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FromSurvivao Thrive

Privatecompaniesindthemselvesavigatingtax landscapenarkedby rapidchangendincreasingomplexity. Thewaveof

legislativeeconomicandtechnologicatlevelopment®verthe pastyearhascreatednovelchallenged. tnét enougho merely

survive

A All businesses are facing external challenges, and the most agile
companies are often the most successful. Private companies should
focus on converting new developments into opportunities to thrive. And
thereis no shortageof new developments this year.

A Tariff policy often seemed to change by the hour, and the situation
continues to evolve. Fortunately, mitigation tools and planning responses
can help companies thrive despite the challenges.

A Onthe tax side, sweeping new legislation will have major implications for
private businesses. For example, companies will enjoy new opportunities to
accelerate deductions for researchand equipment. Changesto the limit onthe
interest deduction could be even more important for highly leveraged
companies, particularly those owned by private equity. The most significant
provisions include options for implementation, and planning decisions on one
provision can affect others. Modeling will help identify beneficial strategies. A
bevyof less heralded changescan also affect tax planning.

A Private companies organizedas pass-through entities must address a
second layer of tax considerations: taxation at the owner level. While this
I 1J ¢ taxdegislation T Y 1J + chlakgg the math on entity choice in profound
ways, it does create new opportunities to structure business and investment
activities tax efficiently.

State taxes will be another important factor in these planning
decisionsandnumerousstatetax law change®ver the pastyear
presenttheir own issues

With the multitude of challengespresenttoday, the tax function must
operate efficiently to identify tax risk and planning opportunities
Automation and other tools can help companiesdeploy the necessary
resourcesto integratetax considerationsnto critical businesslecisions

This guide is a resource for understandinghe most pressingtax
issuedacingprivatecompanieas2025closesanda new yearbegins

It covers important tax developmentsover the past year and
offerspracticalinsightsandactionable

planningstrategies But remember,no guide can cover every possible
consideration,and there may be additional developmentsafter the
publicationdate Thereis

no substitutefor a discussiorwith atax professionalContact us to
discussourc 0 mp aspegificgrcumstances

Unlessotherwise noted, the information containedin this guideis based
on enactedtax lawsandpoliciesasof the publicationdateandis subject
to changebased

on future legislativeor tax policy changesSubscribe to receive

Tax Policy & Legislation updates straight to your inbox .
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Regardles®f whether your private companyis
taxed as a C corporation at the 21% rate or
organized as a passthrough, the rules for
calculatingindrecognizing

income have changedsignificantly The One Big
BeautifulBill Act (OBBBA)makesmajor changego
research expensing,bonus depreciation,and the
limit on the interestdeduction Accountingmethods
planning can help leverage the implementation
options Strategicallyadopting or changingtax
accountingnethodsto

defer (or, in certain cases, accelerate) taxable
income recognition can also enhanceoverall cash
tax savingdor 2025 The legislativeand economic
changes over the past year should prompt
companiesto reevaluateincome tax planningat
yearend

\
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100% BONUSDEPRECIATION

The OBBBA permanentlyrestores 100% bonus depreciationfor most investmentsin businessproperty
acquiredandplacedin serviceafter Januarni9, 2025 Propertyis consideredacquiredno later thanthe date
the taxpayerentersinto a bindingwritten contract for its acquisition Eligibleproperty includestangible
property with a clasdife of 20 years

or lessunder the modified acceleratedcost recovery system(MACRS),computer software, qualified
improvementproperty, andother property listedin Section168Kk).

Propertyacquiredon or before Januand9, 2025 andplacedin serviceafter that dateremainssubjectto the
bonusdepreciationphasedowrrules under the Tax Cuts andJobsAct (TCJA)i 40% for property placedin
servicein calendaryear 2025 (60% for longer production period property and certain aircraft) Used
property remainseligiblefor 100%bonusdepreciationf it meetscertainadditionalrequirements

The OBBBAcontinuesto allow taxpayersto electout of bonusdepreciationby property class However,the
OBBBAalsogivestaxpayershe abilityto elect40% bonusdepreciationinsteadof 100% bonusdepreciation
for the first tax year endingafter Januaryl9, 2025 (60% for longer production period property and certain
aircraft)

The OBBBAalso increaseshe annualSection179 expensindimit from $1 million to $2.5 million, with a

phaseoutthreshold of $4 million (increasedrom $2.5 million). The changedo Section179 are effectivefor

property placedin serviceafter December31, 2024 with both the deductionand the phaseoutthreshold
indexedfor inflationin future years For taxpayerseligibleto useSection179 expensingthe yearlyexpensing
electioncanbe usedin additionto bonusdepreciationto claimdeductionsfor property not eligiblefor bonus
depreciationor to deductonlyaportion ofthep r o p ecost y 6 s

Determining the p r o p e acyuisiiibis date. The acquisitiondate will be critical for determiningwhether
property is eligiblefor 100%bonusdepreciationlt is not clearyet whetherthe IRSwill providenew guidance
for determiningthe acquisitiondate or rely on existingregulationsissuedin 2019and 2020 after the bonus
depreciationchangesnadeby the TCJA Under the existingguidanceif the acquisitionis subjectto a written
bindingcontract,the taxpayemustlook to the terms of the contractto determinethep r o p eacquisitions
datefor bonusdepreciatioreligibility

The property is deemed acquired on the later of the following dates:
3 Thedatethe contractis enteredinto;
Thedatethe contractbecomesenforceablainderstatelaw;

3
3 Ifthe contracthasone or more cancellatiorperiods,the dateon whichall cancellatiorperiodsend or
3

If the contract hasone or more contingencyclausesthe date on which all conditionssubjectto
suchclausesre satisfied
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Selfconstructedproperty is deemedacquired
whenmanufacturinggonstruction,or production

of asignificannaturebegins, using factsand
circumstancesest. Under a safeharbor,a taxpayermay
chooseto determinethat physicalvork of asignificant
naturebeginsat the time the taxpayermaysor incurs
more than 10%of the total costsof the property. When
property is acquired,or manufacturedgonstructed,or
producedfor the taxpayerby anotherperson,undera
contractthat doesnot meetthe definitionof awritten
bindingcontract,thep r o0 p eacquigitibndateisthe
dateon whichthe taxpayerhaspaidor incurredmore
than 10%o0f the total cost of the property, excludinghe
costof landandpreliminaryactivities.

Underthe framework providedn the existing
regulationsponusdepreciationcanapplyto qualifying
componentsf alarger propertyacquiredandplaced
in serviceafter Januaryl9,2025,evenif the larger
propertyd o e sneebthe requirements.

Planning Considerations

Accountingmethodscanbe a powerful planning
tool with depreciation Therecoveryperiod

over whichdepreciationis claimedimpactsthe
calculationof taxableincomeover anumber

of years.In manycasestaxpayershavethe
flexibilityto determinehow muchdepreciation
to claimin the yearassetsareplacedin
service.By claimingthe default100%bonus
depreciationglectingout for certaincategories
of assetqor all assets)pr makingother available
electionsto slow down depreciationfaxpayers
canmanageaxableincomein waysthat benefit
manyother calculations.

MilleNfusmar

NEW 100% EXPENSIN@F QUALIFIEDPRODUCTIONPROPERTY

The OBBBAaddsSection168(n)to the InternalRevenueCode, whichintroducesspeciatl00%expensindor anew
separateclassof buildingproperty knownaso q u a prodéictioepdr o p €QPP)Yrier Section168(n),taxpayerscan
electto fullydeductamountsinvestedin QPPin the yearthe property is placedin service .Unlikebonusdepreciation,
whichappliesunlesghe taxpayerelectsout, taxpayersnustelect QPPexpensindor eachtax yearit is claimed.

QPPincludes any portion of nonresidential real property that meets the following requirements:
Constructionof the property beginsafter Januaryl9,2025,andbefore January., 2029;
Theproperty is placedin servicewithin the U.S.or apossessionf the U.S.beforeJanuaryl, 2031,

3
3
3 Theproperty is usedby the taxpayerasanintegralpart of aqualifiedproduction activity;
3 Thep r o p eorigingludexommencesvith the taxpayerand

3

Theproperty is not requiredto usethe alternativedepreciationsystem.

An exceptionto the originaluserequirementapplieso certainacquiredQPPthat is acquiredafter January9,2025,and
beforeJanuaryl, 2029,andwasnot usedin a qualifiedproduction activity betweenJanuaryl, 2021,andMay12,2025.

QPPdoesnot includeanyportion of buildingproperty usedfor offices,administrativeservices|odging parking sales
activities researchactivities,softwareengineeringctivities,or other functionsunrelatedto a qualifiedproduction
activity.In addition,QPPdoesnot includeproperty leasedoy the taxpayerto anotherparty. Speciatecapturerules
applyto dispositionsof property that ceasedo be usedaspart of a qualifiedproduction activity.

What is a Qualified Production Activity? A qualifiedproduction activityincludesthe manufacturinggroduction
(limited to agriculturalandchemicalproduction),andrefiningof a qualifiedproduct. A qualifiedproduct includes
tangibleproperty, but excludesfood andbeveragepreparedin the samebuildingasaretail establishmenin which
theyaresold.

A qualifiedproduction activity mustresultin a substantiatransformationof the property. The OBBBAdirectsthe IRS
to issueguidanceaegardingvhat constitutessubstantiatransformationandindicateshe guidanceshouldbe consistent
with substantiatransformationguidanceunder Section954(d).

Planning Considerations

Theability for certaintaxpayergo deductnewinvestmentsn production facilitiesalsooffersa substantial
benefitfor producerslt will be critical to determinewhetherthe activitiesmeetthe definitionof production.
Companieswith qualifyingacilitieswill alsoneedto carve outcostsfor anynonproductionfunctions.
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DEDUCTIBILITYOF R&EEXPENDITURES

The OBBBA creates new Section 174A, which reinstatesthe full deductibility of
domesticresearchcostsin the yearpaidor incurred,effectivefor tax yearsbeginning
after December3l, 2024 Softwaredevelopmentemainsstatutorily includedin the
definitionof researchcostsfor purposesof Section174A. Taxpayerhavethe option of
electingto capitalizeandamortize Sectionl74Aamountsbeginningvith the monthin
whichthe taxpayerffirst realizesbenefitsfrom the expensesyith a 60-month minimum
amortizationperiod. The legislatioralsomodifiesSection280C(c) requiringtaxpayers
to reducetheir Sectionl74Adeductionby the amountof their researchcredit or
alternativelyelectto reducethe amountof their credit.

Prior to the OBBBA the TCJArequiredtaxpayerdo capitalizespecifiedesearchand
experimenta(R&E)costsincurredin tax yearsafter December31,2021,andamortize
the costsof domesticresearchover five yearsand15yearsfor researchconducted
outsidethe U.S.The OBBBAretainsthe Section17415yearamortizationrequirement
for foreignresearchcosts.Giventhe revisionsto the treatmentof domesticresearch,
mosttaxpayerswith domesticR&Ecostswill needto file at leastone methodchange
with their first tax yearbeginningfter December 312024,to complywith Section
174A.

The OBBBAincludesatransitionrule that allowstaxpayerdo electto claimany
unamortizeddomesticR&Ecostsincurredin calendar yearbeginningafter

December 312021 ,andbeforeJanuaryl, 2025,in either their first tax yearbeginning
after 2024or ratablyover their first two tax yearsbeginningfter 2024.Note that this
electionto acceleratehe unamortizedcostsis considereda separatechangen method
of accountingrom the generakhangeao complywith Section174Adescribedabove.

Eligiblesmallbusinessaxpayerscanelectto file amendedeturnsto claimfull
deductionsfor domesticR&Ecostsfor tax yearsbefore2025(the smallbusiness
taxpayerretroactivity election),or to file anaccountingnethodchangewith tax returns
beginnindpeforeJanuary, 2025,to deductthe costs.Thiselectionis not availabldgo

smallbusiness taxpayetbat are tax shelters,suchaspassthrough entitiesthat allocate

more than 35%of their lossegto limited partnersor limited entrepreneurs.

Rev. Proc. 2025-28 providesproceduralguidancdor complyingwith or utilizingvarious

electionsavailablaindernew Section174A,includingthe smallbusinesgaxpayer
retroactivity electionandanyaccountingnethodchangehat maybe neededfor
foreignR&Ecosts.

Mﬂle%mar

Planning Considerations

For domesticR&Ecosts,taxpayersshouldcarefullyconsiderwhetherthey
wishto changeo the newdeductionmethodor the new capitalizatiorand
amortizationmethodbeginningvith the 2025year.Expenseslaimedunderthe
newdeductionmethodare not amortizationfor purposesof the Section163(j)
interestlimitation addbackandexpensingection174Acostswill limit some

t a x p abiligyto sld@luctcurrentyearbusinesinterest. Taxpayerill likely
not be ableto changeheir methodwithin afive-yearperiod without havingo
file anon-automaticaccountingnethodchange.

Theelectionto accelerateunamortizeddomesticR&Ecostsincurredfrom
2022through2024shouldalsobe carefullyanalyzedo determinewhether
acceleratioris beneficialconsideringhe impacton other Code sectionswith
calculationdasedon taxableincome.Althoughthere is currently no explicit
guidancen this issue the acceleratiorof this amortizationshouldstill be
consideredamortizationfor purposesof the Section163(j)addback.
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LIMIT ON THEINTERESTDEDUCTION

The OBBBApermanentlyrestoresthe exclusionof amortization,depreciationand
depletionfrom the calculationof adjustectaxableincome(ATI) for purposesof Section
163(j),whichgenerallylimits interest deductionsto 30%of ATI. The changes effective
for tax yearsheginningfter 2024.

Thechangewill be particularlyimportantfor portfolio companie®wnedby private
equityfundsandother highlyleveraged entitiesSThe more favorabletreatment may
allow manycapitalintensive businessés escapehe limit on their interest deductions
altogether.Someportfolio companieshowever,will still needto planaroundthe limit.

The OBBBAgenerallyshutsdown interestcapitalizatiorplanningor tax yearsbeginning
after 2025.Interestcapitalizedo other assetspther thaninterest capitalizedo
straddlesunder Section263(g)or to specifiedproduction property under Section
263A(f),will remainpart of the Section163(j)calculation Further, ATl will exclude
incomefrom Subpart-andglobalintangibldow-taxedincome(now net CFCtested
income)inclusionsandSection78 grossup for tax yearsbeginningfter 2025.

Planning Considerations

Privatecompaniesvith interestdeductionsthat will remainlimited underthe
newrulesin 2025shouldconsidercapitalizindnterestin 2025while the planning
is still availableThe OBBBAwill not clawbackanyinterestcapitalizedo other
assetsn tax yearsbeginnindpefore2026 ,evenif the capitalizednteresthas

not beenfully recoveredwith the asset.Taxpayersnanaginghe limit should
alsoconsiderthe impactof other decisionson the tax return. Asdiscussed
above capitalizingesearchcosts,for example could allow more interestto be
deducted Modelingwill be keyin identifyingbeneficiaktrategies.
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YEARENDOPPORTUNITIES O DEFER(OR ACCELERATE)
TAXABLEINCOME

Companiesstill havetime to takeadvantagef opportunitiesto changeheir tax
accountingnethodsfor 2025andfuture years.Companieghat wantto reducetheir
2025taxableincome(or createor increasea net operatingloss)shouldconsider

0t r a d iadcaustingmdthddplanningi methodchangeshat acceleratedeductions
into 20250r deferincomerecognitionto alater year.However,somebusinessemay
insteadwantto useo r e v accasirgiigmethodplanningo accelerateaxableincome
into 20250r deferdeductionsto later years.Reversemethod planningnaybe prudent,
for examplefor taxpayerghat wishto acceleratehe useof net operatinglossesor to
mitigateunfavorabldimitations,suchasthe limitation on the deductionfor business
interest expense.

