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1. Key Benefits for U.S. Corporations

— The TCJA lowers the U.S. corporate tax rate to 2dh
corresponding changes to the deduction for dividerdeived from
U.S. corporations. The rate reduction is effecsitagting in 2018.

— The corporate alternative minimum is repealed.

— U.S. taxpayers may immediately deduct 100% of t® of certain
qualified property acquired and placed in servielte January 1,
2023. Immediate expensing is also allowed for priypplaced in
service in 2023 and afterwards, with the percentdgest that is
immediately deductible stepping down annually ubig phased out
completely for property placed in service after @@ 2027, in the
case of certain property with longer productionqus).

» The short life of the rule will create an incentteeacquire assets
eligible for immediate expensing within the nexo® years.

* “Qualified property” is, generally, depreciable g#rle property
(including used property acquired from an unrelgady), and
does not include shares in corporations, realestatintangibles
such as goodwill and intellectual property. ltoad®es not include property that is leased ratien t
purchased.
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2. Limits on Net Interest Expense Deductions

— The TCJA imposes a new limit on net business istezepense deductions. Because the limitationegfu
net interest expense deductions, it should not afpigany U.S. financial institutions.

— The limitation applies to any debt outstanding an. 1, 2018. There is no grandfathering.

— 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 cafioiechrd indefinitely.

This rule may affect the relative attractivenesdetft financings for a financial institution’s costers,
and may encourage multinationals to borrow or iggrels from non-U.S. affiliates rather than fronsU.
affiliates. It may raise the cost of financings iagher-leveraged companies, including capitansive
companies, recently acquired companies and companagrowth mode funded by debt.

It is consistent with similar changes in law thavé been enacted recently by some of our tradirgera
(e.g., Germany, UK) as a result of the OECD Basssign and Profit Shifting (BEPS) project.

The rule is expected to apply on a U.S. consoltlgteup-wide basis for domestic corporations.
Partnerships are evaluated on a separate entig; bath rules to allow “excess” adjusted taxalsledme

to tier up. The location of debt financing amorgtperships or non-consolidated companies maytaffec
deductibility.

The rule looks to net business interest (so busimtsrest income can offset business interestresg)e
but interest income equivalenesd., lease income) are not covered.

— This rule, combined with the proposal to reduceUh®. corporate tax rate to 21%, will significargfifect
planning and structuring for LBOs and financingagally.

The changes will diminish the incentive to alloctite maximum amount of debt to the U.S. in a
multinational structure. Acquisitions may be cedrbut with less leverage, or financing may betstiifo
non-U.S. borrowers if the interest expense dednstaye more cost-effective there. Consequently, U.
multinationals, or non-U.S. multinationals with mificant U.S. operations, may issue more debt éut o
European or other non-U.S. affiliates.

The changes may increase the after-tax cost afidings by U.S. companies, and may make preferred
equity financings, leasing, or other interest eglamats more attractive than debt financings in soases.
However, preferred equity is not a desirable fofrfirancing for companies with a significant nonSJ.
investor base, because of U.S. withholding taxieidends.

U.S.-headed groups may be limited in their abtlityporrow at the parent company level to financeitm
acquisitions (unless the borrowing is then on-ldbtoethe foreign target).

Particularly in 2022 and later years, for compamigh significant expenditures eligible for expemgi
there may be little or no capacity for interestulbns, due to the change from EBITDA to EBIT.aTh
change would apply to any debt instruments thadt etithat time (there is no grandfathering), ongga
cliff effect, and therefore U.S. borrowers showléd into account the switch to EBIT in considertingir
current debt profile.
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» Additionally, this change may encourage acquisgiohtangible assets eligible for accelerated
expensing in taxable years before 2022, to acdeldepreciation deductions into earlier years and
increase capacity for interest expense deductio@922 and later years.

3. Limit on Deductibility of Net Operating Losses (NOLs)

— Under the TCJA, carrybacks of NOLs are no longemwadd, while carryforwards become indefinite. The
carryback and carryforward rules apply only to NGhat arise in taxable yeagsding after December 31,
2017 —i.e, they capture some 2017 NOLs for non-calendar tgequayers.

— A company may use NOLs to offset a maximum of 80%e company’s taxable income for taxable years
beginning after December 31, 2017 (with unused N€drsied forward into future years).

— To the extent a company has existing NOLs, theaedi21% corporate tax rate could significantly cetdihe
benefit of those NOLs, and therefore reduce theevaf the company’s deferred tax assets.

4. Timing Issues

— The TCJA requires most accrual-method taxpayetaki®items of income into account for tax purpaoses
later than the time it is included on the taxpaye@udited financial statements or annual repoutgest to
certain exceptions (including an exception for mage servicing contracts). The rule generallygaktect
beginning in 2018, but is delayed until 2019 fobtda@struments with original issue discount.

5. Base Erosion: Payments to Foreign Affiliates

— The TCJA imposes a minimum tax (called the “BEA®) a U.S. company’s taxable income after adding
back certain “base erosion payments.”

— Base erosion payments are deductible paymentsdoonestic corporations and branches to foreigniatis,
excluding cost of goods sold (except for corporaithat expatriate from the U.S. after Novembe&t(03,7),
certain payments for services, and certain paymmntsuant to derivatives that are marked to mddkeiax
purposes (generally by banks or swap dealers).udigde payments are also excluded to the extemyt éine
subject to U.S. withholding tax.

* The rules do not allow for netting of inbound andbmund payments, which could be very significant f
financial institutions.

