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The One Big Beautiful Bill Act and its
Impact on Idaho Tax Policy

This document summarizes the financial impact that conforming with the federal One Big Beautiful Bill Act
(OBBBA) provisions would have on Idaho tax policy. It also covers why the timing of any conformity is
important.

Tax Conformity and OBBBA

Tax conformity is a state's decision to align its tax laws and calculations with the Internal Revenue Code
(IRC). This affects several aspects of administering and complying with tax law at the state level by:

¢ Simplifying tax filing. Taxpayers and preparers can use federal tax data to complete state returns.
¢ Reducing administrative burden. States don’t have to create entirely separate tax systems.

¢ Impacting revenue. Changes in federal tax law (like new deductions or credits) can affect how much
income is taxed at the state level.

When a state conforms to the IRC, it uses the federal taxable income (FTI) or other federal tax figures as a
starting point for calculating state income tax. The OBBBA will impact FT| because the Act introduced new
federal deductions for seniors and on other items such as tips, overtime, and car loan interest, among others.
In turn, the lower FTI will impact the income tax a state can collect if it complies with OBBBA provisions in the
IRC. Idaho must decide if it will conform to all or part of the IRC that the OBBBA affects.

Background

The OBBBA was enacted into law on July 4, 2025, with a total of 10 Titles under this Act. Of the 10 titles, Title
VIl (Finance) is the title that directly affects tax administration. Title VII adjusted the IRC.

e States must consider the provisions of this Act, their current conformity laws, and state starting points for
income tax to determine what’s needed to conform or not conform.

o Taxpayers will already be realizing the effects of OBBBA in their federal income tax filings.

o The landscape the OBBBA created continues to change as the Internal Revenue Service (IRS) is
almost daily providing guidance on the different provisions while it works to bring this act into full
implementation.

The effective date of this and other changes made at the federal level was backdated to December 31, 2024.
IRS Notice 2025-62 notes that 2025 is a transition period for the new reporting rules under the OBBBA.
Employers are encouraged to report tips and overtime separately to assist taxpayers in reporting those
amounts on their returns. However, the IRS won’t penalize employers for failing to do so in 2025. The burden
to calculate those amounts properly this year will be on taxpayers and their preparers. Employers must report
those amounts separately starting in 2026.
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Total Estimated Fiscal Note to Conform with OBBBA

The Idaho State Tax Commission’s analysis of conforming wholly with the OBBBA changes would result in an
estimated fiscal impact of $115 million to $192 million per year. Some notable provisions are listed here.

Increased standard deduction: $38 million to $41 million

o Effective 2025-2028.

e Permanently retains the standard deduction and, for 2025-2028, adds a temporary bump of $750 for
single filers and $1,500 for married filing jointly (MFJ) filers per year. This raises the standard
deduction for each year of 2025-2028 to $15,750 for singles, $23,625 for heads of household, and
$31,500 for MFJ.

e The fiscal impact noted on this provision is calculated using the additional $750 per person, not the
entire standard deduction amount.

Tax on overtime: $36 million to $73 million

o Effective 2025-2028.

e The deduction is limited to $12,500 for single filers or $25,000 MFJ. Qualified overtime compensation
is overtime pay required under the Fair Labor Standards Act.

e The deduction applies to the extra compensation a taxpayer earns in overtime, not their entire
compensation. For example, if a taxpayer makes $20 per hour regularly and $30 per hour in overtime,
the deduction applies to the $10 per hour in extra compensation (not the full $30 per hour earned in
overtime).

e Taxpayers whose income is over $150,000 for singles or $300,000 for MFJ, have a reduced
deduction — about 10% less for every dollar over that limit.

Enhanced senior deduction: $32 million to $33 million

e For2025-2028, it adds a deduction for qualified individual seniors (age 65 and older) of $6,000 each.

e The senior deduction is reduced when modified adjusted gross income (AGI) exceeds $75,000 for
single filers or $150,000 for MFJ.

¢ In addition, this makes permanent a provision of the Tax Cuts and Jobs Act (TCJA) that eliminated
the fixed dollar amount, also known as the personal exemption, that all taxpayers could deduct for
themselves and each qualifying dependent.

Tax on tips: $14 million to $22 million

e The taxpayer can deduct up to $25,000 annually for qualified tips.

e The provision defines “qualified tips” as cash tips received in an occupation where tips are traditional
and customary (as defined by the Treasury Department within 90 days of enactment) (“the occupation
test”). Qualified tips must also meet several other requirements:
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e The tips must be given voluntarily, without any consequence in the event of nonpayment, not subject
to negotiation, and determined by the payor.

e The recipient can't be in certain trades or businesses (as defined in Sec. 199A(d)(2)); and other
requirements the Treasury Secretary established.

e Taxpayers whose income is over $150,000 (or $300,000 for married), have a reduced deduction —
about 10% less for every dollar over that limit.