In addition to the planning considerations discussed above related to depreciation
and R&E costs, common items for which accrual basis taxpayers may have
flexibility to change their method of accounting include the following:

i Advance payments. A taxpayermayrecognizeéncomefrom certain
advancepaymentde.g.,upfront paymentdor goods,servicesgift cards,
useof intellectualproperty, saleor licenseof software)in the yearof receipt
or deferrecognizing portion until the followingyear(see:Final451 Regulations
Clarified | New Tax Treatment).

i Recurring liabiliies . Certainliabilitiessuchastaxes,warranty costs,rebates,
allowancesandproduct returnsarerequiredto be deductedin the yearpaidbut
maybe acceleratedisingthe 0 r e ¢ utenteixncge pt i on. 0

i Accrued bonuses. Under carefullydrafted bonusplans taxpayersmaydeduct
employeebonusesn the yearthey are earned(the serviceyear)or, if the bonuses
arenot paidwithin two andahalfmonthsafteryearend,in the yearthe bonusesare
paid.While manytaxpayersvishto havea provisionthat a bonusis not paidto an
employeewho departsbeforethe date of the bonuspaymenttaxpayeramaybe able
to implementstrategieghat allow for anaccelerateddeductionfor tax purposes
whileretainingthe employmentequirementon the bonuspaymentate.

i Prepaid expenses. Underthe 0 I-rlonthr u laéaxpayermaydeductprepaid
expensedor certainincurredliabilitiesfi suchasinsurancegovernmenticensing
fees,softwaremaintenance&ontracts,andwarrantytype servicecontractsfi in the
yearthe expenséds paid,rather thanhavingo capitalizeandamortizethe amounts
overafuture period.
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3 Uniform capitalization costs. Ataxpayermaychangéts methodfor calculating
the amountof uniform capitalizatiorcostscapitalizedo endinginventory,including
changindo simplifiedmethodsavailablainder Section263A.

i Casualty or abandonment losses. Ataxpayermaybe ableto claimadeductionfor
certaintypesof lossest sustaingluringatax yearfi includingossesdueto casualties
or abandonmenof property,amongothersii that arenot compensatedby insurance
or otherwise(seeDeveloping a Tax Planfor Casualty Gainsand Losse}.

i Worthless inventory. Ataxpayermaybe ableto acceleratdossesrelatedto
inventorythat is obsolete,unsalabledamageddefective or no longerneededby
disposingf or scrappinghe inventoryby the endof the taxableyear. Taxpayerslso
maybe ableto write down the costof qualifyingd s u b n @ 0 onéeldat the end
of the year.

3 Electing shorter depreciable lives. Ataxpayemaybeableto deducto ¢ a-ti g &
depreciation(includingoonusdepreciationjf applicablejor assetgplacedn
servicein prior yearsandmistakenlyclassifiecslongerrecoveryperiod property,
by reviewing theirfixed assetschedulesr by performinga cost segregatiorstudyto
identifyassetseligiblefor anaccountingnethod changeo shorter recoveryperiods.

Accounting Method ChangesRequire IRSApproval. Therulesfor changingax
accountingnethodsare often complexandusuallyrequire taxpayergo submita
requestto changeheir methodof accountingo the IRS The procedurefor changing
particularmethoddependson the mechanisnfor receivingRSconsent;.e.,whether
thechangdso a ut o wrd i@eudt o maey. Prax..2@5-23, asmodifiedby Rev.
Proc. 2025-28, containsthe current_list of automaticmethodchanges.

Theautomaticchangeproceduregenerallyrequiresa taxpayerto attacha Form3115
to the timelyfiled (includingextensionsfederaltax return for the yearof changeand
to file a separatecopy of the Form 3115with the IRSno later thanthe filingdate of
that return. However,non-automaticmethod changesfor whichmore information
mustbe providedandwhichare more complex,requireanapplicationto be filed with
the IRSprior to the endof the tax yearfor whichthe changes requestedi i.e.,prior
to December31,2025,for 2025calendatyear accountingnethod changesAdditional
issues or procedures mayneedto be consideredf ataxpayeris underIRSexam.
Requestdor accountingmethod changeghat otherwise qualifyasautomaticmust
be submittedusingthe non-automaticchangeproceduresif the taxpayerhasmade
achangewith respectto the sameitem within the lastfiveyears

Millerﬁ\\dus mar

2025 YEAR

PRIVATE COMPANIE

Planning Considerations

Taxpayerhavenumerousoptionswhenchoosingnethodsof accountingand
electionsfor variousitemsof taxableincomeor deductibleexpenseThese
decisiongmayshiftthe amountof taxableincomereported in ataxableyear
andcanhaveconsequencefor purposesf other Code provisionsTheseother
provisionsmayincludethe Section55 corporate alternativeminimumtax,
disallowedbusinesénterestexpense undeBection163(j),net CFCtestedincome
(formerly globalintangibldow-taxedincome)and/or foreign -derived deduction -
eligible_income (formerly foreignderivedintangiblencome)under Section250,
andthe amountof baseerosionandantiabusetax (BEAT).Taxpayershouldalso
considerthe impactof their accountingnethodsandplanningon statereturns,
especiallyvhenstatesdo not follow federalCode provisions.

Taxpayershouldholisticallymodelthe implicationsof makingaccounting
methodchangesndelectionsin all planningscenarioseforedecidingwhich
methodchange®r electionsto pursue.

.
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IRSISSUESSUIDANCEON TRACKINGBASISFORDIGITALASSETS

Privatecompaniesvith digitalassetinvestmentsmayno longerusethe universal
methodfor determiningthe tax basisof digitalassetdeldin virtual walletsand
accountsasof Januaryl, 2025.A taxpayerthat appliedthe universaimethodtreated all
its digitalassetsasif heldin onewallet or accountevenif they were actuallyownedin
multiplewalletsor accounts.

Pursuanto final_regulations _issuedn 2024 ,whichimplementthe reporting
requirementsenactedby the InfrastructurelnvestmentandJobsAct, taxpayers
mustnow usethe 0 w a -byrweatl lapproathto digitalassetidentificationfor
eachtransactionUnderthis approachpn awalletby-wallet basisfaxpayersamust
adequatelydentify,amongother information,the particularunits sold, the price of such
units,andthe basisof suchunitsfor eachtransactionno later thanthe dateandtime of
the transaction(specifiadentification). Taxpayershat are unableto adequatelydentify
the specificdigitalassetprior to or at the time of the salearerequiredto usethe first-in,
first-out (FIFO)rule for determiningbasis.

Taxpayerswith digitalassetsn the custodyof a broker mayusea standingorder
or instructionto the broker to adequatelydentifythe digitalassetssold, disposed
of, or transferred.

Under Notice 2025-7 if the broker does not have the technology needed to accept
specific instructions or standing orders communicated by taxpayers, the taxpayer
may, until December 31, 2025:

i Makeanadequateadentificationno later thanthe dateandtime of the sale,
disposition or transferandkeeparecord of suchidentificationfor eachindividual
salethroughoutthe year;or

u Recorda standingnstruction on its booksandrecordsthat applieso acustodial
accountfor everysaleduringthe year.

Thesechangeslignwith new IRSrequirementsfor brokers,who now havesubstantial
reporting obligations.

MillerN

DIndr

.

2025 YEAR-END TAX PLANNING GUIDE

Planning Considerations

Specifiddentificationrequiresmore detailedrecordkeepingout
canresultin more tax savingshanapplyinghe FIFOrule for each
transaction.To simplifythe administrativeourden,private companies
shouldconsiderusingfewer walletsandusecertaincryptocurrency
tax softwareto maintainrecords.If ataxpayerhasdigitalassetsn the
custodyof abroker or exchangethe taxpayershouldconsultwith their
tax advisorsto prepareanappropriatestandingnstructionassoonas
possiblebeforethe December31,2025,deadline
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Over the last severalyears,the IRS has been
ramping up its scrutiny of partnership tax
positions Part of this effort included
comprehensivéasisshiftingguidance

issuedin the summerof 2024 In 2025 the trend
toward increasedpartnership enforcement eased
underthe

new administrationwhichwithdrew the bulk of
the basis shifting guidance And while the
enactmentof OBBBAwasthe majortax eventof
the year,the

| e gi s Hiract immact Gnspartnershiptax was
limited

Nonetheless, there were some important
developmentsfor private companiesorganizedas
partnershipsn 2025

Key areas partnerships should be looking into
as they plan for year-end and the coming year
include :

3 Eased partnership Form 8308 reporting
requirements

3 Limited partner claimsof exemption
from selfemploymenttax

3 Final rules on p ar t nshares 6f
partnershiprecourseliabilities

3 New reporting requirements for
distributionsof partnershipproperty

3 Simplifiedcorporate alternativeminimumtax

(CAMT) guidance relating to partnership
interests

MilleNfusmar

EASEDPARTNERSHIFORM8308 REPORTINGREQUIREMENTS

The IRSin August 2025 issued proposed regulationsthat would modify reporting requirements for
partnershipswith unrealizedreceivablesor inventory items that are required to furnish Form 8308 The
form is generallyrequiredto be furnishedby Januanglto the transferorandtransfereein connectionwith
certainpartnershipinteresttransfersthat occurredin the previouscalendaryear.

ThelRSexpanded-orm 8038reportingin late 2023,but offeredtemporaryreliefin Notice
202419 andNotice 202502. Thisguidancaespondedo p a r t n eerpgessedpredins
that they do not havethe informationnecessaryo completethe newPartlV of Form8308
by the Januangldeadline.

Theproposedregulationsvould modifythe existingrulesto removethe requirementto includePartIVin the
statementgenerallyrequiredto befurnishedby the Januaryl deadlineOther Form8308requirements
would remain.

Expanded Form 8308 Reporting

Partnershipdile Form 8308,Reportof a Saleor Exchang®f Certain Partnershipgnterests,to report the
saleor exchangéy a partner of all or part of apartnershipinterestwhenanymoneyor other property
receivedin exchangdor the interestis attributableto unrealizedeceivable®r inventoryitems(that s,

whenthere hasbeena Section751(a)exchange).

Finalregulationgpublishedn November2020require a partnershipto furnishto atransferorpartnerthe
informationnecessaryor the transferor to makethe transferorp a r t neceiredsmtementrelatedto a
Section751(ajexchangeUnderapplicableegulationsatransferor partnerin a Section751(a)exchange
mustsubmita statementwith the transferorp a r t incemetasreturn for the tax yearof the transaction
separatelystatingthe dateof the saleor exchangethe amountof anygainor lossattributableto Section
751 property,andthe amountof anygainor lossattributableto capitalgainor losson the saleof the
partnershipinterest.

ThelRSsignificantiexpandedhe Form 8308reporting requirementsin the revisedform releasedn October
2023.Fortransfersoccurringon or after Januaryt, 2023 the revisedForm 8308includesexpandedPartsl|
andll andnew Partslll andlV.PartlV isusedto report specifidypesof partnergainor losswhenthereisa
Section751(aexchangeincludinghep a r t n eandshbtiamsf@rerp a r t n e rofSection/Blayainer
loss,collectiblesggainunder Section1(h)(5), andunrecapturedSection1250gainunder Sectionl(h)(6).

2025 YEAR-END TAX PLANNING GUIDE

FOR PRIVATE COMPANIES 12



Furnishing Information to Transferors and Transferees

Partnershipsvith unrealizedeceivable®r inventoryitemsdescribedin Section751(a)
(Section751propertyor 0 h a 5 s eateeduijedto provideinformationto each
transferorandtransfereethat is aparty to a Section751(a)exchange.

Underthe existingregulationsgachpartnershipthat is requiredto file a Form 8308
mustfurnisha statementto the transferorandtransfereeby the later of (1) Januargl
of the yearfollowingthe calendaryearin whichthe Section751(ajexchang@ccurred,
or (2) 30 daysafter the partnershiphasreceivednotice of the Section751(ajexchange.
A penaltyappliesunder Section6722for failureto furnishstatementgo transferors
andtransferees oror beforethe requireddate,or for failingto includeall the required
informationor includingincorrect information.

Proposed Regulations

The proposedregulationswould eliminatethe current regulatoryrequirementthat
partnershipgurnish the informationrequiredin Part 1V ofForm 8308 by Januargl
of the yearfollowingthe calendaryearin whichthe Section751(a)exchangeccurred.
ThelIRSplansto updatethe instructionsto Form 8308in accordancewith the
proposedregulations.

Under the proposedregulationsand modified Form 8308instructions,partnerships
would only be requiredto furnishthe informationin Partsl, 11, andlll of Form8308(or
astatementwith the sameinformation)to the transferorandtransfereein a Section
751(a)exchangédythe later of (1) JanuarBlof the yearfollowingthe calendaryearin
whichthe Section751(a)exchangeccurred,or (2) 30 daysafter the partnershiphas
receivednotice of the exchange.

Partnershipsvould still be requiredto file the completedForm 8308 includingPart |V,
asanattachmentto their Forms1065 for the tax yearof the partnershipthat includes
the lastdayof the calendaryearin whichthe Section751(a)exchangé¢ook place

ThelRSstatesthat partnershipsnayrely onthe proposedregulationsandthe
describedchangeso the Form8308instructions,with respectto Section751(a)
exchangesccurringon or after January, 2025,andbeforethe datefinalregulations
arepublished.

Mill r@fusmar

Planning Considerations

While the requirementof furnishing=orm 8308 statements wasot
new,the inclusionof numericaldb h a & s (eet,udrealizedeceivables
or inventory items)informationin Form 8308for transactiondgn 2023
andlater createddifficulties, becaus@) manycasespartnershipsdo not
haveall the informationrequiredby Part IV of the Form 8308by January
3lof the yearfollowingthe calendatyearin whichthe Section751(a)
exchangeccurred.

Thepenaltyreliefrelatedto the newrequirementsfor the previous

two yearswaswelcomed but it wastemporary,andit wasunclear

whethersuchreliefwould continueto be offeredin future years.The

new rules easethe most problematicForm 8308informationreporting

requirementsandgivepartnershipamore certaintyregardingcompliance
goingforward.

»
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LIMITEDPARTNERCLAIMSOF EXEMPTION-ROMSELFEMPLOYMENTTAX

Partnershipsparticularlymanagemenfund
entities,mayneedto revisit their tax positions
on selfemploymentax after a seriesof IRScourt
victorieson the issue.

Inthe latestdecisionin December2024 the TaxCourt
heldin DenhanCapitaManagemeritPv.Commissioner
thato a c tlimiteepéartnersin aninvestment
managementompanyformed asa limited partnership
were subjectto selfemployment{SECAYax andnot
entitledto the statutory exemptionfor limited partners.

TheTaxCourt relied on its earlierdecisionin Soroban
CapitaPartner& Pv. Commissionarhich held that

the determinationof limited partnerstatusisado f act s
andc i r c umst a nhateeguirasadd winrcytd o n

a n a |l Mosvéves,theDenhantaseisthe first in which
the TaxCourt appliedthe functionalanalysi®f whether
astatelaw limited partnerwas,in fact,activein the

busines®f the partnershipandad | i mpiatretdner 6

in nameonly. Thekeyissuein the Denhantaseasin
Sorobarwaswhetherlimited partnersin statelaw
limited partnershipsmayclaimexemptionfrom SECA
taxeso despitebeingmore thanpassivenvestors.

MillerMusmar

Application of Functional Analysis in Denham

DenhamCapitalManagementvasorganizedasa limited partnershipunder Delawarelaw and offeredinvestment
advisoryandmanagemengervicesto private equityfunds.Asthe court addressedhe functionalanalysisit reaffirmed
that determinationsof eligibilityfor the exemptionunder Section1402(a)(13)equire a factualinquiry into how the
partnershipgeneratedhe incomein questionandthe p a r t nolesanslr@sponsibilitiesn doingso.

Thecourt notedthat, in the yearsatissueD e n h anooéneconsistedsolelyof feesreceivedin exchangdor services
providedto investors,includingadvisingandoperatingprivateinvestmentfunds.The court foundthep ar t tme,r s 8
skills,andjudgmentto be essentiato the provisionof theseserviceslt foundunconvincinglaimsthatDe n h a md s
incomed largelydistributedto the partnersasprofits d wasareturn on investmentsywhenonly one of the partnershad
madea capitalcontribution to obtaintheir interest.

Moreover,the court statedthat all the partners,exceptfor onethat hadmadea capitalcontribution, were requiredto
0 d e wuobstantiallll of [their] businessime andattentionto the affairsof the [plartnershipanditsa f f i [Theat e s .
court determinedthat the partnerstreated theirrolesin Denhamastheir fulktime employmentwith eachparticipating
it rhanagememmd playingcrucialrolesin the business.

