
Ian Solomon: Joe, welcome to the podcast. 
Great to have you here to talk about  
cash generation.

Joe Carino: Hey, thanks a lot, Ian, really 
appreciate it. 

Solomon: I think a good place to start is 
business provisions, especially the five-year 
NOL carryback. Can you take us through that a 
little bit and what it might mean for taxpayers 
and tax departments?

Carino: Yeah, sure. This is just an enormous 
opportunity for taxpayers and for our clients. 
To level-set, before tax reform, taxpayers 
were allowed to carry back losses two years 
and recoup taxes previously paid. Since tax 
reform, taxpayers can’t do that anymore. They 
can only take a current-year net operating loss 
and carry it forward. So this rule in the CARES 
Act allowing companies to take net operating 
loss generated in 2018, 2019, and 2020 is a 
complete 180 from the rule changes from tax 
reform only several years ago.

And this enables companies to take a current-
year loss in any of those three years and carry 
it back up to five years to get a refund of taxes 
previously paid. Now, that’s great from a cash 
generation perspective, but if you think about 
what you’re really doing, you’re taking a loss 
in a 21 percent year, and you’re carrying it 
back within a 35 percent year. So not only are 
you getting cash that was previously paid, but 
you’re also getting a huge rate arbitrage—14 
points on the rate—carrying back a loss from a 
21 percent year to a 35 percent year.

Now, what we’ve been doing with taxpayers 
is really looking at how can we help them 
optimize that NOL to carry back. And we’re 
really focusing on looking at accounting 
method changes and elections for 2018, 2019, 
and 2020 to accelerate deductions and/or 
increase taxable income. 

So really focusing on helping companies both 
generate cash quickly and get a rate benefit in 
doing so is huge. We’re really excited to help 
our clients and taxpayers work through their 
issues to try to do these types of things to 
generate more cash. 

Solomon: And there are a few other changes 
in the CARES Act related to the TCJA, I think, 
around qualified improvement property 
and 163(j). What are some of those other 
considerations for companies and for 
taxpayers there?

Carino: Yes, sure. Let’s start with 163(j). So 
that came into . . . Those rules really came 
into the code with tax reform. There was an 
existing 163(j) statute, but it really was changed 
dramatically by tax reform. And that statute 
effectively says that taxpayers are limited in the 
amount of interest they can deduct. And there’s 
a very basic formula: Taxpayers can deduct 30 
percent of their adjusted taxable income for 
several years, adjusted taxable income is on an 
EBITA basis, and then it goes to EBIT.

The CARES Act had two significant changes 
to that rule. Change number one: Move that 
30 percent number to 50 percent. So now 
taxpayers can deduct the interest up to 50 
percent of their adjustable taxable income—a 
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20-point difference. That’s just enormous for 
taxpayers. The other rule or change, which is 
really interesting considering the landscape, 
is that taxpayers can utilize 2019 adjusted 
taxable income in 2020.

And that really is kind of a realization of what’s 
happening around the globe. 2019 was a 
financially strong year for most companies, 
so they would have a relatively high adjusted 
taxable income. 2020 is really going to be the 
challenging year for most companies because 
of COVID-19 and what’s happened since then. 
So the government is kind of giving taxpayers a 
gift here and saying, “Hey, we’re going to let you 
utilize your 2019 taxable income ATI for 2020,” 
and really just kind of helping taxpayers deduct 
more interest. And it makes sense, because 
this is a type of environment where a lot of 
taxpayers will be looking for additional funding 
to help their operations continue through 
these through these challenging times. So the 
government understood that, and they really 
relaxed these rules just to help companies get 
more liquidity.

QIP, this is a little different. So that’s qualified 
improvement property. This is fixing a glitch. 
Tax reform, one of the big provisions for tax 
reform, was allowing taxpayers to deduct 100 
percent of fixed assets placed in service over a 
period of time—so machinery and equipment, 
materials and supplies, whatever it may be. 
Most of your PP&E. It was supposed to include 
building and leasehold improvements, but 
because of a glitch in the language, building 
and leasehold improvements were excluded.

