
The “One Big Beautiful Bill Act” (OBBA), which was signed into law on July 4, 2025, preserves 
and, in many cases, strengthens the tax advantages of owning U.S. commercial real estate (CRE), 
both equity and debt.  These provisions have the combined impact of lowering taxable income 
while increasing cash on cash returns and net operating cash flow. Additionally, section 899 
(which was expected to have negative implications for foreign investment in the U.S., given its 
retaliatory tax measures) was removed from the final bill.  Bottom line, the final bill is widely 
viewed to have net positive implications for the U.S. commercial real estate market. 
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KEY TAX IMPLICATIONS

Bonus depreciation
Reinstates and permanently extends 100% depreciation of qualified property acquired and placed in 
service after January 19, 2025. While bonus depreciation does not apply to the building itself, certain 
equipment and improvements to the property are eligible.  This is a significant incentive for capital 
investment in commercial real estate since the full purchase price of any qualified property can be 
deducted from taxable income in the year of acquisition. It is especially impactful to value-add strategies. 

Section 199A pass through deduction for individuals
Permanently extends a key feature of the tax code, the 20% deduction for pass-through business income 
from individuals’ taxable income. This will have positive implications for individual investors in real estate 
partnerships, and REIT dividends will continue to automatically qualify for the deduction.

163(j) interest deduction
Permanently reinstates the EBITDA definition of income for purposes of the section 163(j) limit on the 
deduction of business interest. This change means that depreciation and amortization are not deducted 
from the denominator for calculating the business interest expense limitation. This change can benefit 
investors in commercial real estate because depreciation and amortization may be significant, thereby 
allowing for greater deduction of business interest expense from taxable income. 
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State and Local Tax Deduction (SALT) 
Preserves the full federal deductibility of business-related state and local property taxes. It increases the 
cap on the state and local income tax deduction from $10,000 to $40,000 for five years, 2025-2029. The 
$40,000 cap will be adjusted for inflation but will also be subject to a phase-down for individuals with a 
modified adjusted gross income over $500,000. 

Taxable REIT Subsidiary (“TRS”) Asset Test
Increases the TRS asset threshold from 20% of the value of the REIT’s assets to 25%. This increases 
flexibility in the value of investments a REIT can hold via a TRS.

OTHER IMPORTANT PROVISIONS OF THE BILL FOR REAL ESTATE

Low-income housing tax credit (“LIHTC”)
The bill permanently increases the State housing credit ceiling (i.e., the amount of housing credits 
available for allocation by a state) on the 9% LIHTC by 12%. For the 4% LIHTC (for projects financed with 
tax-exempt private activity bonds) the tax-exempt bond financing threshold is reduced from 50% of 
aggregate basis of the building & land to 25%. This is beneficial to affordable housing investments.

Opportunity zones
The legislation permanently extends the Opportunity Zone (OZ) tax incentives, including the full 
exclusion of capital gain on OZ investments held for 10 years. Beginning in 2027, the bill also provides a 
rolling, 5-year deferral period for prior gain that is invested in an opportunity zone. The legislation 
provides for a re-designation of OZ census tracts by State governors every 10 years. It also redefines low-
income census tracts eligible for OZ designation as those with a median income of 70% of the statewide 
median level (as opposed to 80%). OZ investments would be eligible for a 10% basis bump-up after 5 
years. The bill establishes additional benefits for rural OZs, including a lower substantial improvement 
test for real estate projects, as well as transparency/reporting measures for all opportunity funds.
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Risk Considerations
Investing involves risk, including possible loss of Principal. Past Performance does not guarantee future return. All financial investments involve 
an element of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be 
guaranteed. Potential investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital 
market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. All these risks can lead to a decline in the value of the 
real estate, a decline in the income produced by the real estate and declines in the value or total loss in value of securities derived from 
investments in real estate. Commercial real estate lending involves several risks, including market volatility, credit risk, operational challenges, 
and legal/regulatory compliance. Additionally, rising interest rates, refinancing pressures, and potential defaults can exacerbate these risks. 
This material has been prepared for informational purposes only, and is not intended to provide, and should not be relied on for, tax, legal or 
accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any transaction.  

Important Information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and 
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or 
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change 
without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently 
verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, 
sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security for 
any client account.

Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, 
disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) 
for errors or omissions in the information or data provided. All figures shown in this document are in U.S. dollars unless otherwise noted.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other 
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is 
at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would 
be contrary to local law or regulation.

This document is issued in:
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors 

(Ireland) Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) 
Limited (“PGIE”) or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and 
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients 
do contract with PGIE or PGII, PGIE or PGII may delegate management authority to affiliates that are not authorised and regulated within 
Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations of the Financial Conduct 
Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties 
and should not be relied upon by Retail Clients (all as defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 
03819986, which is authorized and regulated by the Financial Conduct Authority (“FCA”).

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and 

authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and 
services of Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or 
otherwise distributed by the recipient to any other person or organisation.

• Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore.

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the 
Australian Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

• Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This 
document has not been reviewed by the Securities and Futures Commission. This document may only be distributed, circulated or issued to 
persons who are Professional Investors under the Securities and Futures Ordinance and any rules made under that Ordinance or as 
otherwise permitted by that Ordinance.

• Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, 
as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any 
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor 
(CTA), a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons 
(QEPs) under CFTC Regulation 4.7.
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