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This article is the second article in a series of three intended to discuss the recent changes in income tax
policy and how changes may impact business value. The first article provided general observations related
to the new tax policy. This 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 pass through entity business owners.

Summary of 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 income tax policy in the 215t 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
Individual Tax Rates | Sunset in 2026 TCJA Income Tax Rates Permanent
QBI Deduction
(199A) Sunset in 2026 TCJA QBI Deduction Permanent
Started Phasing Out
Bonus Depreciation | in 2023, Total Phase | TCJA 100 Percent + Qualified
Expense Out in 2026 Production Property
R&D Expensing Capitalized over 5/15
(Section 174) years Immediate expense (174A)
Estate and Gift Tax | $12.92M (2024),
Exemption 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.

Entity Structure and Tax Policy Impact to Shareholders

The impact of OBBBA income tax policy is relevant to business valuation regardless of an entity’s income tax
structure. However, OBBBA has slightly more direct value influence on shareholders of pass-through entity
(“PTE”) type businesses rather than subchapter C type corporation shareholders. While there is some
diversity in practice among valuation practitioners, analysts generally agree that an entity’s tax election
structure can influence the value of a business and business interests.
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Based on income tax election, PTEs can be organized as S-Corporations, sole proprietorships, limited liability
companies, or partnerships. The economic benefit of a PTE type income tax election is that the PTE business
owner avoids double taxation by passing income directly to its owners. In other words, PTE shareholders pay
income tax at the individual level and are not subject to other levels of federal income tax.

Regarding the individual income tax brackets, OBBBA permanently extended the TCJA’s seven individual
income tax brackets with a top bracket of 37 percent. Under TCJA, the individual income tax brackets were
due to increase in 2026. For example, the top income tax bracket was due to increase to a pre-TCJA income
tax rate of 39 percent.

In contrast to the PTE income tax conventions, subchapter C-Corporation shareholders incur double taxation
in order to enjoy a return on investment. In other words, for a C-Corporation shareholder to receive a return
on its investment the C-corporation pays income tax at the entity level (21.0 percent for federal in addition to
any state income tax requirements) and then the shareholder pays income tax at dividend or capital gains tax
rates. For C-Corporation shareholders, dividend or capital gains investment returns can be taxed at rates of
up to 23.8 percent.

Pass Through Entity Valuation

One of the primary, and specific to PTE valuations, OBBBA benefits is the income tax deduction related to
Qualified Business Income (“QBI”), under Internal Revenue Code (“IRC”) Section 199A. The QBI deduction
is another income tax feature shared between the TCJA and the OBBBA. Like other income tax features the
QBI deduction was due to sunset in 2026.

The QBI deduction allows for an income tax deduction of up to 20 percent for qualified business income from
PTE type businesses. Because of the 20 percent income tax deduction, PTE business owners can reduce their
effective income tax rate on business income. For example, at the top end of the personal income tax bracket,
the QBI deduction can reduce the effective income tax rate on business income to 29.6 percent (37.0 percent
x (1 — 20 percent)).

Eligibility for the QBI deduction is subject to certain restrictions. For example, several service-related
industries do not qualify for QBI including healthcare, legal, accounting, and consulting. In addition, the QBI
deduction may be limited by certain income thresholds and other nuances, including wage and capital-based
limitations that apply at higher income levels. Generally, the provisions under OBBBA for personal income
taxes are favorable to the valuations of PTE type businesses.
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To consider the impact of the PTE benefit, valuation analysts may consider a value adjustment factor based
on the economic benefit differences between C-Corporation and PTEs based on income tax rates. The
adjustment factor is impacted by such items as the federal and state individual income tax rates, corporate
tax rates, capital gains and dividends rates, NIIT, payout ratio, and the qualified income tax deduction.* This
value adjustment can vary from almost no value increase to value increases of approximately 20 percent.

From a transaction perspective, sellers involved in asset sales are often concerned about the tax liabilities
triggered by depreciation recapture. That is specifically true in equipment-heavy industries like
manufacturing, construction, or transportation. In an asset sale, fixed assets that were previously depreciated
are often written up in value. That write up can trigger higher ordinary income tax rates instead of the
preferable lower capital gains rates. For businesses qualifying for the QBI deduction, taxable income subject
to recapture is lowered, and is beneficial to the PTE owners. Transaction buyers generally prefer asset sales
due to the step up in basis of acquired assets. By making the QBI permanent, buyers may benefit as sellers are
not as concerned about the potential income tax liabilities due to the transaction structure.

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. The majority of
OBBBA income tax features are pro-business. For PTEs, the most notable OBBBA income tax feature is the
extension of the TCJA QBI income tax feature.

While there is some diversity in practice among valuation practitioners, analysts generally agree that an
entity’s tax election structure can influence the value of a business and business interests. To consider the
impact of the PTE benefit, valuation analysts may consider a value adjustment factor based on the economic
benefit differences between C-Corporation and PTEs based on income tax rates. Due to the QBI deduction,
we anticipate that PTE business values will moderately increase. From the perspective of a transaction
structure, the QBI extension makes it more likely that PTE sellers will be open to asset sale transactions.

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.

1 Net Investment Income Tax (“NIIT”) applies to income earned by individuals, estates, and trusts over certain thresholds. The NIIT
is a 3.8 percent income tax. Because OBBBA maintains TCJA’s long-term capital gains tax rates with the top rate of 20 percent, the
top effective capital gains rate is 23.8 percent including the NIIT.
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Sources:

One Big Beautiful Bill Act, H.R. 1, 119th Cong. (2025). https://www.congress.gov/bill/119th-congress/house-

bill/1/text.
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