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Background

heading here

• No major tax reform since 1986
• Growing consensus that the US tax
system is uncompetitive
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Timing of tax reform
• D
 raft bill expected in coming months
• Needs to go through legislative process
• Possibility for reform later this year, but
also potential to drift into 2018
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US political landscape
• R
 epublican majority in House of
Representatives and Senate with a
Republican President
• US tax reform a priority
• Although other priorities have the
potential to significantly impact
including healthcare, immigration etc

US tax reform
Where does it currently stand?

4

Key documents?
• House GOP “Blueprint”
• President Trump election tax proposals
• Camp 2014 Tax Reform Act (H.R.1)
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What changes are proposed?
• R
 eduction in tax rate to between
15%-25%
• Mandatory deemed repatriation
• Rate of 8.75% - 10% on cash
• Rate of 3.75% on non-cash assets
• Limitation on deductibility of interest
• Movement to territorial system
• Border adjustable regime
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Considerations from an Irish
perspective
• N
 eeds to be carefully monitored by Irish
FDI and domestic companies
• Rate reduction may not have significant
impact
• Mandatory deemed repatriation
could lead to short-term activity and
repatriation to the US
• Border adjustable regime could
have major impact but likeihood of
implementation appears lower than
other proposals
March 2017
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US corporate tax reform – background
Since the last major reform in 1986, there
have been multiple attempts to overhaul
the US tax system (both at a corporate and
individual level).

US corporate tax rate of
35% is the highest in the
OECD and one of the highest
globally
While there is long-standing consensus
that significant reform is much needed,
and despite numerous attempts to do so
during the 1990s and 2000s, none of these
initiatives were successful.
In the intervening period there has
been a dramatic change in both the
global business and tax environment.
The current US tax system with its high
corporate tax rate, significant complexity
and lack of a territorial system, is seen as
being uncompetitive when compared with
other major countries.

From 2003 to 2016,
the worldwide average
corporate tax rate has
declined from 30%
to 22.5%
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So what has changed now that makes US tax
reform more likely than it has been in the past
20 years?
Congress and the President are in agreement
that US tax reform is required. It has widely been
acknowledged on a bipartisan basis that a new tax
system fit for the 21st century is needed to help
create jobs and drive economic growth in the US.
Options are available to pursue tax reform under
unified Republican control of US Congress if
bipartisan agreement is not possible.

?
The key question is will
agreement on reform be reached
and what will it look like?
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“Bringing back jobs & growth”
The Trump Administration has set
ambitious targets of creating over 25
million jobs in the US over the next
10 years and targeting an annual 4%
economic growth (as opposed to average
of 1.5%- 2.5% in the last 10 years).
The key to achieving these goals according
to the White House “starts with progrowth tax reform” which has the power
to “unleash America’s economy.”

hindering business development and (2)
ensure any US trade deal is supporting
the development and protection of
American jobs. The failure of Republican
healthcare reform efforts increases political
importance of a successful tax reform
effort.

Interlinked with the tax reform plans,
are proposals to (1) address areas where
financial regulation is perceived to be

?

Why is US tax
reform important
for Ireland?

Healthcare
reform

Infrastructure

Tax
reform

Ireland is a small open economy and one of our
most important relationships has traditionally
been, and continues to be, with the US.
From an inbound perspective, over 150,000
people are directly employed in Ireland by
US companies (with an additional 100,000
being indirectly employed).
74% of all investments announced by the
IDA in 2016 in Ireland were US investments
and over $343bn has been invested in
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Trade
agreements

De-regulation

Ireland by US companies.
From an Irish outbound perspective over
120,0000 people are employed across the
US directly by Irish companies.
The strong economic ties between Ireland
and the US are clear and consequently
any fundamental changes to the US tax
system could have implications for US
FDI investment in Ireland and the Irish
economy as a whole.
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What elements might US tax reform include?
Possible tax reform proposals

