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Executive Summary

We believe there are 9 main takeaways, each oftwhidiscussed in
greater detail in this memorandum.

1. Significant reduction in headline tax rates forpmmations
and most business income earned by individualsigiro
partnerships.

2. Acquisition structures in general, and LBOs in [gatar,
may be affected by limitations on net interest egae
deductions.

3. The value of NOLs may be significantly reduced assalt of
new limitations on their use.

4. For the next 5-10 years, the accelerated expengiagset
acquisitions may encourage non-tech M&A.

5. The shift to a territorial tax system will free aoffishore cash and may increase M&A activities. It
may also impact the structure of U.S. groups.
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6. Both the operational structure of multinationalugse (including intercompany cash flows) and the
use of shareholder debt to finance acquisitionadyyU.S. buyers may be affected by new base
erosion rules.

7. U.S. groups that derive high returns offshorehat have operations that require few assets oféshor
(e.g, services or sales businesses), may be subjadtigher effective tax rate.

8. Future inversions may have been stopped by the TCJA
9. The number of entities that are subject to the @HES has been significantly expanded.
1. Significant reduction in headlinetax rates.
— For corporations:
* The U.S. corporate tax rate is lowered to 21% céffe starting in 2018.
» The corporate alternative minimum tax is repealed.
— For individuals:

» The tax rate on business income earned by indilsdheough flow-through entities (including through
partnerships, MLPs, S corporations and REITs)ugehed by a complicated mechanism that results in an
effective top bracket rate of 29.6% (expiring a2éR5).

* The rate reduction is accomplished by providingdateduction equal to 20% of the qualified business
income that is earned by a non-corporate taxpdawyeugh the flow-through entity.

» This deduction is capped however at the greatéa)d0% of the W-2 compensation treated as paithéy
taxpayer and (b) the taxpayer’s allocable shatzbéb of such W-2 compensation plus 2.5% of the
unadjusted acquisition cost of the pass-througity&ntangible assets. This cap does not apply for
purposes of the deduction available to MLPs andTREI

» This deduction is not available for investment hasses, asset management businesses and many
professional services businesses. Industriesatledtkely to benefit are those with significanpital
expenditures, such as oil and gas and real estas@nificant employee expenses.

— Partnership vs. Corporate Form After the TCIAese changes in tax rates may affect the userpbrations
and partnerships. Business income earned by théilg in the top bracket through a partnershigills s
subject to a lower effective federal income tar I29.6%) than income earned through a corporatiosuch
individuals (36.8%}ut (i) the effective tax rate for income earned thitoagcorporation is significantly
lower than under prior law (48%), (ii) the corparaax form allows for deferral.é., taxation of earnings at
21% until dividends are paid or anti-abuse rulgg\gpand (iii) corporations are able to obtaintagr other
tax preferences that individuals canrmg( a lower rate of tax on GILTI income, effectiveedeed paid
foreign tax credits, dividends received deductiand participation exemption on certain foreign dends,
and deductions for state and local taxes).

— Tax Attributes A byproduct of the reduction in tax rates is achanical reduction in the value of any tax
assets owned by portfolio companiesy(, value of tax receivables agreements in Up-Csdefelred tax
assets for transaction expenses or NOLS).
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2. Acquisition structuresin general, and LBOsin particular, may be affected by limitations on net
interest expense deductions. The TCJA introduces a new significant limitatimm deductions fonet
business interest expense: net business intengshg& cannot offset more than 30% of “adjustealiiex
income.™

— The rule applies to any interest paid on or aft&uary 1, 2018. There is no grandfathering forgxisting
debt, including debt that a target has incurredrga the acquisition.

— This rule, combined with the lower corporate tateravill significantly affect both existing corpdeagroups
that have utilized acquisition debt as well aspla@aning and structuring for future LBOs.

It will diminish the existing incentive to allocatiee maximum amount of debt to the U.S. in a ctussler
acquisition.

* It may increase the after-tax cost of financingsLiBOs, and may make preferred equity financings,
leasing or other interest equivalents more attra¢tian debt financings in some cases.

