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Signed into law on December 22, 2017, and effective 
January 1, 2018, the Tax Cuts and Jobs Act (TCJA) 
is the first overhaul of the U.S. tax code since the 
Tax Reform Act of 1986. As may be expected, a 

wide swath of commentators has been exploring potential 
TCJA effects ever since. 

Within the valuation profession, TCJA seminars are being 
offered and experts are lining up. Practice tips are being 
made. Complicated new models are beginning to surface. 
And analysts are starting to “stress out” over tax details 
that may affect value. Might all this activity be premature? 
Could it cause confusion rather than clarity, and necessitate 
backtracking in a year or two?

We acknowledge the TCJA will likely have a noticeable 
impact on the level of our value conclusions. But how much 
of an impact will/ought it have on the way we perform our 
work? If we can answer this, we will know how much time 
and effort we should spend on immediately addressing the 
TCJA in our analyses.

To get some sense of the impact of the TCJA on our analytic 
work, we move the discussion up to the 40,000-foot level, 
seeking to bring some perspective to the salient issues. 
Beginning with a brief history of U.S. taxation, we then review 
two commentaries on the TCJA by well-known valuation 
experts. We conclude with some thoughts and suggestions 
of our own.

U.S. TAXATION—A BRIEF 
HISTORICAL PERSPECTIVE
To provide a context for our further discussion of TCJA 
effects, we focus on one aspect of the history of U.S. taxation—
income tax. We present data that demonstrates the high level 
of uncertainty and change related to tax regimes, creating 
the need for generalized models of tax effects rather than 
granular ones.

CAVEAT REGARDING DATA COMPARABILITY 
AND CONSISTENCY
The IRS issued a data release titled “Corporate Income Tax 
Brackets and Rates 1909–2002”1 that provides some useful 
insights into the comparability and consistency of tax data 
over time. We paraphrase the following:

 • Income brackets are not comparable over time because the 
definition of “income” has altered from year to year due to
changes in tax law, accounting practices, and the economy. 
Income brackets are also rendered non-comparable by
taxpayers who exhibit ever-growing sophistication at
tax avoidance.

 • There has always been a great deal of tension between the
corporate and individual income tax because corporations
are ultimately owned by individuals who seek to avoid
being taxed twice on the same income. This leads to various 
kinds of tax gaming.

 • The existence of many different types of corporate legal
entities, from ordinary for-profit to a variety of non-profits, 
has created a wide divergence of tax rules that change and
shift regularly.

 • Corporations that own each other or are subject to the
same ownership/control, have been subjected to numbers
of different tax regimes over the years.

 • Tax credits, deductions, and additions interact with each
other and other features of the tax system. Thus, “it is not
even possible to estimate what tax rates would be if they
were taken into account.” (p. 285)

FEDERAL CORPORATE INCOME TAX DATA
Table 1 provides Federal statutory corporate income tax 
rates from 1909–2018. To simplify the data, we group years 
into time periods based on what looked like major shifts to 

1  https://www.irs.gov/pub/irs-soi/02corate.pdf
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marginal rates at either the upper or lower end, or both. We only list the lowest and highest 
marginal rates for each time period.2 

Note that while Table 1 shows only major changes in marginal rates, they changed in one way or 
another approximately thirty-two  times from 1909 through 2018 (or, approximately once every 
three years for 109 years).

TABLE 1: FEDERAL STATUTORY CORPORATE INCOME TAX RATES, 1909–2018

Period Lowest Marginal Rate Highest Marginal Rate Effective Rates 

1909–1939 1.0% 19.0%
1940–1950 16.0% 53.0%
1951–1974 22.0% 52.8%
1975–1986 15.0% 51.0%
1987–2017 15.0% 39.0%

2018 21.0% (for all companies)
2013–2017 Five-year average for total market of publicly-

held companies (data from Damodaran).

