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Inflation Reduction Act, 2022 - Overview

On August 16th, President Biden signed into law H.R. 5376 (commonly referred to as the “Inflation Reduction Act of 2022”)
the budget reconciliation legislation estimated to raise $739 billion aims to tackle the deficit, combat climate change and
address health care costs.

Inflation Reduction Act, 2022

Tax Revenue Deficit Climate Change and 
Energy Security

Healthcare Costs



Inflation Reduction Act, 2022 – Federal Tax Key Updates

15% Corporate Alternate Minimum Tax (AMT)

In General

New 15% corporate alternative minimum 
tax (Corporate AMT) on the “adjusted 
financial statement income” (AFSI) of 
certain applicable corporations. The 

Corporate AMT will apply to tax years 
beginning after 31 December 2022.

Applicability

It applies to an “applicable corporation” 
i.e., any corporation(except S 

corporation, regulated investment 
company, or REIT) that meets the 

Income Test in one or more tax years 
ending after December 31, 2021.

Income Test

• In general, the Income Test would be 
met for a tax year if the average annual 
AFSI of a corporation in the 3 tax years 
ending with the tax year at issue 
exceeded $1 billion.

• If the corporation is a member of a 
foreign-parented multinational group 
(MNG), the $1 billion AFSI threshold is 
modified to also include non-ECI 
financial statement profits of foreign 
corporations and would be 
supplemented by a special $100 
million AFSI test that would only take 
into account the US group’s AFSI, 
including the CFC’s AFSI.

AMT Liability

Corporate AMT is liable to the extent its 
15% of AFSI over the Corporate AMT 
foreign tax credits exceeds its regular 

U.S. federal income tax liability 
(including the BEAT under section 59A).

Depreciation Change

Calculation of AFSI for Corporate AMT 
purposes would be using tax 

depreciation deductions for tangible 
property, including bonus depreciation, 

rather than financial statement 
depreciation. 



Inflation Reduction Act, 2022 – Federal Tax Key Updates

Particulars Scenario 1 Scenario 2

Adjusted financial statement income (AFSI) A 10,000 10,000

Alternative Minimum Tax (AMT) B= A*15% 1,500 1,500

Regular Tax (Including BEAT) C 2,000 1,000

Total Current Tax Liability D = Max(B,C) 2,000 1,000

Incremental AMT Liability E = D - C NA 500

Amount in $ MillionsIllustration of AMT Calculation



Inflation Reduction Act, 2022 – Federal Tax Key Updates

Interaction of Corporate AMT and OECD Pillar Two

Particulars Corporate AMT Pillar 2 Global Minimum Tax

Applicability > $1 Billion of Global Adjusted Financial 
Statement Income (AFSI)

> $750 Million of Global Revenue

Approach for utilization of FTC Aggregate approach Country-by-Country approach

Deferred Tax Accounting AMT provision compares the tentative 
minimum tax to current taxes without 

any reference to deferred taxes.

Pillar Two model considers deferred tax 
while calculating the effective tax rate.

Example: Difference resulting from Jurisdictional Blending

US Co. 

A Co. B Co.

100%100%

United States:
Financial Income  1,000
Tax 210
ETR 21%

Country A:
Financial Income       500
Tax 90
ETR 18%

Country B:
Financial Income       100
Tax 0
ETR 0%

Facts:
US CO. and subsidiaries (A Co. and B Co.) form an MNE Group subject 
to the US Corporate AMT and Pillar 2 Global Minimum Tax.

Analysis:
Corporate AMT: No additional tax is due because a 15% ETR is paid on 
the domestic U.S. income and the aggregate CFC Income. 

Pillar 2: 15% of additional tax due is related to Country B



Inflation Reduction Act, 2022 – Federal Tax Key Updates

Excise tax on stock buybacks

• Introduction of a new IRC section 4501 imposing a tax 
on a covered corporation (a domestic corporation, the 
stock of which is traded on an established securities 
market) equivalent to 1% of the fair market value of 
any stock it repurchases during any tax year beginning 
after December 31, 2022. 

• The fair market value of the repurchased stock will be 
reduced by the fair market value of any stock issued 
by the covered corporation during the taxable year, 
including stock issued or provided to employees of the 
covered corporation and employees of specified 
affiliates.

• The provision will not be applicable where the total 
value of the stock repurchased in a tax year does not 
exceed $1 million.

Manufacturers Excise tax 

• The measure contains a clause that would require 
pharmaceutical companies to negotiate with the 
federal government to determine the maximum 
prices for particular Medicare-eligible prescription 
medications and insulin products. 

• A new "manufacturers excise tax" would be 
imposed on all sales by a manufacturer, producer, 
or importer of those products that are subject to a 
negotiated price cap on pharmaceutical 
manufacturers who choose not to take part in the 
required price-setting scheme. 

