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  U.S. Readying Final Tax Bill  
December 8, 2017 
No. 2017-61 

The United States has moved a step closer to enacting significant tax legislation. The U.S. 
Senate and the U.S. House of Representatives have now each approved their own distinct 
tax bills that propose, among other things, to reduce corporate and individual tax rates and 
to make substantial changes to cross-border taxation. Canadian companies that do 
business in the United States and U.S. individuals living in Canada should follow the 
developments of these proposed changes which, if enacted, will be the most 
comprehensive overhaul of the U.S. tax rules since 1986.  

Some of the Senate bill proposals are similar to the ones in the House bill, but there are 
also some differences. As a result, the House and Senate are now working together via a 
formal House-Senate conference committee to produce a final tax bill that the House and 
Senate will separately vote on before it is presented to President Trump to sign into law. 
Some proposals common to both bills include changes to:  

• Allow businesses to immediately write off investment in certain tangible property 
acquired after September 27, 2017, for at least a period of five years 

• Introduce a partial “territorial system,” whereby U.S. multinationals will have a 100% 
exemption for dividends received from foreign subsidiaries in which the U.S. parent owns at 
least a 10% interest 

• Repeal the domestic production activities credit, although the Senate defers the repeal 
until 2019. 

Background 
The U.S. Senate passed its version of the proposed tax legislation on December 2, 
2017, following the passage of the U.S. House’s own tax bill in November (see 
TaxNewsFlash-Canada 2017-51, "U.S. Releases Proposed Tax Reform Changes"). 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-us-releases-proposed-tax-reform-changes.pdf
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Although there are now two versions of this proposed tax legislation, it is not yet certain 
when, or even whether, a final consolidated version will be passed into law. However, 
President Trump has indicated that he hopes to sign the final consolidated bill before the 
end of 2017. 

 
Differences between House and Senate bills 

The U.S. House and Senate are working to reconcile certain key differences in the following 
areas. Although the final bill is likely to include components of each of the House and 
Senate bill, it is anticipated that the Senate bill will most likely win out over the House bill in 
most cases. 

Corporate tax rate effective date 

Both the House and Senate bills permanently decrease the corporate income tax rate to 
20% (from 35%). However, the Senate bill stipulates that the lower rate is effective starting 
in 2019, rather than 2018 as in the House bill.  

KPMG observations 
President Trump recently indicated that he would accept a 22% corporate income tax rate, 
Some are speculating that legislators may accept this final rate as they negotiate over 
favoured provisions.   

 
Corporate alternative minimum tax 

The Senate bill maintains the current corporate alternative minimum tax (AMT), while the 
House bill repeals this tax. Generally, under the corporate AMT, a tentative minimum tax of 
20% is calculated on alternative minimum taxable income (AMTI), subject to a “small 
business” exemption. In simplified terms, corporations determine their AMTI by adjusting 
ordinary taxable income for certain tax preference items (for example, accelerated 
depreciation on personal property and the dividends received deduction). The corporation 
pays the higher of the regular tax or alternative minimum tax.  

Given the current 15% tax rate differential between the ordinary corporate tax rate (35%) 
and the AMT rate, the AMT does not apply all that often. However, as proposed, the AMT 
would apply much more frequently under the new tax proposals (i.e., to any taxpayer 
deducting the tax preference items that are added back in computing AMTI), which reduce 
the regular corporate tax rate to 20% (from 35%). It is expected that the House-Senate 
conference committee will address and correct this rate concurrence.    
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Pass-through entities 

Both the House and Senate bills have proposed special tax rules on business income earned 
by “small and family-owned” businesses through pass-through entities, such as an S corporation 
or a partnership. Under current law, this income is taxed at the business owner’s rate.  With the 
new proposed individual tax rate structure this could mean business income earned through a 
pass-through entity is taxed as high as 39.6%, while the same business income earned through 
a corporation would benefit from the new 20% low tax rate. 

Both the House and Senate bills introduce changes to narrow the increased gap. While 
intended to achieve similar objectives, the mechanics proposed by each bill are quite 
different. In particular, the House bill establishes a reduced 25% tax rate on business 
income while the Senate bill provides the individual with a deduction of 23% of this 
business income. These rules are amongst the most unique in the proposals and contain 
numerous complexities and special rules, including rules designed to prevent professional 
service firms from accessing the lower tax rates 

Earnings stripping and interest denial rules  

The Senate bill and the House bill both repeal the current earnings stripping rules that 
generally apply only to cross-border interest, and would limit the deduction of net interest 
expense by most businesses to 30% of the relevant business’ adjusted taxable income 
(ATI). The amount of disallowed net interest is determined at the level of the applicable 
business (e.g., at the partnership level rather than at the partner level). This measure is 
effective for tax years beginning after 2017. However, the Senate bill includes different 
mechanics (and carve outs) than the House bill for calculating any deduction limitations, 
with the result that the denial of the deduction will generally be larger under the Senate bill 
than the House bill.  

Both bills also provide a new restriction aimed at large multinational companies. While the 
mechanisms again differ, both bills generally include a calculation designed to ensure that 
the interest deduction in the U.S. entity is commensurate with that of the worldwide group. 
The House bill accomplishes this by reference to the U.S. entity’s share of global earnings 
before interest, taxes, depreciation and amortization (EBITDA), while the Senate bill 
compares the debt/equity ratio of the U.S. entity to that of the worldwide group.  

U.S. multinational corporation's foreign profits 

The Senate bill and the House bill both introduce a new tax for a U.S. multinational 
corporation's foreign profits, at a reduced rate, on a global basis to prevent U.S. tax-base 
erosion. This will effectively work as a global alternative minimum tax and will mitigate the 
benefit US multinationals see from the move to a territorial system.  The mechanism for 
implementing this tax differs in each bill, and is expected to be revised in conference 
committee. 
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Limitations on existing use of net operating losses 

Both the House and Senate bills limit the utilization of net operating losses (NOL) 
carryovers. While both bills limit all carryovers of NOLs to 90% of taxable income, the 
Senate bill further reduces the utilization to 80% of taxable income starting in 2023.  
 
Upcoming KPMG webcast 

Canadian companies that do business in the United States and U.S. individuals living in 
Canada may need move quickly to optimize their tax positions by year-end. If the United 
States enacts this legislation by December 31, 2017, which is now likely, there will be a 
significant impact to 2017 financial statements for cross-border businesses. As a result, 
Canadian business should immediately start analyzing how their financial statements may 
be impacted to issue timely financial statements for years ending December 31, 2017. 
Furthermore, both businesses and individuals may need take steps such as determining 
the effect of the tax changes on their structures. 

KPMG Canada will be hosting a webcast on December 12, 2017 to discuss the potential 
U.S. tax reforms. During the webcast, Russ Crawford (Partner and National Service Line 
Leader, KPMG US Corporate Tax Services) and other KPMG tax leaders will provide a 
comprehensive update on the latest details on these reforms and what it means for you. In 
addition, we will discuss what we expect will happen in the short and long term with the new 
tax reform rules. You can register for this webcast now. 

We can help 

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