Other relevant facts cited by the court included:
3 Fundmarketingmaterialsmadeclearthat the partnershadasignificantole inD e n h apeton.

Thep a r t exgertisedndjudgmentwere a significandraw for fundinvestors,who could withdraw their
investmentsf certainpartnersno longerparticipated.

3 Investmendecisiondor the fundswere madeby investmentandvaluationcommitteeswhichincludedthe partners.
The partnersall exercisedsignificantontrol over personneldecisions.

A sizablenumberof Denhamemployeeseceivedtotal compensatiorexceedinghe p a r t guarante@payments,
suggestinguchpaymentswvere not designedo adequatelzompensateahe partnersfor their services.

Concludinghato [ i ] n dhatserveroles dsistegralto their partnershipsasthosethe [plartners servedfor Denham
cannotbe saidto bemerelypassiveé n v e she coursheldthat the partnerswerenot 0 | i rparthees@ss u cuhdér
Section1402(a)(13pndthe p a r t distibusvésharesvereineligiblefor the SECAtax exemptionfor limited partners.

2025 YEAR-END TAX PLANNING GUIDE
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Planning Considerations

DenhanCapitalvasanotherbigwin for the governmentSimilarto the Tax

C o u ruling is SorobaCapitaglthe TaxCourt in Denhanrequireda functional
analysigenteredaroundthe roles andactivitiesof the individualpartners.In
Denhamthe TaxCourt detailedthe variousactivitiesof the partnersto show
that they were activeparticipantsn the busines®f Denhamandnot merely
passivenvestorsreceivingareturn on their capital.

TheTaxCourt agairrejectedthe argumenthat the partnerswere eligiblefor the
SECAtax exemptionunder Section1402(a)(13jnerelybecauseheywere limited
partnersin astatelaw limited partnershipmakingt clearthat federallaw and
not statelaw prescribeghe classificatiorof individualsandorganizationgor
federaltax purposes.

Giventhesedecisionspartnershipshouldreevaluatevhetherapartner,
includinga limited partnerin a statelaw limited partnershipjs subjectto SECA
tax by assessinthe activitiesof the partner usingafunctionalanalysisimilar
to the TaxC o u ranaysién DenhamPartnershipshouldalsoconsiderthe
guidanceprovidedfor in 1997ProposedRegAl.1402(a@(h), whichis instructive
despiteneverbeingfinalized.

Pursuant to this guidance, an individual is considered a limited partner
unless the individual:

i Haspersonaliability for the debtsof or claimsagainsthe partnership
by reasonof beinga partner;

i Hasauthority (underthe law of the jurisdictionin whichthe partnership
is formed)to contracton behalfof the partnership;or

i Participatesn the partnership'drade or businesgor more than500hours
duringthe partnership'sax year.

FINALRULESON PARTNERSHAREOF PARTNERSHIP
RECOURSEIABILITIES

ThelRSin December2024publishedinalregulationgTD 10014) adopting

rulesd initially proposed morethan 10 yearsearlierd to amendthe rulesunder Section
752regardingap a r t shareofartnershiprecourseliabilitiesandassociatesgpecial
rulesfor related persons.Therulesare critical for determiningap a r t basign éhe
partnershipinterest.

Par t riiahiitg &haresUnder Section 752

Under Section752,anincreasenap a r t shareofpartnershipliabilitiesis generally
considereda contribution of moneyby the partnerto the partnershipandadecrease
inap ar t shareofdiabilitiesis considerecadistribution of moneyto the partner by
the partnershipin determiningap a r t n e rofdiabilitiesithe regulationsdistinguish
betweenrecourseandnonrecoursdiabilities.

A partnershipliability is generallyconsideredrecourseto the extentthat a partneror
related personbearsthe economicrisk of lossunderRegAL.7522.Ap a r t shareofd s
arecourseliabilityis equalto the portion of that liability,if any,for whichthe partner

or arelatedpersonbearsthe economicrisk of loss.A partner bearsthe economicrisk of
lossfor a partnershipliability if the partner or related personhasa paymentobligation
underRegAlL.7522(b),is alenderasprovidedin Reg AlL.7522(c),guarantee@ayment

of interest on a partnershipnonrecoursdiability asdescribedn Reg.AL.7522(e),or
pledgesproperty asa securityasprovidedin RegAl.7522(h).

Final Regulations

Thenewregulationdinalizerules proposedin 2013coveringwhenandto whatextenta
partnerwould be treated asbearingthe economicrisk of lossfor a partnershipliability
whenmultiple partnersbeareconomicrisk of lossfor the sameliability,aswell asrules
addressingjiered partnershipsandrelated parties.Theyalsoaddanorderingrule. The
finalregulationsapplyto anyliability incurredor assumedy a partnershipon or after
December2,2024.

l\/h]leﬂ\\/lus mar
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Overlapping Economic Risk of Loss Ordering Rule

With respectto overlappingeconomicrisk of loss,the finalregulationsncludea
proportionality rule that appliesvhenmultiple partiesbearthe economicrisk of loss

for the sameliability. Underthis rule, the economicrisk of lossborne by apartnerequals
the amountof the partnershipliability (or portion thereof) multipliedby a fraction

Thefinalregulationsaddan orderingrule to clarifyhow the proportionality rule
interactswith the multiple partner rule andhow the multiple partner rule interacts
with the related partner exception.The orderingrule includesthree stepsto be followed
in order, andthe finalregulationsncludeanillustrativeexample.

equatlto the amountof economicrisk of lossborneby the partner dividedby the sum
of the economicrisk of lossborne by all partnerswith respectto that liability. The
proportionality rule is intendedto addressuncertaintyregardinghow partnersshould
sharea partnershipliability whenmultiple partnersbeareconomicrisk of losswith
respectto the sameliability.

Tiered Partnerships

Fortiered partnershipsthe finalregulationsaddresshow a lower-tier partnership
mustallocatealiabilityin casesn whichapartner of anuppettier partnershipis also
apartner of the lower-tier partnershipandthat partner bearseconomicrisk of losswith
respectto the lower-tier p a r t n diab8ith. Therégslationsn effectbeforethe final
regulationgdid not addresghis situation.Under the finalregulationsthe lower-tier
partnershipmustallocatethe liability directly to the partner.

Thefinalrule is broadlyconsistentwith the proposedrule. Thefinalrulesadda
clarificationregardinghow the tiered partnershiprule appliesn acasein whichthere
is overlappingeconomicrisk of lossamongunrelatedpartnersandaddanexampleto

illustratethe applicationof the proportionality rule whenthere aretiered partnerships.

Related-Party Rules

Thefinalregulationsalsoincludechangeso the relatedparty rules,including
constructiveownershiprules,the relatedparty exceptionto the relatedparty rules,
andamultiple partnerrule.

l\/h]leﬂ\\/lus mar

Planning Considerations

Thefinalregulationsadoptthe regulationghat were proposedmore than10
yearsearlierwith only afew minor changesndadditions.Amongother changes,
the finalregulationdargelyresolveuncertaintyin severalareas suchaswhen
thereisanoverlappingf economicrisk of lossandhow to allocateliabilitiesin
atiered partnershipwherea partnerin anuppertier partnershipis alsoa partner
in alower-tier partnership.Theyalsoadoptthe resultreachedby the TaxCourt
inIPOIlv.Commissionelr22 T.C.295(2004), and changle multiplerelated
partnersrule.

Astaxpayersmaychooseto applythe finalregulationgto liabilitiesincurredor
assumedbeforethe effectivedatewith respectto all returns,includingamended
returns,filed after the datethe regulationswvere publishedtaxpayersshould
evaluatevhetherthe finalregulationgprovidea more favorableresult for the
partnersin the partnership Note that if a partnershipchoosego applythe
finalregulationgto liabilitiesincurred or assumedrior to the effectivedate
(December2, 2024, the partnershipmustapplythe finalrules consistently

to allits partnershipliabilities
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NEWREPORTING-ORDISTRIBUTION®F PARTNERSHIPROPERTY

TheIRSin December2024releasedhe finalversionof new Form7217P a r t Reportd s
Property Distributed by a Partnershipaswell asthe accompanyin@structions,reflecting
anewreportingrequirementfor partnersin tax yearsbeginningn 2024or later.

Thisnew reporting requiremengapplieso anypartnerin anypartnershipthat receives
from the partnershipdistributionsof property other thancashandmarketablesecurities
treated ascash.

Investmentpartnershipghat meet certainrequirementscandistribute marketable
securitiesto partnerson atax-free basisandthe recipientpartner candeferincome
recognitionuntil the securitiesare later sold. Other partnershipsare generallyrequired
to treat marketablesecuritiesascash resultingin more immediatetax consequences.

Eachpartnerreceivingatax-free distribution of property, includingmarketablesecurities
from aninvestmentpartnershipjs requiredto file the new Form 7217 A separate~orm
7217isrequiredto befiled for eachdateduringthe tax yearin whichadistribution was
receivedandwill be attachedto ther e c i pax eetarh. Bheinformationreported

Planning Considerations

This new filing requirementreflects a continuationof the | R SeGent
efforts to expand required disclosuresfrom partnerships Private
companiesorganizedas partnershipsshould be preparedto receive
additionalrequestsfrom limited partnersasthey complywith the Form
7217reporting requirement

N
MillerNusmar
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SIMPLIFIEDCAMT GUIDANCERELATINGTO PARTNERSHIPNTERESTS

ThelRSannouncedn Notice 2025-28 that it intends
to partiallywithdraw proposedregulationson the
applicationof the corporatealternativeminimumtax
(CAMT) to partnershipsand CAMT entity partners
andto issuerevisedproposedregulationsPending
publicationof the revisedproposedregulationsthe
notice providesinterim guidance.

Themodifiedguidances intendedod t reduceburdens
andc o sih apdlyinghe CAMT to applicable
corporationswith financiaktatementincome (FSI)
attributableto investmentsn partnershipsThenotice
includesinterim guidanceon simplifiedmethods

to determineanapplicable o r p o radjtsied n 6 s
financiaktatementincome (AFSIwith respectto an
investmentin a partnershipreporting by partnerships

of informationneededo computeASFlandrulesfor
partnershipcontributionsanddistributions.

Key changes in the revised guidance include:

3 Addingtwo alternativemethodsfor calculatinga
CAMTentityp a r t distibubive shareof modified
FSl(e.g. the top-down electionandthe limited
taxableincomeelection);

3 Looseningequirementsfor requesting
information;and

3 Introducingmodificationsto the AFSladjustments
that applycertain partnershipprinciplesin current
proposedregulations(i.e., Prop Reg AL.56A-20).

MillerNfusmar
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CAMTBackground and Previous IRSGuidance on Partnership Interests

Fortax yearsbeginningfter December 312022 the CAMT imposesa 15%minimumtax on the AFSlof applicable
corporations(generallythosewith averageannualAFSkexceedingbl billion). AFSiis generallydefinedasthe netincome
or lossof the taxpayerset forth on the taxpayer'sapplicabldinanciaktatementfor that tax year,adjustedasfurther
providedin Section56A.

In SeptembeR024 the IRSissuedproposedregulationson the CAMT that includedsignificantew provisionsfor
partnershipsThe proposedregulations set outulesfor determiningandidentifyingAFSlincludingapplicableules
for partnershipsvith CAMT entity partners.

The2024proposedregulationsset out rulesregardinga partner'sdistributive shareof partnershipAFSIThe RS
explainedn the preambleto the proposedrulesthat it wasproposingadoptingad b o t-u pnethod,whichit
believedwasconsistentwith the statuteandmore conduciveto takinginto accountSection56A adjustmentsUnder
the proposedbottom-up method,a partnershipwould calculatets AFSlandprovidethis informationto its partners.
Eachpartnerwould thenneedto determineits0 d i s t s h la af éadparmership'sAFSIUnderthe proposedrules,
the CAMT entity partnerwould undertakea four-stepcalculationto arrive at its distributive shareamount.

The 2024 proposedregulationsalsoincludedrulesto providefor adjustmentgo carry out the principlesof Subchapter
Kregardingpartnershipcontributions,distributions,andinterest transfers.For both contributionsanddistributionsof
property, the IRSproposeda deferredsalemethod.

New Interim Guidance and Planned Proposed Regulations

Notice 202528 describesnterim guidancéntendedto simplifythe rulesset out in the 2024 proposedregulations,
andthe IRSsaidit anticipateseleasingoroposedregulationsconsistentwith the guidanceo be effectivefor tax years
beginningfter the publicationof finalregulationsFor tax yearsbeginnindeforethe forthcomingproposedregulations
areissuedfaxpayeramaychooseto applythe guidancelescribedn the notice.

Top-Down Election

Theinterim guidanceallowsa CAMT entity partnerto makeao t -dlqwne | e c tb detemmineits amountof AFSI
from apartnershipinvestmentor eachtax year(startingwith the first tax yearfor whichthe electionisin effect)by
referenceto the amountthe CAMT entity partner reflectsin its FSKor the tax yearwith respectto the partnership
investmentUnderthis election,the four-stepcalculationof aCAMT entityp a r t AFSlundesthe 2024proposed
regulationswvould be replacedby a simplifiedcalculation Thisalternativecalculatiorequalghe sumof (i) 8 0 %of
theo t -@lggvna mo u whichigdefinedasd a anyountsreflectedin the CAMT entityp a r t FRS#or thegax year
that areattributableto the partnershipinvestmentfor whichthe top-down electionisine f f di}amquidtsincluded
in AFSIfrom salesor exchangesand(iii) certainadjustmentsiescribedn section3.020f the notice. Thenumerous
adjustmentshot enumeratedn section3.020f the notice are excluded fromanelectingp a r t AFRSicaluation.

2025 YEAR-END TAX PLANNING GUIDE
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Different CAMTEntity Partners in the Same Partnership CanTake
Different Approaches

If a CAMT entity partner makesa top-down election,the partnershipis no longer
requiredto report its modifiedFSito that partner. Butif a CAMT entity partnerhas
not madethe election,the partnershipis still requiredto computeandreport its FSI
to anon-electingpartner that givesthe partnershipnotice that it requiresthe
partnershipto computeandreport its modifiedFSI A partnershipmayhaveboth
electingand nonelectingpartners.

Who Can Elect the Top-Down Approach?

Any CAMT entity partner canmakethe top-down election,providedit isnot a
partnershiplf a CAMT entity is a partnerin multiple partnershipsit canchoosewhere
it would like to makethe election.

Alternative Approaches for Calculating Partnership AFSI

ThelRSisalsoconsideringad | i ntaxdbleidcomee | e ¢ pursoanto whichsome
CAMT entity partnersmayusetaxableincomeamountsto determinetheir AFSIfrom a
partnershipinvestment.Thenotice providesa formulafor this, which,broadlyspeaking,
isthe sumof taxableincome,AFSlattributableto sales/exchangesndAFSinclusions
attributableto foreignstock.

Calculating a CAMTEntity P a r t rDéstribditse Share Under the
Bottom -Up Approach

New ruleswill provide greatefflexibilityin determiningaCAMTentityp ar t ner 6 s
distributive share.The 2024 proposedregulationsset out arather formulaicapproach

that wasoutsideof typicalSubchapteK concepts.The newruleswould provide for
certaind r e a s ma & h Hoddetérminingdistributive shareby usingexisting
SubchapteK conceptssuchasnet Section704(b)incomeor loss.

Requesting Information from Partnerships

Thenotice givesa CAMT entity more time to requestnecessarynformationfrom the
partnershipifthed t @ p wn e lisemat madeliapartnershipfailsto provide the
requestedinformation,the partner mayuseits booksandrecordsrather thanapplying
requiredestimaterules.