* The rule also applies to businesses conducteddghrpartnerships, which will also have an incentore
use alternative forms of financing.

— The rule limits the deduction for net businessregeexpense to 30% of adjusted taxable incomelju$ed
taxable income” is similar to EBITDA for taxableaye 2018 through 2021, and EBIT for 2022 and later
years. Disallowed interest expense can be cafioiechard indefinitely.

» Particularly in 2022 and later years, the changsfEBITDA to EBIT may mean that businesses with
significant expenditures eligible for expensingl\wave little or no capacity for interest deductor hat
change would apply to any debt instruments thadt etithat time (there is no grandfathering), angga
cliff effect; therefore the switch to EBIT shoulé baken into account in structuring acquisitiontdeb
beginning immediately.

» For example, for a company with 100 of adjuste@kdexincome equal to EBITDA, and 40 of
depreciation, the limit on interest expense dedustwould be 30 through 2021. Starting in 2022, it
would be 18. Companies therefore may want to séak@ntage of the immediate expensing permitted
under the TCJA for certain types of tangible as@igscribed in paragraph 4 below) to acceleratk suc
investments to pre-2022 years when depreciatiootis$aken into account in measuring adjusted
taxable income for purposes of this interest expdingitation.

— The rule is expected to apply on a U.S. consolaigteup-wide basis for domestic corporations.
Partnerships are evaluated on a separate entis; bath rules to avoid double counting and toallo
“excess” adjusted taxable income to tier up. Tation of debt financing among partnerships or-non
consolidated companies may affect deductibility.

— This rule is consistent with similar changes in livat have been enacted recently by some of odintga
partners €.g, Germany, UK) as a result of the OECD Base Erpaind Profit Shifting (BEPS) project.

! The separate limitation on interest expense deshscbased on a worldwide leverage test, whichimeladed in
prior versions of the TCJA, was not adopted.
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3.

The value of NOL s may be significantly reduced as a result of new limitations on their use.

Carrybacks of NOLs are no longer allowed. Carnyfds of NOLs become indefinite. These new
carryback and carryforward rules apply only to NGhat arise in taxable yeagading afterDecember 31,
2017 —i.e, they capture some 2017 NOLs for non-calendar tgequrayers.

For taxable years beginning after December 31, 28tédmpany may use NOL carryforwards to offsey onl
up to 80% of its taxable income (with unused NO&agied forward into future years). This 80% caples
to NOLs that arise in taxable years beginning december 31, 2017.

These changes will be relevant in modelling retusngh as the benefit of expensing, and shouldkent
into account in considering the impact of “trangactax benefits”€.g, bonuses and refinancing costs)
which a buyer is often asked to pay over to seller.

The acceler ated expensing of asset acquisitions may encour age non-tech M& A, particularly in the next
5years. The TCJA allows very beneficial accelerated esreg of the cost of certain “qualified property”.

Immediate expensing of the entire cost in the yeég@urchase is available for qualified propertysoed
after September 27, 2017 and placed in service®dmuary 1, 2023.

* “Qualified property” is, generally, depreciable g#vie property (including used property), and does
include shares in corporations, real estate ongitdes such as goodwill and intellectual propeiityalso
does not apply to property that is leased ratran gurchased.

» Accelerated expensing is also allowed for proppléged in service in 2023 and afterwards, with the
percentage of cost that is immediately deductitdp@ng down annually until it reverts to the pomsly
existing depreciation schedule for property plaiceskrvice after 2026 (or 2027, in the case ofazert
property with longer production periods).

The short life of the rule may create an incentovacquire assets eligible for immediate expensiitigin the
next 5 years (or accelerated expensing in yeaoslO)t As noted, because qualified property da¢s n
include intangible property, the deduction is liked be less valuable to the tech industry or obuminesses
without significant tangible assets. In additibecause the deduction does not apply to goodwidi, t
provision may result in an increased focus on #@daerof tangible business assets as part of trehase
price allocation process.