Reduction of
corporate federal
tax rate from 35%
to between 15%
and 25%

100% expensing
for equipment
and real property
(excluding land)

Elimination of
most business
tax expenditures
(e.g. domestic
manufacturing
deduction)

No deduction for
net interest expense

Mandatory deemed
repatriation tax
on historic foreign
earnings (10% vs
8.75% cash/3.5%
for other earnings)

Territorial system,
with 95%-100%
foreign dividend
exemption

Border-adjustable
destination based
cash flow system

Repeal of the
corporate AMT
(Alternative
Minimum Tax)
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Tax reform proposals…broad consensus on some areas
Camp 2014 Tax
Reform Act (H.R. 1)

House GOP 2016 tax
reform ‘blueprint’

Trump tax proposals
(pre election)

Corporate
tax rate

25% rate (phased in over 5 years)

20% rate

15%

Consumption
tax regime

No provision

‘Destination-based cash-flow’ approach,
with border adjustments that exempt
exports and tax imports

Not stated

Interest
expense

Limit for thin capitalisation

Deductible only against net interest income.
Special rules to be confirmed for financial
services sector

Businesses manufacturing in the US and
electing full expensing for investments must
forego interest expense deductions

International
– income
tax regime

‘Territorial’ system, with 95% foreign
dividend exemption

‘Territorial’ system, with 100% dividend
exemption system

Not stated

Repatriation

All untaxed foreign earnings subject to tax
(paid over 8 years), 8.75% for cash/cash
equivalents, 3.5% for non-cash assets

Same as Camp

All untaxed earnings subject to US income
tax at 10% rate

Cost recovery

Various changes to depreciation rules which
would broadly give rise to a longer recovery
period

Full expensing for investments, excluding
land

Businesses manufacturing in the US may
elect full expensing for investments
(revocable within the first 3 years)
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Key pillars of tax reform
Likely to form part of tax reform...

Mandatory
deemed repatriation

Tax rate
reduction
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Interest
limitation

Proposed but is less certain how it
will form part of tax reform

Some bipartisan
support for
territorial
taxation makes
this more likely to
be part of reform
but still not clear
in what format.

Border
adjustable
destination based
cash flow system
is a complex
and divisive
proposal which
would make
implementation
difficult.
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Reduction in corporate tax rate
Proposal

Irish perspective

Camp
2014 Tax
Reform Act

Reduction in corporation tax rate
to 25% phased in over 5 years

House GOP
2016
Blueprint

Reduction in corporation tax rate
to 20%

Trump
pre-election
tax
proposals

Reduction in corporation tax rate
to 15%
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While a reduction in the US federal tax rate may
dilute to some extent the attraction of Ireland’s
12.5% corporate tax rate, there is still likely to be
a significant differential between the US and Irish
corporate tax rates (particularly given the additional
State tax charge in the US which averages at 4%).
For Irish outbound companies, a reduction in
effective tax rates (ETR) in the US would likely be a
positive development as it will decrease the cost of
doing business in the US. However any reduction in
interest/other expense deductions will also need to
be assessed.

March 2017

Mandatory deemed repatriation
Proposal
Camp
2014 Tax
Reform Act

House GOP
2016
Blueprint

Trump
pre-election
tax
proposals
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Irish perspective
All previously untaxed foreign
earnings, subject to US income tax,
to be paid over 8 years:
8.75% for cash & cash-equivalents
3.5% for non-cash(reinvested) assets

Same proposals as Camp

All previously untaxed foreign
earnings subject to US income tax
at 10% rate

The impact on FDI investment in Ireland is dependent
on the conditions that may be attached to the
mandatory repatriation provisions in order to avail of
the reduced rate.
It is likely that many US multinational companies
would largely welcome the opportunity to return
overseas profits to the US at a reduced rate. Based on
experience with the previous “Homeland” repatriation
in 2005, this proposal is not expected to significantly
impact investment into Ireland and in fact may give
rise to opportunities.
Similarly, it is not anticipated that this would have a
significant impact on Irish headquartered companies.