» There are no exclusions for interest or other paysi& connection with financial transactions ottiem
derivatives. Moreover, there is an unfavorable tbat treats any interest expense that is nonetiede
under the limit described in “Limits on Net Inter&x«pense Deductions” above as paid to unrelated
parties for purposes of the minimum tax, which mazes the deductible interest that is treated abtpa
related parties and therefore subject to the mimrtax.

— 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 corporatéaa

e 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. banks and regissadrities dealers: 6% in 2018, 11% in 2019 through
2025 and 13.5% in 2026 and later years. Howelierbtise erosion tax does not apply to most payments
in connection with derivatives which are markednarket.
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* In calculating tax liability at the regular corpteaate, certain credits are not taken into accawit the
effect that the credits can mitigate the amoumhisimum tax paid. In 2018 through 2025, 80% ofdow
income housing and energy credits are excludedirad26 and later years, all credits are excluded.

— The minimum tax applies to corporations with aste#600 million in annual gross receipts and foiciwh
base erosion payments represent at least 3% otiedactions (2% for U.S. banks and securitiesetegl
Foreign corporations are subject to the rule iirtB€1 meets the gross receipts and 3%/2% tests.

— The TCJA also disallows deductions for interest anyalty payments to foreign affiliates that ardég
payments or made to hybrid entities.

6. Base Erosion — Low-Taxed Intangibles Income

— Under the TCJA, a U.S. shareholder’s income incualeew category of “global intangible low-taxed
income” taxed to individual shareholders at 100%hefapplicable rate; and taxed to corporate shders
at 50% of the usual rated, a 10.5% rate) through 2025, and at 62.5% of sualratei(e., a 13.125% rate)
in 2026 and later years.

— This rule most likely is intended to capture CFRat tearn high returns on assets consisting of gibéas,
that have assets that are not depreciable or hiaaslg been significantly depreciated, or that hevbeisiness
(e.g. sales or services) that does not require tangtsets.

— 80% of foreign taxes attributable to this low-taxetngibles income is creditable by corporate shalders
(subject to some limitations), but not by indivithiaAs a result, a CFC would need to pay tax atfeective
rate of 13.125% (through 2025) or 16.41% (in 20@6@ later years) in order to avoid triggering taxiemthis
rule.

— The TCJA also includes a special 13.125% tax rategased to 16.41% in 2026 and later years) for a
domestic corporation’s “foreign-derived intangilmleome,” which is income related to services prediénd
goods sold by the domestic corporation for a foreige, and is calculated in a similar manner asbal
intangible low-taxed income.” This rule may enage bringing some offshore intangible assets badket
United States.

7. Shift to a Territorial System. The TCJA adopts a territorial system of inteioa! taxation, effective
January 1, 2018. It will likely result in the repation of significant amounts of offshore cashk&.
corporates.

— A one-time transition tax will be imposed on thengags of foreign subsidiaries. The earnings bdltaxed
at rates of 8% and 15.5% for corporate sharehold@@r&arnings invested in tangible assets vs.)casi
9.05% and 17.54% for investors taxed as individaals subject to the highest marginal rate. Thelssr
will effectively “unlock” the trapped cash held sfffore by U.S. financial institutions. Taxpayers ca
generally elect to pay the tax over 8 years, aljhahere are triggers to accelerate the paynesmt sale of
all or substantially all of the assets of a taxpaye

» This deemed repatriation provision will treat aaficial institution’s offshore securities book apiid
assets subject to the higher rate of tax, evergtitey are held in connection with an active bessn

» There are rules permitting earnings deficits te@ffundistributed earnings amounts.

— Under the new system, the dividends received bysa tbrporation from its 10%-or-greater-owned fgnei
subsidiaries are generally exempt from tax (ifilattiable to foreign source income).
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» This participation exemption is intended to mak8 tparented companies more competitive
internationally, and to encourage these companibsitg offshore cash back into the U.S. It wilike
managing a U.S. corporation’s foreign tax posigeen more important than it has been to date.

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

» The participation exemption does not apply to fgnetorporations that are passive foreign investment
companies.

* The exemption does not apply to so-called “hybnddegnds” (dividends that are deductible by theefgn
subsidiary).

» The exemption is available only to U.S. corpor#i@rsholders who have held foreign subsidiary stock
at least 1 year (subject to potential tolling rules

— This is not a full participation exemption. Divits received by non-corporate taxpayers as well as
dividends from subsidiaries in which the U.S. tapgvadoes not own 10% of the equity (by vote or alye)
will be fully taxable (with potential for foreigrak credit relief). The exemption does not applgams from
the sale of shares (although gains recharacteaizelividends under section 1248 would be exentere
may be a significant benefit to selling foreigneissaand deriving exempt dividends as comparedllioge
foreign shares.

— Despite the exemption for actual dividends fronefgn subsidiaries, the TCJA retains the existirig ru
(section 956) that requires a U.S. shareholder@#F@& to currently include in income the earningshef CFC
reinvested in United States property. Loans frdfC€to U.S. corporate shareholders, pledges of £I6¢k
to support borrowings of U.S. corporate sharehsldend other investments by CFCs in U.S. property
(including owning stock of U.S. affiliates and athé&S. tangible and intangible property), will cionte to
give rise to deemed dividend inclusions that allg faxable.

8. Deferred Compensation The TCJA generally leaves intact the currenimegor deferred compensation
(though previous drafts of the TCJA included vagngicant changes). However:

— The TCJA includes a new deferral provision for aertypes of broad-based employee equity, which may
apply to certain private companies.

— The TCJA expands the group of covered employeg¢satkasubject to the $1 million cap on deductible
compensation to include the CFO as well as the G repeal the exception from this rule for
performance-based compensation. The TCJA gramtatompensation vested prior to 2017 under egistin
contracts.
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