Structuring Acquisitionsmmediate (and accelerated) expensing will applyurchases of used as well as
new items, and thus may create incentives to streietcquisitions as asset purchases or deemed asset
purchases (such as stock purchases with a se@®0r3336 election or conversion of a corporatgd&to an
LLC prior to purchase), during the 5 to 10 yeariquer However, in determining the benefit of sajlimssets
vs. selling stock, the relative value of immedi@teaccelerated) expensing for the purchaser tililineed to
be balanced against potential additional tax dersel

Issues for Rolloverdf the purchaser is “related” to the seller, dem#ed expensing is not permitted; as a
result in some circumstances the application oibattion rules will take on increased significandeor
instance, depending on the specific facts, tramgacthat involve a partial rollover of the exigfin
shareholders may result in the purchaser beingt&é! to the seller and thus a denial of this bénef
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5. Theshift to aterritorial tax system will free up offshore cash and may increase M& A activities. 1t may
also impact the structure of U.S. groups. One of the most important changes introducethbyTCJA is a
shift to a territorial system of international téina, effective January 1, 2018.

— Toll Charge A one-time transition tax is imposed on the utritisted earnings of foreign subsidiaries
generally as of the end of 2017. The transitioniggpayable byany 10% U.S. shareholder of a foreign
corporation (determined on December 31, 2017hefforeign corporation is either a controlled fgrei
corporation (CFC) or has at least one 10% U.S eslwdder that is a corporation. The one-time tax is
imposed at rates of 8% and 15.5% for corporatestiudalers (for earnings invested in tangible assets
cash), and 9.05% and 17.54% for investors taxaddagduals and subject to the highest marginag.rat
These rules will effectively “unlock” the trappedsh held offshore by U.S. multinationalBaxpayers can
generally elect to pay the tax over 8 years, aljhdinere are triggers to accelerate the payneegt éale of
all or substantially all of the assets of a taxpay& here are rules permitting earnings defi@tsffset
undistributed earnings amounts.

— Territorial Tax SystemUnder the new system, going forward, the dividereteived by a U.S. corporation
from its 10%-or-greater-owned foreign subsidia®g vote or value) are generally exempt from tax if
attributable to non-U.S. source earnings of thesslidries.

* The exemption is available only to U.S. corpor&i@sholders who have held the foreign subsidiargkst
for at least 1 year (subject to potential tollindes).

* The exemption is not available if the foreign cogimn is passive foreign investment company (a
“PFIC”).

» The exemption also does not apply to so-called fidythividends” (dividends that are deductible bg th
foreign subsidiary).

» Dividends exempted from tax reduce the U.S. cotpmra basis in the foreign subsidiary, reducing th
U.S. corporation’s ability to claim losses on aegafi the subsidiary.

— This is Not a Full Participation Exemption

» Dividends received by non-corporate taxpayers disasalividends from subsidiaries in which the U.S.
taxpayer does not own 10% of the equity (by votbyovalue) will be fully taxable (with potentialifo
foreign tax credit relief).

» The exemption does not apply to gains from the sladhares (although it does apply to any gains
recharacterized as dividends under section 12iBgre may be a significant benefit to selling fgrei
assets and deriving exempt dividends as comparselling foreign shares.

— Limitations on Credit Support from CFCs Remain iace Despite the exemption for actual dividends from
foreign subsidiaries, the TCJA retains the existing (section 956) that requires a U.S. sharelhafia CFC
to currently include in income the earnings of @€C reinvested in United States property. Loaoshfr
CFCs to U.S. corporate shareholders, pledges of &6k to support borrowings of U.S. corporate
shareholders, and other investments by CFCs infgdperty (including owning stock of U.S. affilistand
other U.S. tangible and intangible property) wdhtinue to give rise to deemed dividend inclusithag are
fully taxable, and therefore section 956 will cone to constrain the structuring of debt incurrgdJbS.
entities with significant foreign assets.
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— Absent additional provisions, the new territore system would create a strong incentive to move
operations offshore. In order to mitigate thig TCJA broadens the scope of the CFC rules anoduntes a
series of new taxes and rules that affect the ddgdlity of payments to foreign affiliates. We disss these
and their potential impact for M&A transactionsparagraphs 6-9, below.

