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Houlihan Lokey is pleased to present its Tax Receivable Agreements Market Update for Q1 2024, which presents an overview of 
the market for tax receivable agreement (TRA) holders, investors, and industry stakeholders.

In this issue, we highlight recent public TRA issuances, buybacks, M&A transactions, and bankruptcies in Q1 2024. We also 
discuss tax receivable agreements in traditional IPOs.

We hope you find this quarterly update to be informative and that it serves as a valuable resource to you for staying up-to-date on 
the TRA market. If there is additional content you would find useful for future updates, please email us with your suggestions. We 
look forward to staying in touch with you.
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RECENT TRANSACTIONS IN Q4 2023

New TRA Issuances

There were three new public TRA issuances in Q1 2024.(1)

(1) Based on public company filings and press releases.
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M&A Events Impacting TRAs

In total, there were four M&A transactions where the target was the obligor to a TRA.

TRA Buybacks

One TRA obligor repurchased a proportion of its TRA obligations in Q1 2024.

Bankruptcies and Chapter 11 Filings

One TRA obligor entered into Chapter 11 bankruptcy proceedings in Q1 2024.
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Tax Receivable Agreements in Traditional IPOs

Introduction

Approximately 85% to 90% of the public company TRAs outstanding were created in connection with an umbrella partnership  
C corporation IPO (Up-C IPO).(2) For this reason, many industry stakeholders tend to think of the TRA contract and Up-C IPO as one 
and the same despite the fact that TRAs are not intrinsically linked to an Up-C IPO. A tax receivable agreement is a contract in which 
the tax savings from future deductions are shared with a third party. A TRA can be used to share future tax savings in a number of 
situations outside of the Up-C IPO, including regular-way IPOs that are not organized as Up-C IPOs.

(2) An Up-C IPO is a form of IPO in which a legal entity taxed as a partnership accesses the public markets through the formation of a parent C corporation, which issues shares to 
the public in exchange for cash. Subsequent to the issuance, the parent C corporation uses the proceeds raised to acquire units in the operating partnership either directly from the 
operating partnership or both from the operating partnership and the pre-IPO owners. This transaction type results in a tax basis step-up and future deductions to the C corporation. 
The tax receivable agreement provides for an economic sharing in the tax savings from future deductions between the C corporation and the pre-IPO owners. 

Non-Up-C TRAs

There have been a handful of instances where an operating C corporation listed securities on a public exchange and issued a TRA. 
The similarity with the Up-C IPO lies in the creation of the TRA agreement at exit (i.e., IPO). However, different from the Up-C IPO, the 
corporate structure and IPO exit do not generate significant tax deductions. Instead, the deductions, such as accumulated NOLs or 
an amortizable tax basis from prior acquisitions, are accumulated prior to exit—during the pre-IPO period of the C corporation. The 
table below highlights a few examples of TRAs that represent monetization of C corporation tax assets that accumulated during 
the pre-IPO ownership period.  

The Logic

The case for issuing TRAs in regular-way IPOs is compelling when compared to most Up-C IPOs. In most Up-C IPOs, especially 
those in which the pre-IPO owners include a financial sponsor, the Up-C IPO occurs with two separate acquisitions:

•	 The public C corporation acquires units in a partnership (giving rise to the almighty step-up on which most TRA   		
    conversations focus).

•	 The public C corporation acquires a blocker C corporation in a transaction in which the public C corporation takes a 	    	
    carryover tax basis in the assets of the blocker C corporation (and thus, no tax basis step-up).
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Most Up-C IPO TRAs provide that pre-IPO owners will share in the tax benefits achieved by the public C corporation for (i) the 
step-up on the purchase of partnership units, which occurs at IPO and after IPO, and (ii) the tax benefits of previously acquired 
amortizable tax basis and NOLs of the blocker corporation. It is this second component that can be analogized to regular-way 
IPOs where pre-IPO tax benefits are shared with pre-IPO owners through a TRA.

To take it one step further, many TRAs issued in Up-C IPOs now also call for tax sharing with respect to “common basis” of the 
operating partnership. Common basis of the operating partnership is an abbreviated way to describe the future deductions 
available to the operating partnership on account of normal course depreciation or amortization arising from acquisitions 
previously undertaken by the operating partnership. This, too, is very much analogous to the type of deduction that a C 
corporation will receive post-IPO from pre-IPO activities—these deductions are not caused by the basis step-up on IPO but rather 
carryover from historical activities to the post-IPO period.

Additional Considerations

One potential downside to an Up-C is the annual maintenance cost. From a compliance perspective, there can be thousands 
of shareholder exchanges in an Up-C that ultimately impact the TRA calculations. With a TRA issued in a regular-way IPO, the 
administrative burden is substantially reduced because the pre-IPO tax attributes are generally fixed and relatively certain at the 
time of the IPO. Therefore, the ongoing costs of calculating and reporting the TRA liability to investors is significantly easier than 
that of an Up-C structure.

In addition, with respect to the secondary market for TRAs, a TRA in which all tax attributes are fixed, or crystallized, at IPO would 
command a premium over one with uncrystallized tax attributes, as future shareholder transactions could dilute the value of 
outstanding TRA rights. 

