§163(j) Limitation on business interest
Changes by P.L. 119-21 (H.R. 1, OBBB, 7/4/25):

e SEC. 70303 allows depreciation, amortization, or depletion to be added back to adjusted
taxable income (ATI) and makes changes to floor plan financing applicable to certain
trailers and campers, effective for tax years beginning after 12/31/24. SEC. 70303(c)(2)
allows for a special rule for short tax years where the IRS “may prescribe such rules as
are necessary or appropriate to provide for the application of the amendments made by
this section in the case of any taxable year of less than 12 months that begins after
December 31, 2024, and ends before the date of the enactment of this Act [7/4/25]”

e SEC. 70341 and SEC. 70342 coordinating §163(j) with interest capitalization provisions
and adding new §163(i)(8)(A)(iv), expanding §163(j)(5) and adding §163(j)(11), are
effective for tax years beginning after 12/31/25.

(1) In general. The amount allowed as a deduction under this chapter for any taxable year for
business interest shall not exceed the sum of —

(A) the business interest income of such taxpayer for such taxable year,
(B) 30 percent of the adjusted taxable income of such taxpayer for such taxable year, plus
(C) the floor plan financing interest of such taxpayer for such taxable year.

The amount determined under subparagraph (B) shall not be less than zero.

(2) Carryforward of disallowed business interest. The amount of any business interest not allowed
as a deduction for any taxable year by reason of paragraph (1) shall be treated as business
interest paid or accrued in the succeeding taxable year.

(3) Exemption for certain small businesses. In the case of any taxpayer (other than a tax shelter
prohibited from using the cash receipts and disbursements method of accounting under section
448(a)(3)) which meets the gross receipts test of section 448(c) for any taxable year, paragraph
(1) shall not apply to such taxpayer for such taxable year. In the case of any taxpayer which is
not a corporation or a partnership, the gross receipts test of section 448(c) shall be applied in
the same manner as if such taxpayer were a corporation or partnership.

(4) Application to partnerships, etc.
(A) In general. In the case of any partnership—

(i) this subsection shall be applied at the partnership level and any deduction for business
interest shall be taken into account in determining the non-separately stated taxable
income or loss of the partnership, and


https://www.congress.gov/bill/119th-congress/house-bill/1/text

(ii) the adjusted taxable income of each partner of such partnership—

() shall be determined without regard to such partner's distributive share of any items of
income, gain, deduction, or loss of such partnership, and

(1) shall be increased by such partner's distributive share of such partnership's excess
taxable income.

For purposes of clause (ii)(ll), a partner's distributive share of partnership excess taxable
income shall be determined in the same manner as the partner's distributive share of
nonseparately stated taxable income or loss of the partnership.

(B) Special rules for carryforwards

(i) In general. The amount of any business interest not allowed as a deduction to a
partnership for any taxable year by reason of paragraph (1) for any taxable year—

(1) shall not be treated under paragraph (2) as business interest paid or accrued by the
partnership in the succeeding taxable year, and

(1) shall, subject to clause (ii), be treated as excess business interest which is allocated to
each partner in the same manner as the non-separately stated taxable income or loss of
the partnership.

(ii) Treatment of excess business interest allocated to partners. If a partner is allocated any
excess business interest from a partnership under clause (i) for any taxable year—

(1) such excess business interest shall be treated as business interest paid or accrued by
the partner in the next succeeding taxable year in which the partner is allocated excess
taxable income from such partnership, but only to the extent of such excess taxable
income, and

(1) any portion of such excess business interest remaining after the application of
subclause (1) shall, subject to the limitations of subclause (1), be treated as business
interest paid or accrued in succeeding taxable years.

For purposes of applying this paragraph, excess taxable income allocated to a partner
from a partnership for any taxable year shall not be taken into account under paragraph
(1)(A) with respect to any business interest other than excess business interest from the
partnership until all such excess business interest for such taxable year and all preceding
taxable years has been treated as paid or accrued under clause (ii).

(iii) Basis adjustments



(1) In general. The adjusted basis of a partner in a partnership interest shall be reduced
(but not below zero) by the amount of excess business interest allocated to the partner
under clause (i)(ll).

