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System-Level Consequences 

Misalignment between incentive timing and firm lifecycles places U.S. early-stage biomedical innovation 
at a competitive disadvantage relative to international tax frameworks that explicitly provide refundable or 

cash-convertible R&E incentives

Section 174 Fix: Policy Progress, but Gaps Remain for Pre-Revenue Biomedical Firms
An analysis of health policy, systems-level incentive timing, and early-phase clinical research

Clayton A. Dehn1,2

Policy History

Stable for over six decades, the Section 174 framework was revised by the Tax Cuts and Jobs Act (TCJA) 
of 2017, with mandatory capitalization and amortization taking effect in 2022, and later restored to 

immediate expensing through the Section 174 Fix enacted under the One Big Beautiful Bill Act.

Policy Design Implications 

Effective R&E incentive design depends on delivering value at stages of development when pre-revenue 
biomedical firms make critical investment and trial placement decisions.

Policy

Section 174 of the United 
States Internal Revenue 
Code governs the tax 
treatment of domestic 
research and experimental 
(R&E) expenditures.

Policy Implementation
Immediate Expensing Operates Only as an Offset to Taxable Revenue

Policy Positives
Near-Term Beneficiaries of Revenue-Offset R&E Expensing

Restored immediate expensing of R&E expenditures primarily benefits capital-intensive sectors with 
ongoing taxable income, enabling near-term realization of revenue-offset tax benefits.

Biomedical Innovation Economics
Risk Concentration, Capital Specialization, and Value Transfer Across Development 

Stages

High Early-Phase Attrition
Biomedical innovation is characterized by substantial technical, regulatory, and clinical risk, with the 

highest rates of asset attrition occurring during early-phase development. As development progresses, 
the number of viable assets declines sharply, reflecting cumulative failure across preclinical and early 

clinical stages.

Capital-Specialized Innovation Model
This risk profile has driven the emergence of a capital-specialized innovation model in which pre-revenue, 

investment-financed firms concentrate on early-phase development, while revenue-generating firms 
preferentially participate in later-stage development and commercialization.

Value Transfer Across the Development Continuum
As assets advance and development risk is reduced, economic value is progressively transferred from 

pre-revenue firms to larger, revenue-generating organizations through acquisition, licensing, or 
partnership. This transition typically occurs before assets generate taxable revenue within the originating 

firm.

Implications for Policy Incentive Alignment
Because taxable income generally emerges only at later stages of development, incentive mechanisms 
tied to revenue-based offsets disproportionately benefit firms operating downstream of early innovation. 

This structural reality shapes how R&E incentives are realized across sectors and firm types.

Selected References
1) Cornell Law School. 26 U.S. Code § 174 – Research and Experimental Expenditures. Legal Information Institute. https://www.law.cornell.edu/uscode/text/26/174. Accessed July 24, 2025.
2) Internal Revenue Service. Rev. Proc. 2023-8: Guidance on Amortization of Specified Research or Experimental Expenditures. Washington, DC: IRS; 2023.
3) KBKG. Section 174(a) and the 2024 Filing Dilemma for Eligible Small Businesses. https://www.kbkg.com/feature/section-174a-and-the-2024-filing-dilemma-for-eligible-small-businesses. 

Accessed July 24, 2025.
4) Journal of Accountancy. Tax Changes in Senate Budget Reconciliation Bill. https://www.journalofaccountancy.com/news/2025/jun/tax-changes-in-senate-budget-reconciliation-bill/. 