26.6%

FEDERAL INDIVIDUAL INCOME TAX DATA
Table 2 provides data on Federal statutory individual income tax rates from 1913–2013, obtained 
from The Tax Foundation. Again, to simplify the data, we grouped years into time periods based 
on what looked like major shifts to marginal rates at either the upper or lower end, or both. We 
provide rates for the most common category, “Married Filing Jointly,” only.

Note that while Table 2 shows only major changes in marginal rates, they changed in one way or 
another approximately thirty-one  times from 1913 through 2018 (or, approximately once every 
three years for 105 years).

2  https://corporatetax.procon.org/view.resources.php?resourceID=005129 
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TABLE 2: FEDERAL STATUTORY INDIVIDUAL INCOME TAX RATES, 1913–2018

Period Lowest Marginal Rate Highest Marginal Rate Effective Rates

1913–1916 1.0% 15.0%

1917–1924 2.0% 77.0%

1925–1931 1.5% 25.0%

1932–1940 4.0% 79.0%

1941–1963 20.0% 91.0%

1964–1981 14.0% 70.0%

1981–1986 11.0% 50.0%

1987 11.0% 38.5%

1988–1990 15.0% 28.0%

1991–2001 15.0% 39.6%

2002–2012 10.0% 35.0%

2013–2017 10.0% 39.6%

20183 10.0% 37.0%

20154

Average Rate, Top 0.1% (> $1.86MM AGI) 27.9%
Average Rate, Top 1% (>= $429K AGI) 27.1%
Average Rate, from upper 5% to upper 1% (>= 
$180K AGI and < $429K AGI) 18.39%
Average Rate, from upper 10% to upper 5% (>= 
$128K AGI and < $180K AGI) 13.4%

BESIDES THIS...

Along with shifting income tax rates, the types and levels of 
other taxes as well as overarching tax rules, regulations, and 
interpretations shift. These generate corresponding updates 
to accounting rules and ongoing legal precedent. They also 
have produced that infamous publication of some 70,000 
pages in length, the Internal Revenue Code (IRC).

“[A]s published by companies like Thomson Reuters and 
CCH, [the IRC] takes up a little over 4,000 pages...[It] 
includes all past tax statutes, not just current laws...The 
70,000 [page] number [includes] IRS regulations and revenue 
rulings (~6,350 more pages) and, most importantly, case law 
covering court proceedings surrounding the tax code.”5 

AND THEN, THERE ARE THE TAXPAYERS

If tax regimes are massive, complex, and changeable, the 
responses of taxpayers to these regimes are even more 
so. Each entity, investor, and individual bring strategies, 
interests, expectations, and shifting tax attributes to the task 
of optimizing their positions within tax regimes. And, their 
actions and interactions are dynamic, not linear and static. 

Clearly, the only way to model all these moving parts is to 
generalize. But how will this look vis-à-vis the TCJA? Before 
we can answer this, we need to briefly get into the details of 
the TCJA.

3  https://www.forbes.com/sites/robertberger/2017/12/17/the-new-2018-
federal-income-tax-brackets-rates/#36367aa9292a
4  November 2015 Tax Foundation Fiscal Fact Bulletin, “Summary of the 
Latest Federal Income Tax Data, 2015 Update”. This data was derived from the 
Internal Revenue Service.
5  https://www.vox.com/policy-and-politics/2017/3/29/15109214/tax-code-
page-count-complexity-simplification-reform-ways-means

https://www.forbes.com/sites/robertberger/2017/12/17/the-new-2018-federal-income-tax-brackets-rates/#36367aa9292a
https://www.forbes.com/sites/robertberger/2017/12/17/the-new-2018-federal-income-tax-brackets-rates/#36367aa9292a
https://www.vox.com/policy-and-politics/2017/3/29/15109214/tax-code-page-count-complexity-simplification-reform-ways-means
https://www.vox.com/policy-and-politics/2017/3/29/15109214/tax-code-page-count-complexity-simplification-reform-ways-means
https://www.vox.com/policy-and-politics/2017/3/29/15109214/tax-code-page-count-complexity-simplification-reform-ways-means
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A LOOK AT THE TCJA 
To gain a better understanding of the issues surrounding the 
TCJA, we researched a wide spectrum of commentaries. The 
following is a brief review of two—Dr. Awath Damodaran 
and Duff & Phelps—that provide the most lucid discussion 
of details directly relevant to valuation. 

