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Tax Newsflash on US Tax Reform
Impacts on individual taxpayers and
employer global mobility and rewards
program

Making another century of impact
BHEFRXR LT

Background

In the early morning of December 2, the U.S. Senate passed
its version of the Tax Cuts and Jobs Act (the "Senate Act") by
a vote of 51-49. In order to achieve the votes needed for
passage, several last-minute and significant modifications
were made to prior versions of the Senate Act. On November
16, the U.S. House of Representatives passed its version of the
bill (H.R. 1; the "House Act") by a vote of 227-205.

Timing and next steps

The Senate Act must now be reconciled with the House Act
through the process of a conference committee, which will
consist of a small working group of key members from both
the House of Representatives and the Senate. Republican
leaders from the House of Representatives insist there will be
a formal conference and have told members they will vote to
initiate the conference in the week of December 4. The Trump
Administration remains committed to enacting tax reform by
the end of 2017.

Summary of key provisions of both proposals impacting
individual taxpayers as well as company's mobility and
rewards programs

The below alert summarizes the key provisions of both the
Senate Act and the House Act could have implications to the
individual taxpayers, as well as the company's mobility and
rewards programs. Tax proposals relating to corporate, pass-
through entities, tax-exempt entities are not the subject of this
alert.



Current law

House of
Representatives
Tax Bill H.R.1

Senate Tax
Cuts and Jobs
Act

Individual |Seven rate Reduces number |Adjusts tax rates
Income Tax | brackets (10%, of tax brackets and brackets as
Rates 15%, 25%, 28%, |into four, 12%, 10%, 12%, 22%,
33%, 35%, and 25%, 35%, and 24%, 32%, 35%,
39.6%). 39.6%, and and 38.5%.
increases income
thresholds
applicable at the
lower levels.
Personal US$4,050 for each |Repeal all personal | Repeal all
Exemptions | person, spouse exemptions. personal
and dependents exemptions.
(2017).
Standard US$6,300 for Increases Increases
Deduction |single individuals, |standard standard
US$12,600 for deduction to deduction to
joint filers. US$12,000 for US$12,000 for
single individuals |single individuals
and US$24,000 for |and US$24,000
joint filers. for joint filers.
Mortgage |Itemized Limits the Only eliminates
Interest deduction for mortgage interest |the interest
Deduction |mortgage interest |deduction on deduction for
paid to a principal |acquisition debt of |home equity
residence and one |US$500,000 for indebtedness.
other residence is |only principal
allowed. The residence. Interest
deductible amount [on home equity
is limited to indebtedness is
US$1 million in not deductible.
acquisition
indebtedness and
up to US$100,000
in home equity
indebtedness.
Other Itemized Repeal of overall Repeal of overall
Itemized deduction includes |limitation on limitation on
Deductions | medical and dental |itemized itemized
expense, state deductions. deductions. Only
and local income |Retains state and |allows state and
taxes, real estate |local property tax |local property tax
Tax, charitable deduction and deduction,
donation, etc. charitable charitable
Medical and dental |donation donation
expense which deduction. deduction and
exceeds 10% of Property tax medical expense
adjusted gross deduction is deduction.
income ("AGI") is |capped at Property tax
deductible. Those [US$10,000, while |deduction is
deductions are the AGI limit for capped at
subject to phase charitable US$10,000. The
out if income donation AGI limit for
meets certain deduction would medical expense
threshold. be increased from |reduces from
50% to 60%. 10% to 7.5%.
Alternative |Two different tax |Repealed. Retained. Raises
Minimum calculation AMT individual
Tax methods: regular exemption
income tax and threshold.

the alternative
minimum tax
(AMT), and the tax
liability is equal to
the greater of
regular income tax
liability or AMT
liability.




