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Valuation Perspective 

OBBBA, General Valuation Considerations 

Andrew Lopez and Kevin Zanni 

This article is the first article in a series of three intended to discuss the recent changes in income tax policy 
and how changes may impact business value. The second article will focus on pass-through entities and 
qualified business income (“QBI”) deductions. The third article will focus on C Corporations and income tax 
policy related to the qualified small business stock (“QSBS”) gain exclusion.  

To value a business or business interest analysts typically consider the current taxation policy commensurate 
with the valuation date. Business owners should be aware that analyst consideration of relevant income tax 
policy requires more than the selection of the effective income tax rate to apply. It requires an understanding 
of how (1) tax election can impact value, (2) bonus depreciation impacts value, and (3) treatment of research 
and development expense impacts business earnings. In this article, we will discuss recent changes in U.S. tax 
policy and the respective value implications to business owners.  

U.S. Tax Policy and Recent Changes 

On July 4, 2025, the One Big Beautiful Bill Act (“OBBBA” or the “Act”) was signed into law. The most 
significant contribution of OBBBA is that it makes several 2017 Tax Cuts and Jobs Act (“TCJA”) provisions 
permanent. The continuation of TCJA income tax provisions represents a significant benefit to businesses 
irrespective of income tax election status. In turn, the Act’s income tax provisions generally increase the value 
of businesses and business interests.  

In terms of overall significance, the Act does not change income tax policy as much as the TCJA did in 2017. 
For example, the most significant income tax policy feature of the TCJA was the change in the top marginal 
federal corporate income tax rate from 35 percent to 21 percent. It stands to reason that change to federal 
corporate income tax rates represents the most significant change to income tax policy in the 21st century. 
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To provide some context for our discussion, we prepared the following table. Table 1 provides a summary and 
comparison of the TCJA and OBBBA. 

Table 1 
Overview and Comparison of TCJA and OBBA 
Tax Policy Provisions 

 
Income Tax Policy 

Feature TCJA OBBBA 

Individual Tax Rates Sunset in 2026 TCJA Income Tax Rates Permanent 

QBI Deduction 
(199A) Sunset in 2026 TCJA QBI Deduction Permanent 

Bonus Depreciation 
Expense 

Started Phasing Out 
in 2023, Total Phase 
Out in 2026 

TCJA 100 Percent + Qualified 
Production Property 

R&D Expensing 
(Section 174) 

Capitalized over 5/15 
years Immediate expense (174A) 

Estate and Gift Tax 
Exemption 

$12.92M (2024), 
indexed $15M (2026), indexed 

QSBS Gain 
Exclusion $10M or 10 x basis $15M or 10 x basis, indexed 

      
 
OBBBA has a wide-reaching impact on businesses that are (1) publicly traded, (2) privately held, or (3) 
organized as partnerships including pass-through taxation type entities. In the following paragraphs, we will 
discuss certain income tax policy features of OBBBA and how OBBBA tax policy can impact a business value 
estimate.   
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Bonus Depreciation Expense Income Tax Feature 

The TCJA of 2017 included provisions for 100 percent bonus depreciation expensing of Qualified Property 
subject to a phase out schedule.1 The phase out schedule reduced the taxpayers bonus depreciation expense 
deduction by 20 percent each year from 2023, until it phased out completely in 2026.  

OBBBA permanently restored the bonus depreciation expense deduction at 100 percent of cost for Qualified 
Property acquired and placed in service after January 19, 2025. Unlike the QBI deduction, bonus depreciation 
expense is available to all businesses, including C-Corporations, S-Corporations, partnerships, limited 
liability companies, and sole proprietorships. 

In addition to Qualified Property, OBBBA introduced a temporary, 100 percent bonus depreciation expense 
for Qualified Production Property. The Qualified Production Property income tax feature expands the scope 
of the prior TCJA bonus depreciation expense provision by including building property with a 39-year useful 
life.  

The following list provides the requirements for property to be included under the Qualified Production 
Property provision: 

• The property is used by the taxpayer as an integral part of a qualified production activity. 

• Placed in service in the United States, or any possession of the United States. 

• Its original use commenced with the taxpayer. 

• Construction began after Jan. 19, 2025, and before Jan. 1, 2029. 

• Designated by a tax election. 

• Placed in service before Jan. 1, 2031. 

Also, certain Qualified Production Property uses are excluded, including offices, administrative services, 
lodging, parking, sales activities, research activities, software development or engineering activities, or other 
functions unrelated to the manufacturing, production, or refining of tangible personal property. 

Bonus Depreciation Expense Impact on Business Valuation 

The 100 percent bonus depreciation income tax feature provides companies an immediate tax savings. This 
tax savings enhances available business cash flow to business owners. In turn, valuations based on the income 

 
1Qualified Property includes but is not limited to tangible property with a recovery period of 20 years or less under 
MACRS, such as machinery, equipment, furniture, and vehicles.  
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approach, such as the Discounted Cash Flow and Capitalization of Earnings methods, should incorporate the 
cash flow impact of bonus depreciation when book-tax differences arise. In the case of Qualified Property, tax 
depreciation expense and capital expenditures are expected to be equal going forward.  

The changes to bonus depreciation expense will benefit businesses that depend heavily on fixed assets and for 
manufacturing plants. From a merger and acquisition standpoint, this change enhances the prospect of asset-
related deals. That is because it increases post-deal cash flow and reduces up-front income tax liability.  

For business sellers, this income tax feature will make businesses with qualified assets more attractive to 
buyers, which can potentially increase the sales price. On the other hand, gains from the sale of a depreciated 
asset are typically recorded as depreciation recaptured and treated as ordinary income. Ordinary income is 
taxed at a rate which creates a higher tax rate for the seller than long-term capital gains tax rates that apply 
to equity sales.  