• For taxpayers who don't reach specific compliance 
criteria specified in the law, the tax rate would 
start out at 65 percent and gradually rise to a high 
of 95 percent.



Inflation Reduction Act, 2022 – Federal Tax Key Updates

R&D credit against payroll tax

• The new law increases the maximum Code section 
41(h) research tax credit payroll offset election by 
$250,000, so the maximum amount per year 
would double from the current $250,000 to a new 
maximum of $500,000. 

• Effective for tax years beginning after December 
31, 2022. 

• Applicable to a taxpayer i.e., qualified small 
business (QSB). A QSB is a corporation (including 
an S corporation) or partnership with: 
1. Gross receipts of less than $5 million for the tax 
year, and 
2. No gross receipts for any tax year before the 
five-tax-year period ending with the tax year. 

IRS tax enforcement

• The bill provides an additional $80 billion in 
funding for the IRS allocated towards 
o taxpayer services
o enforcement activities
o operations support and 
o business systems modernization. 

• It will help generate an additional $203 billion of 
tax revenue that was owed to the government but 
not paid. 

• The bill also would provide $15 million of funds 
for the IRS to prepare and deliver a report to 
Congress within nine months of enactment on the 
cost of developing and running a free direct e-file 
tax return system.



Updated R&D Expense Provision

The Tax Cuts and Jobs Act (TCJA) made significant changes to treating R&E expenditures under IRC section 174 in a bid to
augment federal tax revenue in the short term. The approach will apply irrespective of whether these costs qualify for the
R&D credit whether or not the taxpayer is claiming the R&D credit.

Old Treatment Revised Treatment

The Research & Development expenses incurred 
for trade or business were allowed as a deduction 
under IRC Section 174 subject to certain expenses 
which the taxpayer could elect to capitalize and 
amortize.

• The changes commencing from the tax year beginning
after 31st December 2021 provided in the new IRC
section 174 removes the option provided for deducting
R&E expenditure in the year incurred.

• The R&E expenses incurred by taxpayers on R&E activities
in the US are now required to be capitalized and
amortized over five years and R&E activities in foreign
countries are now required to be capitalized and
amortized over 15 years.

• The new 174 rules state that R&E expenditures include 
“any amount paid or incurred in connection with the 
development of any software.”



• Multistate Tax Commission has revised its guidance on states supporting PL-86272 which has added
activities over the internet.

• The general rule in the revised guidance is that “when a business interacts with a customer via the
business’s website or app, the business engages in a business activity within the customer’s state.”
However, “when a business presents static text or photos on its website, that presentation does not in
itself constitute a business activity within those states where the business’s customers are located.”

• The MTC guidance also adds teleworking to the list of unprotected activities and includes 11 examples
of internet activities with analysis of whether they are protected by P.L. 86-272.

• Few of them are listed below:

Protected activities Unprotected activities

Providing post-sale assistance through FAQs on 
business website.

Regularly providing post-sale assistance through 
an electronic chat or email.

Gathering information through “cookies” which 
would be used only for ancillary purposes.

Gathering information through “cookies” which 
would be used for business purposes.

An employee who telecommutes on a regular 
basis from within the state performing business 
management and accounting tasks.

Adoption of revised PL 86-272



• The Tax Cuts and Jobs Act imposed a $10,000
limitation on the amount of state and local tax
(“SALT”) that individuals (or pass-through business
owners) may deduct for federal income tax. As of
June 2022, the 21 states (marked in brown) have
enacted or are considering legislation that
creates a pass-through entity tax as a
workaround to the $10,000 cap on the state and
local taxes (SALT) itemized deduction.

• Partnerships and S corporations are required to
elect to pay income tax at the entity level rather
than pass the liability to its owners.

• While PTE tax helps mitigate the $10,000 SALT
deduction limitation, taxpayers should carefully
analyse whether making the election and paying
the entity level tax will result in a lower overall
tax burden. It is possible that not all pass-
through entity members will benefit from the
election and there likely may be other tax
considerations that could make the election
undesirable.

Pass Through Entity Tax



Update for tax year 2022, 2023 and way forward

Lets take a look at few of the significant updates for tax years 2022 and onwards.

• Phasing out of income tax / Reduction in tax rates

o Nebraska – corporate income tax rate reductions over the next five years from the current 7.5% top tax
rate to an ultimate 5.84% top tax rate for taxable years beginning on or after January 1, 2027.

o North Carolina – Phasing out of income tax over a five-year period for tax years beginning on or after
January 1, 2025. The current tax rate of 2.5% will drop to 2.25% in 2025, 2% in 2026, 1% in 2028 and 0%
in 2030.

o Oklahoma – for all taxable years beginning after December 31, 2021, the tax rate imposed on the
Oklahoma taxable income is decreased from 6% to 4%.

o Pennsylvania – corporate income tax rate reductions starting from 2023 at 8.99% and reducing the rate
by 0.5% every year until it reaches 4.99% in 2031 tax year.

