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R&E Capitalization Policy Is Required for The 
2022 Taxable Year, Now What?
The ability to fully deduct research and experimental (R&E) 
costs was scheduled to expire at the end of 2021, meaning 
that such expenses in 2022 are required to be capitalized 
and amortized over 5 or 15 years if attributable to foreign 
research. Many thought Congress would act to make 
immediate expensing permanent, but it failed to do so by 
the end of 2022, and a retroactive fix at this time appears 
increasingly unlikely due to a stalemate in Congress.

Business Implications

Starting in the 2022 taxable year, businesses are required to capitalize R&E expenditures over a 5-year period (or 15-year 
period if attributable to foreign research) and lose the ability to deduct the expenses immediately.  Due to the significant 
change in tax law, businesses may find that their estimated cash outlay for federal and state income tax purposes has 
significantly changed.  It will also require affected businesses to segregate for the first time their R&E expenditures 
(which are not immediately deductible) from their ordinary business expenses (which are deductible) so they can properly 
determine their tax liabilities. 

What Expenses Are Considered R&E?

The definition of R&E expenditures under the capitalization policy is much broader than those identified for the R&D credit 
or ASC 730. R&E expenditures generally include all costs incidental to the development or improvement of a product. 
Examples include costs of obtaining a patent, attorney fees, wages, utilities (i.e., heat, light, and power), overhead, patent 
expense, materials, rent, depreciation, and software development costs regardless of whether they are for the taxpayer’s 
own use or held for sale to others.

While taxpayers may have the option to use their R&E expenses in computing their R&D credit 
and ASC 730 book R&D expense, additional steps will be required to identify and capitalize R&E 
expenditures properly.
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How Can Withum Help?

Withum understands the pressure that companies are facing to comply with this change in tax law. To assist our clients in 
developing their approach to the new R&E capitalization policy, a multi-phase approach is recommended.

PHASE 1: SCOPE

 ■ Work with the client to approximate R&E expenditures by reviewing R&E expenditures identified for R&D credit 
purposes, ASC 730 book R&D expense, or if neither is available, then performing a cost center review with the 
appropriate business personnel

 ■ Analyze other tax attributes to try and offset the increased tax liability that may result from capitalization, including 
operating losses and general business credits

 ■ Identify the relevant state income tax implications of R&E capitalization

PHASE 2: APPLICATION 

 ■ Ensure that any R&E expenditures utilized for R&D credit purposes are included for purposes of the R&E capitalization, 
and reconcile any differences

 ■ Reconcile the differences in ASC 730 book R&D expense and R&E expenditures being capitalized
 ■ Identify indirect costs relating to R&E expenditures and determine the best allocation methodology
 ■ Develop a standardized tool that can be used each year to roll forward the R&E capitalization methodology

PHASE 3: COMPLIANCE

 ■ Estimate federal and state income tax payments due for extensions, including exploring potential planning opportunities 
to reduce the cash tax impact

 ■ Ensure that R&E expenses required to be capitalized are appropriately accounted for on federal and state income tax 
compliance forms

 ■ Ensure that proper documentation is filed to obtain automatic consent from the IRS pursuant to Revenue Procedure 
2023-8

PHASE 4: DOCUMENTATION

 ■ Document the business’s approach to R&E capitalization in a tax memo, including the allocation methodologies utilized 
for indirect costs

PHASE 5: FUTURE 

 ■ Assist in developing an internal process that can be used going forward to identify and track R&E expenditures 
internally, including reconciling expenses used for credit purposes and ASC 730 book R&D expense


