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Hot topics for large partnership audits

Campaigns
Section 965
TCJA topics
- 163()) IRS Fan Favorites

— CFC planning « Fee waivers
Lending activities/ECI « Fee offsets

Losses/distributions in excess of partner’s basis - Related party transactions
Sales of partnership interest _ Debt
SECA tax — Services
Withholding compliance — Monitoring fees
Transaction fees
Termination fees
Any position taken inconsistent with regulations

— FTCs
— Transactions with foreign subs/ holding
structures
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Section174 RGE costs: Pre and PostTGJA

Post-TCJA Treatment of Section 174

Options for recovering Section 174 R&E costs:

Pre-TCJA Treatment of Section 174

Options for recovering Section 174 R&E costs:

— 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

— 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.

Rev Proc 2000-50 software development costs:

Rev Proc 2000-50 software development costs:

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

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

KPIMG
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Sample Gapex Table for GAAP &R&D Tax Credit Eligible Phases

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

Capitalized (Tax Under Section 174)

Not Capitalized (Book) Capitalized (Book) Not Capitalized (Book)
Planning Deployment Data Conversion Post Implementation
- Establish Project | - Develop a - Developed - Write source code | Testing - Readiness review | - Conversion of data - Install software on
- Governance high level list detailed technical | - og issues - Testing and release from old to new end-user hardware
- Create Develop- of functiopal and specifications - Rewrite source - Unit - Development systems - Develop training
ment Plan non.functlonal - Define and code to optimize Int i of software - Purge old data no plan and materials
- Procurement bUS"?eSS document fUnCtionality - ntegration to facilitate IOnger needed - Deliver end user
(RFP and RFI requirements architecture and/or improve - Performance/ data transfer - Creation of new data training
for external specification performance Stress ' and conversion - Bug fixing
vendor selection) - Penetration - Minor software
- User Acceptance updates
Test Support - Config management
- Write test scripts and control
Document test - Quality control
results testing & ongoing
- Quality maintenance

assurance review

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.
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Sample Gapex Table for GAAP &R&D Tax Credit Eligible Phases

Eligible activities

Eligible costs

Research
after
commercial
production

Cost
recovery

Reverse
engineering

Patent fees

§41 wages, supplies,
contract research,
and rental or lease
of computers (e.g.,
cloud computing)

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

Routine
data
collection

Overhead

Nontech

indirect

support,

2nd line+
supervision

Research

outside of
U.S.
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Effective NYC first effective
TY2023 4 ” for tax year 2022 ‘
‘ ‘

Retroactive
to 2018

CPE CODE 5460QB

Connecticut PTET mandatory
through tax year 2023,

. ' V“@ and elective starting with
Retroactive -‘ ’ tax year 2024

Hawaii first effective ‘
for tax year 2023

No personal net income tax
I PTET effective for tax years prior to 2022

PTET first effective for tax year 2022 (or tax year 2023 if noted)
B No PTET and has a personal net income tax

© 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
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163(j) - Business Interest Expense Limitation

kPG
Section 163() Planning

1 Year Treasury Rate

By: Matthew Mosby, Xinchen Chen, Joshua Tompkins

08/12/2022
5.40%
Beginning in calendar year 2022, the calculation of adjusted 5.20%
taxable income (“ATI"”) under the interest expense limitation in
section 163(j) shifts from an earnings before interest, taxes, 5.00%
depreciation, amortization (“EBITDA") formulation to an earnings
before interest and taxes (“EBIT”) formulation. As a result, 4.80%
taxpayers’ section 163(j) interest deduction limitations may
become more severe, and section 163(j) planning may take on 4.60%
heightened importance. This article describes, in very general
terms, some approaches taxpayers may consider to address section 4.40%
163(j) limitations.
(==
(X ) . ) 4.20%
= Overview of Section 163(])
m Subject to certain exceptions, section 163(j) disallows deductions for business interest to the extent net 4.00%
m business interest expense exceeds 30 percent of ATI.[1] . o
S Interest is defined under the section 163(j) regulati i 2
-gulations to include:
| = 3.80%
c = Amounts traditionally treated as interest (“Category 1 Interest”) — Category 1 Interest is generally
u noncontroversial and includes payments traditionally treated as interest (e g, qualified stated interest
and original issue discount). 3.60%
x *  Amounts attributable to swaps with significant nonperiodic payments (“Category 2 Interest”) —
a Category 2 Interest is subject to broad exceptions for deared swaps and swaps with margin and
h collateral requirements similar to deared swaps, such that payments made by many taxpayers using 3.40%
traditional swap arrangements are likely not subject to this definition. *
w = Other amounts treated as interest (“Category 3 Interest”) — Category 3 Interest includes bond
@ premium, erdinary income or loss on contingent payment debt instruments and inflation indexed debt 3.20%
u instruments, non-ordinary course substitute interest payments, factoring income, and section 1258 . a
— gain.
T— The infarmation in this article is not intended to be “written advics concerming one or more federsl ta matters” subject to the requirements of section 10 37(a) (2] of 3.00%
(<L) Tressury the E purpases orly. The thiz articie iz of
aseaon it umject to o icagii i i ic situations srould be i i o - Thiz
() et rep views ortne cntyana iy e fews or professioral sméce of KPUG LLF
— © 2023 KPMLLP, a Dalawars limitad Esbifty pa ip and ofth £al arganizati sfiated with
KPMG Intsmational Limited, 3 privats English company limited by guarantes. &ll rights raservad. Sep Nov 2023 Mar May Jul
C The dl icanza by tha = jokal arganizate
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Choice of Jurisdiction