Estate Tax |A top tax rate of |Doubles basic Doubles basic
40% on taxable exclusion amounts |exclusion
estate exceeding |until repeal of amounts.
US$5.49 million estate tax in Sunsets after
(for 2017). 2024. 2025.
Child Tax US$1,000 for each |Increase to Increases to
Credit qualifying child US$1,600 per US$2,000 per
under the age of |child, US$300 for |child. Phase-out
17. Phase-out non-child begins when AGI
begins when AGI |dependents and reaches to
reaches taxpayers. Phase- |US$500,000 (for
US$110,000 for out begins when |joint filers).
joint filers. AGI reaches to
US$230,000 (for
joint filers).
Obamacare |3.8% net No change. Repeals
Taxes investment individual
income tax; mandate penalty.
individual
mandate tax
penalty; 0.9%
Medicare payroll
tax.
Gain from |Allows individuals |Retained. An Retained. An
Sale of a to exclude up to individual would individual would
Principal US$500,000 for have to own and have to own and
Residence |joint filer use a home as the |use a home as
(US$250,000 for |principal residence |the principal
singer filer) from |for 5 out of the residence for 5
the sale of a previous 8 years |out of the
principal residence |and the exclusion |previous 8 years
who own and use |would only be and the exclusion
a house for 2 of available once would only be
the previous 5 every five years. available once
years. The Finally, the every five years.
exclusion can be |exclusion would No phase-out is
used once every 2 |begin to phase out |applied.
years. when a taxpayer’s
AGI exceeds
US$500,000
(US$250,000 for
single filers).
Moving Moving expenses |Repeal moving Repeal moving
Expenses in connection with |expense deduction |expense
jobs are and exclusion for |deduction and
deductible qualified moving exclusion for
provided that expense qualified moving
certain reimbursements. |expense
requirements are reimbursements.
met. Qualified
employee moving
expenses, if
reimbursed by
employer, can be
treated as
nontaxable fringe
benefit.
Observations

e Under both proposals, tax reimbursement costs for tax
equalized assignment could change, depending on the
mix of assignees inbound and outbound to the U.S., and
also to the high or low-tax countries. U.S. employees
who will be assighed to work in China likely will expect
to be tax equalized as the tax rate differences between




two countries become larger. On the other hand,
Chinese employees working in the U.S. on assignments
will have reduced foreign tax credits can be claimed
against their China individual income tax. Companies
may consider projecting the overall impact of this
compression of brackets and lowering of rates on their
projected tax reimbursement costs.

Individual taxpayers may consider accelerating making
the payments for quarterly state and local estimate tax
payments and property tax which will be due in early
2018 before end of 2017 as the deductions for these
payments may be eliminated or limited on the 2018
return.

The exclusion of state and local income taxes from the
itemized deductions and the repeal of personal
exemptions may result in increased tax reimbursement
costs for Chinese companies sending employees on
business travels or assignments to the U.S. as U.S. non-
resident or dual-status resident taxpayers are not
entitled to claim standard deduction on their U.S.
individual income tax returns. As a result, more foreign
individuals traveling or working in the U.S. would be
required to file a U.S. tax return and will be taxable on
the first dollar earned in the U.S. Companies with
increasing U.S. investments should consider the impact
of any additional tax reimbursement and compliance
costs on their global mobility program.

The limitation on certain itemized deduction items will
increase the tax bills of the individual taxpayers and
company should consider how to handle these additional
tax costs for their current and future international
employees.

Moving expense reimbursements paid by an employer to
an employee that in the past were not taxable to the
employee would now be taxable. Companies may see an
increased tax cost relating to the gross-up of these
reimbursements.

The modification on gain from sale of a principal
residence would require taxpayers to live in their homes
for a longer period in order to exclude gain, and
additional provisions may lower the benefit of this
exclusion. As a result, fewer taxpayers would qualify to
exclude the full gain on the sale of their home.
Companies should recognize that this provision may
impact an employee’s decision on whether to accept a
global assignment and may need to review their tax
reimbursement policies to address this situation.

The increase on basic exclusion of taxable estate would
have great impact on the current and future planning
and structuring on estate. Attention shall be paid to the
final tax law and regulation on estate tax.



e The current version of the Senate Act on reduction of
marginal rates and changes to credits, deductions,
estate tax would expire after 2025 and then the
individual tax rules may revert back to the current law if
no further modifications in later years. These "sunset"
provisions create uncertainty to the benefits that may
bring to the individual taxpayers in the long run. Also,
companies may wish to take this into account when
projecting their future mobility costs.

Important note

As currently drafted, each of House Act and Senate Act is over
400 pages in length. As such, it is important to note that the
overview provided above is a summary of some fairly complex
issues and, as such, taxpayers are strongly advised to consult
with a qualified U.S. tax advisor as to how these (and other)
provisions, if and when enacted, could impact existing or
future mobility and reward programs in the United States.
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should be doing now.
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Archives

How is the US tax reform progressing? How will this significant
reform impact US inbound investment and cross-border
businesses? [Deloitte Tax Newsflash on US Tax Reform]

shares with you our professional insights. Check out the
archives below and stay tuned for more updates.

o Dec 4 - [Deloitte Tax Newsflash on US Tax Reform]

China outbound impacts
o Dec 2 - [Deloitte Tax Newsflash on US Tax Reform]

Senate passes tax bill
o Nov 29 - [Deloitte Tax Newsflash on US Tax Reform]

Current status

Read more

Check out Tax News & Views — Capitol Hill briefing to access
the latest developments published by Deloitte US's Tax Policy
Group in Washington DC.
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