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ALABAMA

IRC Section 174 Decoupling for Research and Development

Alabama enacted H.B. 163 on May 14, 2025, with retroactive application to 
January 1, 2024, decoupling the state from the amended provisions of IRC 
Section 174 as enacted by the Tax Cuts and Jobs Act. For state income and 
financial institution excise tax purposes, Alabama now allows taxpayers to 
choose between immediately deducting research and experimental 
expenditures or deferring and amortizing those expenditures following the 
pre-2022 federal treatment. The new law encourages the Department of 
Revenue to adopt rules for implementation and administration of this change.

Enacted: May 14, 2025 | Effective: January 1, 2024 (retroactive) | Bill: H.B. 163

https://www.legislature.state.al.us/aliswww/history.aspx?id=35851
https://www.legislature.state.al.us/aliswww/history.aspx?id=35851
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ARKANSAS

Market-Based Sourcing and Bright-Line Nexus Standards Adopted

Arkansas modernized its apportionment rules through S.B. 567, enacted on April 16, 2025, 
and effective January 1, 2026. The state adopts market-based sourcing for receipts from 
sales other than tangible personal property, moving away from its previous pro rata costs
of performance methodology. The legislation also establishes a "bright-line" nexus 
threshold of $250,000 in annual receipts and includes a transition period for taxpa yers in 
telecommunications, internet, and television industries. Additionally, the Department of 
Finance is now granted authority to adopt alternative apportionment provisions when the 
standard method does not fairly represent a taxpayer's in-state business activity.

Enacted: April 16, 2025 | Effective: January 1, 2026 | Bill: S.B. 567

https://www.arkleg.state.ar.us/Bills/Detail?id=SB567&ddBienniumSession=2025%2F2025R
https://www.arkleg.state.ar.us/Bills/Detail?id=SB567&ddBienniumSession=2025%2F2025R
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CALIFORNIA

Market-Based Sourcing Regulations Further Refined

The California Franchise Tax Board released a second set of proposed 
amendments to its market-based sourcing regulation on May 20, 2025. These 
proposed amendments aim to clarify how to apply the four presumptions 
outlined in proposed Cal. Code of Reg. tit. 18 § 25136-2(c)(1)(A). The updates also 
address formatting errors and referencing inconsistencies in the original 
proposal. Lastly, the amendments explain how the four presumptions interact 
with other provisions in the regulation, providing greater clarity for taxpayers 
subject to California's market-based sourcing rules. 

Posted: May 20, 2025 | Second Notice of Modification | Current Draft Regulations

https://www.ftb.ca.gov/tax-pros/law/regulatory-activity/05202025-second-notice-of-modifications-to-text.pdf
https://www.ftb.ca.gov/tax-pros/law/regulatory-activity/05202025-second-modified-text.pdf
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CONNECTICUT

Corporate Surcharge Extended and R&D Credits Enhanced

Connecticut enacted broad tax changes through H.B. 7287 on June 30, 2025, with several 
provisions affecting research and development activities. The legislation extends the 10% 
corporation business tax surcharge for companies with at least $100 million in annual gross 
income through the 2026 and 2028 taxable years. For biotechnology companies that 
qualify as "small businesses" in a loss position, the law increases the R&D credit recovery 
rate from 65% to 90%. Additionally, the law eliminates the $2.5 million cap on the impact of 
combined reporting for tax years beginning on or after January 1, 2025, and removes the 
exemption to the 50% net operating loss deduction related to the forfeiture of pre-2015 
NOLs.

Enacted: June 30, 2025 | Effective: January 1, 2026 (unless stated otherwise) | Bill: H.B. 7287

https://www.cga.ct.gov/2025/TOB/h/pdf/2025HB-07287-R00-HB.pdf
https://www.cga.ct.gov/2025/TOB/h/pdf/2025HB-07287-R00-HB.pdf
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GEORGIA

Corporate Income Tax Rate Reduced with Future Reductions Planned

Georgia enacted HB 111 on April 15, 2025, reducing the state's corporate income 
tax rate from 5.39% to 5.19% for tax years beginning on or after January 1, 2025. 
The legislation establishes a framework for continued tax relief, with the rate 
decreasing by 0.10% annually until it reaches 4.99%, contingent upon the state 
achieving certain annual revenue goals.

Enacted: April 15, 2025 | Effective: July 1, 2025 (retroactive to January 1, 2025) | Bill: HB 111

https://legis.ga.gov/legislation/64717
https://legis.ga.gov/legislation/64717
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ILLINOIS

Illinois Enacts Sweeping Tax Reform 
Legislation

On June 16, 2025, Illinois enacted its 
"Budget Act" through House Bill 2755, 
introducing significant corporate tax 
changes including shifting from the Joyce 
to the Finnigan method for combined 
apportionment, eliminating certain 
intercompany interest and intangible 
expense addback exceptions, clarifying 
the application of IRC § 163(j), no longer 
treating GILTI as a dividend and now  
applying a new 50% deduction, and 
revising sourcing rules for passthrough 
entity interest gains.