MillerN usmar

Contributions and Distributions

ThelRSprovidesadditionalruleson how to accountfor partnershipcontributions
anddistributions.Under the notice, CAMT entitiesmaychoose fromtwo additional
methodsto determineAFSladjustmentdor partnershipcontributionsanddistributions
(other thanpartnershipcontributionsanddistributionsinvolvingstock of a foreign
corporation):the ® mo d i-20in e td h andtide 0 f BubdhapteKmet hod. 6

Underthe modified-20 method,a CAMT entity partner mayapplyProp.Reg AL.56A
20 with certainmodificationgprovidedby the notice. Thesemodificationsgnclude(1)
applyingSectionsr52and707in determiningwhether Sections721(a)or 731(b)apply
to partnershipcontributionsanddistributionsof property subjectto liabilities,and(2)
changeso recoveryperiod rulesfor property to which Section168appliesaswell as
property for whichthere is no applicableecoveryperiod.

Underthe full SubchapteK method,a partnershipmayapplythe principlesof Sections
721and731to determineitsp a r t distibutvésharesof partnershipAFSiresulting
from contributionsor distributions.If a partnershipadoptsthis method, it mustalso
applythe principlesof other relevantSubchapteK provisions(e.g.,Sections704(c),732,
734,and737).

Planning Considerations

Notice 202528 providesCAMT entity partnerswith new approachegor
determiningtheir AFSIfrom partnershipinvestmentsTheseapproachesire
intendedto streamlinethe calculationprocessandreduceadministrative
complexity,particularlyfor taxpayersseekinglternativego the current, more
burdensomelistributive share rulesTaxpayershouldconsiderthe calculations
underlyingeachapproachto determinewhichwould bestservetheir interests.

While taxpayeranayapplythen o t iinteendgsiidancdor tax yearsbefore
new proposedregulationsareissuedthe IRSanticipategurther modifications
to bereflectedin the anticipatedproposedregulationsparticularlyregarding
partnershipdistributive shareandcontribution/distributionrules. Accordingly,
partnershipswvith CAMT partnersshouldwatchfor newguidanceandbe
preparedto adjusttheir approachessthe rulesevolve.
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ENERGY PROVISIONS FOLLOWING ENACTMENT OF THE OBBBA

With all the challenge$acingprivate
companieghis year,i t citisal that
they leverage every available tax
benefit
Fortunately,lawmakershavepacked
the Code with creditsandincentives
designedto reward taxpayers for
certain types of activities and
investments The OBBBA made
significantevisionsto

energy credits, imposing new
restrictions and phasingout manyof
the credits early Despite the
changes,there is still considerable
runway for many projects, and the
tax equity financing and credit
transfer markets should both be
robust over the next severalyears In
addition, the OBBBA enhanced
existingincentivesin waysthat offer
new opportunities for tax-efficient
structuring

The OBBBAhasreshapedhe energycredit landscapeSeverakredits were extendedor enhancedyhile manyothers are
subjectto new sourcingandinvestmentrequirementsor are phasingout early. The legislationdoesnot affectthe abilityto
transferor claimrefundablepaymentdor specifiectredits

Consumer Credits

The OBBBArepeals several energy-related tax credits directed to consumers, each with distinct effective dates:

U Section 25E & Previously Owned
Clean Vehicle Credit

i Repealedor vehiclesacquiredafter
SeptembeB0,2025.

Section 30D 6 Clean Vehicle Credit

Repealedor vehiclesacquiredafter
SeptembeB0,2025.

c:

Section 45W 8 Commercial Clean
Vehicle Credit

Repealedor vehiclesacquiredafter
SeptembeB0,2025.

c:

c:

U Depreciation

The bill eliminates the fiveyear
depreciable life for qualified energy
property, and the Section 17D
deduction is repealedfor construction

beginningfter June30, 2026

] Section 30C 9 Alternative

Fuel Refueling Property
Credit

Repealedor property placedn
serviceafter June30, 2026.

I Section 25C & Energy-Efficient

Home Improvement Credit

Repealedor property placedn
serviceafter December31,2025.

1 Section 25D o Residential

Clean Energy Credit

Repealedor expendituresnade
after December31,2025.

1 Section 45L 6 New Energy-

Efficient Home Credit

Repealedor property acquiredafter
June30,2026.
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Sections 48E and 45Y 9 Investment and Production Tax Credits

The OBBBAaccelerateshe phaseouwf the investmenttax credit under Section48E andthe production tax
credit under Section45Y. Projectsthat beginconstructionafter 2033will generallyno longerqualifyfor these
credits,with solarandwind facilitiesfacingevenearlier deadlinesTo remaineligible solarandwind projects
that beginconstructionafter July4, 2026 mustbe placedin serviceby the endof 2027

The legislationalso introduces new restrictions related to prohibited foreign entities Facilitiesbeginning
construction after December31, 2025 may not receive material assistancdrom such entities Material
assistancés determined basedon a cost ratio tied to the sourcingof eligiblecomponents In addition,
Section48E now includesstricter domesticsourcingrequirementso obtainthe 10%bonuscredit, reflectinga
broaderpolicy shifttoward supplychainsecurityandenergyindependence

Importantly,the IRShastightened _the rules for establishinghat constructionhasbegunfor purposesof the
July4, 2026 deadlinefor solar and wind facilities Under Notice 202543, the 5% safeharbor method is
availableonly if taxpayerscanuseit to establishthat construction beganby Septemberl, 2025 Starting
Septembel2, the physicalwork test is the sole methodfor establishingpeginningf construction(BOC) for
wind andsolarprojectsfor purposesf the July4, 2026 deadline

This changeappliesto the credit phaseoutsunder the OBBBA,but not to the foreign entity of concern
(FEOC)rules For FEOCexemption purposesfacilitiesmay still use the 5% safeharbor to establishthat
construction beganby December 31, 2025 Additionally, low-output solar facilities( £6 MW AC) may
continueto usethe 5% safeharbor beyondthat date The four-yearcontinuity safeharbor remainsin place
for projectsthat meetBOC requirements

Historically,taxpayerscould rely on either the physicalvork test or the 5% safeharbor. Notice 202542 now
limits this to the physicaWwork test, which requiressignificanphysicalWwork relatedto the energyproperty,
either on-site or off-site, under a bindingcontract Preliminaryactivitieslike designor site clearingdo not
qualify
To maintaincredit eligibility taxpayeranustalsomeetthe continuityrequirementwhichcanbe satisfiedf
the facilityis placedin servicewithin four yearsof the BOCyear.

Planning Considerations

Facilitiesmust establisBBOC by December31, 2025 to avoid FEOCrestrictions beginningn 2026 andfacilities
cancontinueto rely on the 5% safeharbor specificallyor the purposeof meetingthis deadlinghroughthe endof

2025 Solarandwind projectsbeginningonstructionmore than 12 monthsafter the OBBBAenactmentmustbe

placedin serviceby the endof 2027to qualifyfor Sectiond8E or 45Y credits Facilitieghat establis/BOC by the

deadlinecanrely on the four-yearcontinuity safeharborto placein serviceandpreservecredit eligibility

2025 YEAR-END TAX PLANNING GUIDE
FOR PRIVATE COMPANIES

Section 45X d Advanced Manufacturing Credit

The advancednanufacturingredit under Section
45X has been modified significantly While the
credit is repealedfor wind energy components
sold after 2027 it remains availablefor other
eligiblecomponentsbefore a phasedowrbegins
in 2031 Componentssoldin 2031 will qualifyfor a
75%credit, decreasingo 50%in 2032and25%in
2033 The credit is fully repealed for sales
occurringin 2034 or later. Notably, the scopeof
the credit has been expanded to include
metallurgical coal As with other energy
provisions,the material assistanceestrictions for
prohibited foreign entities applyto all qualifying
components

Section 45Z 0 Clean Fuel Production Credit

Underthe OBBBA the cleanfuel production credit

under Section45Z has been extended through

2031 The bill also reinstates the small agri

biodieselcredit under Section40A, whichcannow

be stackedwith the 457 credit. A new geographic
restriction has been added,disallowingthe credit

unlessthe feedstockis produced or grown in

Canada, Mexico, or the U.S Additionally, the

methodology for calculating greenhouse gas
emissionsasbeenrevisedto excludeindirectland

usechanges

Prohibited foreign entity rules have also been
extended to apply to clean fuel production

facilities

MillerNfusmar
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Other Energy Provisions

The clean hydrogen production credit under Section 45V is repealed for
construction beginningafter 2027 fi two years later than previously
proposed Section45Q credit rates for carbon capture used as a tertiary
injectantor for productive use are increasedto matchthose for permanent
geologicstorage with newforeignentity restrictions

Publiclytraded partnership(PTP)rules now includeincomefrom carboncapture
nuclearhydropower,andgeothermalenergyprojects,aswell asthe transport or
storageof sustainablaviationfuel or hydrogen The nuclearproduction credit
underSectiord5U isalsosubjectto foreignentity restrictions

Planning Considerations

Taxpayershouldassesgrojecttimelinesandsourcingstrategiesn light of
phaseout@&ndnew restrictions.For Sections 45¥ind48E constructionmust
beginwithin eligibilitywindowsi especiallyor solarandwind projectsfacinga
2027placedin-servicedeadline.

Supplychainplannings critical to avoiddisqualificatiomnderforeign entity
rules. Manufacturersf wind property eligiblefor Section45X shouldconsider
acceleratingproduction beforethe phaseout irR027.Cleanfuel producers
mustensurefeedstocksourcingcomplieswith geographidimits andupdated
emissionsules.

Entitiespursuingcarboncapture hydrogenpor nuclearprojectsshouldfactor
in expanded”TPeligibilityandforeignentity restrictionswhenstructuring
financingandpartnershipsEarlyactioncanhelp preservecredit eligibility and
providelongterm benefits.

\)
STATETAX CREDITTRANSFERS M

Followingthe enactmentof the OBBBA,manystateshaveexpandedor introduced
transferabletax credit programs particularlyin cleanenergy affordablehousing.and
infrastructure Theseprogramsallow taxpayersto sellunusedcreditsto third parties,
creatingliquidity and broader accesgo statelevel incentives Transfer mechanisms
vary by state, with some requiring pre-approval,certification, or registration, while
others impose annualcapsor limits on transfer volume The trend mirrors federal
credittransferabilityunderSection6418andreflectsgrowinginterestin flexiblecredit
monetizationstrategies

Statesare also beginningo adopt market infrastructurdl suchas broker platforms
andinsuranceproductsfi to supportcredit transfersandmitigatebuyerrisk. As more
jurisdictionsadopt these frameworks, taxpayerswith multistate operations should
monitor developmentsloselyto identify newopportunities

Planning Considerations

Taxpayers should assesseligibility and timing for generating
transferablecredits, especiallyin stateswith strict certification or
sourcingrequirementsEarlycoordinationwith legalandtax advisors
is essential to confirm compliance with documentation and
reporting rules Buyers should conduct due diligenceon project
qualificationtransferterms, andpotentialrecapturerisks

Engagingvith credit brokers or marketplacesmay help improve
pricing and identify reliable counterparties Additionally, taxpayers
should consider how state credit transfersinteract with federal
incentivesparticularlyin structuring

financingand partnershiparrangementsStrategicplanningnow can
help enhancecredit value and avoid missed opportunities as state
programscontinueto evolve
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OBBBAMAKESNEWMARKETS AXCREDITPROGRAMPERMANENT

TheNew MarketsTaxCredit (NMTC) programsupportscapitalinvestmentsn
low-incomecommunitiesby offeringtax credit-subsidizedoansto eligiblebusinesses
for usetoward eligiblecosts(e.g. realestateandfurniture, fixtures, andequipment
(FFE))Theseloansoften featureinterestonly terms, below-market rates,andprincipal
forgivenessfter sevenyears providinga permanentashbenefitto businesses.

Previouslysetto expireat the endof 2025 the NMTC programwasmadepermanent
bythe OBBBAwith acontinuedannuakllocationauthority of $5 billion. Eligible
businesse@ both for-profit andnonprofit i canapplyfor NMTC financindor capital
expenditureprojectsin qualifyingcensudracts. The programsupportsa wide rangeof
sectors,includingmanufacturinghealthcaregducationrenewable energyandretail,
thoughit excludedarmingandresidentialrental activities.

Eachyear,certified Community DevelopmentEntities(CDEs)applyto the CDFIFundfor
NMTC allocations!f awardedanallocation CDEsraiseequityfrom tax credit investors
anddeploycapitalto eligiblebusinesseétherwiseknownasQualifiedActive Low-
IncomeCommunity Businessed)asedon communityimpactandstrategicpriorities,
whichmayvaryby geographyr industry.

Planning Considerations

The NMTC programremainshighlycompetitive Earlyengagementvith
CDEsandtimely applicationare critical to securingfinancingBusinesses
should prepare detailed project plans that demonstrate strong
communityimpactand alignwith CDE priorities. Acting early improves
the likelihoodof receivingtundingandmayunlockadditionabenefits

WORKOPPORTUNITYTAX CREDITSETTO EXPIRE

TheOBBBAdid not extendthe work opportunity tax credit (WOTC), whichis now

setto expirefor anyindividualavho beginwork after December31,2025.TheWOTC
providesavaluabléncentivefor employerswvho often hire workers from certaintargeted
populationsjncludingveterans peoplewith disabilitiespeopleon food assistance,
certainyouth employeesandex-felons.Employersvho frequentlyscreen forqualified
individualsaspart of their hiring processshouldmonitor the legislativeprocessor a
potentialextensionof the credit.

PASSTHROUGHDEDUCTION

TheOBBBAmakesgpermanenthe 20%deductionfor qualifiedbusinessncomeunder
Section199Aandfavorablyadjustghe phaseoubf the deductionfor taxpayersvho do
not meetthe wageexpenseandcapitalinvestmentequirementsor who participatein a
0s pecavicdragebrbusi ness. 6

MillerNusmar

Planning Considerations

Thepermanence®f this provisionprovideswelcomecertaintyfor private
companiegengagedh qualifyingactivitiesThedeductionis not available
for arangeof specifiedservicebusinesse3heremaybe opportunitiesto
segregatectivitiesand toincreaseor allowdeductionsThesafeharborfor
rentalactivityto qualifyasaSection199Atrade or businessinderRev.
Proc. 2019-38 remaingn effect.
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R&D CREDITOPPORTUNITIES

The researchcredit remainsone of the most powerful
incentivesin the tax code, and the IRS continuesto
receive a high volume of claims,strainingexamination
resources To improve administration and reduce
improper claims,the IRSrecently made severalchanges
to Form6765 clarifyingdocumentatiorrequirementsfor
claiminghe credit.

The revised Form 6765 was partially finalizedfor tax
year2025 with the IRSmakingoptional the mandatory
reporting of qualified research expenses (QRES) by
businesscomponentin SectionG of the form. When
SectionG becomesmandatoryfor the 2026 tax year,
taxpayerswill be requiredto disclosethe top 80% of
QREswith controlled group membersrequiredto attach
detailed breakdownsby entity. Section E is currently
mandatoryandincludesnew questionsrelatedto officer
wagesacquisitionsanduseof the ASC730directive
These updatesreflect the | R SHgwing efforts to
enhancdransparencyandstrengthemauditreadiness

In responseto ongoingcomplianceconcernsthe IRShas
increasedscrutiny of research credit filings, including
more frequent audits However, due to temporary
resource constraints, some IRS Exam functions are
operating at reduced capacity, which may delay - .
enforcement actions Taxpayers should confirm that s ’ e

they are properly documentingclaimsand explore state o=

credit opportunities Q

per

-
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State Credit Changes

Overthe pastyear,severaktateshaveenactedor revisedegislatiorrelatedto researchanddevelopmen{R&D)tax credits.Thesechangeseflectagrowingtrend to

incentivizeinnovationandattract hightech investment.

These states include:

Arizona: Arizonanow permitsuseof the alternativesimplifiedcredit (ASC)
methodfor computingits creditfor increasedesearchactivities Thisprovides
greaterflexibility andmayresultin increasedenefits Refundablereditsare available
for smallbusinessewith fewerthan 150employeessubjectto pre-approvafrom

the ArizonaCommerceAuthority.

