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About This Series...

A periodic update of current
finance-related issues covering
audit and accounting, tax, and
regulatory matters affecting
organizations that operate within
5 the financial services sector.

FINANCE ALERT

Fund Managers — Be Prepared For the

NYC Tax Man

The New York City Department of Finance's worst
kept secret is that it is considering a change in its
audit policy regarding private equity and hedge fund
managers, which would result in higher tax bills.

The sponsors of most funds structure their
compensation so that the management fee portion
(typically 2%) is paid to a separate entity (e.g.,
Management Co.), while the incentive fee portion
(typically 20% of a Fund's benchmarked earnings) is
paid directly to the Fund's general partner or to a
separate entity (e.g., Carried Interest).

The management fee income and all of
Management Co. expenses are being funneled into
Management Co., thereby reducing its income
subject to tax. Carried Interest’'s only source of
income will be the carried interest, and their
expenses are typically only legal and accounting
fees.

If Management Co. is located in New York City,
NYC's Unincorporated Business Tax imposes a 4%
tax on the income of Management Co., while Carried
Interest's income is exempt from New York City
income tax because its income is considered self-
trading income.

NYC Trial Balloon

New York City has hinted that it is considering
implementing a new audit policy (possibly with
retroactive application) that would take the

H

expenses that are currently being paid by and
charged against Management Co. and allocate some
of those expenses to Carried Interest. This
reallocation would result in a higher net income
(and tax) to Management Co. New York City argues
that the reallocation would more equitably reflect
the expenses and taxable income of each company.

What's Next?

As of this writing, no official position has been
communicated to the public. Accordingly, although
New York City is in dire need of (and therefore
actively seeking) additional revenue sources, there is
much speculation as to whether the city will actually
go forward with this highly-charged issue. There are
many constituents who argue against such a
position, both on technical grounds and on the
grounds that it would adversely impact the financial
industry in New York City. h

For more information, contact Financial Services Partner John Basile: (212) 697-6900, JBasile@hrrllp.com, or
Tax Director Sanford Weintraub: (212) 697-6900, SWeintraub@hrrllp.com.

Holtz Rubenstein Reminick LLP * www.hrrlIp.com

1430 Broadway
New York, NY 10018
(212) 697-6900

To change contact information,
or opt out at any time, contact

info@hrrllp.com

ARTICLES INCLUDED HEREIN DO NOT CONSTITUTE AN OPINION AND ARE NOT INTENDED OR WRITTEN TO BE USED, AND THEY CANNOT BE

USED, BY ANY TAXPAYER FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON THE TAXPAYER. Please consult your HRR adviser

HOLIZ o5 B R
aylls Roa
RUBENSTEIN Melille, NY 11747
REMINICK (631) 752-7400
CERTIFIED PUBLIC ACCOUNTANTS. BUSINESS ADVISERS.
Superior Th|nk|ng before taking any specific actions.

Unmatched Integrity.

©2012 Holtz Rubenstein Reminick LLP.