@ [ | Q interest rates chart - Search X | ) onesearchuskworldkpmgcom X | [ OneSearch X | @ france blacklistcayman - Search X | @ CAYMAN ISLANDS ONEUTAXE X | o - a X
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The Cayman Islands government says it's awaiting confirmation from the European Union following

international media reports that the territory has been placed on the European Union's (EU) tax blacklist, MENTOIS: DONATE 'S ‘VOCURTEER'S
Read our

I Serv

Reputable international media outlets reported on Wednesday that the Cayman Islands had become the
first UK territory to be blacklisted by the EU for failing to address concerns about tax abuse.

ePaper!

Inancia

Itis said that the government here had not put adeguate legislation in place to prevent companies from
claiming tax advantages without having an adequate business presence in the territory.

While the decision is said to have been taken on Wednesday, the Cayman Islands government says it is still
awaiting formal notification. -
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Choice of Jurisdiction
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Chat GPT

@ M [ chatcPT x  + — [u b4
<& (@] (5] httpsy/chat.openai.com A 7 3 v ] 7= %3 8
[ KPMG Faverites [l Home wll Launchpad [ CneSearch @ 360 Tax Impact- P.. = KPMGgear [BJ Spend Dymamics |L. [ SYNC - myReports [ KICS-Llogin [ TaxPartnerand Ma., [H KPMG LINK Portal €3 Ticketmaster Buy V.. [ KPMG LINK > [ Other favorites +
+  New chat Is an apple july 185 call considerad a qualified covered call for tax purposes
caZ O @
As an Al language model, | can provide general information, but | am not a tax professional.
Tax laws and regulations can vary by jurisdiction, so it's important to consult with a tax
advisor or accountant who is familiar with your specific circumstances and local tax laws.
[ 0ID and Bond Extension.
Generally speaking, a qualified covered call refers to an options trading strategy that may
qualify for certain tax advantages. In the United States, for example, the tax treatment of
IR G g e options transactions can depend on several factors, including whether the options are
B T smmerilErims considered qualified covered calls.
To determine whether an Apple July 185 call would be considered a qualified covered call for
tax purposes, you would need to consider the specific rules and criteria set forth by the tax
authorities in your jurisdiction. These rules may include requirements related to the holding
P period of the underlying security, the strike price of the call option, and other conditions.
—
(=) It's advisable to consult with a tax professional who can assess your situation, provide
D guidance on the tax implications of your options trading activities, and help you determine
W
= whether a particular call option meets the criteria for being considered a qualified covered
(= call in your jurisdiction.
(=)
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T
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Chat GPT

@ M [ chatcPT x  + — [u b4
&~ @] (5] httpsy/chat.openai.com A7 3 g G V= % a
[ KPMG Faverites [l Home  wll Launchpad [ OneSearch @ 360 Tax Impact - P.. = KPMGgear [BJ Spend Dymamics |L.. [ SYNC - myReports [ KICS-Login  [3 TaxPartnerand Ma., [H KPMG LINK Portal € Ticketmaster Buy V.. [ KPMG LINK > [ Other favorites +
+  New chat is a bullet swap considered a notional principle contract under IRC 446
et Swap - u .
Bullet Swap-IRC44 £ 0 @ | am not a tax expert, but | can provide some general information. The Internal Revenue Code
Qualified Covered Call - Tax (IRC) Section 446 governs the methods of accounting for federal income tax purposes in the
United States. MNotional principal contracts (MPCs) are financial instruments, such as interest
rate swaps, currency swaps, or equity swaps, that are used to manage risks or speculate on
0ID and Bond Extension. changes in interest rates, foreign currency exchange rates, or equity prices.
A bullet swap is a type of interest rate swap in which the notional principal amount is
[P Currency Hedging Not Strad exchanged between two parties at the end of the contract term, rather than periodically
during the term. The specifics of how a bullet swap is structured and its treatment under IRC
Trichoderma and soil pH. Section 446 would depend on the details of the transaction and how it is documented.
Under IRC Section 4486, taxpayers generally have the flexibility to choose their method of
P accounting, provided that the chosen method clearly reflects their income and is consistent
— with their overall method of accounting. However, certain rules and regulations may apply to
e specific types of financial instruments, including MPCs, which can impact their accounting
“ treatment.
| =
(= To determine whether a bullet swap is considered a notional principal contract and subject
> to specific rules under IRC Section 446, it would be advisable to consult a tax professional or
refer to the relevant tax regulations and guidance provided by the Internal Revenue Service
(o=} fer to the rel tt lat d guid ded by the Int IR S
L (IRS). They will be able to provide accurate and up-to-date information based on the specific
D circumstances and current tax laws.
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The information contained herein is of a general nature and is not intended to address the circumstances of any
particular individual or entity. Although we endeavor to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the
future. No one should act upon such information without appropriate professional advice after a thorough examination of
the particular situation.

© 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

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global
organization.
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