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The Hidden Costs of Free Money

Grant Accounting, Taxation, and Compliance
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Grant
discussion
agenda:




Intro | Grants - Boon or Bane?

Opportunities...

- Unprecedented funds available

- Fund projects that would be built anyway
- Path to expand services and territory

Drawbacks...

- Potential new competition

- Uncertainty of funding

- Unexpected requirements, regulations, costs




Accounting | Regulated Projects

Part 32:

- Grant funds offset plant additions as a Contribution
in Aid of Construction (CIAC)

- Maintain in continuing property records (CPRs)

- For rate making: considered fully recovered — no
additional cost recovery needed




Follow Generally Accepted Accounting Principals (GAAP)...
...but GAAP doesn’t really say anything authoritative (yet).

Look to not-for-profit guidance (still not authoritative):
Recognize revenue over the beneficial life of funds received
Other industry Guidance: RUS
BIP: Defer revenue and recognize over the life of the funded assets

ReConnect 5 Program Guide: Echoes previous guidance

"FASB Standards...would defer grant revenue and [recognize] throughout the
economic life of the plant”



BUT:

Generally is a lack of clear guidance by grantors

This has driven a diversity of treatment throughout the industry
FASB has not given a standard on this...yet

International Accounting Standards (IAS) 20 allows for CIAC

accounting, or deferral.
And FASB has a proposed ASU to mirror this.

So, how do you want your balance sheet to look?



Accounting | CIAC vs. Deferred

Current Assets 350,000 Current Assets 350,000
Investments 50,000 Investments 50,000
PPE (CIAC) 15,000,000 netted PPE 16,100,000
Total Assets 15,400,000 Total Assets 16,500,000
Current Liabilities 20,000 Current Liabilities 20,000
Long Term Debt 9,000,000 Long Term Debt 9,000,000
Deferred Revenue . deferred Deferred Revenue 1,100,000
Equity 6,380,000 Equity 6,380,000
L&E 15,400,000 L&E 16,500,000
Equity % 41% Equity % 39%
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One of the biggest hidden costs of grants:

Grants are taxable



OBBBA: Overview

The One Big Beautiful Bill Act (OBBBA) was signed into law on July 4, 2025

The bill contains approximately $4.5 trillion in tax cuts over ten years, including making the TCJA
cuts from 2017 permanent.

- For individuals — a range of tax relief measures aimed at middle- and upper-income households
- For businesses — provisions to stimulate investment, innovation, and domestic production

It is expected to add more than $3 trillion to the federal deficit
- To offset a portion of this cost, the bill contains $3.5 trillion in spending cuts

- These reductions largely target federal social programs



Individuals* | Key temporary provisions (2025-28)

No tax on

overtime « Temporary deduction capped at $12.5k ($25k MF))

« Temporary deduction for tips

Notaxontips . icdto $25k

Deduction for Auto » Temporary deduction up to 10k (2025-2028) on new cars
Loan Interest purchased 2025-2028, if assembled in US

Deduction for

Seniors Aged 65 + « Temporary $6k exemption

* Subject to phase outs based on MAGI



Starting with transfers in 2026, the estate and gift tax exemption will be $15m ($30m
for married couples) with annual inflation adjustment

The new law’s reinforcement of domestic investment incentives may affect how buyers
and valuation models view your business, especially if your firm is actively reinvesting
in equipment or infrastructure.

Use the current exemption levels to revisit gifting plans, shareholder agreements, and
family transition structures.

If a transition is likely within the next 2-5 years, now is the time to begin tax modeling,
estate planning, and succession alignment.

A well-structured plan can help maximize after-tax value and ensure a smoother path
forward for your company, employees, and family.



