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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 also includes a provision to increase the federal statutory debt limit by $4
trillion.

Below is an overview of the House-passed version of H.R. 1, which includes some changes to the tax provisions
originally reported on May 14 by the Ways and Means Committee.

The tax provisions of H.R. 1 (the Bill) would extend permanently, with some modifications, certain individual, pass-
through business, and international tax provisions enacted as part of the 2017 Tax Cuts and Jobs Act (TCJA) that
currently are set to change at the end of this year. H.R. 1 features several new business and individual tax
proposals, including a new “bonus” depreciation provision for qualified production property and other business
investment incentives; “no tax on tips” and certain other tax proposals offered by President Donald J. Trump; a new
retaliatory measure to address “unfair foreign taxes;” and various revenue-raising measures.

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. Key tax provisions modified by this amendment include changes to certain international business tax
rates, expanding from $30,000 to $40,000 a proposed increase in the current $10,000 cap for individual itemized
deductions for state and local taxes (SALT), and accelerating the phase-out date of certain Inflation Reduction Act
(IRA) clean energy tax credits. In addition, the House included proposed changes to federal law (P.L. 86-272)
concerning state jurisdiction to impose net income taxes that had previously been approved by the House Judiciary
Committee. See PwC’s Insight here for details on this proposal.
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Why is it relevant?

The House action clears the way for the 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.

Observation: Republican Senators are expected to propose changes to the House-passed bill but House Speaker
Mike Johnson (R-LA) and Ways and Means Committee Chairman Jason Smith (R-MO) have, not unexpectedly,
cautioned that the Senate will need to take into consideration the need to reach an agreement with House
Republicans on a final bill that can clear Congress.

Action to consider

Business leaders and individuals quickly will need to evaluate the potential effect of proposed tax law changes in
H.R. 1 as passed by the House on the US economy, business, and individuals, and consider whether to pursue
opportunities to modify the legislation as it advances in the Senate.

Overview

H.R. 1, the “One Big Beautiful Bill Act” as passed by the House includes proposed tax law changes, increased
funding for border security and national defense, and spending reductions affecting a large number of federal
programs. The bill also includes a provision to increase the federal statutory debt limit by $4 trillion.

The House-passed bill would extend permanently, with some modifications, key TCJA individual tax provisions,
including the 37% top individual income tax rate, and includes many new individual tax relief provisions. H.R. 1
addresses some key business tax provisions that were modified by the TCJA and features some new business-
favorable tax proposals, including a new bonus depreciation provision in new Section 168(n), which would permit
an immediate deduction for certain nonresidential real property meeting the definition of qualified production
property. H.R. 1 also would increase the Section 199A pass-through deduction from 20% to 23%, but at the same
time would deny owners of certain pass-through entities (engaged in so called “specified service trades or
businesses”) from being able to take deductions for state and local taxes at the entity level.

As part of the effort to secure the support of House Republicans to pass H.R. 1, a “manager’s amendment” offered
by Budget Committee Chairman Jodey Arrington (R-TX) was adopted by the House Rules Committee that made
changes to business and individual tax proposals reported on May 14 by the Ways and Means Committee. The
Rules Committee provides a resolution that sets the terms of debate for legislation in the House.

While H.R. 1 includes several revenue-raising measures affecting businesses and individuals, it does not include
provisions that reportedly had been under consideration, such as an increase in the stock buyback excise tax rate
or a new general limitation on business deductions for state and local taxes (the so-called “C-SALT” or “B-SALT”
proposals). The Bill also does not propose any change to the tax treatment of carried interest received by
investment fund managers, as had been requested by President Trump.
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The Senate will be considering H.R. 1 under budget reconciliation instructions that differ significantly from the
instructions provided for House committees in the FY 2025 budget resolution approved in April by Congress. Most
significantly, the Senate reconciliation instructions provide for a “current policy” baseline that is intended to support
efforts to make permanent key TCJA provisions, with some modifications, under Senate rules.

Observation: A number of Republican Senators have expressed concerns over various tax proposals in the
House-passed bill, including the accelerated phase-out of certain IRA clean energy credits. The Senate also could
consider some revenue-raising measures that are not currently included in the House-passed bill.

Observation: From a state and local tax perspective, most states will have ended their legislative sessions by the
time of anticipated federal enactment. However, because of economic uncertainty and the potential effects of
reductions in federal funding, a number of states have indicated that they may need to have a special session later
this year to address budgetary issues. This could provide states with an opportunity to respond to the state tax
impact of the proposed federal tax changes discussed below.

Business tax proposals
TCJA-modified business tax provisions

The Bill addresses some key business tax provisions that were modified since 2017 under the TCJA. These
business tax provisions include restoration of 100% bonus depreciation under Section 168(k), Section 174
expensing for US-based research investments, and the EBITDA-based business interest expense limitation under
Section 163(j). The Bill also features a new proposed Section 168(n) bonus depreciation provision for qualified
production property.

