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In brief
What happened?

The “One Big Beautiful Bill Act” (Act), signed into law on July 4, introduces Section 174A, a new
provision that permits an immediate deduction for domestic research and experimental (R&E)
expenditures, including software development costs, paid or incurred in tax years beginning after
December 31, 2024. The Act also provides elections for taxpayers to capitalize and amortize domestic
R&E expenditures over specified periods and provides special rules for unamortized domestic R&E
expenditures paid or incurred after December 31, 2021 and before January 1, 2025. Foreign research
activities continue to be subject to the Section 174 capitalization and amortization requirements.

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

Why is it relevant?

The Act provides significant flexibility in the recovery of domestic R&E expenditures, including
expenditures incurred in previous years. A taxpayer’s decision to deduct or capitalize R&E expenditures
could affect other areas of the Code, such as the corporate alternative minimum tax (CAMT), Section
163(j), Section 170, the base erosion and anti-abuse tax (BEAT), foreign-derived deduction eligible
income (FDDEI) (formerly foreign-derived intangible income or FDII), net CFC tested income (NCTI)
(formerly global intangible low-taxed income or GILTI), foreign tax credits (FTCs), the creation of net
operating losses (NOLs) that could be subject to the 80% limitation, and other attributes dependent on
taxable income.
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Actions to consider

Business leaders in all sectors should evaluate the treatment of domestic R&E expenditures using models
to determine the impact on their overall income tax liabilities and remaining estimated income tax
payments for 2025. As Treasury begins developing guidance, companies should consider being proactive
to address concerns or uncertainties related to these changes.

In detail

New rules for domestic R&E activities

Under new Section 174A, domestic R&E expenditures, including software development costs, paid or
incurred in tax years beginning after December 31, 2024, are immediately deductible. Alternatively,
taxpayers may elect to capitalize and amortize domestic R&E expenditures over (1) a period of not less
than 60 months (beginning with the month in which the taxpayer first realizes benefits from those
expenditures), or (2) a 10-year period under Section 59(e)(2)(B). In addition, accelerated cost recovery is
available for capitalized domestic R&E expenditures if the related property is disposed of, retired, or
abandoned.

The Act’s amendments to allow immediate expensing for domestic R&E expenditures is considered a
change in method of accounting and is implemented on a cut-off basis, meaning taxpayers must continue
to amortize domestic R&E expenditures capitalized after December 31, 2021, and before January 1, 2025,
over their five-year amortization period. However, the Act also permits taxpayers to elect to accelerate
the deduction of unamortized domestic specified R&E expenditures. Specifically, taxpayers may elect to
deduct the remaining unamortized amount of those expenditures over a one- or two-year period
beginning with the taxpayer’s first tax year beginning after December 31, 2024. As a result, this
optionality permits taxpayers to either (1) continue amortizing previously capitalized costs over the
remainder of the five-year amortization period; (2) elect a one-year deduction in its first tax year
beginning after December 31, 2024; or (3) elect a two-year ratable deduction in its first tax year
beginning after December 31, 2024.

In addition, a special rule allows small business taxpayers (generally those meeting the gross receipts test
of Section 448(c)) to apply the new Section 174A provision retroactively to tax years beginning after
December 31, 2021, via amended tax returns.

Observation: While the continued amortization of previously capitalized specified R&E constitutes
amortization for purposes of the Section 163(j) depreciation, amortization, and depletion (DAD)
addback, it is unclear whether the elective one-year or two-year catch-up deduction of previously
capitalized domestic specified R&E expenditures constitutes amortization for Section 163(j) purposes.
Further, claiming a deduction for previously capitalized domestic specified R&E expenditures over one or
two years may create a CAMT liability, have a BEAT impact (e.g., potentially reduce a taxpayer’s base
erosion percentage or decrease an applicable taxpayer’s regular tax liability in the base erosion minimum
tax amount (BEMTA) determination), limit a taxpayer’s FDDEI deduction, or reduce a taxpayer’s FTC
limitation in those years due to the significant reduction in regular taxable income. Importantly, while
additional CAMT liability may generate a CAMT credit carryforward and thus be viewed as a temporary
difference, taxpayers should consider the application of the credit ordering rules in their models as well
as assess the carryforward’s realizability. Additionally, any BEAT liability or expense apportionment
issues under FDDEI or the FTC rules due to the accelerated deductions in 2025 could result in a
permanent difference.
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Observation: The application of Section 174A, including the election to accelerate the deduction of
previously capitalized domestic specified R&E amounts, likely will raise state income tax conformity
considerations. Taxpayers should analyze state conformity with respect to these provisions for potential
impacts on state estimated tax payments as well as monitor state legislative actions and administrative
guidance.

Observation: The Act provides that to effectuate the election to retroactively apply Section 174A to tax
years beginning after 2021, a small business taxpayer must file an amended return for each tax year
affected by the election. However, it is unclear whether a small business taxpayer with net NOL
carryforwards would be permitted to adjust its NOL carryforwards, rather than affirmatively amend its
2022, 2023, or 2024 federal income tax returns. Guidance is expected to be issued on this matter.

Changes to Section 174(d)

A taxpayer’s foreign R&E expenditures continue to be subject to the existing Section 174 capitalization
rules, which require amortization of those expenditures ratably over the 15-year period beginning with
the midpoint of the tax year in which the expenditures are paid or incurred.