• New Jersey Division of Taxation Posts Revision to CBT Policy on Combined Groups and P.L. 86-272: The
status of PL 86-272 protection for the members of a combined group will be determined entity-by-entity
basis. The managerial member may amend the group’s 2019, 2020, and 2021 New Jersey CBT-100U returns
to reflect this policy change.

• Illinois: Amended Rule Reflects $100K Limitation on C Corporation Net Loss Deduction – The Illinois
Department of Revenue adopted that $100,000 limitation on the use of a net loss deduction for C
corporations for taxable years ending on or after December 31, 2021, and prior to December 31, 2024.



New Credit and Incentives

Connecticut job tax credit

• Connecticut enacted on May 7 2022, which
establishes the JobsCT tax rebate program
(JobsCT). JobsCT provides refundable tax credits
to qualifying companies in targeted industries that
create and maintain at least 25 new full-time
equivalent (FTE) jobs in Connecticut.

• It is effective July 1, 2022, and applicable to tax
years commencing on or after January 1, 2023.

• The credit is the greater of the following:
o $2,000 per new FTE; or
o 25% of income tax that would be paid on

new FTE average wages.
o The maximum benefit per new FTE is $5,000

per calendar year.
• A rebate may be granted to an approved business

for not more than seven successive calendar
years.

Missouri R&D credit

• For tax years beginning on or after January 1,
2023, taxpayers may be authorized to receive a
credit against the Missouri corporate income tax
and financial institutions tax equal to 15% of a
taxpayer’s “additional qualified research
expenses”.

• When the credit amount exceeds a taxpayer’s tax
liability, the excess may be carried forward for the
next 12 succeeding years.

• A taxpayer’s credit may not exceed 200% of its
average qualified research expenses incurred
during the three immediately preceding tax
years. The highest amount of credit a single
taxpayer may claim in one year is $300,000. The
aggregate of all tax credits shall not exceed $10
million in any year.

• The provisions of the program will automatically
sunset on December 31, 2028.



Update for tax year 2022, 2023 and way forward

• Nexus and Apportionment changes

o Maine – Maine corporate income tax law now incorporates a “bright-line” economic nexus standard
applicable to tax years beginning on or after January 1, 2022, corporation has nexus in the state if
property, payroll exceeds $250,000 or sales in Maine exceeding o 25% of the corporation’s property,
payroll, or sales

o Idaho – incorporates a single sales factor apportionment formula from double weighted three factor
apportionment and adopts market-based sourcing from cost of performance for sales other than sales
of tangible personal property for state corporate income tax purposes

o New Hampshire – business profits tax (BPT) apportionment formula from a three-factor formula that
includes payroll, property, and double-weighted sales to a single-sales factor apportionment formula for
taxable periods ending on or after December 31, 2022.

o Vermont – Applicable to tax years beginning on or after January 1, 2023, Vermont imposes a single-
sales factor apportionment formula. Earlier, Vermont imposed a tiered minimum tax measured by
Vermont gross receipts and the maximum “minimum tax” was $750 for corporations with Vermont
gross receipts over $5 million. Applicable to tax years beginning on or after January 1, 2023, the tiers
are revised with minimum tax starting from $ 100 up to $ 100,000 for gross receipts greater than $ 300
million

o West Virginia – Adopting single sales factors and market-based sourcing for certain receipts derived
from services and intangible property on sales made on or after January 1, 2022, in place of its “costs of
performance” sourcing methodology and double weighted three factor apportionment factor.



Key Sales and Use Tax Updates

• Economic Threshold

o Missouri Governor finally creates economic nexus provisions in the state, effective January 1, 2023. The
state will have an economic nexus threshold of $100,000 in cumulative gross receipts in a twelve-month
period for both remote sellers and marketplace facilitators.

o Missouri is the last state with a sales tax to adopt an economic nexus law to tax remote transactions
following the U.S. Supreme Court’s 2018 decision in South Dakota v. Wayfair, Inc., Missouri followed the
footsteps of Florida, another long time hold out, passing economic nexus earlier this year.

• Taxability of certain digital products

o Maryland legislation enacted on May 29, excludes from taxable “digital products” certain computer
software or software as a service (SaaS) purchased or licensed solely for commercial purposes in an
enterprise computer system. The legislation also excludes certain digital products in which the
purchaser has an intellectual property interest.

o Kentucky imposes sales and use tax on 35 newly listed services, effective January 1, 2023. These
services include website design and development services, website hosting services, SaaS services,
telemarketing services, etc.