Observation: Taxpayers should assess the effect of these provisions and consider reviewing potential changes to
cash tax projections and distributions in light of governing business agreements.

e 100% ‘bonus’ depreciation - Under the Bill, the additional first-year depreciation deduction would be
extended by increasing the allowance to 100% for property acquired and placed in service after January
19, 2025, and before January 1, 2030 (or January 1, 2031, for longer production period property and
certain aircraft), as well as for specified plants planted or grafted within that timeframe. It also makes
permanent the rules under the Section 460 percentage-of-completion method for allocating bonus
depreciation to long-term contracts. Note: the effective date on this proposal differs from the effective date
of the Section 174 and Section 163(j) proposals because of President Trump’s announcement of it in his
March 4 address to Congress.

e Section 174 -The Bill would suspend the current requirement to capitalize and amortize domestic (only)
research or experimental (R&E) expenditures for amounts paid or incurred in tax years beginning after
December 31, 2024, and before January 1, 2030. During this period, taxpayers would choose to (1)
immediately deduct domestic R&E expenditures under new Section 174A, (2) elect to capitalize and
recover these expenditures over the useful life of the research (with a minimum recovery period of 60
months), or (3) elect to capitalize and recover the expenditures over 10 years. Upon the disposition,
retirement, or abandonment of property related to domestic R&E expenditures, taxpayers would be
permitted to recover any remaining capitalized amounts. Foreign R&E expenditures would continue to be
amortized over 15 years.

Observation: To the extent that states conform to these limitations, the differential treatment of domestic and
foreign R&E expenditures could raise questions on whether the different treatment of domestic and foreign
business activity and investment is discriminatory for state tax purposes.



Tax Insights | PwC

o Section 163(j) - For tax years beginning after December 31, 2024, and before January 1, 2030, the Bill
would modify the Section 163(j) limitation on the business interest expense deduction by computing
adjusted taxable income (ATI) without regard to deductions for depreciation, amortization, or depletion.
Other changes would revise the definition of “motor vehicle” for purposes of floor plan financing interest and
authorize the Secretary of the Treasury to issue rules for the application of these changes to short tax
years that begin after December 31, 2024, and end before the date of enactment.

Observation: As with Section 174 and other retroactive changes, the proposed Section 163(j) limitation
computation amendment may impact state 2025 tax year liabilities. Taxpayers should analyze state conformity to
these provisions for potential impact on state estimated payments as well as monitor state legislative actions and
administrative guidance should the federal changes be enacted.

New bonus depreciation provision for qualified production property

The Bill proposes a new Section 168(n) provision to establish an elective 100% depreciation allowance for certain
nonresidential real property that meets the definition of qualified production property (QPP). To qualify for this
deduction, the property must (1) be subject to depreciation under Section 168; (2) be used by the taxpayer as an
integral part of a qualified production activity; (3) be placed in service in the United States or any of its possessions;
(4) have its original use commence with the taxpayer; (5) have construction begin after January 19, 2025, and
before January 1, 2029; (6) be subject to an election by the taxpayer to treat such portion as QPP; and (7) be
placed in service after the date of enactment and before January 1, 2033. The Bill would provide a number of
special transition rules to address the original use requirement, the beginning of construction requirement, and
others.

According to the Bill, qualified production activities would include manufacturing, production, or refining of a
qualified product, defined as any tangible personal property. The Bill specifies that production activities would be
limited to agricultural production and chemical production, and the taxpayer’s activities must result in a substantial
transformation of the property comprising the product.

Observation: While many states have decoupled from or require an addback for “bonus” depreciation under
Section 168(k), states will likely need to address the new Section 168(n) depreciation allowance separately.

The Bill also would impose the Section 1245 depreciation recapture rules if QPP is disposed of at a gain. Under a
new rule, taxpayers would be required to recapture 100% of the depreciation claimed as ordinary income if the
property ceases to be used as an integral part of a qualified production activity within 10 years of being placed in
service and is repurposed for a non-qualifying productive use. This rate differs from the conventional real estate
depreciation recapture rate of 25%.

International tax proposals

The Bill contains proposals on global intangible low-taxed income (GILT]I), foreign-derived intangible income (FDII),
and the base erosion and anti-abuse tax (BEAT).

The Bill would permanently extend the current rates on GILTI and FDII with slight modifications. The deduction for
corporations for tax years beginning after December 31, 2025, would decrease to 49.2% of their GILTI (including
the corresponding Section 78 gross-up amount) and 36.5% of their FDII. Under current law, those deductions are
scheduled to decrease to 37.5% and 21.875%, respectively, for tax years beginning after 2025.