New Section 174A does not include a provision like Section 174(d), which disallows the accelerated
recovery of capitalized foreign R&E expenditures, meaning that the Act did not change the existing
capitalization and 15-year amortization for foreign R&E expenditures required by Section 174.

However, the Act revised Section 174(d) to disallow a deduction or reduction to an amount realized, for
unamortized foreign R&E expenditures, upon any disposition, retirement, or abandonment of property

with respect to which the foreign R&E expenditures were incurred. Instead, taxpayers must continue to

amortize those expenditures. The modifications to Section 174(d) apply to property disposed, retired, or
abandoned after May 12, 2025.

Observation: Prior to the Act, taxpayers may have interpreted Section 174(d), which applied to both
foreign and domestic R&E expenditures, to allow a reduction to an amount realized in certain taxable
transactions. The change to Section 174(d) could be viewed as either supporting that interpretation, or
alternatively, as affirming the language now provided in the statute. However, Section 70302(e)(2)(B) of
the Act states that the change to Section 174(d) “shall not be construed to create any inference with
respect to the proper application of Section 174(d) with respect to tax years beginning before May 13,
2025.”

Section 41 qualified research

The changes made by the Act also affect the Section 41 credit for increasing research activities. Section
41(d)(1)(A), as amended by the Act, now defines “qualified research,” in part, as research with respect to
which expenditures are treated as domestic R&E expenditures under Section 174A. This change modifies
the previous definition of qualified research, which provided that qualified research included research
with respect to which expenditures may be treated as specified R&E expenditures under Section 174.

Observation: Due to the lack of legislative history, the Congressional intent with respect to this change
in statutory language is unclear. Specifically, the change has raised questions as to whether the modified
language affects taxpayers’ ability to claim the research credit under Section 41 if their costs are not
specifically characterized as Section 174A expenditures.

Observation: The research credit rules under Section 41(f) require that all members of a controlled
group be treated as a single taxpayer (i.e., payments between the members are generally disregarded).
Meanwhile, the Section 174A analysis generally is performed on a single-entity basis. This inconsistency
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and the revised language under Section 41(d)(1)(A) that the expenditures “are” treated as R&D
expenditures under Section 174A creates an environment of uncertainty for controlled groups where one
member may be performing research activities on behalf of another member of the same controlled
group.

Section 280C

Section 280C(c) generally precludes taxpayers from claiming the benefit of a deduction for R&E
expenditures and a Section 41 credit measured by the same expenditures. The Act modifies Section
280C(c)(1) to require taxpayers to reduce domestic R&E expenditures as defined in Section 174A,
otherwise taken into account as a deduction or charged to capital account, by the amount of the credit
allowed under Section 41(a). This is a departure from former Section 280C(c)(1), under which taxpayers
were required to reduce the amount chargeable to a capital account only if the amount of the credit under
Section 41 exceeded the amount allowable as a deduction for qualified research expenses or basic
research expenses. Section 280C(c)(2), which provides taxpayers an election to claim a reduced research
credit, rather than reducing the deduction for qualified research expenses or basic research expenses,
was not amended by the Act. Therefore, taxpayers may continue to elect to claim the reduced credit and
not reduce their domestic R&E expenditures that are either deducted or capitalized pursuant to Section
174A.

The Act also provides eligible small business taxpayers a one-year window from enactment (July 4, 2025)
to make or revoke a Section 280C reduced credit election via amended returns for tax years beginning
after December 31, 2021, if the taxpayer also makes the election to retroactively apply Section 174A to tax
years beginning after December 31, 2021.

Financial reporting considerations

For financial reporting purposes, companies must account for the change in tax law in the period that
includes the enactment date. When assessing the potential impacts, companies will need to consider
which option they intend to elect (i.e., continue amortizing, a one-year deduction, or a two-year ratable
deduction). Companies must account for the election in the period of enactment. Further, any effect that
the election may have on other tax positions, such as CAMT, BEAT, or FDDEI, will need to 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 as a result of
Section 174A, will need to consider the accounting policy election to consider the minimum tax in the
valuation allowance assessment. Further, companies must determine whether their positions meet the
recognition and measurement thresholds under Accounting Standards Codification (ASC) 740 and
record any uncertain tax benefits accordingly.

Estimated tax payments

As discussed above, many of the taxpayer-friendly provisions under the Act, including the retroactive
applicability of new Section 174A, could significantly lower a taxpayer’s estimated regular federal income
tax liability for 2025. For example, calendar year taxpayers that computed their first and second quarter
estimated tax payments without regard to the Act’s provisions, including Section 174A, 100% bonus
depreciation under Section 168(k), and the Section 163(j) interest deduction limitation, should
recompute those estimates and determine if the overpayment could reduce their third or fourth quarter
estimated tax payments.

Observation: In light of these changes, taxpayers should revisit their 2025 estimated tax calculations
and consider whether using the IRS’s annualized income installment method provides any immediate
cash tax relief.
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Observation: Continued forecasting and modeling of tax positions are crucial.

Let’s talk

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

Federal Tax Services

George Manousos, Washington Jason Black, Washington Adam Hales, Phoenix
+1202-302-0942 +1 954-895-8200 +1 702 756-0349
george.manousos@pwce.com jason.m.black@pwc.com adam.hales@pwc.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
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