The act also updates sports wagering tax 
(effective July 1, 2025), modifies sales tax 
nexus standards for remote sellers and 
marketplace facilitators (effective January 
1, 2026), and changes various tax credit 
programs including AIM, EDGE, MICRO, 
and REV. Most provisions take effect for 
tax years ending on or after December 31, 
2025.

Illinois Implements Limited-Time Tax 
Amnesty Program

The new Illinois law (H.B. 2755) requires the 
Department of Revenue to implement tax 
amnesty programs for unpaid liabilities 
generated between June 30, 2018, and July 
1, 2024, through three separate programs: 
general tax amnesty, remote retailer tax 
amnesty, and franchise tax and license fee 
amnesty. The three amnesty programs will 
cover a broad range of taxes, including 
income taxes and sales and use taxes.

The programs will run from October 1, 
2025, through November 15, 2025, offering 
both penalty and interest waivers, 
providing greater relief than typical 
voluntary disclosure agreements.

Enacted: June 16, 2025 | Effective: For tax years
ending on/after December 31, 2025 | Bill: H.B. 2755

https://www.ilga.gov/Legislation/BillStatus?DocNum=2755&GAID=17&GA=104&DocTypeID=HB&LegID=148084&SessionID=112
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Tax Amnesty Program Established

Indiana enacted H.B. 1001 on May 6, 2025, requiring 
the Department of Revenue to implement a tax 
amnesty program for individuals and businesses 
with unpaid liabilities on "listed taxes" for tax 
periods ending before January 1, 2023. The 
amnesty program, which may last up to eight 
regular business weeks and must end no later than 
January 1, 2027, will allow eligible taxpayers to 
receive a waiver of all associated penalties and 
interest. However, taxpayers who participated in 
certain prior Indiana tax amnesty programs are not 
eligible for this new program. The Department of 
Revenue has not yet announced the specific start 
date and duration of the amnesty period.

Enacted: May 6, 2025 | Effective: May 6, 2025 | Bill: H.B. 1001

INDIANA

KANSAS

Single Sales Factor Apportionment and Deferred Tax 
Relief

Kansas enacted comprehensive apportionment 
changes through H.B. 2231. The new law was enacted 
on April 24, 2025, and is effective January 1, 2027. The 
state will transition from an equally weighted three-
factor formula to a single sales factor apportionment 
formula. Additionally, sales of services and intangible 
property will be sourced under a market-based 
methodology, replacing the previous preponderance 
costs of performance approach. To address the 
impact on publicly traded companies, the legislation 
creates a special deduction for deferred tax impacts 
that can be taken over a 10-year period beginning with 
tax year 2035. Taxpayers must report the deduction 
amount to the Department of Revenue by July 1, 2027.

Enacted: April 24, 2025 | Effective: January 1, 2027 | Bill: H.B. 2231

https://iga.in.gov/legislative/2025/bills/house/1001
https://iga.in.gov/legislative/2025/bills/house/1001
https://www.kslegislature.org/li/b2025_26/measures/hb2231/
https://www.kslegislature.org/li/b2025_26/measures/hb2231/
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MASSACHUSETTS

Manufacturing Corporation Definition Broadened

The Massachusetts Appellate Tax Board continued 
the state's broad interpretation of manufacturing 
activities in a decision dated May 5, 2025. The 
Board ruled that an out-of-state footwear company 
qualifies as a "manufacturing corporation" under 
state law, even though it outsourced the physical 
production of its shoes to overseas manufacturers. 
The decision emphasized the company's 
substantial involvement in design, development, 
and testing activities, reinforcing Massachusetts' 
aggressive enforcement of its broad manufacturing 
definition. As a result, the taxpayer was required to 
use single a sales factor apportionment formula  
rather than the standard three-factor formula to 
calculate its corporate excise tax.

Decision: May 5, 2025 | Docket: C344671

Research and Development Credit Made Partially 
Refundable

Minnesota enhanced its research and development 
credit through H.F. 9, enacted on June 14, 2025, 
effective January 1, 2025. For eligible electing 
taxpayers, the R&D credit becomes partially 
refundable for qualifying expenses incurred in tax 
years beginning after December 31, 2024. The 
refundability rates are set at 19.2% of excess tax 
liability for tax years starting in 2025, increasing to 
25% for tax years starting in 2026 and 2027. For tax 
years beginning after 2027, refunds are limited to the 
lesser of 25% of excess tax liability or a rate that caps 
total refunds at approximately $25 million annually.