Taxation | One Big Beautiful Bill Act

- 100% bonus depreciation — Permanent
- Grants are still taxable

- Section 179 Expense — Increased to $2.5 million
- Phaseout at $4 million

- R&D Deduction — Full expense
- Not applicable to grant funded projects

- Business Interest Limitation — reverts to EBITDA-
based deduction

- 20% QBI deduction for pass-through income
extended




Taxation | Bonus Depreciation

- 100% Bonus Depreciation is the key to tax mitigation
- Place plant in service

- "In service” = available for intended use



Grant Income

Less Bonus Depreciation

Potential Taxable Income

Potential Tax Revenue

Cumulative Tax Impact

Tax Rate

10,000,000

21%

2025 2026 2027 2028
4,000,000 3,000,000 2,000,000 1,000,000
(3,000,000) (4,000,000) (1,000,000) (2,000,000)
1,000,000 (1,000,000) 1,000,000 (1,000,000)

210,000 (210,000) 210,000 (210,000)
210,000 - 210,000 -



Taxation | Scenario 2

Grant Income

Less Bonus Depreciation

Potential Taxable Income

Potential Tax Revenue

Cumulative Tax Impact

Tax Rate

10,000,000

21%

2025 2026 2027 2028
4,000,000 3,000,000 2,000,000 1,000,000
(4,000,000) (3,000,000) (2,000,000) (1,000,000)




Compliance | The other costs of grants.

- Understanding — What will be required?

- Execution — Who is going to do this?

- Reporting — How were the funds spent?

- Single Audits — All of the questions at once.




Compliance | Single Audits

- Snag 1: EXPENDITURE BASED...not revenues based

- Updated threshold $1 million starting after
October 1, 2024,

- Snag 2: Surprise Federal Funds

- State or local governments that are dolling out
funds they received from the Federal Gov't.

- Subrecipients are subject to uniform guidance.
- Snag 3: Not documented = Not done

- Can be paper or electronic




Compliance | Single Audits -Errors & Solutions

Errors
- Timely or accurate submission of progress reports
Review of reports is required

- Transactions not tracked/approved prior to usage

Procurement requirements not met

Solutions
- Involve the whole team
Documentation

- Utilize the Compliance Supplement



Projects | Build it..but will they come?

Project design that goes beyond the

cost to build and money to build it:

- Grants are taxable
Matching requirements
- Take-rates are low, for a reason
- Administrative and reporting burden

- Opportunity cost vs. benefits




Get the Deck

Contact

Josh Bailey, CPA
Jbailey@aldrichadvisors.com
(503) 485 2467




Key Takeaways

1. Accounting: Reg vs. Non-reg

2. Taxes: Grants are taxable, but tax is avoidable
3. Compliance: Many paths to the same answers

4. Projects: Weigh all costs; direct and hidden



CONNECT WITH ME

Josh Bailey, CPA

Senior Manager, Communications + Utilities
Aldrich Advisors




o Aldrich.

Better
insights make

for better
decisions

In uncertain environments, better insights lead to better decisions.
Whether it’s strategic planning, operational excellence, or financial
management, Portland area private company leaders need insights

that can help meet the moment.

Aldrich Advisors, the largest Oregon-headquartered accounting firm,
works with private company leaders to develop actionable financial

strategies to help meet your business goals.

Aldrich CPAs + Advisors LLP
Aldrich Wealth LP
Aldrich Capital Advisors LP

aldrichadvisors.com

Get the 2025 West Coast
Private Company Report

Reflecting insights from over 100 west
coast husiness leaders the renaort
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Aldrich
by the
Numbers

50+

Founded in Salem, OR in 1973, Aldrich
celebrated its 50th anniversary as a
firm in 2023.

14

Aldrich specializes in 14 industries and
provides services to clients via three
areas of business:

« Aldrich CPA + Advisors LLP

+ Aldrich Capital Advisors LP
* Aldrich Wealth LP

500+ 28

We are a growing firm with more than
500 employees along with 40+ partners
and offices across the western US.

Top 70 @

INSIDE Public Accounting ranked
Aldrich CPAs + Advisors 68th on its
list of Top 100 Firms in the US.

Top 10 |

As one of the 10 largest accounting
firms headquartered on the West
Coast, we help companies, their
owners, and their employees achieve
their goals.

Top 15 Y/

Aldrich Wealth was ranked 13th in
Accounting Today's Top Firms by
Assets Under Management.



Aldrich.

aldrichadvisors.com m @aldrichadvisors @ @aldrichadvisors
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