Car loan interest deduction: $10 million to $12 million

o Effective 2025-2028.

e Generally, qualified interest on passenger vehicle loans is interest paid or accrued on debt incurred
after December 31, 2024, for the purchase of (and secured by a first lien on) an applicable passenger
vehicle for personal use.

e Deductible interest per year is capped at $10,000.

e Taxpayers whose income exceeds $100,000 for singles or $200,000 for MFJ start to lose part of this
tax break.

e Once income reaches $150,000 for singles or $250,000 for MFJ, the deduction isn’t allowed.

e Lack of historical data makes this provision harder to estimate.

Full expensing of domestic research and experimental (R&E)

e Idaho Code 63-3029B allows for a nonrefundable credit utilizing the definitions in the IRC that can
reduce an entity’s tax liability to zero and allow any additional credit to be carried forward into future
years which ultimately minimizes the impact of this provision to the income revenue at the state level.

¢ What changed: The OBBBA restores the ability to fully expense domestic R&E expenditures starting in
tax years beginning after December 31, 2024, on the federal return.

e Previous rule: Under the TCJA, entities had to capitalize and amortize these costs over 5 years.

Summary

Under the OBBBA Title VII, specific financial adjustments mentioned in this report impact taxpayers’ FTI. The
federal government enacted this retroactively back to December 31, 2024.

Idaho must individually identify each selected provision of the OBBBA it chooses to adopt and adjust the
state’s tax calculations based on that provision. Unless Idaho chooses not to conform with any of these
provisions, the Tax Commission must incorporate changes into its central tax systems and all forms and
instructions, as well as communicate the changes to stakeholders.
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The effective date of Idaho’s conforming to any part of the OBBBA is one of the critical decisions to
make. This is important for tax preparation, administration, and the taxpayer.

If Idaho conforms to any part of the OBBBA retroactive to January 1, 2025, then that would impact the
filing season that starts in January 2026. The Tax Commission would have to immediately redesign
forms, direct software vendor updates, and provide revised training for tax professionals. This would
also result in taxpayers having to delay filing, or they would have to file amended returns.

If Idaho conforms to any part of the OBBBA effective January 1, 2026, the Tax Commission will have nine
months to a year to complete the tasks mentioned above. The agency would have time to communicate the
changes to taxpayers, taxpayers could file correctly the first time, and fewer taxpayers would have to file
amended returns.
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Title

Low

High

Tax Deduction on Overtime Through 2028

$ (36,000,000.00)

$ (73,000,000.00)

Standard Deduction Increase

$ (38,000,000.00)

$ (41,000,000.00)

Deduction for Qualified Seniors

$ (32,000,000.00)

$ (33,000,000.00)

Tax Deduction on Tips

$ (14,000,000.00)

$ (22,000,000.00)

Establish Deduction for Car Loan Interest

$ (10,000,000.00)

$(12,000,000.00

)
Limit Value of Itemized Deductions $ (3,000,000.00) | $ (5,000,000.00)
Expansion Adoption Credits $ (2,000,000.00) | $ (5,000,000.00)
Dependent Care Assistance Program $ - $ (2,000,000.00)
Extend & Enhance 199A Qualified Business Income Deduction $ - $ (2,000,000.00)
Asset Expensing $ - $ (1,000,000.00)
Enhanced Advanced Manufacturing Investment Credit $ - $ (1,000,000.00)
Expansion of Qualified Small Business Stock Gain Exclusion $ - $ (1,000,000.00)
Treatment of Certain Qualified Sound Recording Productions $ - $ (1,000,000.00)
Extension of rules for treatment of certain disaster-related personal casualty losses $ - $ (1,000,000.00)
Health Savings Account Expansions $ - $ (1,000,000.00)
Treatment of Direct Primary Care Service Arrangements $ - $ (1,000,000.00)
Repeals Energy Efficient Commercial Buildings Deduction $ 1,000,000.00 $ (1,000,000.00)
Full Expensing of Domestic R&E Expenditures $ - $ (500,000.00)
Exclusion of interest on loans secured by rural or agricultural real property $ - $ (500,000.00)
Extend and modify limitation on casualty loss deduction $ - $ (100,000.00)
Intangible drilling and development costs for Adjusted financial statementincome $ - $ -
Qualified transportation fringe benefits $ - $ -
Business Meals Deduction Exception $ - $ -
Pro Rata Share Rules $ 1,000,000.00 $ -
Permanentincrease in limitations on cover over of tax on distilled spirits $ 1,000,000.00 $ -
Restoration of taxable REIT subsidiary asset test $ 1,000,000.00 $ -
Excessive employee renumeration from controlled group members and allocation of
deduction $ 1,000,000.00 $ -
Terminate misc. itemized deductions other than educator expenses $ - $ -
Reducing Duplicate Enrollment in the Medicaid and CHIP Program $ - $ -
Require States to Establish Medicaid Work Requirements $ 1,000,000.00 $ -
Limitation on wagering losses $ - $ 100,000.00
GILTI - Expense Allocation $ 1,000,000.00 $ 1,000,000.00
1-percent floor on deduction of charitable contributions made by corporations $ 7,000,000.00 $ 3,000,000.00
GILTI - Expansion $ 6,000,000.00 $ 4,000,000.00
Repeals Energy Efficient Home Improvement Credit $ - $ 4,000,000.00

Total Estimate

$(115,000,000.00)

$(192,000,000.00)
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