(1) Special rule for dispositions. If a partner disposes of a partnership interest, the
adjusted basis of the partner in the partnership interest shall be increased immediately
before the disposition by the amount of the excess (if any) of the amount of the basis
reduction under subclause (1) over the portion of any excess business interest allocated
to the partner under clause (i)(Il) which has previously been treated under clause (ii) as
business interest paid or accrued by the partner. The preceding sentence shall also apply
to transfers of the partnership interest (including by reason of death) in a transaction in
which gain is not recognized in whole or in part. No deduction shall be allowed to the
transferor or transferee under this chapter for any excess business interest resulting in a
basis increase under this subclause.

(C) Excess taxable income. The term "excess taxable income" means, with respect to any
partnership, the amount which bears the same ratio to the partnership's adjusted taxable
income as—

(i) the excess (if any) of-
(1) the amount determined for the partnership under paragraph (1)(B), over

(1) the amount (if any) by which the business interest of the partnership, reduced by the
floor plan financing interest, exceeds the business interest income of the partnership,
bears to

(ii) the amount determined for the partnership under paragraph (1)(B).

(D) Application to S corporations. Rules similar to the rules of subparagraphs (A) and (C)
shall apply with respect to any S corporation and its shareholders.

(5) Business interest. For purposes of this subsection, the term "business interest" means any
interest paid or accrued on indebtedness properly allocable to a trade or business. Such term
shall not include investment interest (within the meaning of subsection (d)). Such term shall not
include any interest which is capitalized under section 263(g) or 263A(f).

(6) Business interest income. For purposes of this subsection, the term "business interest income"
means the amount of interest includible in the gross income of the taxpayer for the taxable year
which is properly allocable to a trade or business. Such term shall not include investment
income (within the meaning of subsection (d)).

(7) Trade or business. For purposes of this subsection-



(A) In general. The term "trade or business" shall not include—
(i) the trade or business of performing services as an employee,
(ii) any electing real property trade or business,
(iii) any electing farming business, or
(iv) the trade or business of the furnishing or sale of —
() electrical energy, water, or sewage disposal services,
(1) gas or steam through a local distribution system, or
(1) transportation of gas or steam by pipeline,

if the rates for such furnishing or sale, as the case may be, have been established or
approved by a State or political subdivision thereof, by any agency or instrumentality of
the United States, by a public service or public utility commission or other similar body of
any State or political subdivision thereof, or by the governing or ratemaking body of an
electric cooperative.

(B) Electing real property trade or business. For purposes of this paragraph, the term "electing
real property trade or business" means any trade or business which is described in section
469(c)(7)(C) and which makes an election under this subparagraph. Any such election shall
be made at such time and in such manner as the Secretary shall prescribe, and, once made,
shall be irrevocable.

(C) Electing farming business. For purposes of this paragraph, the term "electing farming
business" means—

(i) a farming business (as defined in section 263A(e)(4)) which makes an election under this
subparagraph, or

(ii) any trade or business of a specified agricultural or horticultural cooperative (as defined in
section 199A(g)(2)) with respect to which the cooperative makes an election under this
subparagraph.

Any such election shall be made at such time and in such manner as the Secretary shall
prescribe, and, once made, shall be irrevocable.

(8) Adjusted taxable income. For purposes of this subsection, the term "adjusted taxable income"
means the taxable income of the taxpayer—

(A) computed without regard to—



(i) any item of income, gain, deduction, or loss which is not properly allocable to a trade or
business,

(ii) any business interest or business interest income,
(iii) the amount of any net operating loss deduction under section 172,

(iv) the amount of any deduction allowed under section 199A, and

(v) inthe-case-of taxableyears beginning beforeJanuary-1,2022-any deduction allowable

for depreciation, amortization, or depletion, and

(vi) the amounts included in gross income under sections 951(a), 951A(a), and 78 (and the

portion of the deductions allowed under sections 245A(a) (by reason of section 964(e)(4))

and 250(a)(1)(B) by reason of such inclusions), and

(B) computed with such other adjustments as provided by the Secretary.
(9) Floor plan financing interest defined. For purposes of this subsection-

(A) In general. The term "floor plan financing interest" means interest paid or accrued on floor
plan financing indebtedness.

(B) Floor plan financing indebtedness. The term "floor plan financing indebtedness" means
indebtedness—

(i) used to finance the acquisition of motor vehicles held for sale or lease, and
(ii) secured by the inventory so acquired.