Enacted: June 14, 2025 | Effective: January 1, 2025 | Bill: H.F. 9

MINNESOTA

https://www.mass.gov/decision/c344671
https://www.revisor.mn.gov/bills/bill.php?b=House&f=HF9&ssn=0&y=2025
https://www.revisor.mn.gov/bills/bill.php?b=House&f=HF9&ssn=0&y=2025
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NEW YORK

PL 86-272 Regulations Upheld but 
Retroactive Application Struck Down

The New York Supreme Court in Albany 
County issued a significant decision on 
April 28, 2025, regarding the state's 
application of Public Law 86-272 in its  
regulations. The court upheld the 
validity of New York's corporation 
franchise tax regulations application of 
PL 86-272 to internet-based activities, 
finding that the regulations are not 
preempted by federal law and do not 
violate the Supremacy Clause. 
However, the court struck down the 
state's attempt to apply these 
regulations retroactively to tax years 
starting in 2015, ruling that the 
retroactive application violates both 
federal and state Due Process Clauses. 

Decision: April 28, 2025 | Docket: No. 903320-24

Temporary Corporate Tax Rate to 
Sunset and Semiconductor Incentives 
Expanded

New York's A. 3009-C, enacted on May 9, 
2025, allows the temporary corporate 
income tax rate of 7.25% to sunset and 
revert to 6.5% for tax years beginning on 
or after January 1, 2027. The legislation 
also extends the Excelsior Jobs Program 
through 2039 and expands benefits for 
the semiconductor industry, creating 
enhanced incentives for semiconductor 
supply chain businesses. The law 
establishes two new programs under 
Article 17-A: the semiconductor research 
and development project program and 
the semiconductor manufacturing 
workforce training incentive program. 
Additionally, the Article 9-A estimated 
income tax threshold increases from 
$1,000 to $5,000 for the 2026 tax year. 
The new law also enacted changes to 
the MCTMT.

Enacted: May 9, 2025 | Effective: January 1, 2025 
(unless otherwise indicated) | Bill: A. 3009-C

https://www.nycourts.gov/reporter/3dseries/2025/2025_50320.htm
https://www.nysenate.gov/legislation/bills/2025/A3009
https://www.nysenate.gov/legislation/bills/2025/A3009
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PHILADELPHIA

Business Tax Restructuring with Long-Term Rate Reductions

Philadelphia enacted significant business tax reforms through Ordinance No. 250199 on June 
13, 2025, effective January 1, 2025. The ordinance removes the current exclusion for the first 
$100,000 of taxable receipts and establishes a gradual reduction of tax rates for both 
components of the Business Income and Receipts Tax. Under the new structure, the gross 
receipts portion will be completely eliminated by tax year 2038, while the net income portion 
will be reduced to 2.80%. The phase-down begins immediately, with rates decreasing 
annually through 2038.

Enacted: June 13, 2025 | Effective: January 1, 2025 | Ordinance: No. 250199

TAX YEAR GROSS RECEIPTS NET INCOME

2032 0.0955% 4.95%

2033 0.0780% 4.60%

2034 0.0605% 4.25%

2035 0.0430% 3.90%

2036 0.0255% 3.55%

2037 0.0080% 3.20%

2038 0% 2.80%

TAX YEAR GROSS RECEIPTS NET INCOME

2024 0.1415% 5.81%

2025 0.1410% 5.71%

2026 0.1395% 5.65%

2027 0.1390% 5.60%

2028 0.1385% 5.55%

2029 0.1380% 5.50%

2030 0.1255% 5.45%

2031 0.1130% 5.30%

https://phila.legistar.com/LegislationDetail.aspx?ID=6234567&GUID=ABC123
https://phila.legistar.com/LegislationDetail.aspx?ID=6234567&GUID=ABC123


kbfcpa.com  |  contactus@kbfcpa.com  |  11

Tax  |  Assurance  |  Advisory

TEXAS

Enhanced Research and Development Credit Program

Texas enacted comprehensive R&D credit reforms through S.B. 2206 on June 17, 
2025, effective January 1, 2026. The new law implements an enhanced R&D tax 
credit that replaces the current franchise tax credit and repeals the R&D sales 
tax exemption. See our more detailed analysis of this law change here.

Enacted: June 17, 2025 | Effective: January 1, 2026 | Bill: S.B. 2206

https://capitol.texas.gov/BillLookup/History.aspx?LegSess=89R&Bill=SB2206
https://capitol.texas.gov/BillLookup/History.aspx?LegSess=89R&Bill=SB2206
https://kbfcpa.com/major-changes-coming-to-texas-research-and-development-tax-benefits/
https://capitol.texas.gov/BillLookup/History.aspx?LegSess=89R&Bill=SB2206
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