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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY KPMG 
TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY OTHER PERSON OR ENTITY 
FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT MAY BE IMPOSED ON ANY 
TAXPAYER OR (ii) PROMOTING, MARKETING OR RECOMMENDING TO ANOTHER PARTY 
ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all 
persons, without limitation, the tax treatment or tax structure, or both, of any transaction 
described in the associated materials we provide to you, including, but not limited to, any 
tax opinions, memoranda, or other tax analyses contained in those materials.

Any advice in this presentation is based on the facts as stated and on authorities that are 
subject to change, retroactively and/or prospectively.  The advice or other information in 
this document was prepared for the sole benefit of KPMG’s client and may not be relied 
upon by any other person or organization.  KPMG accepts no responsibility or liability in 
respect of this document to any person or organization other than KPMG’s client.
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Agenda

 Introduction to alternative investments

 Basic non-tax issues

 Basic tax issues

 Specific tax topics

 Alternative investments at the University of California System

Introduction to Alternative 
Investments
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What are Alternative Investments

 Depends who you ask

 One definition:

An investment that is not one of the three traditional asset types (stocks, bonds 
and cash). Most alternative investment assets are held by institutional investors 
or accredited, high-net-worth individuals because of their complex nature, limited 
regulations and relative lack of liquidity.

Source:www.investopedia.com.

 Typical types of alternative investments:

– Hedge funds

– Private equity

– Real estate

– Commodities
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Why Alternative Investments?

 Higher returns

 Diversification
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College and University Asset Allocations

Size of 

Endowment 

Domestic 

Equities 

% 

Fixed Income 

% 

International 

Equities 

% 

Alternative 

Strategies* 

% 

Short-term 

Securities/ 

Cash/ 

Other 

% 

Over $1 Billion 12 9 15 61 3 

$501 Million to 

$1 Billion 

18 12 17 48 5 

$101 Million to 

$500 Million 

25 16 18 36 5 

$51 Million to 

$100 Million 

31 22 18 24 5 

$25 Million to 

$50 Million 

35 24 16 19 6 

Under $25 

Million 

39 29 14 11 7 

U.S. College and University Endowments and Affiliated 
Foundations, Fiscal Year 2012

Source: NACUBO-Commonfund Study of Endowments

Tax Treatment of 
Alternative Investments



5

8© 2013 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Unrelated Business Income Tax

 Unrelated business income tax (UBIT) imposed on unrelated business 
taxable income (UBTI).  §511 et seq.

 UBTI

– Colleges and universities: net income from a trade or business, regularly carried 
on, not substantially related to organization’s exempt purposes, subject to 
exceptions and modifications.

– Private pension trusts: net income from any trade or business regularly carried 
on by trust or partnership of which it is member, subject to modifications.

– Modifications exclude from UBTI dividends, interest, rents, royalties (including 
overriding royalties), gains from the sale of property (other than inventory or 
dealer property), certain other types of “passive income”.

 Alternative investments typically made in partnership form.

– College and university partners take into account distributive share of UBTI.       
§ 512(c)
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Unrelated Debt-Financed Income

 Passive income exclusions don’t apply to extent property is debt-
financed. §512(b)(4); §514.

 Unrelated debt-financed income = debt/basis % x net income from debt-
financed property. 

 Debt/basis % = average acquisition indebtedness  average adjusted 
basis of property.

 Debt-financed property = property held to produce income with respect 
to which there is acquisition indebtedness.

 Acquisition indebtedness – “but for” test.