DAMODARAN
Dr. Aswath Damodaran begins his January 12, 2018, “Musings 
on Markets: Taxing Questions on Value” blog post with the 
following:

Without mincing words, the U.S. corporate 
tax code, as it existed in 2017, was an 
abomination, a carry-over from a prior 
century where the U.S. was the center of 
the global economy and companies would 
do anything demanded of them, to preserve 
their U.S. incorporation. I was therefore 
predisposed to favoring tax reform and 
Congress delivered its version towards the 
end of 2017. While the process was messy and 
partisan, it represents the most significant 
change in corporate taxation in the U.S. in 
my lifetime, and as with all tax reform, it is a 
mix of the good, the bad, and the ugly, with 
your political priors determining which one 
you believe dominates. No matter what you 
think about the tax reform package, there 
is the one thing that is not debatable: it will 
impact equity value and affect corporate 
behavior in the coming year.6

To support this claim, he introduces four TCJA rule changes 
he believes may impact equity values:

1. Substantial drop in corporate statutory income tax
rate: The corporate statutory Federal income tax
rate drops from thirty-five percent to twenty-one
percent.

2. New limitation on the percent of interest expense
deductible for tax purposes: For companies above
twenty-five million dollars in gross revenues,
interest expense deductions are capped at thirty
percent of “adjusted taxable income” (defined as
EBITDA through 2022 and EBIT after that). Non-

deductible interest expense (over the thirty percent 
threshold) can be carried forward indefinitely.

3. Immediate expensing of all tangible asset investments: 
For tax purposes, investments in tangible assets are
to be expensed in the year of purchase rather than
capitalized and depreciated over time. This TCJA
item will be phased out from 2023–2027.

4. Replacement of global tax model with a regional one: 
The U.S. global tax model is replaced by a regional
one in which U.S. companies will be required to only
pay foreign taxes on foreign income. In addition,
while having to pay a one-time tax to repatriate
cash trapped in foreign locales, companies are
now free to bring their money back when they
choose. In addition, the TCJA imposes a tax on
excess profits earned in foreign subsidiaries, dis-
incenting companies from putting profit-generating
intangibles in foreign tax havens.

Using his 2017 U.S. non-financial service company research 
data, he then develops some simple calculations to estimate 
the degree by which these new tax rules will affect the 
components of equity value.

TCJA Effect on Net Cash Flow

The calculation of the TCJA effect on net cash flow assumes 
the relevant tax rate is the effective rate (not the statutory rate).

In 2017, U.S. non-financial service 
companies reported $330.8 billion in taxes 
on $1,342.1 billion in taxable income. This 
indicates an overall effective 2017 corporate 
income tax rate of 25.19 percent. This result 
includes state, local, and global income 
taxes. If the non-Federal taxes are removed, 
the 2017 effective rate is reduced to about 
twenty-three percent. 

Assume the overall effective corporate 
income tax rate will be around twenty 
percent for 2018, including state and local 
taxes. Using the calculation [1 – effective 
rate for 2018 ÷ 1 – effective rate for 2017], 
after-tax operating earnings would increase 
by 6.67 percent in 2019.7

6  http://aswathdamodaran.blogspot.com/2018/01/january-2018-data-
update-3-taxing.html

7  Ibid.

http://aswathdamodaran.blogspot.com/2018/01/january-2018-data-update-3-taxing.html
http://aswathdamodaran.blogspot.com/2018/01/january-2018-data-update-3-taxing.html
http://aswathdamodaran.blogspot.com/2018/01/january-2018-data-update-3-taxing.html
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TCJA Effect on Cost of Capital

The calculation of the TCJA effect on the cost of capital assumes the after-tax cost of debt should be computed 
for the weighted average cost of capital (WACC) using the corporate marginal tax rate (not the effective rate). 