Sunset Provisions

Change to section 163(j) Bonus Depreciation Phase-out 
Change 

• Generally, taxpayers can deduct interest paid/ accrued in
the taxable year. However, if section 163(j) applies, the
amount of interest expense in a taxable year cannot
exceed the sum of:

1. the taxpayer’s business interest income for the year;

2. 30% of the taxpayer’s adjusted taxable income (ATI) for
the year; and

3. the taxpayer’s floor plan financing interest expense for
the year.

• For taxable years beginning after 2021, deductions for
depreciation, amortization, or depletion are not taken
into account in calculating ATI.

KNAV Observation

• The change in the calculation of ATI will reduce the
deduction for business interest expense.

Change 

• Bonus depreciation under IRC § 168(k) depreciation, is
an additional first-year depreciation allowance. The 100
percent bonus rate is phased down by 20 percent per
year beginning in 2023 as follows:

KNAV Observation

• As a tax-planning opportunity, the taxpayer may
contemplate to prepone the asset acquisition to benefit
from 100% Bonus Depreciation.

Property Placed in Service Depreciation Rate

2023 80%

2024 60%

2025 40%

2026 20%

2027 0%



CHIPS Act - Overview

CHIPS Act

President Biden signed into law 
the U.S. CHIPS and Science Act on 

9th August 2022. 

The CHIPS seeks to promote 
increased US domestic 

manufacturing of semiconductors 
to address supply chain issues and 

national security concerns. 

The credit is available for property 
that is placed in service after 

December 31, 2022, and for which 
construction starts before January 

1, 2027. The bill also authorizes 
$200 billion to enhance scientific 

research.

The bill provides about $52 billion 
in grants and incentives for the 

semiconductor industry, as well as 
a temporary tax credit equal to 

25% of the tax basis of a qualified 
property. The companies have the 
option of electing the credit as tax 

credit or direct pay.



IRS Refund Late-filing Penalties

• Because the epidemic disrupted the economy and caused a backlog of unprocessed returns at the IRS, 1.6
million individual and company taxpayers who were fined for failing to file tax or information returns on time
for 2019 and 2020 will receive refunds totaling $1.2 billion.

• The government announced on Wednesday that many of the payments will be finished by the end of
September and that the penalty relief is automatic, so taxpayers won't need to apply for it. Penalties for those
who haven't yet paid fines will be waived.

• Refunds won’t be available to taxpayers who have already accepted a compromise offer or closing agreement
with the IRS, where penalties were determined by a court or for fraudulent returns.

• For income tax filers to qualify for this penalty relief, any "eligible income tax return" must be filed on or
before September 30, 2022.

• For banks, employers, and other businesses required to file information returns, such as those in the 1099
series, a 2019 return will be considered timely if it was filed by August 3, 2020, and a 2020 return will be
considered timely if it was filed by August 2, 2021.



Transfer Pricing Updates

Recent trends and developments affecting US Multinationals in transfer pricing

• Post pandemic pressure on revenue authorities to make up for fiscal deficit target

• Issue-focused approach of IRS

• Not taking TP documentation at face value

• Gathering and sharing of information

• Increased pressure on MNEs to control the cost

Key transfer pricing issues/challenges for US Multinationals

• Justifying losses under limited risk arrangement

• Business restructuring

• Intragroup financial transaction

• Intragroup services or management charges

• Right to use or transfer the intangibles



How to effectively manage a transfer pricing exposure?

• Make sure inter-company agreements are in place for the inter-company transactions (Contract and actual
conduct should be aligned)

• Contemporaneous transfer pricing documentation

• Intellectual property planning

• Review transfer pricing policies periodically

• Transfer pricing health check

Transfer Pricing Updates



FASB Income Tax Disclosure Project

The objective of the Targeted Improvements to Income Tax Disclosures project is to improve the 
transparency and decision usefulness of income tax disclosures. Following are some of the key disclosures: 

Note: This has not yet been finalized but under consideration by FASB 

a) Disclosure for income taxes paid - Jurisdiction-wise, PY comparable, type of payment e.g., GILTI,
BEAT, general corporate tax, etc.

b) Rate Reconciliation – All items with more than 5% impact to be disclosed separately

c) Unrecognized Tax benefit – Proposes to eliminate the need to disclose the nature and estimate
of the range of the reasonably possible change in the unrecognized tax benefit balance in the
next 12 months or make a statement that an estimate of the range cannot be made.

d) Indefinitely reinvested foreign earnings – Proposes to remove the existing disclosure that
requires disclosure of the cumulative amount of each type of temporary difference when a
deferred tax liability is not recognized because of the exceptions to comprehensive recognition
of deferred taxes related to subsidiaries and corporate joint ventures.
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