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2017 tax reform
legislation

US tax reform – Key considerations of a long overdue overhaul
•
•
•
•

21% corporate income tax rate (reduced from 35%)
37% top individual income tax rate (reduced from 39.6%)
20% deduction (29.6% ETR) for certain pass-thru business income
100% expensing for investments in new and used property

•
•
•
•

No deduction for domestic production activities (section 199)
30% limitation on net business interest expense deductibility
80% limitation on NOL deduction with indefinite carryforward
Expansion of $1 million limitation on executive compensation

•
•
•
•

100% dividend exemption (territorial) tax system
One-time “toll charge” – 15.5% (cash) and 8% (other)
Incentive for US production for sale abroad (FDII)
Anti-base erosion measures (GILTI and BEAT)

•
•
•
•

$500,000 limitation on active pass-thru losses
3-year holding period requirement for “carried interest”
$10,000 cap on deduction for state and local taxes
Doubled estate tax exemption ($11.2 million in 2018)
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US corporate tax rate (21% federal rate plus state average) now
close to OECD average

Source: OECD Tax Database
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Dividend repatriations up 400% in 2018
Dividend receipts from rest of world, billions of dollars, quarterly data
$286
$777 billion repatriated in
2018 under TCJA
$224

$120
AJCA

$147

$96
$88

Source: Bureau of Economic Analysis, September 2019
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Reconciliation path was taken for tax reform
FY 2018 budget resolution allowed up to $1.5 trillion in deficit-financed tax reform
Budget reconciliation process
Benefits
• Required only simple majority vote at every step in the Senate (no filibuster allowed)
Key
Limitations

•
•

Expedited consideration (time limits for amendments and overall debate)
Legislation that increases the deficit outside of the budget window (typically 10 years) is subject to
automatic sunset or other measures to avoid long term deficit effect

•

60-vote Senate super-majority required to waive deficit rule

•

Senate rules also require reconciliation to be used only to enact measures that have a fiscal effect on
the federal budget

Joint Committee on Taxation macroeconomic analysis:
2017 tax reform act projected to increase federal budget deficits by roughly
$1 trillion over 10 years after accounting for economic growth and interest costs
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Some tax reform provisions are ‘permanent’ but others are
temporary/subject to sunset
2017

2018

2019

2020

2021

2022

2023

2024

2025

2026

2027

Corporate rate reduction
Corporate AMT repeal
Cost recovery (full/partial expensing)
Business interest limitation
Global intangible low-taxed income
Base erosion anti-avoidance tax
Foreign-derived intangible income
NOL limitation
R&E capitalization
Pass-through deduction
Individual rate reduction
Modification of individual AMT
Increased standard deduction
$10k limit state & local deduction
Increased estate tax exemption
Temporary
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Rising budget deficits may affect future tax policy
2025
Final year of
tax reform
individual
provisions

2023
Expensing phase-out (80%, 60%, 40%, 20%,
0%) begin

2026
Higher taxes
under GILTI,
BEAT and FDII
begin

2022
163(j) EBIT limit and R&E capitalization begin

2019
CFC look-thru expires

Deficit in $billion

Deficit as % of GDP
Debt held by the public (% of GDP)

2018
-3.8
77.8

2019
-4.2
78.3

2020
-4.1
79.6

2021
-4.2
81.2

2022
-4.7
83.2

2023
-4.6
85.0

2024
-4.3
86.2

2025
-4.5
87.7

2026
-4.4
89.0

2027
-4.1
90.0

2028
-4.8
91.5

2029
-4.4
92.7

Source: Congressional Budget Office, January 2019
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Political
developments

Tax policy is competing for attention amid impeachment inquiry
and other issues

Government Funding

Trade
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Immigration and Border Security

Impeachment Inquiry

2020 elections
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Both parties are laying down markers for future tax legislation
• President Donald Trump (R)
– Expected to propose new ‘middle-class’ tax cuts
– Budget assumes permanent extension of 2017 tax reform act’s individual tax cuts
– Has put on hold efforts to assert regulatory authority to index capital gains without action by Congress
• Vice President Joe Biden (D)
– Increase the corporate income tax rate to 28% and top personal income rate to 39.6%
– Eliminate the step-up in basis for inherited capital assets
– Doubling the capital gains tax on anyone making over $1 million
• Senator Elizabeth Warren (D-MA)
– 7 percent surcharge on corporations making more than $100 million
– “The Ultra Millionaire Tax” - A 2% tax on net worth above $50 million and 3% tax on net worth above $1 billion
– Closing the loophole on carried interest profits received by fund managers as ordinary income rather than capital gains
• Senator Bernie Sanders (I-VT)
– “Tax on Extreme Wealth” - rates from 1% to 8% for joint filers with assets above $32 million (above $16 million single)
– Increase corporate income tax rate based on ratio of CEO pay to average employee pay
– Substantially increase the top marginal tax rate on income above $10 million
– End “special tax breaks” on capital gains and dividends for the top 1%
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2019 Legislative
outlook