Observation: The small adjustments to the GILTI and FDII rates raise revenue and therefore may result in the
amendments having a revenue effect under the current policy baseline approach Senate Republicans are seeking
to use in an effort to make permanent various business and individual tax provisions.
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Observation: The Bill does not propose any changes to Section 960(d) and the 80% credit of foreign taxes
associated with a GILTI inclusion. As a result, the effective tax rate threshold for US tax on GILTI inclusions would
increase to 13.335% (21% US tax rate * 50.8% / 80% of foreign taxes). Taxpayers should refresh their multi-year
forecasts accounting for foreign tax credits and accruals.

The Bill also would increase the current BEAT rate to 10.1% on modified taxable income for tax years beginning
after December 31, 2025. Under current law, this rate is scheduled to increase to 12.5% for those tax years. The
proposal would repeal the special rules of subsection 59A(b)(2), which would have reduced regular tax liability by
the sum of all an applicable taxpayer’s income tax credits for the tax year. Under the Bill, applicable taxpayers
would instead continue to take into account a limited amount of Section 38 tax credits in determining BEAT liability.

Observation: The proposed modification of the current law BEAT regime would provide large multinational
corporations with certainty moving forward, meaning taxpayers could take a long-term outlook and model their
BEAT exposure for years beyond 2025 taking into account the proposed changes to Sections 163(j) and 174 and
consider the impact on cross-border payments and supply chain structures. However, certain taxpayers would need
to assess the potential effects of the proposed BEAT modifications under the new proposed Section 899.

Proposed Section 899

Section 899 is a retaliatory measure on a discriminatory foreign country that imposes an “unfair foreign tax.” An
unfair foreign tax is proposed to include an undertaxed profits rule (UTPR), a digital services tax (DST), a diverted
profits tax, and, to the extent provided by the Treasury Secretary, an extraterritorial tax, discriminatory tax, or any
other tax enacted with a public or stated purpose that the tax be economically borne, directly or indirectly,
disproportionately by US persons. An unfair foreign tax generally would not include a tax that applies neither to US
persons nor controlled foreign corporations (CFCs) majority-owned by US persons. Notably, foreign governments
are included as applicable persons, as well as certain subsidiaries of tax residents of discriminatory foreign
countries (such that foreign corporations that are not resident in an unfair tax country may in any event be subject
to Section 899). However, generally foreign corporations at least 50% of whose vote or value is directly or indirectly
held by US persons (US owned foreign corporations) would not be considered applicable persons.

The proposal would increase US net income, withholding, and gross-basis tax rates on residents (including certain
of their subsidiaries) and governments of those countries by 5 percentage points per year, up to a maximum rate of
20 percentage points above the applicable statutory rate and disallow an exemption for foreign governments. In
addition, the proposed Section 899 would make several modifications to the BEAT rules, including eliminating the
$500 million gross receipts and 3% base erosion percentage thresholds in certain cases, disallowing all general
business credits, treating related-party expenses that are capitalized into the cost of goods sold (e.g., qualifying
interest or royalties) as base erosion payments, and denying the services cost method exception. In addition to
these modifications, US companies owned by applicable persons would be subject to the BEAT, generally at an
increased rate of 12.5%. The proposed Section 899 modifications to BEAT would only apply to US corporations if
more than 50% of the vote or value of their stock is owned by applicable persons. The provision proposes the
following effective dates:

e Substantive rates and modifications to the BEAT: Tax years beginning after the later of (1) 90 days after
enactment, (2) 180 days after the foreign tax is enacted, or (3) the first day the foreign tax applies.

o Withholding taxes: Apply to each calendar year beginning during the period that a person is an applicable
person.

e Temporary safe harbor for withholding agents for failure to withhold before January 1, 2027, subject to best
efforts to comply in a timely manner. A separate withholding tax safe harbor would turn off the 5%-point
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rate increase and related withholding requirements if the relevant jurisdiction is not listed by the Secretary
as a discriminatory foreign country.

Observation: The proposed Section 899 is consistent with the Trump administration’s desire to respond to foreign
countries that are considered to impose discriminatory or extraterritorial taxes against US citizens or corporations.
Based on recent Executive Orders, these taxes include various DSTs and taxes under the Pillar Two OECD global
tax agreement, such as the UTPR. DSTs, which the administration may consider to target unfairly US companies,
have been enacted in recent years by several countries, including Austria, Canada, France, Italy, Spain, Turkey,
and the United Kingdom. UTPRs have been enacted by numerous US trade and treaty partners, including
Australia, Austria, Belgium, Bulgaria, Canada, Croatia, Cyprus, Czech Republic, Denmark, France, Finland,
Germany, Greece, Hungary, Indonesia, Ireland, Italy, Japan, Luxembourg, the Netherlands, New Zealand, Norway,
Poland, Portugal, Romania, Slovenia, South Korea, Spain, Sweden, Thailand, Turkey, and the United Kingdom.

