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Today’s Agenda

Tax Reform Impact at the Fund Level

Tax Reform Impact at the Portfolio Level

Centralized Partnership Audit Rules

Tax Reform Impact at the State Level
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About DHG
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DHG Private Equity Overview
NAVIGATING COMPLICATED MARKET TRANSACTIONS
DHG Private Equity offers a dedicated group of professionals across multiple service lines to provide
private equity firms and their portfolio companies a full array of services to meet their demanding needs in
a challenging market.

COMPREHENSIVE SERVICES
We provide comprehensive services tailored to meet the unique needs of our private equity portfolio
company clients. Our breadth of services and resources give us great strength to address a wide variety of
financial and operational issues for our private equity portfolio company clients. Our professionals have
solid industry knowledge plus a multi-disciplined approach to financial, accounting and operational
solutions by offering coordinated comprehensive services and strategies.
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Today’s Panelists
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Tax Cuts and Jobs Act H.R. 1 (“Act”)

• Signed into law on December 22, 2017

• The most significant federal tax legislation in the past 30 years 

• Lowers corporate tax rates and overhauls individual income taxes

• Generally effective for tax years after December 31, 2017(1)

(1) Effective dates vary. Some provisions are permanent and some expire. 
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Typical Subsidiary Blocker PEG Structure
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Common Federal Tax Classifications
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Tax Reform Impact at the Fund Level
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Tax Reform Impact at the Fund Level

Carried Interest

Deduction for Business Income From Passthroughs

Gain/Loss on the Disposition of a Partnership 
Interest by Foreign Partner
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Carried Interest

BEFORE AFTER

Holding Period for Long 
Term Capital Gain Rate 1 Year 3 Years

Short Term Capital Gain 
Rate 10% - 39.6% 10% - 37%

Long Term Capital Gain 
Rate 0% - 15% - 20% No Change

Long Term Capital Gain 
Rate Limited To

Capital Assets or 
Partnership Interests

“Applicable Partnership 
Interests”

Broad but minimal since the average investment holding period > 3 years. 



12private equity

Deduction for Business Income From 
Passthroughs

• Deduction for qualified business income 
(“QBI”)

• For sole proprietorships, partnerships and 
S corporations

• QBI generally relates to the conduct of a 
qualified trade or business that is not a 
specified trade or business (i.e., not
accounting, law, health, consulting, 
investing and investment management) 

• May be limited based on W-2 wages and 
capital related to QBI

The net effect of a 29.6% tax rate will cause taxpayers to reconsider the choice 
of entity. NOTE: PEGS should consider various factors, such as the need for a 
blocker corporation, W-2 wage limitation, Medicare and self-employment taxes.

• New top individual income tax rate
• Reduced from top rate of 39.6%
• 3.8% Net Investment Income Tax may 

still apply

• Combined effective top individual 
income tax rate 

• 3.8% Net Investment Income Tax may 
still apply
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Gain/Loss on the Disposition of a Partnership 
Interest by Foreign Partner

CHANGE EFFECTIVE ON/AFTER

Treated as Effectively Connected 
Income (“ECI”) and subject to U.S. 

income tax
November 27, 2017

A new 10% withholding tax for 
purchaser/transferee December 31, 2017

Foreign investment may decrease and additional compliance burden may 
increase with respect to withholding and reporting of foreign investors. 
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Tax Reform Impact at the Portfolio Level
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Tax Reform Impact at the Portfolio Level

Corporate Tax

Net Operating Loss (“NOL”) Deduction

Expensing for Certain Qualified Property

Limited Deductibility of Interest
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Corporate Tax 

BEFORE AFTER

Rate 35% 21!

Alternative Minimum Tax 
(“AMT”) Required – 20% Rate Repealed

• Corporate portfolio companies and blocker companies may have lower 
federal income tax liabilities.

• Financial reporting impact related to the revaluation of deferred tax assets 
and liabilities.

• Small business accounting methods reforms (i.e. cash method, IRC §263A, 
inventory, long-term contracts, interest deduction limitation exception).

• Corporate dividends received deduction.
• C Corporations should maximize 2017 deductions because there is a 14% 

permanent rate arbitrage.
• Potential entity reclassification opportunities.
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Net Operating Loss (“NOL”) Deduction

BEFORE AFTER

Utilization 100% 80%

Carryback(1) Allowed for 2 Years Not Allowed

Carryforward(1) 20 Years Indefinitely

(1)New Carryback and carryforward rules apply to any NOLs generated in 2018 taxable year 
and beyond.

A greater focus on Transaction Cost Analysis (“TCA”) and financial reporting 
related to the valuation allowance of NOLs.
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CHANGE TIMING

100% September 27, 2017 – December 31, 2022

80% 2023

60% 2024

40% 2025

20% 2026

MODIFIED: The definition of property eligible for bonus 
appreciation (“Qualified Property”) January 1, 2018

ELIMINATED: The qualified leasehold improvement, qualified 
restaurant and qualified retail improvement property asset types January 1, 2018

INTRODUCED: A broadly-encompassing asset type called 
“qualified improvement property” which generally includes all 
improvements made to the interior of a nonresidential building after 
the year in which the building was originally placed in service

January 1, 2018

Expensing for Certain Qualified Property
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Expensing for Certain Qualified Property

• Asset acquisitions could be deemed more attractive due to immediate 
expensing provisions.

• Sellers may be inclined to negotiate a favorable sales price in exchange for 
an asset sale.

• Cost segregation studies on existing companies becomes much more 
important than previously because there is a 14% permanent rate arbitrage if 
completed before 2017 tax return is finished.

• Greater importance to valuation and purchase price allocation.



20private equity

CHANGE TIMING

EBITDA Based Calculation used to determine “ATI” up to 30% 2018 – 2021

EBIT Based Calculation used to determine “ATI” up to 30% 2022+

Applied at the entity level for Partnerships and S Corporations 2018

Disallowed interest may carryforward indefinitely 2018

Limited Deductibility of Interest

(1)Congressional	Joint	Committee	on	Taxation’s	Estimated	Budget	Effects	of	the	Conference	Agreement	For	
H.R	1	(dated	December	18,	2017)	

• An estimated $250B of taxes will be raised over the next 10 years.(1)

• Portfolio company leverage becomes less attractive at higher leverage levels 
/ the cost of capital will increase.

• Will the interest deduction limitation apply to a private equity fund? Will a 
private equity fund be considered not a trade or business or an IRC 212 
activity not subject to the interest deduction limitation at the fund level?
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Centralized Partnership Audit Rules
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Centralized Partnership Audit Rules

CHANGE TIMING

The new rules replace the audit 
procedures enacted by TEFRA 2018

Assess and collect taxes at the 
partnership level 2018

A “partnership representative” now 
replaces the tax matters partner 2018

• Amendments to the partnership agreement.
• Additional tax due diligence and indemnification needed during an 

acquisition.
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Tax Reform Impact at the State Level
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State and Local Taxes
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Next Steps

• Review all portfolio investments as soon as possible to maximize 2017 
tax deductions.

• Review all portfolio companies for tax opportunities to offset new NOL 
and interest expense limits – such as R&D credits.

• Pay greater attention to purchase price allocation in acquisitions and 
strongly consider IRC §§338(h)(10) and 336(e) transactions.

• Model potential entity classification, interest deduction limitation and 
debt structures, passthrough deduction and the changes to NOLs.

• Review portfolio company partnership investments to consider new 
partnership audit rules.  Partnership agreements may need to be 
amended.
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Contacts