Arkansas. Arkansagxpandedts credit options,offeringupto 33%for strategicresearch
areasanduniversitypartnershipsCredits are nonrefundabldout canoffset 100%of state
tax liabilityandbe carriedforwardfor upto nineyears

Connecticut: Connecticutexpandedts R&D andR&EcreditsunderH.B.7287.Single
memberLLCsmaynow qualifyif they meet specificcriteria. Refundabilityncreasedo
90%for smallbiotechfirms and65%for other smallbusinessesappedat $1.5million
percompanyannually.

lowa: lowaenactedSenaterile 657, replacingts researchactivitiescredit with atargeted
R&Dtax credit programeffectiveJanuaryl, 2026 Eligibilityis limited to sectorssuch

asadvancednanufacturinghiosciencefinancejnsuranceandtechnologyCredits
are cappedat $40 million annuallyandrequire CPAverified QREsanda competitive

applicationprocesshroughthe lowa Economic Developmeriuthority.

Planning Considerations

Massachusetts: Massachusettiscreasedhe maximumallowablecredit for certain
industriesandintroducednew documentatiornrequirementgor softwaredevelopment
andAl-relatedR&D.

Michigan: Effectivelanuaryl,2025,Michigarreintroducedits R&Dtax credit. Large
businessemayclaim3%of qualifyingexpensesipto a baseamountand10%aboveit,
cappedat $2 million. Smalbusinessemayclaim 15%abovethe baseamount,capped
at $250,000An additional5%credit is availabldor universitycollaborationscapped
at $200,000Thecredit is refundableandsubjectto a $100million annuatap.

Minnesota: Minnesotantroducedpartialrefundabilityfor its R&D credit: 19.2%for 2025,
increasingo 25%for 202652027

Oklahoma: Oklahomarevisedits R&D creditto alignmore closelywith federalQRE
definitionsandintroduceda new pre-approvalapplicationprocess.

Texas: Texasenhancedts franchiseax R&D creditviaSB2206andrepealedthe R&D
equipmentsalegax exemptioneffectiveJanuary, 2026.

Navigatinghe R&D credit hasbecomemore complexamidheightenedeview,evolvingcaselaw,andnewcomplianceneasuresl axpayershould
makesureclaimsarewell-supportedandconsistentwith updatedguidanceo reduceauditriskandavoiddelays.

Taxpayershouldcarefullyassesgligibilityfor both federalandstate researchcredits, maintaincontemporaneouslocumentationandprepareto defend
claimsunderexaminationStrategiglannings essentiato leveragingvailabléncentivesgspeciallgiventhe complexityandvariabilityof statelevel
programsUsinga trusted tax advisorcanhelptaxpayeranaintaincompliancewvith IRSandstateregulationsandeffectivelysubstantiateesearchcredit

claims

MillerNfusmar
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OBBBACHANGESRULESFORQUALIFIEDSMALLBUSINESSTOCK

The OBBBAsignificantlyenhances tax-efficientstructuringoption for privatecompaniesQualifiedsmallbusinesstock TheOBBBAalsoincreaseghe limit on aggregatgross
(@SBSunderSection1202offerstax-free appreciationandhasbeenincreasinglyisedby privateequityin recentyears. assetgo satisfythe qualifiedsmallbusinessest for
purposef Section1202.

Enactedn 1993 Section1202generallyallowsa non corporate taxpayerto excludea percentagef the gainfrom the
salear exchangef QSBSeldfor more thanfive years Theeligiblegainexclusionpercentages basedon the datethe These thresholds are now asfollows:

stockisissued 3 At alltimesthroughthe dateof issuance,

the corporation'saggregatgrossassetamust not have
exceededb50 million for issuancebefore July5, 2025
or $75millionfor issuancesfter July4, 2025 and

For stockissuedbeforeJulys, 2025 the maximumamountof gainon QSBShat canbe excludedfor anytax yearby
eachtaxpayewith respectto eachissuingC corporationis generallylimited to the greaterof: (i) $20million, minusthe
amountof gainexcludedby that taxpayerin prior yearswith respecto the sameissuingcorporation;or (ii) 10timesthe

t a x p aggeegatadjustedbasisn the QSBSsoldduringthe tax year. 3 Immediatelyafterthe dateof issuance

(andafter consideringamountsthe corporation
For stockissuedafter July4, 2025 ,the OBBBAincreaseshe $10million limit to $15million andadjuststhis limit for receivedin the issuancethe aggregatgrossassets
inflationbeginningn 2027.In addition,the OBBBAcreates newb 0%and75%gainexclusioncategoriesor QSBS held of the corporationmustnot exceed$50 million or
for at leastthree andfour years respectively. $75million for issuancebeforeJulys, 2025 or after

ThevariousQSBS:xclusionpercentagesexclusionlimits, andrequiredholdingperiodsby stockissuancelate are setout July, 2025 respectively.

in the tablebelow. Aggregategrossassetsaredefinedascashplusthe
aggregatadjustedax basisofthec or por at i on
QSBSIssued: other assets.

Percentage of Eligible Limited to Greater Required Holding

Gain Excluded of 10x Basisor Period (Years
After and Before ( )

Planning Considerations

8/10/1993 2/18/2009 50% $10M Morethan5 After anissuancés deemedo be QSBSunder
2/17/2009 9/28/2010 75% $10M Morethan5 Section1202thec o r p o rgeossaseets § s
canexceedhe applicablehreshold (either $50
9/27/2010 71512025 100% $10M Morethan5 million or $75million) at alater datewithout
71412025 50% $15M 3 receivingSection1202treatment. By increasing
the threshold,the OBBBArenewsanexisting
71412025 75% $15M 4 c or p o rahilityitodseudQSBSf their
aggregatgrossassetdaveexceededs50 million
714/2025 100% $15M 5 or more in the pastbut haveneverexceededb75 million.

Thishigherthresholdalsoexpandghe potential
QSBSenefitdor privateequityfirmswhen
acquiringargetbusinessewith enterprisevalues

MHCMEI’I]&I’ of upto $75million.
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OPPORTUNITYZONE EXTENSIONCREATESTAX PLANNINGOPTIONS

The OBBBA made the qualified opportunity zone (QOZ) program permanent,
preserving

one of the most generougax incentivesever offered by CongressThe provisioncan
offer benefits to investors looking for tax-efficient returns, individual private
companiesnvestingn specifiqgeographieyr assetmanagersettingup funds

The OBBBAnNot only makesthe program permanent,but it changeghe rules in
important ways Fundsand investors should consider the implicationsfor their
planningstrategies The changescould affect the timing of gaintransactionsand
capitalcontributions, the location of investmentsandthe complianceburdensfor
funds

Thecurrent QOZ designationwvill expireat the endof 2026 New zoneswill be

designatedi rolling 10-yeardesignatiorperiodsundernew criteria that are expected
to

shrinkthe numberof qualifyingzones As underthe current program,taxpayerscan
defer capital gains by investing in a qualified opportunity fund (QOF). For

investmentsmadeafter 2026 taxpayerswill be requiredto recognizethe deferred
gainfive yearsafter makingthe investmentbut will receivea 10% increasein basis
for holdingthe investmenfive years For QOFsoperatingin a new categoryof rural

opportunity zones,this basisincreaseis 30% Taxpayerswho make investments
beforethe endof 2026 muststill recognizethe deferredgainat the endof 2026

The more powerfultax benefitmaybe the tax-free appreciatioron the underlying
investmenitself Taxpayersill still receiveafull basisstep-upto fair marketvalue
(FMV)for property held 10 years,but the OBBBAaddeda rule freezingthe basis
stepupto the FMVat 30yearsafterthe dateof the investment

The operational rules for QOFs and qualified opportunity zone businesses
(QOZBs) are generally unchanged,except for property held in a rural
opportunity zone Thethresholdfor establishinghe substantiaimprovementof
qualifyingoroperty in

a rural opportunity zone will be 50% of basisrather than 10024 effectivefor any
determinationsafter July4, 2025 QOFs and QOZBs will both be subjectto
increasedeporting requirements

Companieslooking for new tax-efficient investingopportunities and gain deferral
strategiesshould reassesgheir investmentoptions, payingparticular attention to
whichgeographiesre likelyto qualifyin 2027.

2025 YEAR-END TA>J PLATE
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Planning Considerations

The timing of capital gainstransactionswill be important Delayinga
capital gain transaction could allow taxpayersto make a deferral
election in 2027 and defer recognizingthe gain until well after the
current 2026 recognition date Conversely, taxpayers planning
investmentsn geographi@reasthat are unlikelyto be redesignatednay '
needto makethe investmentseforethe endof 2026

ExistingQOFs and QOZBs should considertheir longterm capitalneeds ‘
becauseit is not clear whether any 0 g r a n d f aeliehvallrallon g 6
additionalqualifiedinvestmentsin fundsoperatingin QOZs that are not
redesignatedThe new reporting ruleswill applyto both new and existing
QOZs andQOZBsfor tax yearsbeginningfter the date of enactmentand
those entitieswill needto collect andreport substantiahew information

that hasneverbeforebeenrequired
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REIT STRUCTURING AND REAL ESTATE BENEFITS

Therealestateinvestmentax (REIT)structure remainsaneffectivewayto structure
certainreal estateactivitieswith only one layerof tax. The OBBBAraisesfrom 20%to
25%the portion of the grossassetvalueof a REITthat maybe attributableto equityand
debt securitiesof taxableREITsubsidiariessffectivefor tax yearsbeginningfter 2025.
Thechangeshouldprovide addedflexibility.

In addition the OBBBAallowsthe completedcontract methodof accountingor many
residentiakcondominiumgonstruction,andsaleprojects,effectivefor contractsentered
into after July4, 2025.For residentiadevelopergdhat meetthe averageannuabross
receiptstest underSectiord48 ($31millionin 2025) the maximumestimatedcontract

Planning Considerations

Thisprovision providesnuchneededax reliefto condodevelopersvho often
hadto report incomeunderthe percentagef completionmethod,whichoften
requiredthe reporting of incomebeforereceivingpaymentAllowingthe use
of the completedcontract method of accountingallowsbetter matchingof
reportingtaxableincomewith the receiptof cashby the developer.

Unfortunately the reliefis providedonly prospectivelyfor contractsentered

into afterthe July4, 2025,enactmentate.Therefore taxpayerswith contracts
enteredinto prior to the enactmendatewill continueto be subjectto the old
rules.Moreover,reportingincomefor projectsbegunin prior yearsmaybe bound
to the prior methodof accounting.

\ 3 . ~ —
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Thecurrent capitalmarketsenvironmentremains PLANNINGFORSECTION382 LIMITATIONS

markedby volatility, persistentinflationarypressure,
andstructurally higherinterest rates. Companies Section382limitationscansignificantlyeducethe net presentvalueofac o r p o rnatbperatimgiosses Section

163(j)interest expensecarryforwards.tax credit carryforwards,and Sectionl74balancegollowingand o wn er s hi p

are facinglesspredictablefinancingvindows, with
¢ h a nSpeiond82limitationsalsomayimpactanticipatedax benefitswhencompaniesxit non-core businesses.

highercostdebtandvolatileequityvaluationsAsa
result,manyissuersareincreasinglyurningto hybrid
instrumentssuchasconvertiblesppportunisticequity
raisesor convertingmaturingdebtto equitywhen
credit providesunfavorableefinancingptions. With
the currenteconomicheadwindscompaniesre

For purposesof Section382,anownershipchangeoccursif thereisa50%shiftinthec o r p o r5&b6kshareholdes
ownershipwithin arolling three-yearperiod. An ownershipchangemayoccur asaresult of cumulativetransactions
betweena corporation andits shareholdersor it maycomeaboutbecausef anacquisitionor merger.Whenan
ownershipchangeoccurs,the analysisequiredto computethe applicabldimitationsis complex.

proactivelyrecapitalizingo preserveflexibility aheadof Regularreattime monitoringof ac 0 mp aSectidn382 profile canidentifyopportunitiesto deferor avoidSection
potentialmarkettightening. 382ownershipchanges andssociatedax attribute limitations.Opportunities may include, for example:

The sameeconomic factorsare affectinghe M&A 3 Sizingastockissuancéo keepthe ownershipshiftbelow 50%.

market,whichis beginnindo rebound.Overall deal 3 Delayinganissuancer similartransactionto allow previousequityeventsto fall outsidethe rolling three-yearwindow.

valuesncreasedverthe summerdespitefewer
transactionsdriven partially by digitaltransformation
ascompanieseekto enhancecapabilities.

3 Incertaincircumstancesnvolvingpotentialownershipshiftsassociatedvith largecashraisesredeeminghon
participatingd % shareholders belovs %in conjunctionwith the capitalraise.

3 Implementingtrategiessuchaspoisonpills andsharerestrictionsto avoidunanticipatedwnershipchanges.

WhethE.:r managlﬁ@apltalneedgor er?gaglngn In some situationstriggeringan ownershipchangeduringhighequityvaluationsmaybe beneficiato limiting
strategicM&A activity, taxconsiderationsshouldbe adverseconsequencesf Section382andmayincreasehec o mp aflexjbifitysto executeadditionalissuancesr

part of the decisiormakingprocess Severakeyissues recapitalizationsvithout triggeringfurther ownershipchanges.
anddevelopmentsanimpactstrategy.Debt refinancing

andhedgingransactionscanhaveimportant tax
implications Section382 canrestrict the valueof Planning Considerations
tax attributesandmaybe particularlyimportant

with increasingleductionsthanksto the OBBBA.
The TaxCourt hasalsoissuedanimportant ruling u  Accuratelypricingnet operatinglossesgredits,andSectionl74balanceinto dealnegotiations.

Timely, robust Section 382 analyses can provide strategic advantages in M&A transactions by:

on terminationfees andthe IRShasrescindednew i Identifyingopportunitiesto unlockbuilt-in gains irtransactiongthat increaseannual limitatiorcapacity.

reporting on certaintypesof transactions. u  Avoidingposttransactionsurpriseshy structuringownershipchangesvith Section382impactsin mind.

U Companieswith largeunamortizedSectionl74balancesnayfacehigherstakesThe OBBBAhasincreased
the ambiguityof whether thesecostsconstitute built-in-lossesfor Section382 purposesmakingproactive
planningessentiato mitigatingthe risk of unexpectedimitations.

\
- N
MJIGMB mar With risingcostsandvolatilevaluationsSection382 plannings vital, andtax departmentscannotafford to

CPAs » ADVISORS « INNOVATORS treat potential Section382limitationsasanafterthought.Byintegratingreattime ownershipandtax attribute
monitoringinto strategictax planningdecisionstax departmentscanhelpcompaniegpreserveandenhancehe
valueof c 0 mp ataxiat&ilsutes.
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TAX COURTSUPPORT®EDUCTIONFORTERMINATIONFEE

The TaxCourt held earlier this yearin AbbVienc.SubsidiarissCommissionérat
anapproximately$1.6billion terminationfeewasproperly deductibleasanordinary
businesgxpenseandshouldnot be treated asa capitalloss.The casehasimportant
implicationsfor the treatmentof terminationandcancellatiorfees.

The casecenteredon a proposedmergerbetweenAbbVieand Shireto combinethe two
companiesnto a new holdingcompanyin JerseyThetransactionwassubjectto various
conditions,includingregulatoryandshareholderapproval

Thetwo partiesenteredinto ad Co o p eA qrt e ® midigatingooth sidesto be
boundbythe transactionandto perform certainactionsto implementit. Significantly,
the agreementequiredAbbVieto payabreakfeeto Shireif A b b Vhoadbfs
directorsfailedto recommendthe mergeror shareholderapprovalwasnot obtained.
After unfavorabldax guidancevasreleasedA b b Vi e Midirebtarsavithdrew its
recommendatiorfor the proposedmergerandpaidShirethe breakfee.