Observation: With respect to income that is eligible for a reduced rate of tax under an income tax treaty, the
proposed Section 899 surtax would require an increase to the rate of tax that otherwise would be applied under the
treaty. For example, in the case of royalties that are eligible for a 10% rate of US withholding tax under a treaty,
Section 899 would apply to increase the rate of tax on the royalties from 10% to 15% in the first year of application
of the provision. This tax rate would increase at 5% increments each year thereafter, up to a maximum of 20
percentage points of increase above the rate of tax that would apply to the income without regard to the treaty (e.g.,
up to a maximum rate of 50% in the case of royalties or other income subject to a 30% rate of tax under the Internal
Revenue Code). It is unclear whether the legislation as drafted would apply to certain types of income that are
exempt from US tax by statute (including portfolio interest).

Observation: Proposed Section 899 differs from the previous iteration introduced by Ways and Means Chairman
Smith on January 21, 2025, as part of H.R. 591, the Defending American Jobs and Investment Act. As a result of
Section 899, beginning in 2026, additional taxpayers may be required to calculate BEAT than previously required,
with some expected to have a resulting liability.

An additional international tax proposal would modify GILTI to exclude certain income derived from services
performed in the US Virgin Islands.

Observation: The Senate could make changes to the international tax provisions, including the new proposed
Section 899, in the House-passed bill. For example, Senate Finance Committee member Thom Tillis (R-NC) has
introduced a bill (S. 1605, the International Competition for American Jobs Act) that proposes additional changes to
international tax rules affecting IP repatriation, carryover of net CFC tested losses under GILTI, foreign tax credit
modifications, and downward attribution modifications. Additionally, the House-passed tax bill does not include any
modifications to the FDII regime beyond the modified rate extension and does not address extension of the CFC
look-through rules, which under current law are set to expire with regard to tax years of foreign corporations
beginning on or after January 1, 2026.

Tax accounting implications

ASC 740 requires the effects of a change in tax law to be recognized in the period in which the law is enacted. For
US federal tax purposes, the date in which the President signs the bill into law is considered the date of enactment.
From a state and local income tax perspective, each jurisdiction’s legislative process must be assessed to
determine whether it adopts or otherwise conforms to the Internal Revenue Code.

The impact of the change in tax law must be reported as a component of the income tax provision related to
continuing operations, even if the underlying assets and liabilities relate to other components of the financial
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statements, such as discontinued operations, a prior business combination, or items of accumulated other
comprehensive income.

The Bill proposes a number of changes that, upon enactment, may have financial reporting implications, including,
but not limited to, the recognition of deferred taxes, the realizability of deferred tax assets, and uncertain tax
positions.

Companies will need to carefully evaluate the impact that the changes will have on their existing financial statement
positions and disclosures, in order to appropriately account for the changes in the period of enactment.

Individual tax proposals

TCJA individual provisions

The following TCJA individual provisions are included in the Bill:

Permanent extension of current individual tax rates, including the 37% top ordinary income tax rate, with an
additional year of inflation adjustment for income bracket thresholds for rates below where the top 37% rate
begins, effective for tax years beginning after December 31, 2025.

Permanent extension of inflation-adjusted increased standard deductions (currently $15,000 for single
filers/$30,000 for joint filers), with a temporary additional increase in certain standard deductions (e.g.,
$1,000 for single filers; $2,000 for joint filers) for tax years beginning after December 31, 2024, and before
January 1, 2029.

Permanent extension of the increased $2,000 child tax credit, with certain modifications that include a
temporary increase in the child tax credit to $2,500 for tax years beginning after December 31, 2024, and
before December 31, 2028. The proposal requires Social Security numbers to be provided and that all
individuals claiming the child credit must be US citizens or have other specified legal status.

Permanent extension of increased estate tax and gift tax exemption amounts, with an increase in unified
estate and gift tax exemption to an inflation-adjusted $15 million, effective for tax years beginning after
December 31, 2025.

Permanent extension of increased alternative minimum tax exemption and phase-out thresholds.

Permanent extension of increased limitations on contributions to ABLE accounts and the Savers credit for
ABLE contributions for individuals with disabilities, with certain permanent enhancements effective for tax
years beginning after December 31, 2025.

Permanent extension of tax treatment rule for certain individuals performing services in the Sinai Peninsula,
with enhancements to include certain additional areas, effective on January 1, 2026.

Permanent extension, with modifications, of the exclusion from gross income of certain student loans
discharged on account of death or disability, effective for discharges after December 31, 2025.

Permanent termination of deduction for personal exemptions.

Permanent extension of limitations on individual itemized deductions for certain mortgage interest
payments, casualty losses, moving expenses, the miscellaneous itemized deduction, wagering losses, and
the qualified bicycle commuting reimbursement exclusion.
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The Bill would enhance a permanent extension of the Section 199A pass-through business deduction with a
permanent increase in the 20% deduction to 23%. Additional proposed modifications to Section 199A include
changes to phase-in limitations based on certain taxable income, changes to the treatment of specified service
trade or business income, new rules for qualified business development companies, and inflation indexing for
threshold amounts. The proposed modifications would apply for tax years beginning after December 31, 2025.