For 2017, the marginal tax rate was ~thirty-eight percent, including state and local taxes. 
Using data for U.S. non-financial service firms’ average debt-to-capital ratio, cost of 
equity and pre-tax cost of debt, the estimated increase in the 2017 cost of capital would 
be thirteen basis points, where the TCJA decreases to interest expense deductibility 
applied retrospectively.8 

TCJA Effect on Value of Growth

The calculation of the TCJA effect on the value of growth assumes the value of growth is reflected in the 
return companies earn on investments over and above their cost of capital. 

In 2017, non-financial services companies collectively reinvested 59.27 percent of their 
after-tax operating income and earned a 12.76 percent return on invested capital (ROIC). 
If these percentages were to be maintained into the future, the sustainable growth rate 
would be 7.56 percent. If, however, the TCJA effect on after-tax earnings pushes the 
ROIC up to 13.65 percent and the reinvestment rate up to sixty-five percent of after-tax 
operating income, the expected sustainable growth rate will rise to 8.87 percent, assuming 
the debt ratio remains unchanged.9

However, he adds two caveats to his analysis. 

1) Most of the key TCJA rule changes have been available for investor review for over a year
before the TCJA was finalized. Thus, at least some of the TCJA’s anticipated effects are already
baked into current prices.

2) Companies will respond to the TCJA in a dynamic, not static, manner. This creates
uncertainty regarding future corporate (and individual) investing, financing, and dividend
behavior.

The Biggest TCJA Effect—Value Redistribution

Table 3 describes what Damodaran believes is the biggest TCJA effect—a value redistribution among industry 
sectors.10

TABLE 3: VALUE REDISTRIBUTION EFFECT OF TCJA

Variable Effect on Value

Effective tax rate Companies with the highest effective tax rates will benefit most. 
Companies with low effective tax rates may pay more taxes if certain 
tax deductions/credits have been removed or restricted.

Reinvestment in 
fixed assets (CapEx 
as % of sales)

Companies that currently invest large amounts in CapEx (capitalized) 
will benefit most. Companies that invest in R&D or intangible assets 
(already expensed) will benefit less.

Debt ratio (FMV 
Debt/FMV invested 
capital)

Companies with high debt ratios will experience increased cost of 
capital, potentially decreasing value. Companies with little or no 
debt will see little change in cost of capital. (In-depth discussion of 
this TCJA effect can be found in the January 29, 2018 “Musings on 
Markets” Update 8: Debt and Taxes.)

10  Ibid. Paraphrased.
9  Ibid.
8  Ibid.
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11  Q! 2018 Valuation Insights: Special Tax Reform Issue, Duff & Phelps. pg. 4

DUFF & PHELPS
In its Q1 2018 Valuation Insights: Special Tax Reform Issue, 
Duff & Phelps (D&P) states:

The Act will require management and 
valuation analysts to revisit their financial 
projections to ensure that they properly 
reflect: 1) the direct impacts of changes in the 
tax law; 2) any changes in capital investment 
strategy driven by changes in the tax law; 
and 3) any changes in projected revenue 
and expenses resulting from changes in the 
economy that may be spurred by potential 
increases in economic activity, at least over 
the near-term.11

This publication covers many important tax law changes 
in the TCJA. We will review only those most immediately 
relevant to valuations for non-financial reporting purposes.

TCJA Effect on Net Cash Flow

As noted above, lowered tax rates are expected to generally 
increase available net cash flow, thus increasing value. 
Increases in net cash flow are expected to be somewhat 
dampened by the decreased deductibility of interest expense. 

TCJA Effect on Cost of Capital

D&P discusses the effect of the decreased deductibility of 
interest expense on the cost of capital in terms of the Capital 
Asset Pricing Model (CAPM). Business risk, expressed by Beta 
(β, systematic risk), increases to the extent business activities 
are financed by debt capital. However, the deductibility of 
interest expense (i.e., the tax shield) partially mitigates this 
risk by lowering the true cost of debt. 