Published June 2025. Accessed July 24, 2025.
5) Organisation for Economic Co-operation and Development (OECD). Developing a Set of Indicators to Monitor the Performance of the Pharmaceutical Industry. OECD Health Working 

Paper No. 157. Paris, France: OECD Publishing; 2023. doi:10.1787/3b5ca61c-en.
6) Canada Revenue Agency. Scientific Research & Experimental Development (SR&ED) Tax Incentive Program. https://www.canada.ca/en/revenue-agency/services/scientific-research-

experimental-development-tax-incentive-program.html. Accessed July 24, 2025.
7) KPMG. Global R&D Incentives Guide. New York, NY: KPMG LLP; May 11, 2021.
8) Altasciences. Exploring the Advantages of Canada for Early-Phase Clinical Trials. https://www.altasciences.com/resource-center/blog/exploring-advantages-canada-early-phase-clinical-

trials. Accessed July 24, 2025.
9) DataPharma Australia. The Australian Advantage: Benefits of Running Clinical Research. https://datapharmaustralia.com/blog/australian-advantage-benefits-running-clinical-research. 

Accessed July 24, 2025.
10) Crosby S, Rajadurai E, Jan S, Neal B, Holden R. The effects on clinical trial activity of direct funding and taxation policy interventions made by government: A systematic review. PLoS One. 

2022;17(9):e0269021. doi:10.1371/journal.pone.0269021.
11) Oliver E, Kourouklis D, Jofre-Bonet M. Do R&D tax credits impact pharmaceutical innovation? Evidence from a synthetic control approach. Res Policy. 2024;53(8):105053. 

doi:10.1016/j.respol.2024.105053.
12) Gravelle JG, Marples DJ. Economic Effects of the Tax Cuts and Jobs Act. Washington, DC: Congressional Research Service; 2025. https://crsreports.congress.gov. Accessed July 24, 

2025.
13) KPMG. R&D Incentives and Grants: Technology. Sydney, Australia: KPMG; April 2025.
14) EY Global. Worldwide R&D Incentives Reference Guide. London, UK: Ernst & Young Global Limited; 2024.
15) Novotech, Frost & Sullivan. Australia: Preferred Destination for Early Phase Clinical Trials. Sydney, Australia: Novotech; 2016.

1University of Jamestown, Jamestown, North Dakota
2 Evolution Research Group (ERG), Edison, New Jersey

Acknowledgements
The author thanks the faculty of the University of Jamestown for their guidance, mentorship, 

and intellectual support in the development of this work.

Relative 
Participation of 
Revenue-Generating 
Biomedical Firms

Relative 
Participation of Pre-
Revenue Biomedical 
Firms

Typical Exit 
Opportunity for Pre-
Revenue Firms

Revenue-Generating 
Opportunity for Biomedical 
Firms

Decreasing area reflects a high rate of asset attrition across development stages

Early-Phase Development MarketLate-Phase Development

TCJA (2017)

2022 - 2024

Mandatory capitalization 
and amortization replaced 

immediate expensing

Section 174 Fix

2025 onward

Immediate expensing of 
domestic R&E 

expenditures was restored

Pre-TCJA

1954-2017

Immediate expensing of 
domestic R&E 

expenditures was the 
long-standing norm

A

B

C

Advanced 
Manufacturing

Energy, Transportation, & 
Infrastructure Technologies

Technology & Software 
Platforms

Capital-intensive 
development with ongoing 
taxable revenue streams

Large-scale domestic R&E 
with immediate applicability 

against taxable income

Continuous R&E embedded 
within revenue-generating 

enterprises

United States
• Non-refundable expensing of 

R&E
• Deferred benefit realization

Comparator Jurisdictions
• Refundable/cash-convertible R&D 

incentives
• Immediate liquidity

Cash-Convertible R&E 
Support

Early-Phase-Targeted 
Incentives

Lifecycle-Aligned 
Incentive Timing

Enable R&E benefits to deliver 
value before profitability

Target first-in-human and early 
clinical development decisions

Match incentive realization to 
pre-revenue firm lifecycles

Revenue Generated

Deductible Domestic R&E 
Expenditures (Section 174)

Taxable Revenue (A – B = C)

Mechanism for permitted immediate expensing § 174



 

Work in Progress
This project represents part of an ongoing scholarly analysis
of the interaction between innovation economics and health
policy design. The author and Dr. Mitchell Wolden are
developing this topic into an editorial manuscript focused on
incentive timing and early-phase biomedical innovation.
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