AbbVieandthe IRSdisagreedn the treatmentof the breakfee.AbbViearguedthe
feewasdeductibleeither asanordinary andnecessargxpensepaidor incurredduring
the tax yearin carryingon anytrade or businessor asalossdeductibleunder Section
165,whichallowsadeductionfor anylosssustainediuringthe tax yearthat is not
compensatedby insuranceor otherwise. The IRSarguedthat the breakfeewasa capital
lossunder Section1234A,a provisionintendedto preventtaxpayerdrom converting
capitaltransactiondnto ordinary lossesvia contract terminations.Section1234A
providesthat gainor lossattributableto the cancellatiorof 0 aght or obligation...

with respectto property whichis...acapitalassetn the handsofthet a x p #siselfr 6
treated asa capitalgainor loss.
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TheTaxCourt rejectedthe S e r v pogitienjfisdingthat the agreemenbetween
AbbVieandShirewasnot aright or obligationd w i reésgectto p r o p ellhetoyrt'sé
decisionwasbasedon afew keydeterminationsFirst,the agreemenprimarily focused
on mutualcommitmentsrelatedto obtainingregulatoryapprovalandthe provision
of corporatefacilitativeservicesrather thananydirect transactioninvolvingproperty
rights.Secondthe TaxCourt interpretedthe phrase'with respectto property” in
Section1234Ato meanaright or obligationin exchangdor property interests.The
court foundthat the cooperationagreementncludedrightsor obligationgo perform
servicegelatedto the property, but did not containrightsor obligationgo transfer
property. Accordinglythe court concludedthat Section1234Alimits the scopeof the
provisionto casesn whichthe taxpayerhasao r i ogdbligationto exchangéi.e.,to
buy,sell,or otherwisetransferor receive)aninterestinpr operty. 6

Planning Considerations

Thedecisionprovideswelcomeandfavorableguidancevith respectto the

tax treatmentof terminationfees potentiallylimitingthe scopeof Section
1234A.Taxpayershouldcontinueto monitor this area,however,asthe IRShas
appealedhe decisionto the SeventtCircuit. It shouldalsobe noted that the
decisionwasvery factspecificandrelied heavilyon the determinationthat the
obligationswere largelyserviceoriented. The result underscoregshe importance
of evaluatingvhethera contract obligateghe partiesto completeatransaction,
or merelyfacilitatesone. Companieshouldalsonote that notwithstandinghe
holdingin AbbVigaterminationfee maynot necessarilype currently deductible.
Considerationrmustalsobe givento RegAl.263(a)5, whichgenerallyrequires
terminationfeesto be capitalizedf the payeristerminatingthe transactionto
enterinto anothertransaction.
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IRSRESCINDSIEWREPORTINGREQUIREMENTSEOR
M&A TRANSACTIONS

ThelRShaswithdrawn andsupersededjuidanceeleasedust beforeformer President
Bidenleft officethat coversthe nonrecognitionof gainor lossin corporateseparations,
incorporations,andreorganizationsandupdatedreporting requirementsfor Section
355transactionsThe Bideneraguidanceprocessstartedin May2024whenthe IRS
updatedits privateletter rulingpolicyin Rev. Proc 2024 -24 andoutlinedits viewsin
Notice 2024 -38. ThelRSfollowed with two setsof proposedregulationsn January
2025(REG112261 -24 andREG116085 -23), whichtranslatedtheir viewsinto formal
guidanceandimposednew multiyearreporting requirements.

ThelRShasnow withdrawn both setsof proposedregulationsandissuedanewrevenue
procedure(Rev. Proc. 2025-30) supersedinghe privateletter rulingguidancen Rev.
Proc.202424. Themaneuvetessentiallyeverts tothe rulesin placeunder

Rev. Proc. 2017-53 andRev. Proc. 2018-53.

Themoveis welcomenewsfor taxpayersparticularlythoseseekingprivate letter
rulings.Althoughthe regulationswere still in proposedform, the IRShadbeenapplying
themto privateletter rulingrequests.The newrules(largelyrevertingto rulesin place
beforeRev.Proc.2024-24) will applyfor anyruling requestspostmarkedor received
afterSep29,2025.

TREASURYAX REVIEW

Treasurygroupsare facingunprecedentecthallengef&om volatile market conditions.
Uncertaininterest rates,volatile credit markets,currencyfluctuations andstrained
commaoditymarketshave all been affecting financing, investing, andtaishgement
andhavecausedreasurersto reevaluatehow andwhento hedgevariousrisks.
Theseactivitieswill generallyhavesignificantax consequenceandthe needfor tax
departmentdo be involvedin thesedecisionshasneverbeengreater.Companieshould
evaluateall treasuryactivitiesfrom atax perspectiveon aregularbasis.

DEBTREFINANCING'RANSACTIONS

Over the pastyear,manyprivate companiehaverefinancedheir existingdebt to
securecurrentinterestrates,with the potentialfor ratesto decreasen the future.
Refinancingransactionghatresultinad s i g nmd d icfai mftthetdébbundér
applicableegulationscanhavedisparatetax consequencedependingn the specific
circumstancesAlthoughthe regulationsproviderelativelyclearrulesfor determining
whenamodificationisd s i g n ithe applieatiorof tileserulesis highlyfact
dependentandfrequentlyrequiresrelativelycomplexcalculations.

Companiesshouldreview their debt modification transactions during the yaar
confirm theirtax impact.Companieghat are consideringchangeso existingcredit
facilitiesin the comingyear shouldlikewiseassessvhether the proposedchange
would amountto a significanimodificationand,if so, determinethe tax implications
of the modification.

Tax Treatment of Debt Modifications

Theincometax treatmentof debtrefinancingransactionds highlyfactspecificand
requirescarefulanalysisCertainrefinancingransactionamaybe treated asa taxable
retirementof the existing(refinancedYebt, whichmaygiverise to the abilityto write off

anyunamortizeddebtissuanceostsandoriginalissuediscountthe latterasd r e pur c h

p r e miHaweaverin certainsituationsarefinancingransactionmayalsogiverise to
taxableordinaryincomeintheform of 0 ¢ a n ¢ eofirldebtednes®in c o me . 6

Thetax consequences of a debt refinancing transaction hinge in parhetherthe
transactionresultsin a significantmodificationof the debt underrulesset out in Reg.
A1.100%3, whichresultsin adeemedretirement of the existingdebt in exchangédor a
newlyissueddebtinstrument.
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When Is a Maodification  Significant?

As a threshold matter, a modificationincludesnot only a changeto the terms of an
existingdebt instrumentbut would alsoincludean exchangeof an old debt instrument
for a new one or the retirement of an existingdebt instrumentusingthe proceedsof a
new debtinstrument Stateddifferentlyfi it isthe substancenot the form, that governs
whetherdebthasbeenmodifiedfor federalincometax purposes

Whether a modification of a debt instrument constitutes a significantmodification

Tax Implications of Significant Debt Modifications

A significantmodification results in the deemed retirement of the existing debt
instrument in exchangefor a newly issued debt instrument The existing debt
instrumentwill be deemedretired for anamountequalto the 0 i spsrui ed taetnewly
issueddebt instrument,together with any additionalconsiderationpaidto the lenders
asconsideratiorfor the modification

The issueprice of a debt instrumentdependson whether the debt instrumentwas

dependson the materialityof the changesThe regulationgrovideagenerald e ¢ 0 n o miissuedfor cashor property. If a significanamount(generallyl0%9 of the debt was

si gni frulecand sewweral specific rules for testing whether a modification is
significant In practice, most debt modificationsare covered by two specificrules
governingchangesn the yield to maturity of a debt instrument (the changein yield
test) anddeferralsof schedulecbaymentgthe deferraltest).

3 Yield test: Under the changein yield test, a modificationis significantif the new
yield of the modified debt instrumentdiffers from the old yield of the unmodified
debt instrument by more than 25 basispoints (i.e., 1/4 of 1% or 5% of the
unmodified yield Various changes,such as adjustingthe interest rate, altering
paymentschedulesor payingmodification fees, can impact the yield It is not
uncommonfor amodificationwith only aminor (or no) changeo the statedinterest
rate to result in a significantmodificationdue to changesn the yield to maturity
that result from the paymentof modificationfeesor changego the due datesfor
certainpaymentsThisissueis often overlooked

3 Deferral test: Under the deferraltest, a modificationis significantif it causesa

materialdeferralof paymentsWhile the test doesnot defined mat d ef ai r al

offers a safeharbor. a deferralis not significanif all paymentsare unconditionally
made within the safe harbor period This safe harbor period starts on the first
deferredpaymentdate andlastsfor the lesserof five yearsor 50% of the original
term (e.g., the deferralsafeharbor for a five-year debt instrumentwould be two-
anda-half years)

In applyingooth the changean yieldtest andthe deferraltest, taxpayersare requiredto
considerthe cumulativeeffect of the current modificationwith any prior modifications
(or, in the caseof a changean yield, modificationsoccurringin the pastfive years) This
cumulativerule is particularlynoteworthy for taxpayerswho routinely modify their debt
(andoften incur modificationfeesin connectionwith the modification) asthe results

of certainmodificationsmaynot be significantvhen viewedin isolationbut maybe
significantvhencombinedwith prior modifications
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issuedfor money,the issueprice will be the cashpurchaseprice. Otherwise,assuming
the debtinstrumentis in excesf $100 million, the issueprice will be its fair market

value(or the fair marketvalueof the property for whichit wasissued)fitiso pub | i c |

tradedo In all other casesthe issueprice of the debt instrumentwill generallybe its
statedprincipalamount

If the issueprice of the modifieddebt instrument(i.e., the repurchaseprice) is less
than the tax-adjustedissueprice of the old debt instrument,a borrower will incur
cancellationof indebtednessncome,which is generallytaxed as ordinary income

in the current tax year. If insteadthe repurchaseprice exceedsthe adjustedissue
price (this mayoccur whenthe old debt instrumenthad unamortizedoriginalissue
discountor whenthe debtis publiclytradedandhasafair marketvaluein excesof

its faceamount),the borrower will incur repurchasepremium Repurchas@remium

is deductibleasinterest expenseSpeciatulesapplyto determinewhethersuch
repurchasepremiumis currently deductibleor is insteadamortizedover the term of the
néwlyissueddebtinstrument

The retirement of an existing debt instrument may also give rise to the ability to

deduct any unamortizeddebt issuancecosts As a generalmatter, the determination
of whether anyunamortizeddebt issuancecosts shouldbe written off or carried over
and amortizedover the term of the new debt instrumentgenerallyfollows the same
analysissrepurchasgpremium Notably,debtissuanceostsare deductedasordinary
businessexpensesunder Section162 and therefore are not subjectto the limit on

businessnterest expensadeductionunder Section163(j).

Finally,a significantmodification may give rise to additional tax implicationsthat
companiesshouldconsider,includingthe potentialfor foreigncurrencygainor lossand
the needto 0 mato-kna r kesistidgtax hedgingransactions
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TAXHEDGINGDENTIFICATIONAND DOCUMENTATION

Most companienter into hedgingransactions

to manageisk that arisesn their businesssuch
asinterestrate, currency,andcommodityprice risk.
Thesetransactionsare subjectto tax hedgingules,and
failureto follow the requirementaunderthoserulescould
resultin negativetax consequencedhetax hedging
rulesimposea samedayidentificationrequirementwith
timingandcharacterwhipsawrulesthat mayapplyif
suchtransactionsare not timely identified.

Aspart of yearendreviewsandplanningor next year,
companieshouldreviewtheserulesandthe sufficiency
of their hedgingdentificationanddocumentation
processesothey canproperly meetthe requirements.

Tax Hedge Qualification & Character

To qualifyasatax hedgethe transactionmustoccur
within the normal courseof businesandbe usedto
managenterestrate, currency,or commodityprice risk
with respectto ordinary property or ordinary obligations
(incurredor to beincurred)by the taxpayer Forthis
purpose property is ordinary if asaleor exchangef the
property could not producecapitalgainor lossunder
anycircumstancesTaxpayersnaymanageisk on a
transactionby-transactionbasisor, alternativelymay
manageaggregateisk (i.e.,they mayenterinto one or
more foreigncurrencycontractsto manageaggregate
foreigncurrencyrisk).

Gainor losson atax hedgingransactionwill be
ordinaryincomeor lossif the transactionis properly
identifiedanddocumentedn atimely manner.
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Same-Day Identification Requirement

Thetax hedgingulesrequirethat eachtax hedgingransactionbe identifiedassuchno later thanthe closeof the day
onwhichthe hedgewasenteredinto. Thehedgedtem mustbeidentifiedsubstantiallgontemporaneouslyvith the tax
hedgingransactionput in no casemore than35 daysafter the hedgingransactionwasenteredinto.

Anidentificationmustidentifythe item, items,or aggregateisk beinghedgedIdentificationof anitem beinghedged
involvesidentifyinga transactionthat createsrisk andthe type of risk that the transactioncreates.Thisidentification
ismadein (andretainedaspart of) thec o mp atax filésandis not sentto the IRSA GAAP(or IFRShedge
identificationwill not satisfythe tax hedgeidentificationrequirementunlessghet a x p egoksandrecordsmake
clearthat suchidentificationis alsobeingmadefor tax purposesAdditionalregulatoryguidancas providedfor certain
categorief hedgingransactionsincludinghedgesof debtissued(or to beissued)ythe taxpayer,inventoryhedges,
andhedgeof aggregateisk.

Taxpayersare givensignificanflexibility regardinghe form of suchidentification.For companieghat enterinto tax
hedgingransactions infrequently samedayidentificationmaybe preparedandsavedn thec o mp atax filés.s
However,this approachis often challengindor taxpayershat enter into hedgingransactionsoutinely (often on a
dailybasi$. Fortaxpayerswho enterinto hedgingransactionsrequently the samedayidentificationrequirement
canbe satisfiedhroughatax hedgingoolicy. A tax hedgingpolicy will identifythe typesof transactionsenteredinto
to manageisk andthe risk managedandhow suchrisk is managedandwill identifyall transactionsdescribedn
the policy astax hedgingransactionslf properly preparedthe tax hedgingpolicywill serveasidentification(for tax
hedgingourposespf anytransactionsdescribedin the policy.

Hedge Timing Rules

IRSregulationgprovide speciatax accountingulesfor tax hedgingransactionsknownasthe o h e tngrgr ul e s .
Thehedgetimingrulesprovidea generarequirementthat the methodof accountingisedto accountfor hedging
transactionamustclearlyreflectincomeby matchinghe recognitionof income,deduction,gain,or losson the hedging
transactionto the recognitionof income,deduction,gain,or losson the hedgedtem. Speciatulesare providedfor
specifidypesof hedgingransactions.
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Failure to Identify A Timing

& Character Whipsaws

Failureto properlyidentifya hedgingransaction
generallyestablisheghat the transactionis not a
tax hedgingransaction Asaresult, gainor losson
the hedgingransactionis determinedundergeneral
principles However,the regulationgprovide a broad
antrabuserule that will frequentlytreat anygainsas
ordinary,whichmayresultin a characterwhipsawin
whichlossesare capitalandanygainsare ordinary
income.Theregulationgprovide aninadvertenterror
exception,which, if applicablemayallow taxpayerso
treat lossesn somecircumstancessordinary.

A proper andtimely hedgeidentificationalsoprevents
the applicationof certainlossdeferralrules.One example
isthe tax "straddle'rules,whichmaydeferlosseqbut not
gains)pn certainunidentifiechedgingransactions.