Treasury and IRS focus on tax reform guidance
Key provisions
Proposed guidance for anti-hybrid transactions under Section 267A
Final guidance relating to Section 965 transition tax
Final guidance under Section 199A (computational)
Proposed Section 250 guidance on deductions for foreign derived intangible income (FDII) and GILTI
Final and proposed regulations on global intangible low-taxed income (GILTI) under Section 951A
Temporary regulations limiting certain otherwise available Section 245A dividend deductions
Proposed guidance under Section 382(h) built-in gain or loss
Final and proposed guidance under Section 168(k) bonus depreciation
Proposed guidance on ownership attribution under Section 958
Final guidance for base erosion & anti-avoidance tax (BEAT)
Final guidance for foreign tax credits under new tax law
Final guidance for Section 163(j) business interest limitation

Release dates
December 20, 2018
January 15, 2019
January 18, 2019
March 4, 2019
June 14, 2019
June 14, 2019
September 9, 2019
September 13, 2019
October 1, 2019
October 2019
October 2019
October 2019

Source: Treasury Department and OMB Office of Information and Regulatory (Expected guidance shown in italics)
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Growing list of tax issues need addressing

IRS reforms (P.L.16-25)
Tax extenders
Retirement savings
Technical corrections to 2017 tax reform act
Digital taxation and other foreign tax challenges
Federal budget deficit
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Senate Finance Committee leaders introduce tax extenders and
disaster relief bill (S. 617)
• Senate Finance Committee Chairman Charles Grassley (R-IA) and Ranking Member Ron Wyden (D-OR) introduce bill on
February 28, 2019 to renew certain expired tax provisions through the end of 2019.
– S. 617 would retroactively renew 26 tax provisions that expired at the end of 2017 and three provisions that expired at
the end of 2018.
– Also would provide disaster tax relief to individuals and businesses affected by major disasters in 2018.
– Bill does not address provisions expiring in 2019, including CFC look-through, Work Opportunity Tax Credit, and New
Market Tax Credit.
• Six Senate Finance Committee taskforce groups issue reports on tax extenders.
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House Ways and Means Committee approves tax extenders
package, other revenue changes
Key provisions of Ways and Means-approved bills
• Extension through 2020 of expired or expiring tax provisions.
• Expansion of earned income tax credit and child tax credit.
• Total revenue cost of $137 billion over 10 years.
• Partially offset by accelerating current sunset of increased estate tax relief from 2025 to 2022.
– Additional offsets to be offered before action by full House may include 1% increase in corporate tax rate.
• House revenue offsets are ‘nonstarters’ in the Senate.
Outlook for tax extenders legislation depends on year-end vehicle
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US trade war roadmap
Canada
Despite progress on the USMCA, the US and Canada
have exchanged trade blows to each other, including
retaliatory tariffs previously put in place by Canada.

UK/France
In response to the UK/France digital services
tax, there is a chance that Trump may
response with tariffs on UK/French products.

EU
Retaliatory US tariffs on certain
products such as whiskey,
motorcycles, and orange juice

Turkey & Crimean Region
Sanctions imposed due to human rights
violations, terminated preferential trade
status, and imposed tariffs.

Trade-Con Level
5

Peace

4

Watch

3

Increased Risk

2

Tariffs Imminent

1

Tariffs
Sanctions

Russia
Various sanctions in place since March 2014 for violating the
sovereignty and territorial integrity of Ukraine.
Japan
25% tariff threatened on autos and auto parts and emerging deal
on agriculture.
Mexico
Tariffs threatened ranging from 5% to
25%, but postponed for unknown
time frame.

North Korea
Various sanctions due to North Korea's nuclear weapons program.

Cuba
Various sanctions with recent additions
in 2019 related to channel economic
activities away from the Cuban military,
intelligence, and security services.

US tariffs – List 1 - 3 tariffs at 25% and may increase to 30% (Oct 1
date postponed for trade talks)

Venezuela
Sanctions related to human rights
violations, anti democratic action,
terrorism and drug-related activities.
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China - Tariff war in both directions

List 4A&B 15% partial tariffs Sept 1 and remainder Dec 15 at 15%
China retaliatory tariffs – 5 % and 10% on $75 billion of U.S. imports
Sept 1 and remainder Dec 15
Saudi Arabia/Sudan
Various sanctions, including in 2018
related to the killing of Saudi journalist
and Virginia resident Jamal Khashoggi.

Iran
Various sanctions levied, including in
2018 for using funds from oil sales to
support the Assad regime and terrorism.

Unreliable Entities List – Watch for US Companies to be named
India
Special trade preference (GSP) removed.
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International tax (un)certainty
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Tax on digitalization – A morphing debate
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Taxation of the digitalization of the economy
Workplan for 2019/2020
Key elements of workplan:

Pillar I
Impact
Assessment

PwC | Tax policy outlook

31 May 2019

Draft Workplan released

June 2019

G20 meetings

June/July 2019

IF meetings

December 2019

Progress report

January 2020

Political agreement of framework

Through 2020

Detailed technical work

By November 2020

Final Report

Pillar II

Organisation
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Distilling themes
Consistent themes seen across the globe impacting tax policy:
• Governments’ need for additional revenue
• View that tax bases are being eroded, MNCs avoiding their “fair share”
• Distrust of established standards, e.g., arm’s-length principle
• Increasing focus on destination-based taxation
• Increasing reliance on consumption taxes
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Questions?

pwc.com
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