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Tax Newsflash on US Tax Reform
Current status of tax reform

Making another century of impact
EHHEERXR FEFLT

Background


http://www2.deloitte.com/cn/zh/pages/about-deloitte/articles/about-deloitte.html
http://www.deloitte-china.com/contact/data.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
https://www2.deloitte.com/cn/zh/social-media
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/zh/footerlinks/contact-us.html

Tax reform in the United States was an active talking point in
the run up to the 2016 US elections, with not only Presidential
but also many Congressional candidates campaigning on the
promise of significant reform and simplification. Several key
actions have recently occurred in the advancement of US tax
reform and the purpose of this alert is to provide an update of
the current status of reform and likely next steps. The
following is a summary of recent key milestone events in the
advancement of US tax reform:

e June 24, 2016 - House of Representatives Republicans
release "A Better Way" tax reform blueprint. Opposition
was received on the "border adjustment tax" proposal,
which is ultimately dropped from tax reform discussions.

e September 27, 2017 - House and Senate Republicans
and the Trump Administration jointly release a tax
reform "Unified Framework" providing consensus on the
key aspects of tax reform.

e November 9, 2017 - House Ways & Means Committee
approves the Tax Cuts and Jobs Act (H.R. 1; the "House
Act") by a vote of 24-16.

e November 16, 2017 - House of Representatives passes
the House Act by a vote of 227-205.

e November 16, 2017 - Senate Finance Committee
approves the Tax Cuts and Jobs Act (the "Senate Act")
by a vote of 14-12.

Summary of key provisions

Tax reform proposals in both the House Act and the Senate Act
address issues related to corporations, taxable and tax-exempt
entities, pass-through entities, and individuals. Although there
are differences between the House Act and Senate Act, a few
common key issues related to corporate income tax addressed
in both proposals are summarized as follows:

e Tax rate - reduced to a 20% flat rate from 35%.

e Interest expense - deduction limited to 30% of
"adjusted taxable income" (exemption applies to
businesses with average annual gross receipts below
certain threshold amounts).

e Territoriality — 100% deduction for non-US sourced
dividends received from certain 10% or greater owned
non-US corporations (subject to a holding period
requirement).

e Transition tax — related to a transition to a territorial tax
system, accumulated non-US earnings generated prior
to enactment that are held in cash and other assets
would be deemed repatriated and taxed accordingly (at
a lower rate). Taxpayers may elect to pay the resulting
tax liability over an eight-year period.

Timing and next steps



If enacted, the legislative proposals noted above will likely be
considered the most significant tax reform in the United States
since 1986. In terms of legislative process, the next step is for
the Senate Act to go through a full Senate debate and vote.
Based on the current cost of the Senate Act, certain Senate
procedural rules (referred to as "reconciliation") allow the
Senate Act to pass with limited debate and on a simple
majority vote (i.e. 51 votes instead of the usual 60). Given the
current composition of the Senate (i.e., 52 Republicans and 48
Democrats/Senators who caucus with Democrats), this makes
passage possible; however, passage is still not considered
easy or guaranteed due to other political factors.

Senate Majority Leader Mitch McConnell (R-Kentucky) has
indicated his intention to bring the Senate Act to a full Senate
vote after the Thanksgiving recess. If and when that happens,
and assuming passage by the Senate, the differences between
the House Act and the Senate Act will need to go through a
reconciliation process and then go through another full vote in
each of the House and Senate. Then, finally, the legislation
would be presented to President Trump for his signature, upon
which the legislation will become law. In short, despite the
recent advancement of the legislative process, there is still a
lot that remains to happen before tax reform becomes law.
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