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  Highlights of New U.S. Personal 
Tax Changes  
December 20, 2017 
No. 2017-63 

U.S. individuals living in Canada should take steps to determine the effect of new U.S. tax 
changes. The United States is expected to soon pass tax legislation that will have a 
significant effect on U.S. individual taxpayers, including those who now live in Canada. 
These amendments, which are expected to be effective January 1, 2018, reduce individual 
tax rates and modify deductions, among other changes.  

The final bill is expected to be presented to President Trump to sign into law by the end of 
the year. While many of the individual tax changes are expected to be effective January 1, 
2018, also note that many of these changes are set to expire after December 31, 2025. 

This edition of TaxNewsFlash-Canada is based on the U.S. tax bill drafted by the U.S. 
House-Senate conference committee. While it is not expected that the bill will significantly 
change before it is signed into law, some minor modifications are still possible. All amounts 
referred to are in U.S. dollars. 

Background 
The current U.S. tax bill was drafted by a formal House-Senate conference committee 
which was instituted to bridge some of the differences in the distinct House and Senate 
bills that were approved earlier this year (see TaxNewsFlash-Canada 2017-51, "U.S. 
Releases Proposed Tax Reform Changes" and TaxNewsFlash-Canada 2017-61, "U.S. 
Readying Final Tax Bill").  

 
 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-releases-proposed-tax-reform-changes.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-releases-proposed-tax-reform-changes.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-readying-final-tax-bill.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-readying-final-tax-bill.pdf
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Personal tax rate changes 

The U.S. bill decreases the top marginal tax rate to 37% (from 39.6%). As a result, once 
enacted the top marginal rates will decrease as follows: 

 U.S. Bill Proposals Current U.S. Law 

 Top Bracket 
(USD) 

Tax Rate Top Bracket 
(USD) 

Tax Rate 

Single $500,001 
or more 37% $426,701 

or more 39.6% 

Married 
Filing Joint 

$600,001 
or more 37% $480,051 

or more 39.6% 

Married 
Filing 
Separate 

$300,001 
or more 37% $240,026 

or more 39.6% 

Head of 
Household 

$500,001 
or more 37% $453,351 

or more 39.6% 

 
Long-term capital gains and qualified dividends 

The U.S. bill maintains the special tax rates for long-term capital gains and qualified 
dividends. As with the current tax law, these gains and dividends will be taxed at special 
rates of 0%, 15% and 20%, depending on the taxpayer's level of taxable income. These 
levels would be adjusted for inflation in future years. 

Standard deduction and personal exemption 

The U.S. bill cancels the current personal exemption, but increases the standard deduction 
as follows: 

• Married couples filing jointly — $24,000 (from  $12,700) 

• Single taxpayers and married couples filing separately — $12,000 (from  $6,350) 

• Heads of households — $18,000 (from $9,350) 

Child Tax Credit 

The U.S. bill increases the amount of the child tax credit to $2,000 for each dependent 
under age 17 (from $1,000) and allows an additional nonrefundable credit of $500 for each 
of the taxpayer’s dependents other than qualifying children. The benefit of the credit would 
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be phased out for married couples filing jointly with adjusted gross income in excess of 
$400,000 (up from $110,000), and $200,000 for single taxpayers (up from $75,000). 

The U.S. bill also stipulates that the child tax credit will only be available for dependents 
with a social security number. 

Individual AMT 

The U.S. bill increases the alternative minimum tax (AMT) exemption amounts. These 
amounts would rise to: 

• Married couples filing jointly — $109,400 (from  $86,200) 

• Married couples filing separately — $54,700 (from  $43,100) 

• Other taxpayers — $70,300 (from $55,400) 

The AMT phase-out levels would be significantly increased to $1 million for married 
taxpayers filling jointly and to $500,000 for other taxpayers (up from $164,100 and 
$123,100 respectively). 

Estate and gift taxes 

The U.S. bill doubles the estate and gift tax exemption after December 31, 2017 to an 
anticipated amount of $11.2 million (indexed for inflation).   

Passthrough rules 

Under current U.S. law, business income that an individual earns through a sole 
proprietorship, partnership, limited liability company, or S corporation (i.e., passthrough 
businesses) generally is subject to tax in the hands of the individual owner (rather than at 
the entity level). Thus, the income is subject to tax at that owner’s individual tax rates.  

Under the U.S. bill, an individual taxpayer is allowed a deduction equal to 20% of his or her 
domestic “qualified business income” (QBI) from passthrough businesses (subject to certain 
limitations). The U.S. bill makes interests owned through trusts and estates eligible for the 
deduction as well.  

A qualified trade or business is generally any trade or business other than a “specified 
service trade or business.” The latter term generally includes any trade or business activity 
involving the performance of services in the fields of health, accounting, and law, among 
others. It also includes consulting, financial services, brokerage services, any trade or 
business where the principal asset of such trade or business is the reputation or skill of one 
or more of its employees or owners, or investing and investment management, trading, or 
dealing in securities, partnership interests, or commodities.  
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Itemized deductions 

The U.S. bill suspends some itemized deductions and significantly modifies other certain 
deductions that may affect U.S. individuals living in Canada.  

State and local taxes 

The U.S. bill generally does not allow taxpayers to deduct: 

• State and local income taxes 

• State, local or foreign property taxes 

• State and local sales taxes.  

However, state and local (but not foreign) property taxes and state and local income taxes 
(or state and local sales taxes) up to an aggregate of $10,000 could be deducted. Also, 
exceptions may apply for taxpayers that incur these taxes in carrying on a trade or 
business, or in relation to assets held for the production of income. 

Further, the U.S. bill does not allow taxpayers to deduct foreign real property taxes. The bill 
also prevents an individual from claiming an itemized deduction in 2017 on a pre-payment 
of state or local income tax for a future taxable year in order to avoid the dollar limitation 
that applies for taxable years beginning after 2017.  

Moving expenses 

The U.S. bill does not allow a deduction for qualified moving expense. Further, employer 
reimbursements of these expenses will now be required to be included as compensation.  
These provisions would expire after 2025. 

Mortgage interest and home equity deduction 

The U.S. bill limits the home mortgage interest deduction to $750,000 of acquisition 
indebtedness, and suspends the separate deduction for interest on home equity debt. The 
restricted deduction would only apply to mortgages incurred after December 15, 2017, 
while acquisition indebtedness entered into before this date would be grandfathered up to 
the current $1 million limit. 

Medical expenses 

The U.S. bill lowers the threshold for deduction of medical expenses to 7.5% of adjusted 
gross income (AGI) for the 2017 and 2018 tax years (from 10%). For tax years after 2018, 
the threshold increases back to 10%.  

Charitable contributions 
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The U.S. bill increases the limitation for cash contributions by an individual to public 
charities and certain other qualifying organizations to 60% of the taxpayer’s AGI (from 
50%).  

Casualty losses 

The U.S. bill no longer allows a deduction for casualty losses, except for those that arise as 
a result of certain disasters.  

KPMG observations 
The current U.S. tax bill does not include proposals to limit the exclusion on a gain of the 
sale of a primary residence, and therefore the treatment remains the same as under 
existing law. This measure had been proposed in the House and Senate bills. 

 
We can help 

Your KPMG adviser can help you assess the effect of the U.S. tax reform legislation on 
your personal tax situation. For more details on U.S. tax reforms and their possible impact, 
contact your KPMG adviser. 
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