The TCJA thirty percent cap on interest expense deductions for 
companies over twenty-five million dollars in gross revenues 
reduces the tax shield on debt, revealing the true cost of debt 
and increasing business risk. This, in turn, increases levered 
equity cost of capital estimates and the WACC.

TCJA Effect on Depreciation of Qualified Property

The immediate 100% depreciation of purchased “qualified 
property” (tangibles, etc.) makes these assets fully tax-
deductible in the year of purchase. This rule change applies 
to new and used property and to qualified assets acquired 
in both mergers and acquisitions  transactions and business 
combinations. 

TCJA Effect on Treatment of Research and Development 
(R&D) Costs

Beginning in 2022, R&D expenses (including software 
development) occurring in the U.S. must be capitalized and 
amortized over five years, rather than expensed. If these 
expenses occur outside the U.S., they must be amortized over 
fifteen years. 

TCJA Effect on Treatment of Net Operating Losses (NOLs)

The TCJA limits NOL carryforwards to eighty percent of 
taxable income in each year. Unlike the pre-TCJA Code, these 
NOLs can be carried forward indefinitely. In addition, there 
are no changes to pre-TCJA NOLs or Section 382 limitation 
rules. 

TCJA Effect on Pass-Through Entities (PTEs)

Under the TCJA, active and passive ownership in PTEs 
are taxed differently, as are non-professional service and 
professional-service PTEs. The following, direct from 
Congress, gives a more detailed view of PTE provisions in 
the TCJA: 

...a portion of net income distributed by 
a PTE to an owner or shareholder may be 
treated as “business income” subject to 
a maximum rate of twenty-five percent, 
instead of ordinary individual income tax 
rates. The remaining portion of net business 
income would be treated as compensation 
and continue to be subject to ordinary 
individual income tax rates.

Each owner or shareholder would separately 
determine their proportion of business 
income. Net income derived from a passive 
business activity would be treated entirely 
as business income and fully eligible for the 
twenty-five percent maximum rate. Owners 
or shareholders receiving net income derived 
from an active business activity (including 
any wages received) would determine 
their business income by reference to their 
“capital percentage” of the net income from 
such activities.

Under the provision, owners or shareholders 
generally may elect to apply a capital 



A  P R O F E S S I O N A L  D E V E L O P M E N T  J O U R N A L  f o r  t h e  C O N S U L T I N G  D I S C I P L I N E S

24 SEPTEMBER | OCTOBER 2018 the value examiner

percentage of thirty percent to the net 
business income derived from active 
business activities to determine their 
business income eligible for the twenty-
five percent rate. That determination would 
leave the remaining seventy percent subject 
to ordinary individual income tax rates...

...Under the provision, the default capital 
percentage for certain personal services 
businesses (e.g., businesses involving the 
performance of services in the fields of 
law, accounting, consulting, engineering, 
financial services, or performing arts) would 
be zero percent. As a result, a taxpayer 
that actively participates in such a business 
generally would not be eligible for the twenty-
five percent rate on business income with 
respect to such personal service business. 
However, the provision would allow the 
same election to owners of personal services 
businesses to use an alternative capital 
percentage based on the business’s capital 
investments. This election would be subject 
to certain limitations. The provision would 
also apply a maximum twenty-five percent 
rate on certain dividends from a real estate 
investment trust (REIT) and patronage 
dividends from cooperatives.12

CLOSING THOUGHTS ON TCJA DETAILS
Over time, the TCJA effects will settle in and diffuse 
throughout the activities of markets, industries, companies, 
and individual investors. As this takes place, market 
participants will gain more clarity and develop new strategies 
that are not currently in play. In addition, there are numbers 
of provisions in the TCJA that are due to sunset over the 
next ten years. It is also possible the TCJA will be supplanted 
or supplemented by another round of tax rules in the next 
five years. As Damodaran said in his January 12 blog post, 
“It would be hubris to argue that we know what will happen 
over the next year...”

