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After months of negotiations and countless amendments, the Inflation Reduction Act (the
“Act”) was passed by the Senate on August 7. The Act, a downsized version of the House's
earlier Build Back Better Act (“BBBA”), isintended to target climate change, healthcare,
taxes, and inflation. It is expected that the Act will be signed into law by the end of August.

For our clients, it’simportant to know that unlike the proposed legislation of the BBBA,
the Act does not include legislation directly impacting executive compensation (although
like all legislation, it may have some derivative impact). Provisionsin the BBBA that might
have increased taxes on wealthy individuals wer e cut in the Senate negotiation process.
However, thefinal provisionsdo include major cor porate tax and healthcare-related
provisionsthat boards will want to be awar e of, some of which are outlined below. We also
include some “ behind the curtain” tidbitsto help clarify how a few of the unexpected
provisionswereincluded in thefinal legislation.

Noteworthy Tax Provisions

The Act’stax provisions primarily impact large profitable companies and adhereto
President Biden’s campaign vow not to raise taxes on households ear ning less than
$400,000 per year or on small businesses. Significantly, the provisionsin BBBA that would
have increased taxes on wealthy individuals, such asthe surcharge on high income
taxpayers, expansion of the net Investment Income tax, and restrictions on retirement
plans of the wealthy, were stripped out of the final draft.

= Corporate Profits Minimum Tax
e The Act imposes a 15 percent minimum tax on cor por ate book income for
cor por ations (other than S Corporations, regulated investment companies, and
real estate investment trusts) that report an average of more than $1 billion of
adjusted financial statement income over athree-year period.
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L ast-minute negotiations resulted in the passage of an amendment so that the
minimum tax will not apply to unrelated companies that are otherwise below
thethreshold but are under common owner ship of an investment fund, where
the aggregation of their earnings might put them over the $1 billion threshold.
This exclusion was funded by extending the excess business |oss limitations out
two years (discussed in more detail below).

The new tax would be effective for tax years beginning after December 31,
2022.

= One Percent Excise Tax on Stock Buybacks

The Act generally imposes a one per cent excise tax on publicly traded US

cor porations (and certain US subsidiaries of publicly traded non-U.S.

cor por ations) on the value of any stock that is repurchased by the cor poration.
The Act contains technical exceptionsto the excise tax, including for when the
repurchaseis part of areorganization for tax purposes.

This new tax was incor porated into the Act asa result of Demaocr atic
negotiations with Senator Kyrsten Sinema. Earlier versions of the Act
proposed modifying therulesfor carried interests (i.e., the special tax
treatment that hedge fund manager s and private equity executives get on the
investment gainsthey take as compensation). After Ms. Sinema objected, the
carried interest modifications werereplaced with the stock buyback tax.

The new tax would be effective for tax year s beginning after December 31,
2022.

m Extension of Excess Business Loss Rules

The Act extends the current cap on deductions for excess business |osses
applicable to non-cor por ate taxpayer s by two years, extending the cap on
deductionsthrough 2028. Currently, deductionsfor excess business losses
cannot exceed $270,000 (for singlefilers) or $540,000 (for married spouses
filing jointly). The extension impacts owners of closely-held businesses who
integrate business decisions with their own tax circumstances.

The current limitation will be extended through tax year s beginning before
January 1, 2029.

= Energy and Climate Change Investments and Tax Credits

The Act includes numer ous investmentsin climate protection, including tax
credits for householdsto offset energy costs, investmentsin clean energy
production, and tax credits aimed at reducing carbon emissions.

IRS Funding

The Act includes an $80 billion increase in IRS funding over 10 years. Over
half of the amount ($45.6 billion) istargeted for enforcement matters. Other
key areas of funding include oper ations support, business systems

moder nization, and taxpayer services.

Noteworthy Health Care Provisions
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The Act includes provisions designed to reduce gover nmental and individual health care
costs such as:

= Affordable Care Act Subsidy Extension

e TheAct extendsthe Affordable Care Act (ACA) program, currently set to
expireat theend of the year, through 2025. Under current law, ACA medical
insurance premiums ar e subsidized by the federal gover nment, so this
extension is meant to allow eligible individuals and familiesto continue to
benefit from lower health care premiums.

= Prescription Drug Reform

e TheAct requires Medicareto negotiate pricesfor certain prescription drugs
beginning in 2026.

e Beginning in 2023, the Act requires drug companiesto pay rebatesto Medicare
if prices paid by Medicareincrease at an annual rate that isfaster than
inflation.

= Medicare Out-Of-Pocket Costs

e TheAct includes several provisionsthat will impact out-of-pocket costs paid by
Medicarerecipientsincluding:

o For the years 2023-2025, limitsinsulin copaysto $35 a month, after which
it will bethelesser of $35, 25 percent of the established maximum fair
price, or 25 percent of the negotiated price.

o Startingin 2025, limitsthe out-of-pocket drug costsfor Part D patientsto
$2,000 per year.

o Starting in 2024, eliminatesthe five per cent coinsurance payment
M edicar e patients pay once the drug costs qualify for catastrophic
cover age.

o For theyears 2024—2029, limits premium rate increasesfor Part D to no
mor e than six percent annually.

Limited Impact on Compensation Programs and Planning

Since the provisionsin BBBA that would have increased taxes on wealthy individuals were
stripped from the final legislation, we do not anticipate major changesto compensation
programs and planning as aresult of the Act’s passage. It is possible that the funding of
IRS enforcement activities could result in mor e audits focused on the tax compliance of
complicated executive pay provisions such asIRC Sections 409A, 162(m), 280G, 4999, and
4960, but thisremainsto be seen.

We will continueto review and monitor the Act’simpact on pay practices as further
guidanceis provided.
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