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0BU.S. Releases Proposed Tax 
Reform Changes 
November 2, 2017 
No. 2017-51 

Canadian companies that do business in the United States and U.S. individuals living in 
Canada may be affected by proposed U.S. tax reform. The Ways and Means Committee of 
the U.S. House of Representatives released their tax reform bill on November 2, 2017 as 
the first step in enacting significant changes to the U.S. tax rules. The bill includes 
measures to reduce U.S. corporate tax rates to 20%, changes the taxation of depreciable 
assets and imposes a new territorial tax system, among other changes. In addition, the bill 
maintains the top U.S. personal tax rate of 39.6%, but increases the threshold for this rate 
to apply.  

This bill was released as what is called a “Chairman’s mark”, which means it does not 
necessarily include the input and priorities of the full committee. Although the rules included 
in the bill will still be amended as they proceed through the U.S. legislative process, 
Canadian businesses that engage in cross-border business with the United States and U.S. 
individuals living in Canada may want to start to determine how the proposed tax reform 
may impact their business.  

Background 
In 2016, House Republicans released a tax reform “blueprint” to reduce the complexity 
of the U.S. tax laws and to move the U.S. tax system closer to a consumption-based 
tax. The significant changes included in the blueprint would have represented the 
biggest tax overhaul in the United States since 1986 (see TaxNewsFlash-Canada 2016-
56, “U.S. Election Results Spark Tax Reform Talk”). The U.S. then released a nine-page 
framework for its upcoming tax reform on September 27, 2017 that served as a guide for 
drafting the proposed rules that make up the new U.S. tax reform bill. 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2016/ca-US-Election-Results-Spark-Tax-Reform-Talk-tnfc1656v2.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2016/ca-US-Election-Results-Spark-Tax-Reform-Talk-tnfc1656v2.pdf
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Although a bill to pass this legislation has now been drafted, it is not yet certain when, or 
even whether, it will be passed into law. This bill is subject to further modification by the 
House Ways and Means Committee even before it moves to the U.S. Senate. In the 
United States legislature, passing new tax rules can take considerably longer than in 
Canada. Before it can be enacted, U.S. tax legislation must generally move through the 
House, the Senate, and Congress as a whole before it is presented to the President for 
signing. At many of these stages, the bill is subject to debate and further amendments. 
However, President Trump has indicated that he hopes to sign the bill before 2018. 

 
Corporate tax changes 

Corporate tax rate  

The U.S. tax reform bill decreases the corporate income tax rate to 20% (from 35%) starting 
in 2018. The bill also provides a special 25% tax rate on business income earned by “small 
and family-owned” businesses through pass-through entities. 

KPMG observations 
Note that, under the proposed changes, the combined U.S. federal and state corporate 
tax rate could approximate Canada’s combined federal and provincial corporate tax rate 
for some businesses. This may be a fundamental change from current law where the 
combined U.S. tax rate exceeds the combined Canadian tax rate for most businesses. It 
will be important for all businesses to address their transfer pricing policies and consider 
how this may impact their cross-border tax planning. 

 
Limitation on net interest deduction 

Subject to the certain exceptions, the U.S. tax reform bill repeals the existing earnings 
stripping rules that generally only applies to cross-border interest, and now would make 
all businesses subject to a disallowance for net interest expense that exceeds 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. 

In addition, the U.S. tax reform bill provides a new restriction aimed at large multi-
national companies. Generally, the deductible net interest expense of a U.S. 
corporation that is a member of an international financial reporting group will be limited 
to the extent that its share of the group’s total net interest expense exceeds 110% of 
the U.S. corporation’s share of the group’s total earnings before interest, taxes, 
depreciation, and amortization. However, if the general cap on the interest expense 
discussed above denies a greater amount of interest, that provision prevails. Under the 
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bill’s proposals disallowed interest expense may be carried forward for up to five tax 
years. 

To be classified as an international financial reporting group, a group of entities must: 

• Include at least one foreign corporation engaged in a U.S. trade or business, or at 
least one U.S. and one foreign corporation 

• Prepare consolidated financial statements; and  

• Have global gross receipts of more than $100 million annually.  

This provision is effective for tax years beginning after 2017. 

KPMG observations 
The lower U.S. corporate tax rate under the U.S. tax reform bill may reduce the tax 
benefit of debt-financing U.S. operations in many cases. In addition, the foregoing 
provisions may make debt financing of such operations less beneficial for many 
Canadian multi-nationals. 

 
Depreciable assets 

The U.S. tax reform bill allows businesses to immediately write off investment in certain 
tangible property acquired after September 27, 2017, for at least a period of five years. The 
bill also disallows deductions for any net interest expense. Although the property would be 
eligible for the additional depreciation if it is the taxpayer’s first use, the new rules exclude 
any property used by a public utility or in a real property trade or businesses. 

KPMG observations 
This change may have cash benefits to Canadian companies that increase their 
investment in the United States. 

 
Border-adjusted tax 

The U.S. tax reform bill does not include the controversial “border adjustments” to exempt 
exports and tax imports as are commonly used in countries with VAT systems, and with 
Canada’s GST. The House Republicans indicated this past summer that these measures 
would not be included in its tax reform bill.  
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KPMG observations 
While the border adjustments were not included in this bill, large multinationals may find 
that the excise tax described below triggers a similar tax impact in some circumstances. 

