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Hot topics for large partnership audits

Campaigns
• Section 965
• TCJA topics

– 163(j)
– CFC planning

• Lending activities/ECI
• Losses/distributions in excess of partner’s basis
• Sales of partnership interest
• SECA tax
• Withholding compliance

IRS Fan Favorites
• Fee waivers
• Fee offsets
• Related party transactions

– Debt
– Services
– Monitoring fees

• Transaction fees
• Termination fees
• Any position taken inconsistent with regulations

– FTCs
– Transactions with foreign subs/ holding 

structures
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Section 174 R&E costs: Pre and Post TCJA

— Section 174(a) – Deduct as incurred
— Section 174(b) – Recover over no less than 60  

months starting with benefit onset; project by  
project

— Charge to capital account and recover over useful  
life (Treas. Reg. 1.174-1)

— Section 59(e) election – Elective 10-year  
recovery; annual election; applies to specific  
amount of Section 174 expenses

Options for recovering Section 174 R&E costs:

Pre-TCJA Treatment of Section 174 Post-TCJA Treatment of Section 174

— Changes applicable for tax years beginning after  
December 31, 2021

— US-Based R&D amortized over 5 years
— Foreign-based R&D Amortized over 15 years
— Amortization begins using mid year convention in  

year costs paid or incurred
— Initial year recovery is 10% US and 3.3% Foreign

— A cost must be treated as a 174 cost in order to be 
credit eligible.

Options for recovering Section 174 R&E costs:

— Recovery methods also provided in Rev. Proc. 
2000-50 (similar to those provided under 
Section 174)

Rev Proc 2000-50 software development costs:

— Rev Proc 2000-50 costs are codified, and 
require  the same amortization treatment, 
under Section 174

Rev Proc 2000-50 software development costs:
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Sample Capex Table for GAAP & R&D Tax  Credit Eligible Phases
Capitalized (Tax Under Section 174)

Not Capitalized (Book) Capitalized (Book) Not Capitalized (Book)

Planning Requirements* Design* Coding* Testing* Deployment Data Conversion Post Implementation

- Establish Project
- Governance
- Create Develop-

ment Plan
- Procurement 

(RFP and RFI 
for external 
vendor selection)

- Develop a 
high level list 
of functional and 
non functional 
business 
requirements

- Developed 
detailed technical 
specifications

- Define and 
document 
architecture 
specification

- Write source code
- Log issues
- Rewrite source 

code to optimize 
functionality 
and/or improve 
performance

Testing
- Testing
- Unit
- Integration
- Performance/

Stress
- Penetration
- User Acceptance 

Test Support
- Write test scripts 

Document test 
results

- Quality 
assurance review

- Readiness review 
and release

- Development 
of software 
to facilitate 
data transfer 
and conversion

- Conversion of data 
from old to new 
systems

- Purge old data no 
longer needed

- Creation of new data

- Install software on 
end-user hardware

- Develop training 
plan and materials

- Deliver end user 
training

- Bug fixing
- Minor software 

updates
- Config management 

and control
- Quality control 

testing &  ongoing 
maintenance

Technical Project Management* (Cap and Exp Book)
Technical Project Management of Requirements, Specifications, 
Architectural Design, Coding and/or Testing, including:
- Participating in recurring cross functional team meetings
- Reviewing project status
- Proposing solutions to issues
- Reviewing test results
- Etc.

* Activities that are eligible for the R&D Tax Credit



920
23

 Fi
na

nc
ia

l S
er

vi
ce

s 
Ta

x 
Co

nf
er

en
ce

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member 
firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. NDP453396-7A

CPE CODE 5460QB

Sample Capex Table for GAAP & R&D Tax  Credit Eligible Phases

Eligible costs Eligible activities

§41 wages, supplies,  
contract research,  

and rental or lease  
of computers (e.g.,  
cloud computing)

Cost  
recovery

Patent fees

Overhead

Research  
outside of  

U.S.

§41 4-part or 7-part  
test direct, support,  

supervision

Research  
after  

commercial  
production

Reverse  
engineering

Routine  
data  

collection
Nontech  
indirect  
support,  
2nd line+  

supervision
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Around State PTET 
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No personal net income tax

Connecticut PTET mandatory 
through tax year 2023, 
and elective starting with 
tax year 2024

PTET first effective for tax year 2022 (or tax year 2023 if noted)

PTET effective for tax years prior to 2022

Post-TCJA Elective PTETs

Retroactive 
to 2018

Retroactive 
to 2018

NYC first effective 
for tax year 2022

Hawaii first effective 
for tax year 2023

Effective 
TY2023

No PTET and has a personal net income tax



121220
23

 Fi
na

nc
ia

l S
er

vi
ce

s 
Ta

x 
Co

nf
er

en
ce

Dealing With Section 
§ 163(j) in a Rising 
Interest Rate 
Environment
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163(j) - Business Interest Expense Limitation

1 Year Treasury Rate



141420
23

 Fi
na

nc
ia

l S
er

vi
ce

s 
Ta

x 
Co

nf
er

en
ce

Best Practices in 
Choice of Jurisdictions

05



1520
23

 Fi
na

nc
ia

l S
er

vi
ce

s 
Ta

x 
Co

nf
er

en
ce

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member 
firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. NDP453396-7A

CPE CODE 5460QB

Choice of Jurisdiction
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Choice of Jurisdiction

QAHC
ICAV

ADGM Corp

Ltd

SIF

Ltd VCC

SCSp-AIF

RIAF

SPC
QIAF
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Artificial Intelligence 
in the Tax World
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Chat GPT
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Chat GPT
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Thank you!
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