Planning Considerations

Giventhe volatility of commodityprices,interest
rates,andforeigncurrencyexchangeates,
businesseareincreasinglyncentivizedo rely
on hedgingactivitiesto manageisk andreduce
exposureto dramaticmarketmovementsTo
preventthe characterandtiming mismatches
previouslydiscussedndproperly report gains
andlossesfrom thesehedgingransactions,
companieshouldcarefullyreviewtheir tax
hedgeidentificationpoliciesor establisithem

if noneexist. Theseareimportant planning
considerationsandwhile the identification

and documentationrequirementsare complex,
failureto complywith theserulesmayresultin
significantdversetax consequences
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INTERNATIONALTAX PLANNINGAFTERTHE OBBBA

International tax planningis becomingboth The OBBBAenactedseverakhangeso the globalintangibldow-taxedincome(GILTI),foreignderivedintangibleéncome
more complex and more important Major (FDII),andthe baseerosionand antirabusetax (BEAT)regimes Combinedwith changesn certain domesticprovisions,
changeso foreigncurrencyanddigitalcontent suchasSectionl74andSection168, the changegould havea significanimpacton multinationataxpayers

ruleswill havea

significant impact across a broad range of
companies and international structures As
important as new guidanceiis, it may have been

GILTIChanges

GILTlisnow knownaso n €RCtestedi n ¢ o(NCGITh The effectivetax rate on NCTI change$rom 10.5%to 12.6%as
aresultof the changen the Section250 deduction(from 50%to 40%). The NCTI foreigntax credit (FTC) haircutwas

. L reducedfrom 20%to 10%andnow applieso previouslytaxedearningsand profits (PTEPYistributions The reduction
gcllpseq by Ieglslatl.ve developmerlts The for qualifiedbusinesassetinvestmentQBAI) wasrepealedandthe FTCexpenseallocationtoward NCTI is limited
internationaltax reform in the OBBBAraisesnovel to thoseexpenseshatared d i ralclt d guéhbchnequisfor interestandresearchandexperimentationR&E)
planningconsiderationsand ongoing negotiations | addition, foreigntaxesassociatedvith PTERare no longertreated asdeemedpaidunderthe Section78 grossup

over Pillar Two could result in meaningfuthanges  mechanismOverall,the changeso NCTI couldresultin taxpayersgeneratinchigherNCTI inclusionsin the U.S

for private companiesn scopeof the rules aswe

approachyearend FDIIChanges

FDIlis now knownaso f o rderivegldeductioneligiblei n ¢ o(RDDEI) The effectivetax rate on FDDEIchangesrom
13123%to 14% asa result of the changen the Section250 deduction(from 37.5%to 33.34%). As with NCTI, QBAI
wasrepealedandthe FTCexpenseallocationtoward FDDEIis limited to those expensegshatareo pr opé i lox a b |
with carveoutsfor interest and R&E Additionally, FDDEI excludesincome or gain from dispositionsof intangible
property (IP) (asdefinedin Section367(d)) andanyother property subjectto depreciation,amortization,or depletion
by the seller occurringafter Junel6, 2025 Overall,the changedo FDDElare taxpayerfavorable makingFDDEImore
valuableand accessibleparticularly for heavyindustry But the deduction is availableonly to private companies
organizedasC corporations

BEATChanges
Thetax rate increasedrom 10%to 105%

Domestic Changes

TheOBBBAmMadeseveraimportant domestictax changeshat could affectinternationalplanning

U These changeswere discussed earlier in the corporate income tax chapter and include :

u Permanentlyestoringfull expensingf domesticR&Ecostsfor tax yearsbeginningfter December3l, 2024

u Makingbonusdepreciationpermanentat 100%for property acquiredafter Januaryl9, 2024

u Creatinga new categoryof 100% expensingdor real property (buildings)involvedin qualifiedproduction activitiesif
constructionbeginsafter Januaryl9, 2025 andbefore203Q andthe property is placedin serviceby the endof 2030

u  Permanentlyemovingamortization,depreciationanddepletionfrom adjustedtaxableincomefor the limit on
interestdeductionunderSection163() for tax yearsbeginningfter December31, 2025
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Effective Dates

Generallythe NCTI, FDDEl,andBEATchangesire effectivefor tax yearsbeginningafter
December31,2025.As mentioned,100%bonusdepreciationis effectivefor property
acquiredandplacedin serviceafter Januaryl9,2025 while businessesanimmediately
begindeductingdomesticR&Eexpendituregaidor incurredafter December31,2024.

Planning Considerations

Giventhe significanthangeso NCTI andFDDEIl,aswell asthe changesn the
tax rate for BEATmodelingwill beimportantfor multinationataxpayergo
effectivelyplan.

U These strategies should be considered, when
appropriate:  NCTI

i Increasdestedincometaxes,asmore taxpayersarelikelyto bein anexcess
limitation positionfor FTCpurposes.

i Accelerateincomeinto 2025and/or deferdeductionsuntil 2026andbeyond.
i Considerhightax exclusionelection.

U FDDEI

i Expensapportionmentandlackof QBAl opensup potentialplanning
opportunities,particularlyfor capitalintensiveandresearchheavytaxpayers.

i ConsiderpotentiallyonshoringlP.

i Foroutboundservicesconsiderincreasingnboundincomestreams
if locallydeductible.

U BEAT

i Considercapitalizingnterest, Section174,andother items.

i Evaluateghe servicexost method (SCM)exception.

i If subjectto Section1059A considerincreasingostof goodssold (COGS).
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CLASSIFYINGAND SOURCINM®IGITALCONTENTAND
CLOUDTRANSACTIONS

ThelRSon Januaryl0,2025 releasedinalregulationson the classificatiomf digital
contentandcloudtransactionsTheregulationsare generallyeffectivefor tax years
beginningn or after Januari4,2025,with the option to electto applyto tax years
beginningn or after August14,2019,andall subsequentax years.

ThelRSalsoreleasedproposedregulationsto determinehow incomefrom cloud
transactiondsto be sourcedfor U.S federaltax purposesanda notice requesting
commenton the potentialimplicationsof applyinghe characterizatiorrulesfor digital
contentandcloudtransactiongo all provisionsof the InternalRevenueCode.

A Closer Look

ThefinalregulationsmodifyReg.AL.86118to expandits scopeto includethe transfer
of allmannerof digitalcontentsothat it is no longerlimited to computerprograms.
Digital contentis definedasa computerprogramor anyother content,suchasbooks,
movies,andmusic,in digitalformat that is protected by copyrightlaw or not protected
by copyrightlaw solelydueto the passagef time or becausehe creator dedicatedhe
contentto the publicdomain.

Reg. A1.861 -18 classifies transfers of digital content into one of four categories:

3 Atransferof acopyrightright in the digitalcontent;

3 Atransferof acopyof the digitalcontent (acopyrightedarticle);

3 Theprovisionof servicegor the developmenbr modificationof the digitalcontent;or
3 Theprovisionof know-how relatingto developmenbf digitalcontent.
Thefinalregulationsreplacethe de minimistransactionrule with a predominant
characterrule for the characterizatiorof digitalcontentandcloudtransactionsnder
the new predominantcharacterrule, atransactionthat hasmultiple elementss classified

in its entirety asdigitalcontentor acloudtransactionif the predominantcharacteris
digitalcontentor acloudtransaction.

If acopyrightistransferredthe transactionwill generallybe classifiechsa saleor license
of intangibleproperty. If a copyrightedarticle is transferred the transactionwill generally
be classifiecasa saleor leaseof tangibleproperty.
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New sourcingrulesprovidethat whenacopyrightedarticle is soldandtransferred
throughanelectronicmedium the saleis deemedo haveoccurredat the locationof the

p ur c hhillmgaddegsor purposeof RegAl.8617(c).RegAl.86119 providesrules
that generallyclassifyall cloudtransactionsasservicesncome,eliminatingadelineation
madein the 2019proposedregulationsbetweenleaseandservicesncome A cloud
transactionis definedasatransactionthroughwhicha personobtainson-demandhetwork
accesso computerhardware digitalcontent (asdefinedin RegAl.86118(a)(2))or other
similarresourcesA cloudtransactiondoesnot includenetwork acces$o downloaddigital
contentfor storageanduseonap e r sconmpdteror other electronicdevice.

Theadditionof numerousexamplesn RegAL.86118 helpilluminatethe rules,
particularlysurroundinghe classificatiorf digitalcontenttransactionsn various
industries,includingonline gaming andtreamingof other typesof content. The
exampleemphasiz¢hat providerswill needto paycarefulattentionto contractingwith
customers,ncludinghe methodandterms of deliveryfor digitalcontentto achievea
preferredtax outcome.One specifieexampleof this conceptisthe clarificationof rules
relatedto the distributionof 0 s o f tasas € e wii 0cSeada S . 6

Sourcing of Cloud Transactions

The proposedregulations(mostly designated aReg.Al.86119(d))classifycloud
transactiongsuchasSaaSpn-demandplatform accessasservicesandfollow Sections
861(a)(3)and862(a)(3)andsomecourt casesn generallysourcingincometo where
servicesare performed.However,the preambleto the proposedregulationsgecognizes
that suchgeneralkourcingruleswere designedvith more traditional operatingmodels
in mind.Thusthe proposedregulationsattemptto considerthe distinctiveattributesof
cloudtransactionsThe proposedregulationgorovidea mechanicalormulathat is based

onthe locationof intangibleassetsemployedunctions,andtangibleproperty pertaining

to the provisionof the cloudtransaction andresultsin afractionthat is appliedto the
grossincomefrom the cloudtransactionto determinesource.

One of the mostimportant aspect®f the proposedregulationssthat the above
factorsare appliedexclusivelyon ataxpayerby-taxpayerbasisTherefore,if the cloud
transactiondgnvolvemultiplerelated parties,the factorsandactivitiesof the related
partiesare not consideredor purposef the sourcingrules.However,attention should
be paidto anyrelatedpartiesactingasagentdor the taxpayer,assuchfactors/attributes
presumablymaybeimputedto the taxpayer.
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Planning Considerations

Today, most businesdnteractionswith customersoccur in some form of
digitalor cloudenvironment Until now, there havebeenno finalregulations
specifically addressingthe treatment of digital content and cloud
transactiondor federalincometax purposesBoth the characterizatiorand
sourcingof incomefrom thesetransactionsare

important becausethey impact the applicationof various international tax
provisionsof the Code,includingthe determinationof U.S withholdingtax and
other income tax reporting obligations These regulationswill apply to any
taxpayerthat engagesn digital content and cloud transactionsacrossvarious
industriesandin a crossborder context.

g
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OBBBAREPLACE® OWNWARDATTRIBUTIONPROHIBITION
WITH NEWRULES

Therestorationof Section958(b)(4)underthe OBBBArepresentsa significanthangen
the determinationof controlled foreigncorporation (CFC)andU.S.shareholdeistatus.

Prior to the enactmeniof the TCJASection958(b)(4)prohibitedthe downward
attribution of stockownershipfrom aforeignpersonto aU.S.personwhichlimited
the numberof foreigncorporationsclassifiecasCFCsandreducedfilingobligations
for constructiveU.S.shareholdersTheT C J re@ealof this provisionresultedin many
foreigncorporationsbeingtreated asCFCs{riggeringnew reporting requirementsor
U.S.shareholders.

Effectivedior tax yearsbeginningfter December31,2025 the OBBBAreinstatesthis
downwardattribution prohibition, potentiallysimplifyingeporting obligationsfor
certaintaxpayers.

In conjunctionwith the restorationof Section958(bh)(4) the OBBBAintroducesSection
951Bwhichextendsthe CFCinclusionrulesto foreigncontrolled U.S.shareholders
(FCUSSYf foreigncontrolled foreigncorporations(FCFC)Underthesenew rules,an
FCUSSvould generallybe requiredto includeSubpart-incomeor net CFCtested
income(NCTI) of anFCFConly if it ownsadirect or indirect interest, underSection
958(a),in the FCFCThisapproachnarrowsthe scopeof incomeinclusiondor FCUSSS,
focusingon direct andindirect ownershiprather than constructiveownershipthrough
downwardattribution.

Planning Considerations

Guidancds expectedto clarifythe reportingrequirementfor FCUSSand
FCFCsaswell asthe impacton the passivdoreigninvestmentcompany(PFIC)
rules.

Taxpayersaffectedoy the prior repealof Section958(b)(4)shouldcarefully
reviewthesenew provisionsandforthcoming regulationgarticularly
regardingeportingfor FCUSSandFCFCspro rata sharerules,andpotential
overlapwith the PFICrules.

Therestorationof Section958(b)(4)andintroduction of Section951Bmay
simplifycompliancdor sometaxpayersput alsointroduce newcomplexities
andareasrequiringregulatoryguidance

SECTIONI87 REGULATION® N FOREIGNCURRENCYGAIN
ORLOSSES

ThelRShasissuedinalandproposedregulationsunder Section987,which are effective
for tax yearsbeginningfter December31,2024 Thismarksthe endof yearsof
uncertainty duringwhichthe IRScontinuallydeferredproposedrules andwere willingto
accepto r e a s ma & h babedin aslewof proposedregulationsi aperiodthat
earnedthe regimethe nicknamed t WiklWe st . 0

Section987 governghe recognitionof foreigncurrencygainor lossfor qualifiedbusiness
units (QBUs)with adifferentfunctionalcurrencythanits taxpayer PartnershipgndS
corporationsgenerallyremainoutsidethe scopeof the finalregulationsNevertheless,
certainapplicablgrovisionsmayapply(e.g. characterandsourcingrules,suspendedr
deferredlossesandtreatmentof QBU terminations).

Theproposedregulationsancludeanelectionintendedto reducethe complianceburden
of accountindor certaindisregardedransactiondbetweena QBU andits owner.

Transiton Rules

Theowner of aQBU mustadoptthe Section987 regulationsasof the transition

datefi January,2025f for calendalyeartaxpayerqor the dayof aterminationevent
after November9, 2023).Pretransitiongainor lossmustbe computedasif eachQBU
wereterminatedthe daybeforethe transition date. The methodfor computingthe
pretransitiongainor lossdependson whetherthe taxpayerhasappliedaneligiblemethod
for computingSection987 gainsandlossesn prior years.

Pretransition Gain or Loss- Eligible Method

Thepretransitiongainor lossamount,in generaljs the amountof Section987 gain

or lossthat would havebeenrecognizedy the owner underthe eligiblemethodif the
Section987 QBU terminatedon the transition date andtransferredall of its assetsand
liabilitiesto the owner.

MillerMusmar
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Pretransition Gain or Lossd No Eligible Method Recognition of Pretransition Gain or Loss

Thepretransitiongainor lossamount,in generaljsthe amountofthed a n n u a | Pretransitiongainis treated as net accumulatedinrecognizedsection987 gain,which
unrecognizedection987gainor | o sm@nputedeachyearthat the owner heldthe QBU will be recognizedn future yearsasremittancesare madefrom the Section987 QBU.
after Septembef7,2006,andbeforethe transitiondate (thed t r a npseirti ifdodno ) . Alternatively taxpayeranayelectto recognizepretransitiongainratablyover 10years

total amountis adjustedior the amountof Section987 gainor lossrecognizedythe

ownerof suchQBUfor allthoseyears. Pretransitionlossis generallytreated assuspendedection987 loss,whichmeanghat

suchlosswill be recognizedn future yearsto the extentthe QBU generatesSection987

Theannualunrecognize®ection987 gainor lossis the amountof Section987 gain gainIf acurrentrate electionis in effecton the transitiondate,thenthe pretransition
or losscomputedasthougha current rate electionwasin effectfor eachyearof the lossbecomesunrecognizedsection987 lossthat will be recognizediponremittances
transition period.A current rate electionis anelectionto treat all balancesheetitemsas in future years Alternatively taxpayersmayelectto recognizepretransition losgatably
amarkeditem whichistranslatedat the endof yearspotrate ratherthanahistoric rate. over10years.

The Section987 regulationgprovideanalternativemethodfor computingQBU netvalue
for purposesof RegAl.9874(d), but onlywhenacurrent rate electionis made Thus, Planning Considerations
this alternativeapproachmaybe appliedfor purposesof computingpretransitiongainor
losswhenaneligiblemethodhasnot beenpreviouslyapplied asacurrent rate electionis
deemedmadefor the transitionperiod.

Taxpayerhavewaited alongtime for finalSection987 guidanceandalthough
clarity in the areais welcome manyissueswill needattention. Asyearend
approachesaxpayersshouldinventorytheir QBUs,quantifypretransition
Definiion of 0 E| i Brettankiten Met h o d 6 amountsmodelelectionstrategiesandcoordinatechoicesacrossthe enterprise.
Themore immediateconcernsarethe transitionto the newregulationsandthe
computationof pretransitiongainor loss.Taxpayersvill then needto focuson
gatheringhe requireddatato computeSection987 gainsandlossesaswell
asevaluatinghe manyelectionsthat are availablaunderthe finalregulations
beginningvith the 2025tax year,modelingthe overallimpactof the regulations

TheSection987 regulationsurther providethat anotherreasonablenethodcould also with andwithout the newelections.

qualifyasaneligiblemethodif it produceshe sametotal amountof incomeover the life
k-

of the ownerof a Section987 QBU asthe earningsandcapitalmethoddescribedabove.

The Section987 regulationgprovidethat aneligiblemethod includesanearningsand
capitalmethod,whichis definedasa methodthat requiresSection987 gainor lossto

be determinedandrecognizedvith respectto both the earningf the Section987QBU
andcapitalcontributedto the Section987 QBU.