The Qualified Production Property bonus depreciation deduction will further enhance tax savings over certain 
projected periods. This benefit can also be incorporated into a Discounted Cash Flow model and will likely 
factor into negotiated prices for transactions structured as asset sales.  

Research and Development Income Tax 

Starting with tax year December 31, 2022, the TCJA required all specified research or experimental (“SRE”) 
expenditures under IRC Section 174 to be capitalized and amortized over 5 years for domestic research and 
development (“R&D”) or 15 years for foreign R&D. The SRE expenditures include costs such as salaries, 
materials, supplies, depreciation, patent costs, and software development, regardless of whether they 
qualified for the Section 41 R&D tax credit.  

OBBBA introduces IRC Section 174A, which allows businesses to deduct domestic R&D expenditures in the 
year incurred. IRC Section 174A is effective for amounts paid or incurred in tax years beginning after 
December 31, 2024. This income tax feature reverses the TCJA’s mandatory capitalization requirement for 
domestic R&D.  

Instead of expensing, taxpayers may elect to capitalize and amortize domestic R&D expenditures over a 
minimum of 60 months (or the useful life of the research) or over a 10-year period starting in the year of 
expenditure, providing flexibility for tax planning. Foreign R&D expenditures remain subject to mandatory 
capitalization and amortization over 15 years. Treatment of foreign R&D under OBBBA remains unchanged 
from TCJA rules, a provision intended to discourage offshoring. OBBBA changes do not impact Section 41 
R&D credit income tax feature. Section 41 allows an income tax credit (up to 20 percent of qualified research 
expenditures above a threshold) that is applied dollar-for-dollar against tax liability.  
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Research and Development Income Tax Impact to Business Valuation 

OBBBA relaxed R&D expensing requirements, as provided by IRC Section 174A, by allowing companies to 
realize immediate tax savings on expenses that would have been capitalized under the TCJA. This change 
reverses the TCJA R&D capitalization requirement and it should increase both business cash flow and 
business value. That is, due to income tax savings, business cash flows can yield an increase in company 
valuations. If management elects to capitalize R&D expenses for tax planning purposes, the potential impact 
on future cash flows through taxation should be carefully considered. 

The types of business that will benefit from this income tax feature include technology, software, life science, 
healthcare, telecommunications, architecture and engineering, and construction technologies. From a 
business acquisition standpoint, this change in R&D expense recognition and treatment may lead to an 
increase of transactions for companies that incur higher levels of R&D expense.  

Business Interest Deduction 

OBBBA changed the calculation of adjusted taxable income (“ATI”) for determining the interest expense 
limitation deduction. The TCJA did not allow for the inclusion of depreciation, depletion, and amortization 
(“DDA”) from the calculation ATI when determining the 30 percent interest deduction limitation under IRC 
Section 163 (j).  

OBBBA restored the earnings before interest, taxes, depreciation, and amortization (“EBITDA”) approach by 
allowing for the add back of DDA for tax years after December 31, 2025. The increase in the ATI provides 
deductible interest income tax benefits. This is a primary benefit for companies with high debt capital 
structures.  

Valuation Impact of Business Interest Deduction 

This income tax feature will have a limited impact on the valuation of private businesses. That is because 
analysts generally value businesses on an invested capital basis. By valuing a business on an invested capital 
basis, business income and cash flows are presented on a debt free basis. Nonetheless, for valuations of 
companies owing significant amounts of debt, the OBBBA provision should increase cash flow.  

Reinstating the EBITDA-based limit is meaningful for capital-intensive industries like manufacturing that 
rely on debt financing. Regarding business transactions, this provision is specifically meaningful for private 
equity acquirers. Combined with other OBBBA income tax features, the increase in interest deduction makes 
leveraged buyouts more attractive. 
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Other OBBBA Tax Features: Increase in Estate and Gift Tax Exemption 

Although, not specific to the value of a business or a business interest, it is noteworthy that OBBBA has 
increased the lifetime gift and estate tax exemption. OBBBA permanently increases the unified estate and gift 
tax credit, or the estate tax exemption. The exemption amount increased to $15 million per individual, or $30 
million for married couples. The exemption amount is indexed for inflation after the 2026 tax year.  

The increase of the exemption provides a clear benefit to advanced estate planning immediately and over the 
long run, as individuals seek to transfer wealth in a tax efficient manner. The following Chart 1 presents 
changes in the Estate and Gift Tax Exemption from 2018 to 2026.  

Chart 1 
Estate and Gift Tax Exemption 
From 2018 – TCJA to 2026 – OBBBA 

 
 

 

 

 

 

 

 

 

 

As presented in Chart 1, the lifetime estate and gift tax exemption has increased every year from 2018 through 
2025. Although the exemption is now permanent, future tax law changes could curtail the generous benefits 
provided by TCJA and OBBBA, underscoring the importance of taking advantage of the higher exemptions 
while they remain available. 
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Conclusion 

While OBBBA largely continues the income tax policy framework established by TCJA, it introduces several 
notable expansions and modifications that are advantageous for closely held businesses. 

OBBBA’s general income tax provisions, including (a) increases in bonus depreciation expense tax allowance, 
(b) changes in capitalizing and the expensing of R&D costs, and (c) the expansion of the business interest 
deduction to incorporate an EBITDA threshold, create a favorable environment for private businesses. These 
changes in income tax policy improve cash flow, encourage investment, and could support higher valuations. 
In turn, we anticipate that several industries will enjoy an increase in transaction activity as several OBBBA 
pro-business income tax provisions are realized.  

It should be noted that each of the impacts on valuations discussed herein assumes no changes in other 
variables. Our discussion does not account for market dynamics, including the broader economic impacts of 
these policies.  
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