Observation: Taxpayers should review new Section 199A limitations and related impacts, including additional
reporting requirements.

The Bill amends the language in Section 707(a)(2) on disguised payments for services and disguised sales of
partnerships to clarify that the statute is self-executing without any inference as to prior law. The provision applies
to services provided and property transferred and amends the statute to remove “Under regulations prescribed” and
to insert “Except as provided.” Additionally, the proposed legislation adds that the proposed change should not be
construed to create any inference with respect to payments made prior to enactment. This provision was not in the
Ways and Means-reported tax bill.

Observation: There are currently no finalized regulations under Section 707(a)(2). Under current law, some
commentators have suggested that the application of Section 707(a) requires regulations in order to be effective.
Others have taken the position that the legislative history is sufficient with respect to both provisions to make them
self-executing. The proposed change would clarify that no regulations are necessary to treat payments as a
disguised payment for services or to treat payments as creating a disguised sale of a partnership interest. The
Secretary would have authority to provide exceptions to the rules.

While the Bill continues to make most of the TCJA individual provisions permanent, it also seeks to address the
concerns of a group of House Republicans over the current $10,000 cap on individual itemized deductions for state
and local taxes. Under the Bill, the cap would be increased to $40,000 ($20,000 in the case of a married individual
filing a separate return) for tax years beginning after December 31, 2024. The increased cap would be reduced for
individuals with income above $500,000 ($250,000 in the case of a married individual filing separately), but not
below $10,000 ($5,000 in the case of a married individual filing separately). Both the revised SALT cap and the
income phase-out thresholds would be increased by 1% annually over the next 10 years (and remain at that level
thereafter).

In addition, the Bill would disallow the federal deduction that Notice 2020-75 currently allows for pass-through entity
taxes (PTETs) when the pass-through is carrying on a specified service trade or business. These proposed
changes would be effective for tax years beginning after December 31, 2025. Note that Treasury provided
extensive guidance on the definition of specified service trade or businesses (SSTBs) several years ago in
implementing Section 199A. In addition to the elimination of the deduction for PTET taxes, the Bill further limits the
deductibility of any state and local income taxes paid by an SSTB. This would include but not be limited to any
entity level taxes such as the New York City and District of Columbia unincorporated business taxes, the Texas
Margin tax, and the Tennessee excise tax.

There is an exception for qualifying entities. A qualified entity is defined as any partnership or S corporation with
gross receipts for the tax year if at least 75% percent of those gross receipts are derived in a qualified trade or
business (as defined in Section 199A(d)). For purposes of this test, the gross receipts of all trades or businesses
that are under common control (within the meaning of Section 52(b)) with any trade or business of the partnership
or S corporation are taken into account as gross receipts of the entity.

Observation: A SSTB in this context has the same meaning as it does under Section 199A. Thus, state income
taxes paid by a pass-through entity classified as an SSTB would be denied any federal tax benefit from using
PTETs and the entity’s partners would be subject to the new SALT cap at the individual taxpayer level. This
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includes any pass-through entity engaged in a trade or business involving the performance of services in the fields
of health, law, accounting, actuarial science, performing arts, consulting, athletics, financial services, brokerage
services, investing and investment management, trading, or dealing in securities, partnership interests, or
commodities.

The Bill proposes a modified version of the “Pease” overall limitation on itemized deductions, which had been
suspended by the TCJA through December 31, 2025. The new overall limitation would require taxpayers to reduce
itemized deductions once their taxable income (increased by the amount of such itemized deductions) exceeds the
dollar amount at which the 37% rate bracket begins. Separate limitations would apply to state and local taxes
claimed as an itemized deduction and all other itemized deductions. The effect of the reduction would be to limit the
benefit of itemized state and local tax deductions to 32%, and all other itemized deductions to 35%. Unlike the
former version of the “Pease” limitation (which did not apply to medical expenses, investment interest, and casualty,
theft, or gambling losses), the modified provision would apply to all itemized deductions. This proposed change
would be effective for tax years beginning after December 31, 2025.

Observation: Taxpayers may want to consider accelerating certain itemized deductions into tax year 2025 before
any new limitation comes into effect. For example, individual cash contributions to public charities or donor advised
funds made in tax year 2025 are limited to 60% of the individual's adjusted gross income without being subject to
the Pease limitation. If those same contributions are made in tax year 2026, they could be limited to 50% (not 60%)
of the taxpayer's adjusted gross income, along with being subject to the new limitation on itemized deductions.