So you could not get 100 percent expensing 
on any of those improvements during the 100 
percent expensing timeframe, and in fact, you 
were required to depreciate those assets over 
39 years, which was worse than the pre–tax 
reform regime. So the CARES Act took the 
opportunity to fix this glitch. Now taxpayers can 
deduct 100 percent of qualifying, building, and 

leasehold improvements placed into service 
from 2018 forward.

And that’s nice in and of itself. But if you think 
about that in conjunction with the ability to 
carry back a loss up to five years and get a 
refund, when you put those two together, that 
fits really nicely. All of a sudden, taxpayers 
have additional deductions in ’18, ’19, and ’20 
that they didn’t know were there. So that may 
enable taxpayers to have a loss and to utilize 
the carryback provisions and go get that cash 
at the better rate. 

Solomon: That’s great insight. Let’s switch  
over to international. What are some of  
the opportunities that taxpayers should  
be considering?

Carino: Yeah, I think I think from an 
international perspective, you really need to 
look at everything you’re doing holistically. The 
world has changed since tax reform. You just 
can’t go back if you have a loss and carry it  
back and get the cash in kind of a vacuum.  
You need to look at your overall position and  
all of your attributes. And I think that means 
two things. First, when executing your 
carryback and looking at how much tax you 
paid in prior years, each company needs to 
figure out how they may have gotten down  
to whatever their taxable income was.

Did they use credits? If so, what type of credits 
did they use? And did they use foreign tax 
credits? If you’re going to do a carryback and 
get a refund of taxes paid, and the result is 
that you are now springing forward foreign 
tax credits that were previously utilized, you 
need to really consider what the benefit is 
with springing those foreign tax credits. So 
you really need to look at your overall taxable 
position holistically to understand your overall 
benefit in effectuating the carryback.

Second, when thinking about whether you 
have a loss, having a kind of a domestic loss 

isn’t enough. Since tax reform, the GILTI regime 
has now been brought in to most taxpayers’ 
portfolio. So we’re thinking about whether you 
have a loss to carry back, you have to think 
about whether you have a domestic loss and 
also whether you have GILTI income, because 
if you look to effectuate a carryback in a year 
where you have GILTI, a lot of that carryback 
can get eaten up by your GILTI cost, and those 
deductions would become 10 percent instead 
of 35 percent. So effectively, you’re not really 
getting the full utilization of your carryback if 
you’re looking at a year where you have GILTI. 

So the point there is, you really need to look at 
your attributes in 2018, 2019, and 2020 and 
ask yourself, “Do I have GILTI? Am I in BEAT? Do 
I have a 163(j) limitation?” And when you think 
about your overall position and your portfolio 
holistically, you need to ask yourself, “What year 
should I be looking to carry back?”

And I put taxpayers into three categories. 
Category one are taxpayers that are distressed. 
In 2019, they’re fully paid in. They’re distressed 
taxpayers, they need the cash today. Category 
two would be taxpayers that have a loss in 
2019, and category three would be taxpayers 
that had a strong 2019 and have these BEAT, 
163(j), and GILTI attributes to consider in 2019, 
but are forecasting a difficult ’20. 

And depending on which category you fall 
in, you may be looking to do a number of 
things. One is, you may be looking to get a 
quick refund. Secondly, you may be looking to 
optimize a carryback. And finally, if you’re that 
category three taxpayer, you may want to think 
about optimizing your attributes in 2019. Those 
kind of tax reform, international attributes 
around GILTI, around foreign tax credits, 
looking at BEAT, looking at 163(j) holistically in 
’19 and focusing on carryback for ’20. So tax 
reform has really made these decisions more 
complicated, and it’s forced taxpayers to look at 
their overall position holistically.
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So now, layering in the CARES Act, you need 
to take into account your tax reform positions, 
as well as the ability to utilize the provisions in 
the CARES Act and to figure out what makes 
the most sense for you on a cumulative basis, 
looking at both 2019 and 2020. 

Solomon: Joe, these were great insights. Great 
information. Appreciate you bringing some 
clarity to all the complexity. Thanks for being on 
the podcast.

Carino: My pleasure. Appreciate it.
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