)
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U.S. WITHDRAWSFROMGLOBALTAX AGREEMENTLEAVINGPILLARTWO IN LIMBO

PresidentDonaldTrumpon January0,2025f hisfirst dayin officefi issueda A statementfrom HouseWaysandMeansCommitteeChairmanJasorsmith(R-MO)
memorandum to clarifythatthe 0 G| ddx@ ¢ ahksbo force or effectinthe U.S., andSenatd~inanceCommitteeChairman Mike&Crapo (R-ID) indicatedthat the
anddirectingthe Secretaryof the Treasuryandthe U.S.permanentrepresentativeto sideby-sideagreementhadbeenpredicatedon the removalof proposedSection899

the OECDto notify the globalorganizatiorthat anycommitmentsmadebythe Biden from the OBBBA.Section899would haveimposeda retaliatory tax on somenon-U.S.
administrationregardinghe globaltax dealhaveno force or effectin the U.S.absentan corporationsandindividualsf their homejurisdictionhadadoptedtaxeson U.Staxpayers
actby Congressadoptingthe relevantprovisionsof the deal. deemedo bediscriminatoryor extraterritorial.

The globaltax dealreferencedin the memorandumalludesto PillarTwo of the OE CD 6 s  TheU.S.is now activelynegotiatingvith the OECDto try to reachagreemenbn a

two-pillar framework for addressinghe tax challengesrisingfrom the digitalizationof 0 s ihgsaleo f r a mbwythe endlof the year.It hasrecentlybeenreportedthat the
the economyand maybe directed at aspectf PillarOne aswell. The globalantibase OECDcirculateda 30-pagedraft proposingtargetedchangeso the globalminimumtax
erosion(GloBE)modelrulesissuedunderPillarTwo fi whichintroducedthe undertaxed to addresshowthe regimeappliego U.S.multinationals.

profits rule (UTPR)andthe incomeinclusionrule (IIR)fA aredesignedo ensurethat large
multinationalcompaniegpaya minimumtax of 15%on taxableprofit in eachjurisdiction
in whichthey operate.While more than 56 jurisdictionshaveenacteddomestic
legislationmplementingillarTwo, includingall EUmemberstatesthe U.S.hasnot.

Reportedlythe draft providesthat companiedasedn ajurisdictionthat qualifiesas
0 s ibysei dveut not be subjectto the IRandthe UTPR.

On June28, Treasuryreleaseda statementoy the G-7 nationsassertinghat o t hisa e Planning Considerations

sharedunderstandinghat a side-by-side systemcould preserveimportant gainsmade SeveraDECD countrieshavefully implementedhe UTPRin their domestic
by ju.I’ISdICtIOFISIn th(_a_lnclusweFrgme_vvorkm_ tackllngbaseerosmn andprqﬂt shiftingand tax lawsandmanymore haveindicatedtheir intentionto do so.Therefore,
providegreaterstabilityandcertaintyin the internationaltax systemmovingf or war d . aloomingconflict betweenU.S tax law andthe OECD PillarTwo regime

would needto be addressediuring2025to avoidaconflictof lawsapplicable

The side-by-side system would be based on four principles: s
to U.S:parentedmultinationals.

3 It wouldfully excludeU.S-parentedgroupsfrom the UTPRandthe IIRin respectof

both their domesticandforeignprofits. Privatecompaniesn multinationalgroupsthat are within the scopeof PillarTwo
3 It would includeacommitmentto ensurethat anyrisksof baseerosionand shouldcarefullyconsidertheseinternationaltax developmentsvith their advisors
profit shiftingare addressedo preservethe commonpolicy objectivesof the andmonitor developmentgor anyimpacton tax planningandtax compliance.

sideby-sidesystem.

3 Work to delivera sideby-sidesystemwould be undertakenalongsidematerial
simplificationgeingdeliveredto the overall PillarTwo administrationand
compliancdramework.

3 Work to delivera sideby-side systemwould be undertakenalongsidesonsidering
changeso the PillarTwo treatmentof substancéasedonrefundabléax credits.
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TransfePricing
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Transferpricingis consistentlyone of the top tax issuedacingmultinationalpubliccompaniesAccordingto statistics
from the CensusBureaunearlyhalfof allimport andexport activity occursbetweenrelated parties,andeveryone of
thosetransactionsnvolvestransferpricing. The exposurefor companiexanbe significantandnearlyall of the largest

tax disputesn the U.S.involvetransferpricing.

Tariff developmentsPillar Two implementationandinternationaltax law changesil addedto the complexitythis year.

| tcitisal for companiedo leverageplanningoptionsandconfirmt h e galisfymgeporting requirements.

ADOPTINGA PROACTIVEAPPROACHIO TRANSFERPRICING

Adoptinga proactiveapproachto tax processmprovementscanbe anaspirationafoalfor manytax departments.
Resourceconstraints businesgpressurespew technicaldevelopmentsandother factorscancauseeventhe most
meticulouslyplannedscheduleso go awry, andbeforeanyonerealizest, yearendis uponthemonceagain.

Ratherthanfeelingdiscouragedcompaniesanleverageheir experienceo understandvhatis achievabl@ndthen
prioritize improvementprojectsthat are appropriatelysizedfor their business.

Common Year-End Transfer Pricing Challenges

1. Large Transfer Pricing Adjustments: Manycompaniesise transfempricingadjustmentgo meettheir desired
transferpricingpolicy. However,significanyearend adjustmentsanhaveboth incometax andindirect tax
implications]eadingo further issuesandrisks.

2. Lack of Transparency in Calculations: Transferpricingcalculationsare often built in Excelandamendedover
the courseof the yearsperhapso addressone-time issuesr changing situation3his canresultin workbooks
that lacka sufficientaudittrail and containhard-codeddata,both of which underminea reviewer'sability to
validatethe calculationsAdditionally,without documentationthe processbecomesdependenton the few
peopleworking directly on the processwhich cancreatesignificanknowledgegapsf one of more of the key
peopleleavethe company.

3. Data Constraints : While the mechanic®f most transferpricingcalculationsare not complex,difficultiesarise
becauseof the variety of dataneeded(revenuessegmentedegalentity P&Ls headcountR&D spend)andthe
challenge@ accessinghat data Thiscanleadto shortcutsandunvalidatecassumptions

4. Year-end Timing : Somecompanieglosetheir yearendbookswith no transferpricingreview,andthenrely on
book-to-tax adjustmentgo true up their transferpricingfor tax purposesWhile seeminglexpeditiousaddressing
transferpricingissuesn this way cannot only resultin doubletaxation,but alsomayrequireanelectionunder
Revenue Procedure 99-32. Forexamplefo avoidthe treatment of anyintercompanypaymentsasnondeductible
itemssuchascontributionsto capitalor dividendsthe taxpayershouldmakean electionunder Rev.Proc.99-32
andaccountfor the paymentsusingthat guidance.
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Planning Considerations

Develop a Multiperiod Monitoring Process:
Implemenia procesghat tracksprofitability
throughoutthe yearto helpreducesignificanyear
endtransferpricingadjustmentsThismonitoring
canalsoprovideinsightsnto whetherunderlying
intercompanypricingpolicychangegreneeded,
allowingfor a proactiveapproactto limit the
numberandmagnitudeof yearendadjustments.

Identify and Review Material Transactions:
Conductadetailedreviewof calculationworkbooks
to pinpointdeficienciesuchaslackof version
control, hard-codedamountswith no audittrail,
limitedor undocumentedkeyassumptiongnd
anincoherentcalculatiorprocessCompaniexan
addres®neor more of theseissuedasedn timing
andresourcesSmalkchangesanhave
asignificanimpact.

Define a Data-Focused Project:

Considerthe dataneededor transferpricing
calculationgnvestigatehe form andavailability

of data,identifynewdatasourcesandhelpdata
providersunderstandheir importancen the overall
processThiscanbedoneon apilot basisvith a
materialtransactioror groupof transactiongo keep
the project manageablé&€ompanie®ftendiscover
newdatasourcesandform valuableconnections
with dataprovidersthroughtheseprojects.

Learningrom the yearendprocesgrovides
clarityon areaghat needimprovementThese
observationganbe capturedandconvertedinto
smallimprovemenprojectsassoonaspossible
afteryearend.
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MANAGINGBEATWITH SERVICEEOSTMETHOD

Companiedacingpotential BEATliability maybe ableto reduceexposurethroughthe
servicescost method (SCM)exception.The BEATis a minimumtax that applieso MNEs
that hadat least$500million in averageannuabrossreceiptsfor the previousthree
yearsmakeo b aesgonp a y metmforeigarelatedparties,andhavead b aesosion
p e r c e foitthe tpeyéarof greaterthanor equalto 3% (2%for sometaxpayers,
includingbanks).

Thedefinitionof 0 b aesogonp a y meisbtoadandincludesd a amgountpaid
or accruedby the taxpayerto a [foreign relatedparty] andwith respectto whicha
deductionis allowableunderthis chapter6

However,the BEATregulationgprovideano S Cek ¢ e pfriom inctugionin the base
erosionpaymentcalculationfor some outboundntercompanypaymentdor certain
intercompanyservicesprovidedby non-U.S.related parties. Thisexceptionoffers
asignificanbpportunity to reduceBEATexposure.

The IRSintroducedthe SCMto simplifythe transferpricingof somecontrolled
servicedransactions andeducet a x p acgngliascéurdenregardingoutine
intercompanyservicesUnder Reg.AL.4829 (b)(1),the SCMo e v a |whaihere s
the amountchargedfor certainservicedsa r n@ngthby referenceto the total
servicegosts...withhomar kup. 0

To be eligible for the SCMfor transfer pricing purposes, a service must meet
several requirements :

3 It mustbeacoveredservicefi eitheraserviceenumeratedn Rev. Proc. 2007-13,
or aservicewith amediana r nelgthmarkupon total servicescostsno greater
than7%;

It maynot be a specificallexcludedactivity enumeratedn RegAL.4829(b)(4);

It maynot be excludedfrom SCMdueto the businesgudgmentrule, whichdisallows
the useof SCMif the serviceis relatedto competitiveadvantagesore capabilities,
or fundamentatisksof succes®r failureof the businessand

3 It mustbe substantiatedn booksandrecordsadequatelynaintainedoy the taxpayer.
To applythe SCMexception,all the requirementsof Reg.AL.4829(b) listed abovemust
be satisfiedexceptthe businesgudgmentrule. Moreover,adequatebooksandrecords

mustbe maintainedn accordancewith the rules under Regil.59A3(b)(i)(C),instead
of Reg.AL.4829(b)(6).
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If the SCMexceptionis appliedto atransactionthat is pricedat cost plusa markup,only
the cost componentcanbe excludedfrom BEAT.f another,non-costbasedmethodis
used,suchasthe comparableuncontrolled serviceprice method,the cost component
mustbe separatedrom the total paymentpnly the cost componentcanbe excluded
from BEATIn other words,the markupor profit componentis alwayssubjectto BEAT.

Planning Considerations

Multinationalenterpriseg MNEs)should undertakearefulanalysiof outbound
paymentdor intercompanyserviceso determineif someof the paymentmay
be excludedfrom BEATusingthe SCMexception,whetheror not the SCMwas
usedto determinethe transferpricingof thoseservices.

In addition,MNEsavailinghemselve®f the SCMexceptionmust maintain
recordsthat documentthe total amountof costsof the intercompanyservices
andthe methodusedto apportionthose costsbetweenthe serviceseligiblefor
the SCMexceptionandthosethat are not.

MNEsshouldalsocoordinatetheir transferpricingpoliciesanddocumentation
with their BEATanalysi@snddocumentationto supportconsistencyoetween
them. Forexamplefransferpricingbenchmarksvith costplusmarkupsabove
7%mayprecludethe useof the SCMexception,evenif the actualmarkupused
for transferpricingpurposesvasbelow 7%.

The OBBBArestored the full expensingf domesticresearchcostsfor tax years
beginningfter December31,2024(althoughforeignresearchcostsmuststill be
amortizedover 15years).Moreover,the legislatioralsorestored 100%bonus
depreciationfor property placedin serviceafter Januaryl9,2025.As aresult of
thesechangesaswell aschangeso the businesénterest deductioncalculation,
regulartax liability for manyU.S.companiesnaydecreasepotentiallycreating
exposureto BEATIn 2025andgoingforward. For U.S.companieghat mayno
longergeneratesufficientregulartax to offsetBEATasaresult of the changeén
the OBBBAthe SCMexceptionshouldbe consideredo potentiallymitigatethis
newexposure.
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PUBLICCOUNTRYBY-COUNTRYREPORTING

Publiccountry-by-country reporting (CbCR)mandatesre alreadyareality in some
jurisdictions,includingAustraliaandthe EUmemberstates.U.S-parentedMNEswith
constituententitieslocatedin thesejurisdictionsshouldbe preparingto complywith
publicCbCRrequirementseventhoughthe U.S.doesnot require publicreporting of
CbCRdata.

Australia

TheAustralianParliamenpassedegislatiorintroducinga publicCbCRobligation
effectivefrom Julyl, 2024.Thelegislatiorplacesafilingobligationon both foreign and
Australiaheadquarterednultinationals that have ahustralianpresencewith more
than AUD $10 million (approximately$6.7 million) of Australiasourcerevenueand AUD
$1 billion (approximately$667million) or more in globalincome.lt requirestheseMNE
groupsto submitinformationon their globalfinanciakndtax footprint to the Australian
TaxationOffice (ATO), whichwill be madeavailablgublicly.

Underthe regime the parententity of anMNER rather thanthe Australian
subsidianfi generallyhasthe reporting obligation.

ThepublicChCreport legislationappliedfor reporting periodsbeginninglulyl, 2024,
andreports areduewithin 12monthsof the endof the reporting period.

EU

The EUon Decemberl, 2022, publishedn the Official Journak directive that requires
reporting entitiesto makepubliclyavailablea country-by-country (CbC) breakdownof
the group'sprofits andcertaineconomic,accountingandtax aggregateshedirective
enteredinto force on December21,2021,andappliesrom the beginningf the first
financialyearstartingon or after June22,2024.The CbCreport isto be published
within 12monthsof the financialyearend,sothat the datesfor filingthe OECDChC
report andfor publishinghe publicCbCreport are aligned.

Thedirective affectstwo broad categoriesof entities.First,groupswhoseo u | t i mat e

parentu n d e r tisoltsidetlge BUmustfile publicChCreports, if they have
subsidiarie®r brancheswithin the EU,andif the EUR750million revenuethresholdis
met at agloballevel.However,EUsubsidiariesindbranchesmustreport only if certain
thresholdsare alsoexceededat the locallevel. Secondgroupswhoseultimate parent
isin the EUmustfile publicCbC reports whenthosegroupshavea consolidatedyroup
revenueof at leastEUR750million.
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The EUR750million thresholdfor the E U publicCbCreport isthe sameasfor the original
OECDChCreport, but it mustbe met for eachof the lasttwo consecutivdinancialyears
rather thanfor only the prior year,asis the casefor the OECD CbCRobligation.

Althoughsomeof the informationto be reported for purposesof the OECD CbCRalso
mustbereportedin the E U publicCbCreport, the EUpublicCbCreport doesnot
require the disclosureof the full OECD CbC report data.

ThepublicCbCRgenerallyshouldbe publishedn the reportinge n t iwebyité. s
However,memberstatesmayinsteadallow publicationon aregisteraccessibl¢o
anyparty in the EU,providedthat the reporting entity'swebsiteprovidesa link to the
register'swebsite.

Noncompliancewith the publicationobligationwill be subjectto penaltiessnactedby
eachEUmemberstate.

Planning Considerations

Privatecompaniesn U.S-parentedMNEsshouldnot assumehat they do not
havepublicCbCRfilingrequirementssimplybecausehe U.S.doesnot impose
sucharequirement.U.S-parentedMNEsneedto be mindfulof both the EUand
AustralianrulesanddeadlinesegardingoublicCbCRfilings.

U.S:parented MNEswith operationsin Australiathat fall within the
scopeof the public CbCRregimethere needto file a CbC report to avoid
high administrativepenaltiesfor noncomplianceof up to AUD 825,000
(approximately$535,000) Similarly,U.S-parentedMNEswith operationsin
EU member statesmust evaluatethe filing requirementsin eachcountry to
achievecomplianceand avoid penalties.
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