The Bill also would make several changes to Section 461(1), which limits the deduction of business losses incurred
by noncorporate taxpayers. Enacted as part of TCJA, Section 461(l) disallows a deduction for the amount of
business losses in excess of $250,000 ($500,000 for joint filers), indexed for inflation, attributable to a trade or
business in which the taxpayer actively participates. Any excess business loss disallowed in the current year
carries over to the subsequent year as a net operating loss (NOL), which is deductible up to 80% of the taxpayer’s
pre-NOL taxable income from any source. The limitation is currently set to expire on December 31, 2028.

Under the Bill, Section 461(l) would be made permanent. In addition, any excess business losses disallowed in tax
years beginning after December 31, 2024, would carry over as trade or business losses arising in the subsequent

tax year (rather than as an NOL). As a result, the disallowed excess business loss would once again be subject to

the Section 461(1) limitation in the carryover year.

Observation: This proposal would be a significant change for taxpayers with active trades or businesses operating
at a loss. The ability under current law to convert the excess business loss into an NOL effectively creates a one-
year timing difference because the NOL is eligible to offset any type of income in the carryforward year (not just
business income). The new provision could indefinitely defer recognition of any excess business losses incurred
after 2024 until the taxpayer's business is profitable or the loss is offset against other trade or business income.

New or modified individual tax proposals

The Bill proposes numerous new targeted individual tax cuts, including several provisions that were proposed by
President Trump. New temporary individual provisions include:

e An above-the-line deduction for qualified tips received by an individual in an occupation that traditionally
and customarily receives tips during a given tax year. Individuals who receive earned income (within the
meaning of Section 32) for the calendar year that exceeds a dollar limit that applies to determine highly
compensated employees under Section 414(q) ($160,000 in 2025, the “HCE dollar limit”) would not qualify.
The deduction is proposed to be allowed for tax years 2025 through 2028.



Tax Insights | PwC

e An above-the-line deduction for qualified overtime compensation during a given tax year. Individuals who
are highly compensated employees of any employer for the calendar year or who receive earned income
for the calendar year that exceeds the HCE dollar limit also would not qualify for the overtime deduction.
The deduction is proposed to be allowed for tax years 2025 through 2028.

Observation: The proposed temporary federal income tax deductions for qualified tip income and qualified
overtime compensation would require employers to implement new Form W-2 reporting requirements and impose
new income tax withholding tables, as well as identify individuals with earned income based on the highly
compensated employee threshold, and in the case of overtime compensation, identify highly compensated
employees. Industries that are labor intensive, such as retail, restaurants, and hospitality, should consider the
impact on administration and on their workforce strategy of the potential federal income tax deduction for tips and
overtime compensation.

e A deduction for seniors (age 65 or older) of $4,000 per eligible filer with a modified adjusted gross income
(AGI) that does not exceed $75,000 for single filers ($150,000 for married filing jointly). The senior
deduction would be available to both itemizers and non-itemizers, with the deduction proposed to be
allowed for tax years 2025 through 2028.

e An above-the-line deduction of up to $10,000 for qualified passenger vehicle loan interest paid during a
given tax year, subject to AGI phase-outs. The deduction is proposed to be available for tax years 2025
through 2028.

The Bill also would establish a new type of tax-preferred account, a money account for growth and advancement
(the manager’'s amendment renamed the MAGA account as a Trump account), and includes a pilot program for
$1,000 federal government contributions for the Trump account of each qualifying child. A Trump account is a trust
created or organized in the United States for the exclusive benefit of an individual and designated at the time of
establishment as such (in such manner as the Secretary shall prescribe), provided that the written governing
instrument creating the trust meets certain requirements. Qualified expenses include qualified higher education
expenses, qualified post-secondary credentialing expenses, amounts paid or incurred with respect to certain small
business or small farm loans, and amounts used for the purchase of a principal residence of an account beneficiary
who is a first-time homebuyer. To be eligible for a Trump account, the account beneficiary must not have attained
age eight on the date the account is established. This provision is proposed to be effective for tax years beginning
after December 31, 2024.

Additional new or modified individual tax relief proposals include the following provisions:
e Enhancements of the adoption credit
e Recognition of Indian tribal government for purposes of determining adoption-credit special-needs status
e Credit for contributions to scholarship-granting organizations

¢ Additional elementary, secondary, and home school expenses treated as qualified higher education
expenses for purposes of Section 529 accounts

e Certain postsecondary credentialing expenses treated as qualified higher education expenses for purposes
of Section 529 accounts

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

e Extension of rules for treatment of certain disaster-related personal casualty losses.
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Additional tax proposals impacting employers and employees

The Bill includes several proposals related to benefits offered by employers, which are generally applicable to tax
years or plan years beginning after December 31, 2025, as applicable, or amounts paid or incurred after December
31, 2025, as applicable:

Codifying and expanding an employer’s ability to offer individual coverage health reimbursement
arrangements (renamed CHOICE arrangements) without violating group health plan requirements, and
allowing an employer with a group health plan provided through health insurance coverage in the small
group market to offer either that plan or the CHOICE arrangement