(C) Motor vehicle. The term "motor vehicle" means a motor vehicle that is any of the
following:

(i) Any self-propelled vehicle designed for transporting persons or property on a public
street, highway, or road.

(ii) A boat.
(iii) Farm machinery or equipment.

Such term shall also include any trailer or camper which is designed to provide temporary

living quarters for recreational, camping, or seasonal use and is designed to be towed by, or

affixed to, a motor vehicle.

(10) Coordination with interest capitalization provisions.

(A) In general. In applying this subsection—




(i) the limitation under paragraph (1) shall apply to business interest without regard to
whether the taxpayer would otherwise deduct such business interest or capitalize such
business interest under an interest capitalization provision, and

(ii) any reference in this subsection to a deduction for business interest shall be treated as
including a reference to the capitalization of business interest.

(B) Amount allowed applied first to capitalized interest. The amount allowed after taking into
account the limitation described in paragraph(1)—

(i) shall be applied first to the aggregate amount of business interest which would otherwise
be capitalized, and

(ii) the remainder (if any) shall be applied to the aggregate amount of business interest
which would be deducted.

(C) Treatment of disallowed interest carried forward. No portion of any business interest
carried forward under paragraph (2) from any taxable year to any succeeding taxable year
shall, for purposes of this title (including any interest capitalization provision which

previously applied to such portion) be treated as interest to which an interest capitalization
provision applies.

(D) Interest capitalization provision. For purposes of this section, the term ‘interest
capitalization provision’ means any provision of this subtitle under which interest—

(i) is required to be charged to capital account,

_or

(ii) may be deducted or charged to capital account.

(11) Regulatory authority. The Secretary shall issue such regulations or guidance as may be
necessary or appropriate to carry out the purposes of this subsection, including regulations or

guidance to determine which business interest is taken into account under this subsection and
section 59A(c)(3).

(3812) Special rule for taxable years beginning in 2019 and 2020

(A) In general

(i) In general. Except as provided in clause (ii) or (iii), in the case of any taxable year

beginning in 2019 or 2020, paragraph (1)(B) shall be applied by substituting "50 percent"
for "30 percent".

(ii) Special rule for partnerships. In the case of a partnership—



() clause (i) shall not apply to any taxable year beginning in 2019, but

(1) unless a partner elects not to have this subclause apply, in the case of any excess
business interest of the partnership for any taxable year beginning in 2019 which is
allocated to the partner under paragraph (4)(B)(i)(ll)—

(aa) 50 percent of such excess business interest shall be treated as business interest
which, notwithstanding paragraph (4)(B)(ii), is paid or accrued by the partner in the
partner's first taxable year beginning in 2020 and which is not subject to the limits of
paragraph (1), and

(bb) 50 percent of such excess business interest shall be subject to the limitations of
paragraph (4)(B)(ii) in the same manner as any other excess business interest so
allocated.

(iii) Election out. A taxpayer may elect, at such time and in such manner as the Secretary
may prescribe, not to have clause (i) apply to any taxable year. Such an election, once
made, may be revoked only with the consent of the Secretary. In the case of a partnership,
any such election shall be made by the partnership and may be made only for taxable
years beginning in 2020.

(B) Election to use 2019 adjusted taxable income for taxable years beginning in 2020

(i) In general. Subject to clause (ii), in the case of any taxable year beginning in 2020, the
taxpayer may elect to apply this subsection by substituting the adjusted taxable income of
the taxpayer for the last taxable year beginning in 2019 for the adjusted taxable income
for such taxable year. In the case of a partnership, any such election shall be made by the
partnership.

(i) Special rule for short taxable years. If an election is made under clause (i) for a taxable
year which is a short taxable year, the adjusted taxable income for the taxpayer's last
taxable year beginning in 2019 which is substituted under clause (i) shall be equal to the
amount which bears the same ratio to such adjusted taxable income determined without
regard to this clause as the number of months in the short taxable year bears to 12 2

(3213) Cross references

(A) For requirement that an electing real property trade or business use the alternative
depreciation system, see section 168(g)(1)(F).

(B) For requirement that an electing farming business use the alternative depreciation system,
see section 168(g)(1)(G).
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