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On December 15, the House and Senate Conference Committee released the conference report on the Tax Cuts and Jobs Act 
(the “Conference Committee Report” or “Report”), containing the specific details on the tax plan they hope to pass. The Report 
comes after weeks of negotiations to reconcile the differences between the Senate Bill and the House Bill. A vote on the Conference 
Committee’s bill in the House and Senate is likely to occur prior to Christmas. If signed into law, the Tax Cuts and Jobs Act would 
become effective as of January 1, 2018. 

Below are a summary of certain proposals in the Report which may significantly impact MLPs.

Preservation of IRC Section 7704(c).
The Report does not repeal IRC Section 7704(c), which provides an exception from the general rule that a publicly traded partnership 
(“PTP”) is classified as a corporation for U.S. federal income tax purposes. IRC Section 7704(c) provides that a PTP is not classified as a 
corporation if 90% or more of the PTP’s gross income consists of “qualifying income.”

Lower Tax Rate for Business Income from Pass-Through Entities.
Because MLPs are pass-through entities, MLP income is passed directly through to investors, where it is currently taxed at individual 
tax rates, the highest of which is 39.6%. The Report provides that taxpayers will determine their “qualified business income” and then 
subtract 20% of that amount from their taxable income, thus in effect reducing their tax rate. The deduction is specifically allowed for 
qualified publicly traded partnership income. The deduction is usually limited to the greater of (a) 50% of the W-2 wages paid with 
respect to the qualified trade or business, or (b) the sum of 25% of the W-2 wages with respect to the qualified trade or business plus 
2.5% of the unadjusted basis, immediately after acquisition, of all qualified property; however, this deduction limitation does not apply 
to income earned through publicly traded partnerships. MLP unit holders will be eligible to receive the full 20% deduction off of their 
individual rates. The rate reduction with respect to business income derived by MLPs may make MLPs a more attractive investment for 
a number of investors. 

Corporate Tax Rate.
The Report sets a permanent corporate tax rate of 21%, reduced from the current 35%, that will apply for tax years beginning after 
December 31, 2017. This could potentially make MLPs less appealing to investors due to the lower corporate tax rate. However, taxable 
income derived from the operations of an MLP would continue to be subject to one layer of taxation, as opposed to the additional 
21% tax that would continue to apply on corporate profits. 

Partnership Technical Terminations.
Under current law, a partnership has a “technical termination” if there is a sale or exchange of 50% or more of the total interests of 
the partnership within a 12-month period. When a technical termination occurs, the business of the partnership continues in the same 
legal form; however the partnership is treated as newly formed and must make new elections for accounting methods, depreciation 
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lives, etc. The Report repeals this rule after 2017. A partnership would be treated as continuing even if more than 50% of the interests 
of the partnership are sold or exchanged, thus new elections would not be required or permitted. Since MLP units are traded, MLPs 
run the risk that a technical termination may occur outside of their control. A repeal of the technical termination rule would benefit 
MLPs by alleviating this risk and would allow more flexibility for MLPs when undertaking various restructurings or reorganizations. 

Limitation of Interest Deduction. 
Under current law, business interest is generally allowed as a deduction in the year in which the interest is paid or accrued. The 
Report caps interest deductions at 30% of a company’s “adjusted taxable income” which is taxable income without regard to 
interest expense, interest income, NOLs, depreciation, amortization and depletion. The net interest expense disallowance would be 
determined at the partnership rather than the partner level.

Changes to Depreciation Deductions. 
The Report allows taxpayers to fully and immediately expense 100% of the cost of qualified property acquired and placed in service 
after September 27, 2017 and before January 1, 2023. Qualified property includes tangible personal property with a recovery period 
of 20 years or less under the modified accelerated cost recovery system (“MACRS”), certain off-the-shelf computer software, water 
utility property, and qualified improvement property, but specifically excludes certain public utility property. The Report expands the 
definition of qualified property from its definition under current law by repealing the requirement that the original use of the property 
begin with the taxpayer; instead, property is qualified if it is the taxpayer’s first use. For qualified property acquired and placed in 
service after January 1, 2023, the expensing percentage drops 20% per year until 2027. 

Jeffrey D. Wallace  |  713-226-1679  |  jwallace@lockelord.com
Brianna L. Reed  |  617-239-0605  |  brianna.reed@lockelord.com

Atlanta | Austin | Boston | Chicago | Cincinnati | Dallas | Hartford | Hong Kong | Houston | London | Los Angeles
Miami | Morristown | New Orleans | New York | Providence | San Francisco | Stamford | Washington DC | West Palm Beach

Locke Lord LLP disclaims all liability whatsoever in relation to any materials or information provided. This brochure is provided solely for educational and informational purposes. It is not intended to 
constitute legal advice or to create an attorney-client relationship. If you wish to secure legal advice specific to your enterprise and circumstances in connection with any of the topics addressed, we 
encourage you to engage counsel of your choice. If you would like to be removed from our mailing list, please contact us at either unsubscribe@lockelord.com or Locke Lord LLP, 111 South Wacker Drive, 
Chicago, Illinois 60606, Attention: Marketing. If we are not so advised, you will continue to receive brochures. (121917)

Attorney Advertising © 2017 Locke Lord LLP

https://www.lockelord.com/professionals/w/wallace-jeffrey-d
mailto:jwallace%40lockelord.com?subject=Tracking%20Tax%20Reform%3A%20The%20House%20and%20Senate%20Conference%20Committee%E2%80%99s%20Conference%20Report%20on%20the%20Tax%20Cuts%20and%20Jobs%20Act%20and%20MLPs
https://www.lockelord.com/professionals/r/reed-brianna
mailto:brianna.reed%40lockelord.com?subject=Tracking%20Tax%20Reform%3A%20The%20House%20and%20Senate%20Conference%20Committee%E2%80%99s%20Conference%20Report%20on%20the%20Tax%20Cuts%20and%20Jobs%20Act%20and%20MLPs