Thus, the million-dollar question for the near term becomes, 
“How does our analytic work need to change to accommodate 
the TCJA?” The final sections of this article offer some 

thoughts and suggestions in response.

K.I.S. Y’ALL
Many of the great contributions to economics and finance 
involve abstraction of highly complex, dynamic fact patterns 
into simple, elegant equations that allow us to make useful 
conclusions at a 40,000-foot level. Actually, we valuation 
professionals do this all the time but rarely think about it. 
Abstraction and simplification make it possible to do our 
work and communicate well with our clients. 

Let’s look at ways we can approach the TCJA.

Tax Modeling for C Corporations

Standard practice: When we model taxes for our 
normalizations or our forecasts, do we try to capture 
every influence on the subject’s tax situation? No. We 
simplify. We pick either the corporate marginal rate 
du jour or some historical measure of the corporate 
effective rate and use this for both the historical 
period of examination and the forecast period/
terminal period.

Is it then reasonable or necessary to build granular 
models of taxation, going ten or more years out into 
the unknown, to incorporate TCJA sunset provisions 
and other uncertainties? Probably not. Things are 
going to change anyway, and we are likely to be 
wrong with our granular estimates.

Suggested: Continue following standard practice 
and simplify, with the explicit understanding that the 
continued pace of change and a monstrous level of 
complexity require it.

Tax Modeling for PTEs

Standard practice: Do we currently consider 
all aspects of each specific owner’s tax facts and 
circumstances when we model taxes for our PTE 
normalizations or our forecasts? No. We simplify. 
We pick either the top individual marginal rate at 
the time or some historical measure of the individual 
effective rate and use this for both the historical 
period of examination and the forecast period/
terminal period. Again, we acknowledge this is a 
broad-brush approach, but the only reasonable one 
to manage so much complexity.

12  U.S. House of Representatives Committee on Ways and Means. Tax Cuts 
and Jobs Act H.R. 1, “Section by Section Summary: Section 1004. Maximum rate 
on business income of individuals”. p. 4.
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Is it then any more reasonable or necessary to build 
detailed models of specific owner tax facts and 
circumstances to incorporate the nuances of the 
new TCJA tax breaks and requirements? Is it even 
possible to get so granular with PTE owner taxes? 
Probably not. We would have to be their personal tax 
accountants with access to specialized tax software. 
And, they would have to be willing for us to dig that 
deep and charge enough to cover the extra analysis.

Suggested: Continue following standard practice 
and simplify where possible. One simplification 
would be to assume that all owners in an operating 
PTE will be taxed in the same way and split the tax 
model into two tracks; one for each TCJA rate. 

FORECASTING NET INCOME AND NET 
CASH FLOW
Duff & Phelps indicates that we are going to need to properly 
reflect the following TCJA effects in our forecasts of net 
income and net cash flow:13

1. The direct impacts of changes in the tax law

2. Any changes in capital investment strategy driven by
changes in the tax law

3. Any changes in projected revenue and expenses
resulting from changes in the economy that may be
spurred by potential increases in economic activity,
at least over the near-term

Here are several (non-exhaustive) examples of how we might 
accomplish this: 

Direct Impacts: Limitation on the Deductibility of Interest 
Expense

Standard practice: We currently prepare an 
amortization table for each outstanding debt 
instrument. The master forecast schedule pulls 
annual interest expense directly from these tables. 

Suggested: To calculate the deductibility limitation, 
an intermediary schedule could be added. This 
schedule could be used to pull annual interest 
expenses from the amortization schedules and 
calculate and track deductible and non-deductible 
(carryforward) interest expense amounts. The 

master forecast schedule could then pull these 
amounts from the intermediary schedule instead of 
the amortization tables.

