelated to manufacturing, production, or
refining of tangible personal property.

Observation: Guidance from Treasury and the IRS will be required to define many of these ineligible
activities. For example, it is unclear what constitutes a sales, software development, or engineering
activity and how to determine if a function is unrelated to the manufacturing, production, or refining of
tangible personal property.

Observation: Taxpayers could benefit from a “use” segregation study to determine the portions of a
building that are used for qualifying and non-qualifying activities to potentially increase the Section
168(n) benefit.

A special recapture provision applies to the 10-year period after QPP is placed in service. If QPP ceases to
be used in a QPA and continues to be used by the taxpayer in a productive use that is not a QPA, then the
entire depreciation deduction claimed under Section 168(n) would be recaptured as ordinary income
under Section 1245.

Observation: Taxpayers also may continue to benefit from cost segregation studies on newly
constructed buildings that qualify for Section 168(n) expensing. For example, consider a taxpayer that
places in service a building with a cost of $10,000 that includes shorter-lived property that qualifies for
100% bonus depreciation pursuant to Section 168(k). Although 100% expensing would apply to the entire
property under both provisions, a cost segregation study could be used to reduce potential recapture if
the Section 168(n) portion of the cost basis ceases to be used in a QPA. In addition, a cost segregation and
“use” segregation study also could provide taxpayers with the requisite documentation to support any
Section 168(n) expensing benefit.

Observation: Similar to Section 168(k) bonus depreciation, a Section 168(n) depreciation deduction
may have a significant impact on other provisions of the Code. For instance, a favorable CAMT adjusted
financial statement income (AFSI) adjustment corresponding to an immediate deduction under Section
168(n) presumably would be offset in later years by an unfavorable adjustment for book depreciation
expense. In addition, some taxpayers may prefer to maintain a consistent stream of depreciation addback
for Section 163(j) purposes, in lieu of claiming it all in the year that it is placed in service. Taxpayers
should model the overall impact of making, or not making, a Section 168(n) election on their overall tax
posture.

Finally, questions have arisen as to whether an expansion or addition to an existing building, the
rehabilitation of an existing building, or any capitalized improvements related to an existing building can
qualify for Section 168(n) expensing. For example, if a taxpayer expands or adds a new addition to an
existing facility, could that cost be eligible for Section 168(n) expensing? What if an existing facility is not
used in a QPA, but a new addition is? If a taxpayer refurbishes or improves an existing building, does that
cost qualify for Section 168(n) expensing? Although the existing Section 168(k) regulations provide rules
on how to treat component parts in relation to a larger property, Section 168(n) guidance will be required
to address whether the cost to expand, add on, or refurbish or improve an existing building is eligible for
100% expensing.

Financial reporting considerations

For financial reporting purposes, companies will need to account for the change in tax law in the period
that includes the enactment date. When assessing the potential impacts, companies should consider
which option they intend to elect out of or into, as applicable, and account for the election in the period of
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enactment. Further, any effect that the election may have on other tax positions (e.g. BEAT, CAMT,
charitable contributions) also should be evaluated and accounted for in the same respective reporting
period, including any impact on realizability of deferred tax assets. The realizability assessment should
consider any deferred tax liabilities generated as a result of claiming bonus depreciation as the respective
deferred tax liability may serve as a source of taxable income to support realization. Further, companies
will need to determine whether their positions meet the recognition and measurement thresholds under
Accounting Standards Codification (ASC) 740 and record any uncertain tax benefits.

Let’s talk

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

Federal Tax Services

George Manousos, Washington Adam Hales, Phoenix Scott Rabinowitz, Washington
+1202-302-0942 +1702 756-0349 (301) 801-7056
george.manousos @pwe.com adam.hales@pwc.com scott.rabinowitz@pwec.com

Specialized Tax Services — Fixed Assets and Tax Depreciation

Steve Whisdosh, Chicago Tom Dunn, Washington April Estes, Atlanta
+1 312-813-8071 +1 214-755-7051 +1 404-271-9150
stephen.m.whisdosh @pwe.com thomas.dunn@pwc.com april.l.estes@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
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