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Tax Newsflash on US Tax Reform
Congress passed the tax bill

Making another century of impact
EHEERX FEFLT

Very early on December 20 local time (just after midnight),
the Senate passed the conference agreement to the Tax Cuts
and Jobs Act (TCJA) by a vote of 51-48 (with Senator John
McCain not voting due to illness). The House of
Representatives passed the same measure in the early
afternoon of December 20 by a vote of 224-201. Congress has
therefore passed the tax reform bill. The TCJA will now be sent
to President Trump for signing, upon which it will become law.
The date upon which President Trump will sign the bill is
uncertain, with some sources indicating that it may wait until
January.

The TCJA is a massive tax reform package that will lower tax
rates on corporations, pass-through entities, individuals, and
estates and move the US toward a territorial-style system for
taxing foreign-source income of domestic multinational
corporations, with some of the cost of that tax relief offset by
provisions that will scale back or eliminate many current-law
deductions, credits, and incentives for businesses and
individuals.

Here are just a few of the highlights of the TCJA:

e Corporations: The TCJA replaces the current graduated
corporate rate structure with a flat 21 percent rate,
effective in 2018 and fully repeals the corporate
alternative minimum tax (AMT). It also permits qualified
property that is depreciated under current law to be
fully expensed in the year placed in service through
2022, with a phase-out of that benefit thereafter. On
the offset side, it imposes new limits on the deduction
for net business interest, repeals the section 199
manufacturing deduction and the deduction for state
and local lobbying expenses, and disallows like-kind
exchanges other than for real property.



e Passthroughs: The TCJA allows a deduction of up to 20
percent of passthrough income for specified service
business owners with income under $157,500 (twice
that for married filing jointly), but the definition of
“specified service” no longer includes architecture or
engineering. The deduction is available to electing small
business trusts (EBSTs) as well as individuals, and
owners are allowed to calculate their maximum
deduction based on either 50 percent of their share of
W-2 wages paid or a combination of 25 percent of their
share of W-2 wages paid plus 2.5 percent of the
unadjusted basis of all qualified property. Carried
interest income retains its treatment as a capital gain,
although it will be subject to a longer holding period
(three years as opposed to one year in current law) in

order to qualify.

e International: The TCJA moves the US from a
worldwide tax system to a participation exemption
system by giving corporations a 100 percent dividends
received deduction for dividends distributed by a
controlled foreign corporation (CFC). To transition to
that new system, the measure imposes a one-time
deemed repatriation tax, payable over eight years, on
unremitted earnings and profits at a rate of 8 percent
for illiquid assets and 15.5 percent for cash and cash
equivalents. The conference agreement generally
follows the Senate-passed structure in establishing new
base erosion prevention provisions, with modifications.
It does not adopt proposals in the House and Senate
bills that would have made permanent the lookthrough
rules for CFCs under section 954(c)(6); nor does it
include a proposed new section 163(n) that would have
placed a further limit on interest deductions of
multinational corporations by measuring US interest
expense and equity against the similar ratios for the

worldwide group.
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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.

e Dec 20 -_[Deloitte Tax Newsflash on US Tax Reform]
Senate approved

e Dec 15 - [Deloitte Tax Newsflash on US Tax Reform]
Press reports cite deal on conference agreement

e Dec 8 - [Deloitte Tax Newsflash on US Tax Reform]
Impacts on individual taxpayers and employer global
mobility and rewards program

o« Dec 4 - [Deloitte Tax Newsflash on US Tax Reform]
China outbound impacts

e Dec 2 - [Deloitte Tax Newsflash on US Tax Reform]
Senate passes tax bill

e 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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