Direct Impacts: Immediate Expensing of Qualified Asset 
Purchases

Standard practice: We currently prepare 
depreciation schedules for: 1) capitalized tangible 
assets already on the balance sheet at the valuation 
date and 2) tangible assets management anticipates 
buying during the forecast period. The master 
forecast schedule pulls annual depreciation totals 
directly from these. 

Suggested: Since qualified assets purchased from 
January 1, 2018, on will be immediately expensed 
in full, there will be no need to create separate 
schedules for them. We can continue to use already-
created depreciation schedules for tangible assets in 
place at December 31, 2017, until these assets are 
fully depreciated. 

Changes in Capital Investment Strategy due to TCJA

Standard practice: As valuators, we consult with 
management to understand the subject’s capital 
investment strategy before we model it and/or 
assess the model given us by management. As this 
strategy changes, we seek further information from 
management and change our model accordingly. 
Ordinarily, we are not asked to develop the strategy 
itself, though we may choose to offer comments 
regarding the one presented to us.

Suggested: Take the time to understand the nuances 
of the TCJA that may affect capital investment 
strategy. Follow standard practice by continuing to 
seek management inputs and adjusting the model 
accordingly. 

Changes in Post-TCJA Economy that Affect Projected 
Revenue and Expense

Standard practice: We are responsible to consult 
with management before, during, and after we model 
the subject’s future revenue and expense to ensure we 
are representing the subject accurately. Ordinarily, 
we are not asked to develop the baseline Year One 

13  Paraphrased from Q1 2018 Valuation Insights: Special Tax Reform Issue. 
Duff & Phelps.
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forecast (i.e., budget), since that is management’s 
task. Whomever develops the forecasts, part of 
our work is to research the economy and industry 
to understand their influence on future firm 
performance.

Suggested: Continue following best practices. If 
possible, identify the influence of the TCJA on the 
economy and industry and be sure to take this into 
account during forecasting. Check results with 
management for reasonableness.

COST OF CAPITAL ESTIMATES
Standard practice: Our profession deploys numbers 
of models to estimate the cost of capital. In each, 
we identify and use public market data for the risk-
free rate and measures of market and industry risk. 
Using various criteria, we then develop and include 
a measure of company-specific risk. If a WACC 
is needed, we estimate a cost of debt and a capital 
structure for the subject using industry or company 
benchmarks. We iterate the WACC accordingly.

Suggested: Keep following standard practice. Use 
market data thoughtfully but do not adjust it for the 
TCJA. We are not more prescient than the markets 
themselves.

Remember that market data already has ingested and digested 
about one hundred years of changes to tax regimes and 
investor responses. During 2017, the markets were already 
ingesting and digesting the effects of the TCJA, before it 
officially became law. This process will continue. Likewise, 
market costs of new debt will shift over time. Companies may 
deleverage since the TCJA limits the deductibility of interest 
expense. These actions will all show up in market data.

Also remember, the subject’s net cash flows directly display 
its degree of leverage and the risk associated with it. A 
diminished tax shield will clearly indicate diminished net 
cash flows and increased risk. 

CONCLUSION
Tax laws come and never really go. They just get absorbed, 
layered up, and diffused by the economy, the markets, 
the accounting profession, and the courts. Company and 
individual responses to tax laws are complex and dynamic. 
Response trends are easiest to find looking back, not forward. 
Yet, valuation focuses on the future.

What is the most prudent thing to do as the TCJA rolls in and 
its effects spread?

First, take time to understand the details of the TCJA. Then, 
continue to follow standard practice and do thoughtful 
work. Avoid getting entangled in excess modeling. It 
can create confusion and generate results that will prove 
to be flawed over time. Simplify and take the long view. 
Maintain perspective.
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If you are involved in any type of 
business consulting, NACVA offers an 
incredibly robust package of member 
benefits worth way more than an 
Affiliate membership fee. Affiliate 
membership allows you to take 
advantage of 100% of the benefits this 
Association offers, including a 
subscription to The Value Examiner, 
plus discounts on training and 
numerous products and services.
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