Permitting CHOICE arrangements on a salary reduction basis under an employer-sponsored Section 125
cafeteria plan

Adding a new employer credit for CHOICE arrangements

Expanding health benefits (such as direct primary care and on-site clinics) that an employer can offer under
a group high-deductible health plan without impacting permissibility of health savings accounts (HSAs),
along with numerous other expansions related to HSAs

Increasing and indexing the Section 45F employer-provided childcare credit (with increased credit amounts
for an “eligible small business”)

Permanently extending the Section 45S employer credit for paid family and medical leave and enhancing
the types of arrangements eligible to be credited

Making permanent and indexing the wage exclusion of certain employer payments of student loans under
Section 127 educational assistance programs.

The Bill adds an exception to Section 274(0), which the TCJA added to permanently disallow a deduction
for certain expenses associated with food and beverages for tax years beginning after December 31, 2025.
The Bill provides an exception to this disallowance for those expenses in relation to entertainment sold to
customers that fall under Section 274(e)(8).

Observation: The proposed expansions to the types of benefits an employer can provide under a high-deductible
health plan with an HSA, as well as the provisions related to “individual health account” CHOICE arrangements, are
significant departures from existing restrictions on HSAs and on group health plans provided by employers.

The Bill also includes revenue raising measures that would impact employers which, unless otherwise indicated,
are generally applicable to tax years beginning after December 31, 2025, or amounts paid or incurred after
December 31, 2025, as applicable. These include:

Amending Section 162(m) — the limitation on otherwise deductible compensation to $1 million per “covered
employee” of a publicly held corporation — to add entity aggregation rules based on the “single employer”
controlled group definitions under Sections 414(b), (c), (m), and (0)

Modifying the COVID-related employee retention tax credit (ERTC) to eliminate credits or refunds of the
ERTC claimed after date of enactment except with respect to claims submitted on or before January 31,
2024; proposing penalty changes that generally would be effective after March 12, 2020; and extending the
statute of limitations on assessment for the ERTC to six years
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e Expanding the Section 4960 excise tax to excess remuneration (generally, wages exceeding $1 million) of
any employee (including any former employee) of an “applicable tax-exempt organization.”

Observation: The proposed addition of aggregation rules with respect to Section 162(m) would replace existing
affiliated group rules under the Section 162(m) regulations, which incorporate Section 1504 determined without
regard to Section 1504(b) and therefore already bring into the group foreign corporations and other entities
normally excluded for Section 1504 purposes. However, the Bill’s references to Section 414 would bring in
partnerships as well as unrelated parties that (or have employees that) provide services to or with the publicly held
corporation and its controlled group.

Observation: The manager’'s amendment deleted 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.

Community investment incentives and small business tax proposals

The Bill includes several new proposals intended to provide additional tax relief for “Rural America and Main Street”
small businesses.

The Bill would allow for the designation of additional qualified opportunity zones under a modified definition of low-
income community and would modify the opportunity zone investment incentives. The Bill also would impose new
information reporting requirements for opportunity zones and would impose penalties for non-compliance. The
designation of additional qualified opportunity zones would apply for amounts invested after the date of enactment,
and the new reporting requirements would apply for tax years beginning after the date of enactment.

The Bill would increase Section 179 limitations for expensing of certain depreciable business assets to $2.5 million
and would increase the phaseout threshold to $4 million. This proposal would apply to property placed in service in
tax years beginning after December 31, 2024.

Additional new community investment incentives and small business tax proposals include the following provisions:
e Repeal of revision to de minimis rules for third party network transactions
¢ Increase in threshold for requiring information reporting with respect to certain payees
e Exclusion of interest on loans secured by rural or agricultural real property
¢ Modified treatment of certain qualified sound recording productions
e Modifications to low-income housing credit
e Increased gross receipts threshold for small manufacturing businesses.

Observation: Taxpayers should assess eligibility for potential benefits (e.g. cash flow, accounting methods)
associated with the increased gross receipts thresholds for small manufacturers.
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New revenue-raising tax proposals
Inflation Reduction Act clean energy credits

The Bill would curtail certain credits enacted by the Inflation Reduction Act in 2022 and accelerate the phase-out of
others with earlier sunset dates. In contrast, the Section 45Z clean fuel production credit would be extended
through December 31, 2031 (from 2027), albeit with several new limitations, including new requirements for foreign
entities of concern.

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 (PWA)
requirements, domestic content, and other location-based incentives.

Credits that generally would sunset 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: A group of Republican Senators including Finance Committee member Tillis have expressed
opposition to the accelerated phase-out of IRA credits proposed by the House. Senator Tillis and others have
stated that Congress needs to take into consideration ongoing business investments in the energy sector.