 
Payments to related foreign corporations 

The U.S. tax reform bill proposes a 20% excise tax on payments (other than interest) made 
and otherwise deductible by a U.S. corporation to a related foreign corporation, unless the 
related foreign corporation is subject to U.S. taxation on the corresponding income 
associated with such payments. The bill provides exceptions for intercompany services 
which a U.S. company elects to pay for at cost (i.e., no markup) and certain commodities 
transactions. Alternatively, the foreign affiliate can elect to be subject to U.S. tax on the 
payments. This provision only applies to international financial reporting groups (defined 
differently from the interest section above) that have such payments to their foreign 
affiliated totaling at least $100 million annually. 

KPMG observations 
This 20% excise tax could increase the effective tax rate for certain large multinationals 
higher than the proposed 20% corporate tax rate, and may have a similar impact that 
would have been incurred with a border-adjusted tax. If a multinational group elects to 
subject the non-U.S. entity to U.S. tax in order to not be subject to this excise tax, it’s not 
yet clear whether those profits would then be subject to double taxation, since such U.S. 
tax may not be credible or deductible in that foreign jurisdiction.  

The House Ways and Means Committee’s summary of the proposed bill  also states 
that “the provision would reaffirm the arm’s-length principle by reinforcing the 
significance of accurately pricing related-party transactions to avoid subjecting amounts 
that are in excess of arm’s-length prices to U.S. taxation”. It’s unclear whether other 
jurisdictions would agree with this approach and, as a result, this issue may be subject 
to some debate. 

 
Conversion to a territorial system 

The U.S. tax reform bill adopts a “territorial system,” whereby U.S. multinationals will have a 
100% exemption for dividends from foreign subsidiaries in which the U.S. parent owns at 
least a 10% stake. The current system taxes U.S. corporations and individuals on their 
worldwide income, and the foreign earnings in corporations are only taxed when 
repatriated. As a transitional rule, accumulated foreign earnings will be subject to a one-
time tax of 12% for cash and cash equivalents and 5% for all other assets. Taxpayers can 
pay this tax liability over eight years. 
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KPMG observations 
This change will affect Canadian parent companies with U.S. multinational corporations 
in their group. 

 
Other measures 

The U.S. tax reform bill contains other corporate tax measures to: 

• Repeal the alternative minimum tax (AMT) system that allows a phased refundable 
credit for existing AMT credits   

• Repeal the existing carryback of net operating losses (NOL), and limit all carryovers of 
NOLs to 90% of taxable income (NOLs arising in 2017 and later years would be 
increased by an interest factor to preserve their value) 

• Repeal a number of business tax credits including those for employer-provided child 
care, rehabilitation of historic properties, and the work opportunity tax credit that is 
granted for hiring individuals in certain targeted groups. 

• 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 

Personal tax changes  

Personal tax rates 

The U.S. tax reform bill maintains the top marginal personal tax rate of 39.6%, but 
increases the threshold for this rate to apply to $1 million (from $470,700) for married 
couples. The bill then proposes to introduce three other levels of individual tax rates: 35%, 
25% and 12%. 

KPMG observations 
Because the reduced U.S. personal tax rates will generally be lower than Canadian 
income tax rates, this will put pressure on Canadian competiveness in the labour 
market.   

 
Sale of a principal residence 

The U.S. tax reform bill significant changes the exclusion of gain from the sale of a principal 
residence. For tax years after 2017, the bill provides that a taxpayer would have to own and 
use a home as the taxpayer’s principal residence for five out of the previous eight tax years 
to qualify for an exclusion of $500,000 (married filing jointly). Further, the exclusion would 
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be phased out by one dollar for every dollar by which a taxpayer’s adjusted gross income 
exceeds $500,000.   

KPMG observations 
Given the gains in the Canadian housing market, U.S. citizens resident in Canada with 
income that exceed $500,000 should be aware that gains realized upon the sale of their 
principal residence may be subject to U.S. tax even though they are fully exempt under 
Canada’s principal residence rules. These U.S. citizens should consider cross-border 
planning to mitigate exposures that could arise from the sale of a principal residence 
under the bill’s changes.  

 
Other measures 

The U.S. tax reform bill contains other personal tax measures to: 

• Repeal the alternative minimum tax 

• Increase the child tax credit to $1,600 (from $1,000) 

• Repeal the personal exemption  

• Modify or repeal certain itemized deductions and credits, including no longer subjecting 
itemized deductions to a phase-out due to high income 

• Increase the standard deduction.  
 

Gift and estate tax changes 

The U.S. tax reform bill increases the basic exclusion amount to $10 million (from $5 
million, as of 2011), indexed for inflation. This provision would apply to tax years beginning 
after 2017. The bill entirely repeals the estate and generation skipping taxes after 2023.  

For transfers during a taxpayer’s lifetime, the bill lowers the gift tax to a top rate of 35% and 
retains a basic exclusion amount of $10 million and an annual exclusion of $14,000 (as of 
2017), also indexed for inflation.  

KPMG observations 
While the U.S. tax reform bill proposes sweeping tax changes, there is still uncertainty 
that the estate tax will be repealed, given that the bill proposes an effective date of after 
2023.  

For Canadian individuals that own assets in the United States, such as a vacation 
property, the increase in the estate tax exemption amount will reduce exposure to U.S. 
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estate tax. High-net worth Canadians that own U.S. assets will continue to be exposed 
to U.S. estate tax (until repealed) and should revisit any planning they have already 
implemented.     

 
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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