The Takeaway

Pre-IPO owners should evaluate their options with respect to a TRA in connection with regular-way IPOs. For the past two 
decades, many of the Up-C IPOs that already include a TRA have fact patterns analogous to a regular-way IPO. Nonetheless, 
market adoption for TRAs in regular-way IPOs has been minimal, resulting in pre-IPO owners receiving a suboptimal value for tax 
attributes.

In situations where tax assets have accumulated within a C corporation IPO candidate, sponsors and founders have an 
opportunity to capture incremental value derived from tax assets through a TRA. In such instances, a TRA can be established 
without the need for more complex corporate structuring or increased compliance costs. Once the TRA is established, the 
sponsor and founders can decide whether to retain the TRA to receive the annual cash flows or monetize the future tax savings 
by selling the TRA.

Note: The percentages used in the charts above are for illustrative purposes only.
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© 2024 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or redistributed 
without the prior written consent of Houlihan Lokey. 

Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include the following licensed 
(or, in the case of Singapore, exempt) entities: in (i) the United States: Houlihan Lokey Capital, Inc., an SEC-registered broker-
dealer and member of FINRA (www.finra.org) and SIPC (www.sipc.org) (investment banking services); (ii) Europe: Houlihan Lokey 
UK Limited and Houlihan Lokey Advisory Limited, authorized and regulated by the U.K. Financial Conduct Authority; Houlihan 
Lokey (Europe) GmbH, authorized and regulated by the German Federal Financial Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufsicht); (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai): Houlihan Lokey (MEA 
Financial Advisory) Limited, regulated by the Dubai Financial Services Authority for the provision of advising on financial products, 
arranging deals in investments, and arranging credit and advising on credit to professional clients only; (iv) Singapore: Houlihan 
Lokey (Singapore) Private Limited and Houlihan Lokey Advisers Singapore Private Limited, each an “exempt corporate finance 
adviser” able to provide exempt corporate finance advisory services to accredited investors only; (v) Hong Kong SAR: Houlihan 
Lokey (China) Limited, licensed in Hong Kong by the Securities and Futures Commission to conduct Type 1, 4, and 6 regulated 
activities to professional investors only; (vi) India: Houlihan Lokey Advisory (India) Private Limited, registered as an investment 
adviser with the Securities and Exchange Board of India (registration number INA000001217); and (vii) Australia: Houlihan Lokey 
(Australia) Pty Limited (ABN 74 601 825 227), a company incorporated in Australia and licensed by the Australian Securities and 
Investments Commission (AFSL number 474953) in respect of financial services provided to wholesale clients only. In the United 
Kingdom, European Economic Area (EEA), Dubai, Singapore, Hong Kong, India, and Australia, this communication is directed 
to intended recipients, including actual or potential professional clients (UK, EEA, and Dubai), accredited investors (Singapore), 
professional investors (Hong Kong), and wholesale clients (Australia), respectively. No entity affiliated with Houlihan Lokey, Inc., 
provides banking or securities brokerage services and is not subject to FINMA supervision in Switzerland or similar regulatory 
authorities in other jurisdictions. Other persons, such as retail clients, are NOT the intended recipients of our communications or 
services and should not act upon this communication.

Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the accuracy or completeness 
of the information provided within this presentation. The material presented reflects information known to the authors at the 
time this presentation was written, and this information is subject to change. Any forward-looking information and statements 
contained herein are subject to various risks and uncertainties, many of which are difficult to predict, that could cause actual 
results and developments to differ materially from those expressed in, or implied or projected by, the forward-looking information 
and statements. In addition, past performance should not be taken as an indication or guarantee of future performance, 
and information contained herein may be subject to variation as a result of currency fluctuations. Houlihan Lokey makes no 
representations or warranties, expressed or implied, regarding the accuracy of this material. The views expressed in this material 
accurately reflect the personal views of the authors regarding the subject securities and issuers and do not necessarily coincide 
with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of companies may have positions 
in the securities of the companies discussed. This presentation does not constitute advice or a recommendation, offer, or 
solicitation with respect to the securities of any company discussed herein, is not intended to provide information upon which to 
base an investment decision, and should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide 
financial or related services to these companies. Like all Houlihan Lokey employees, the authors of this presentation receive 
compensation that is affected by overall firm profitability.

Disclaimer

How Houlihan Lokey Can Help

TRAs represent a unique and growing asset class that provides a bridge in negotiations between buyers and sellers when tax 
assets are present. Houlihan Lokey’s cross-functional team, with expertise spanning investment banking, tax, board advisory, and 
complex, illiquid financial instruments, can advise on a wide breadth of subject matters that arise in connection with originating, 
holding, transacting, or terminating a TRA. We are actively conversing with investors, TRA holders, and industry stakeholders to 
develop a secondary market for these unique assets. In addition, we provide independent advice and opinions of value to special 
committees, sponsors considering continuation vehicle transactions, and lenders or holders with respect to collateral value 
assessments. Finally, Houlihan Lokey can also provide compliance-driven valuations for financial and tax reporting purposes 
grounded in real market dynamics for TRAs.

If you have any feedback or questions, or if there is a TRA-related topic you’d like to see in future editions of this newsletter, please 
reach out to the TRA team at TRA@HL.com.

Want to see previous updates and other TRA content? Visit us at HL.com/insights/tax-receivable-agreements.

http://www.finra.org
http://www.sipc.org
https://asic.gov.au/
https://asic.gov.au/
mailto:TRA@HL.com. 
http://HL.com/insights/tax-receivable-agreements/ 