Some credits are proposed to sunset on an accelerated timeline. The Bill would change the sunset date of the
Section 45Y and 48E credits to exclude qualified facilities or energy storage technology that (1) begin construction
60 days after the date of the enactment, or (2) are placed in service after December 31, 2028. The Bill would deny
the clean energy investment tax credit for certain wind and solar property leasing arrangements.

Observation: Although the sunset dates of the Section 45Y and 48E credits has been significantly accelerated for
most projects, the bill would include an exception made for advanced nuclear facilities and expansions of certain
nuclear facilities that begin construction before December 31, 2028.

Additionally, the Section 45X advanced manufacturing production credit would not be available for eligible
components, including applicable critical minerals, sold after December 31, 2031 (wind energy components sold
after December 31, 2027). The Section 45U zero-emission nuclear power production credit also would sunset on
December 31, 2031.

Observation: While some IRA credits would be eliminated, many remain available with new limitations. In addition
to the Section 45U, 45X, 45Y, 45Z, and 48E credits discussed above, taxpayers could still benefit from other credits
and incentives, such as those provided by Sections 45J (Production from Advanced Nuclear Power Facilities), 45Q
(Carbon Oxide Sequestration), 48C (Qualified Advanced Energy Project), 48D (Advanced Manufacturing
Investment), and 179D (Energy Efficient Commercial Buildings).

The Bill would limit the transferability of credits. The credits under Sections 45X and 45Z generally would not be
transferable for components manufactured or fuel sold, respectively, after December 31, 2027, while the
transferability of the credits under Sections 45Q and 48 would be repealed for facilities beginning construction more
than two years after the date of enactment.

New limitations would be imposed related to foreign entity involvement that designate new categories of foreign
entities, making facilities owned by specified foreign entities immediately ineligible for credits, while others would
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have a two-year window to restructure. Additionally, new rules generally would prohibit, with some exceptions, (1)
the inclusion in any property of a component, subcomponent, or “applicable critical mineral” that is extracted,
processed, recycled, manufactured, or assembled by a prohibited foreign entity, and (2) the use of any design
based on a copyright or patent held by a prohibited foreign entity, or any know-how or trade secret provided by
such an entity.

Observation: The Bill would create newly defined terms in Section 7701(a)(51) and (52) for a “prohibited foreign

entity,” which includes a “specified foreign entity” and a “foreign-influenced entity,” as well as “material assistance
from a prohibited foreign entity.” Companies should evaluate the potential impact of these new provisions on their
projects, as some would be effective as early as December 31, 2025.

Proposals affecting tax-exempt organizations

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

The Bill would replace the 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 be equal to the applicable percentages of the net
investment income for the tax year. 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., to exclude 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.
Additional provisions affecting tax-exempt organizations include:

e Increase in rate of tax on net investment income of certain private foundations, adding a progressive tax
rate system for larger private foundations based on asset size

¢ Increasing unrelated business taxable income (UBTI) of tax-exempt entities for amounts related to
employer-provided qualified transportation fringes and facilities for qualified parking.

Other new revenue-raising tax proposals include

e A provision that would exclude 50% of the adjusted basis of an amortizable Section 197 asset from
amortization in the case of a franchise engaged in professional football, basketball, baseball, hockey,
soccer, or other professional sport, or any item acquired in connection with such franchise. The proposal
would apply to Section 197 intangibles acquired after the date of enactment.

e Limiting corporate charitable deductions by establishing a 1% floor and a 10% limit for qualifying corporate
charitable deductions.
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e Measures denying or tightening premium tax credit, earned income tax credit, education credit, and
remittance tax benefits where social security numbers or lawful-presence requirements are unmet.

¢ |IRS and Affordable Care Act administration reforms, rescissions, higher penalties, and hostage deadline
relief.

e The new proposed 5% excise tax on foreign remittances proposed by the Ways and Means Committee
was reduced to 3.5% in the amended version of H.R. 1. Special rules are provided for remittance transfers
by US citizens and nationals, including an ability to claim a credit for payment of the proposed excise tax.

Observation: The new proposed excise tax on foreign remittances would impose new administrative burdens on
financial services firms providing cross-border fund transfer services as well as US citizens and nationals seeking
to claim credits for excise taxes paid on foreign remittance transfers.

Other non-tax provisions
The Bill includes some non-tax provisions.
The proposed bill text would limit Medicare coverage to US citizens or other individuals with specified legal status.

The proposed bill text includes a modification of administrative exemptions under the Tariff Act of 1930. The
modifications would place new limits on the use of the $800 de minimis customs duties exemption, limiting both the
countries of origin and products to which the exemption applies. The amendments, including new civil penalties,
would apply to articles entered or withdrawn from warehouses for consumption on or after the 30th day after the
date of enactment.

Observation: E-commerce companies, in particular, that use this provision to enable duty savings for imports of
lower value international shipments, will want to monitor modifications to the de minimis provision and consider
additional costs and administrative burdens, as well as other impacts to supply chains.
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