6. Both the operational structure of multinational groups and the use of shareholder debt to finance
acquisitions of U.S. businesses by non-U.S. buyers may be affected by new base erosion rules.

— The TCJA targets earnings stripping or base erdsyamposing a new minimum tax (called the “BEADN
the taxable income of a corporate taxpayer, matigie as to deny deductions for “base erosion patgrien

— “Base erosion payments” are deductible paymenta filomestic corporations and branches to foreign
affiliates, excluding mainly (i) cost of goods s@&kcept for corporations that expatriate fromtimsted
States after November 9, 2017), (ii) certain paymhéor services representing cost reimbursemerit mot
mark-up, (iii) certain payments pursuant to denxes that are marked to market for tax purposesdigdly
by banks or swap dealers) and (iv) payments tlesaibject to U.S. withholding tax.

* There are no exclusions for interesty, interest on shareholder debt) or other payment®mnnection
with financial transactions other than derivativédoreover, there is an unfavorable rule that &eaty
interest expense that is non-deductible undernhiedescribed in paragraph 2 above as paid tolatae
parties for purposes of the BEAT, which maximizss deductible interest that is treated as paiélaied
parties and therefore subject to the BEAT.

» “Affiliate” is construed broadly for this purposand includes not only entities that are “contrdlleg, or
“control,” the U.S. taxpayer but also entities thain as little as 25% of the taxpayer (by vote @ue) or
are controlled by, or control, such owners.

— The tax due equals the excess of (a) the minimumet& applied to the corporation’s taxable incafter
adding back base erosion payments over (b) theocatipn’s tax liability at the regular corporatéga

* Rates
* The minimum tax rate is 5% in 2018, 10% in 2019dgh 2025, and 12.5% in 2026 and later years.

* Increased rates apply to U.S. affiliated groups ithelude a bank or registered securities deaBériré
2018, 11% in 2019 through 2025 and 13.5% in 202blater years. However, as noted above, the
base erosion tax does not apply to most paymemtsrinection with derivatives which are marked to
market.

» Tax CreditsIn calculating a corporation’s tax liability ditet regular corporate rate for purposes of the
BEAT, tax credits are generally taken into accothrgreby increasing the BEAT liability. Howevaen, i
2018 through 2025, research tax credits and 80Raefncome housing and energy credits are excluded
from the calculation, with the effect that thesedits can mitigate BEAT liability.

— The BEAT applies to corporations with at least $&@llion in annual gross receipts and for whichdas
erosion payments represent at least 3% of totalamuhs (2% for a U.S. affiliated group that inadsda bank
or securities dealer). Aggregation rules applyesi telated entities on a group-wide basis. Foreig
corporations are subject to the rule if their ineattmat is effectively connected to a U.S. tradbusiness
meets the gross receipts and 3% tests.

— There is significant uncertainty about how the BEAll be applied in practice. Guidance from thedsury
Department and the Internal Revenue Service isatetmiclarify many aspects of the BEAT.
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— “Hybrid” transactions and entitiesThe TCJA also disallows deductions for interest moyalty payments to
foreign affiliates where the foreign recipient @ subject to tax on the payments due to a differen
characterization of the payment or the recipiestt@aits regarded or transparent tax status) bjotiegn
jurisdiction.

7. U.S. groupsthat derive high returns offshore, or that have operationsthat require few assets offshore
(e.g., services or sales oper ations), may be subject to a higher effectivetax rate.

— The TCJA targets the incentive to move operatidfshore by expanding U.S. taxpayers’ taxable income
include a new category of income: the “global igfiate low-taxed income” or “GILTI” derived by theRTs
of which such taxpayers are 10% shareholders.

* GILTl is taxed to individual shareholders at 100#4he applicable rate; and taxed to corporate
shareholders at 50% of the usual rate, (& 10.5% rate) through 2025, and at 62.5% of shlratei(e.,
a 13.125% rate) in 2026 and later years.

