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AGENDA

Focus on high-dollar tax issues in alternative investments

UBTI
o Modeling expected after-tax return trends
o Choosing “blocked” vs. “unblocked” structures

Net Investment Income Excise Tax
o Current NIl rules
° Proposed new rates
° Planning

Foreign Taxes
° Estimating impact on returns
o Filing requirements

UBTI | Blockers




WHEN SHOULD
THE UNIVERSITY
INVEST BLOCKED
VERSUS
UNBLOCKED?

To Block or Not
to Block — A
Modern
Soliloquy

The highest-dollar tax issue for colleges and
universities® when making private fund
investments is unrelated business taxable
income, or UBTI. Most funds offer structural
options that “block” UBTI — but at the cost of
corporate tax on the blocker corporation’s
taxable income.

*More complicated “calculus” for private
universities subject to the NIl tax.

Scene: Late evening in the university’s investment office. A lone Investment Officer
stands under a single light, surrounded by spreadsheets and tax code books, deep in
thought.

Investment Officer (aside):

To block, or not to block: that is the question.

Is it nobler for our endowment to suffer the slings and arrows of outrageous UBTI, or to
take arms against a sea of taxes and, by a blocker corporation, end them?

To invest — to grow — no more. And by blocking, to end the heartache and the thousand
compliance shocks that our portfolio is heir to —"tis a consummation devoutly to be
wish’d. To grow, perchance to profit — ay, there’s the rub: for in that profit of heavily
leveraged deals, when debt-financed income lurks, what UBTI may come must give us
pause. There’s the snag that makes a calamity of our tax-exempt life.

For who would bear the IRS’s wrath, or the CFO’s scorn? Who would endure the pangs
of NIl tax biting at each year’s yield, the K-1’s delay, and the vexation of endless forms —
when a simple blocker corp might free us from all such burdens? Who would grunt and
sweat under the weight of tax compliance, but that the dread of something after exit —
the unknown snares of poor exit structuring, from whose misstep no profit returns
unscathed — puzzles the will and makes us rather bear those ills we have than fly to
others that we know not of?

Thus caution does make cowards of us all. The bright hue of our resolve is sicklied o’er
with the pale cast of analysis, and deals of great profit and moment, with this regard,
turn awry and lose the name of action.

Note: Courtesy of ChatGPT
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