— Not Just Intangibles Despite its name, GILTI does not focus on inthleg. It is computed as the excess of
the CFC's net income for the year (with certainggtons) over a benchmark rate of return that ye#&eoff
the CFC's basis in its depreciable assets.

* As aresult, GILTI will potentially subject to cemt U.S. taxes a significant portion of the incah€FCs
that (i) earn high returns on assetgy( intangibles), (ii) have assets that are not daabée or have
already been significantly depreciated, or (iiiy&a business(g.sales or services) that does not require
tangible assets.

— Not Necessarily Low Taxed

» 80% of foreign taxes attributable to the GILTI areditable by corporate shareholders (subjectnweso
limitations, including most notably no carryforwardr carrybacks of excess credits). As a res@f-@
would need to pay tax at an effective rate of 13%Zthrough 2025) or 16.41% (in 2026 and later gear
in order to avoid triggering tax for its corpor&teS. shareholders under this rule.

* Individuals do not however get the benefit of theselits. In other words, individual U.S. shareleot of
a CFC may be subject to tax at 100% of the apdkceadte (see above) on their share of a CFC’s GILTI
no matter how much tax the CFC has paid on thatnnec

— Incentives for U.S. ProductioriThe TCJA also includes a special 13.125% tax (iatreased to 16.41% in
2026 and later years) for a domestic corporatitheiign-derived intangible income,” which is incem
related to services provided and goods sold byltmeestic corporation for a foreign use, and isudated in
a similar manner as GILTI. This rule may encourlageging some offshore intangible assets backéo t
United States.

8. Theend of inversions?

— The switch to a semi-territorial tax system (dis&gsin paragraph 5 above) will significantly redtioe U.S.
tax benefits of “inverting” U.S. corporations irfareign corporations.

— In addition, the TCJA introduces a series of advéax rules for corporations that invert after TG&JA is
enacted€.g, the pre-existing reduced rate for qualified daénds received by non-corporate shareholders is
no longer available for dividends from foreign canpes that undertake a 60% inversion after thetereat
of the TCJA,; cost of goods sold will be treatedase erosion payments subject to the BEAT for comega
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that invert after November 9, 2017; and there isarease in the one-time toll charge on unrepaittia
earnings for any U.S. corporation that inverts imittD years of the enactment of the law).

9. Thenumber of entitiesthat are subject to the CFC rulesis significantly expanded.

— In general, a CFC is defined as a foreign corpondtiat is directly or indirectly controlled by 10%S.
shareholders who collectively own more than 50%hefforeign corporation’s equity. Attribution ralapply
for this purpose. However, under prior law, “dovemds attribution” from foreign persons to U.S. pas
did not apply.

— The TCJA expands the attribution rules applicabtedJFC purposes, allowing downwards attributiomfro
foreign persons to U.S. persons. This could causeeign corporation to be treated as a CFC ituatsn
where significantly less than 50% of the foreignpowation’s equity is directly or indirectly ownéyg U.S.
shareholders, in particular where such foreign a@tion is affiliated with (but not a subsidiary ehother
U.S. corporation. As a result, U.S. shareholdeas directly or indirectly own or invest in at [€d9% of the
equity of a foreign corporation that was not preeiy treated as a CFC could become liable for tax o
subpart F income and subject to the GILTI rulexdbed in paragraph 7 above.

» This change is effective beginning with the lagtytear of a CFC that begiheforeJanuary 1, 2018 (in
other words, it will apply to the 2017 tax year #CFC that is on a non-calendar tax year).

* An explanation by the House-Senate Conference Ctigerindicates that the new downward attribution
rule is not intended to result in income allocasiom 10% U.S. shareholders who are not otherwlateck
(at a 50% level) with U.S. entities that are atttéal ownership of the foreign corporation. Howeviee
text of the TCJA does not include language to cefileat intent.

— The TCJA also expands the definition of a 10% Wifareholder to any U.S. person that owns 10% leval
(or 10% of voting power, as was the case underiquevaw).
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