It is estimated that US companies have
approximately $2.6 trillion in offshore
untaxed earnings
March 2017

Interest deduction limitation & limitation of business expenditures

Proposal
Camp
2014 Tax
Reform Act

House GOP
2016
Blueprint

Trump
pre-election
tax
proposals
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Irish perspective
Interest - thin capitalisation limitations
Phases out and repeals certain business
expenditure deductions

Interest - deductible only against net
interest income. Special rules to be
confirmed for financial services sector

Depending on existing financing arrangments, a
limitation of interest deductions in the US could give
rise to a significantly increased ETR for US groups.
For Irish outbound groups, revisiting how operations
in the US are funded will be required in order to
ensure efficiency of financing arrangements.

Phases out and repeals certain business
expenditure deductions

Interest - businesses manufacturing in
the US and electing full expensing
for investments must forego interest
expense deductions
Removes all tax expenditures other than
R&D tax credits
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Border adjustable destination based cash flow system
Proposal

Irish perspective
Domestic sales remain
subject to US federal tax

Domestic
sales
(products,
intangibles,
services)

No deduction for
import expenses

US expenses deductible

Export sales are exempt from
US federal tax

Exports
(products,
intangibles,
services)

However, whether or not this gets implemented is far from certain. It is an
attempt to adopt a consumption tax, like a VAT with its border adjustable
feature, in place of an income tax, and would be a radical departure from
the traditional corporate tax system. Implementing it in this fashion
would be much more complex than simply enacting a VAT. Enacting a
VAT in the US is viewed as politically impossible because it is opposed by
both Republicans and Democrats, though for different reasons.
The border adjustment has been described by congressional tax writers
as a proposal that would replicate what is seen as the border adjustment
advantage present in the VAT systems of other countries. If the US
were to move to this type of system, however, the EU and other trading
partners could seek to introduce in their income tax systems similar
restrictions for US companies seeking to import into those jurisdictions.
International
response –
trade war?

No deduction for
import expenses

US expenses deductible
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The stated purpose of this proposal is to encourage the location
of intangibles and manufacturing in the US, which may provide a
significant challenge to FDI and investment in Ireland.

WTO
compatible?

Adverse impact
on specific
industries
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From worldwide to territorial regime
Proposal
Proposed that US change from a worldwide tax system
where worldwide income is taxed with foreign tax
credits to mitigate double taxation, to a territorial
system with an exemption (either 95% or 100%) for
foreign dividends.
Under this regime, any foreign dividends received would
be exempt or partially exempt subject to satisfying
certain conditions.

In 1986 less than 10 countries
in OECD had a territorial tax
system, now over 25 do.
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Irish perspective
If the US was to move from a worldwide tax system to a
territorial system with an exemption (either 95% or 100%)
for foreign dividends, it should be unlikely to adversely
impact Ireland as a location of choice for US investment.
One key issue that will need to be monitored as any US
legislation is advanced is any concept of a “minimum tax”.
If the dividend exemption (partial or otherwise) may only
apply provided the foreign earnings have been subject to
a minimum level of corporate tax, this will need careful
consideration from an Irish perspective.
The House border adjustment proposal is intended
to address base erosion and profit shifting concerns.
Absent this proposal, US policymakers agree that some
alternative anti-base erosion proposals (like a minimum
tax) will be needed.

March 2017

What comes next – summary of process
Senate
Finance
Committee
Action
Resolve any
differences in
House and
Senate bills

Draft of bill conversion of proposal
into legislation with
input from Member or
Committee
staff, Legislative Counsel,
and Joint Committee on
Taxation staff

Votes in
both houses
on final bill

• Budget deficit &
revenue neutrality
• Lack of super
majority in Senate –
reconciliation process
needed

US Constitution
requires all tax
legislation to
originate in House
of Representatives

Bills must be
approved by both
House & Senate

House Ways
and Means
Committee
Action
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Influencing factors on
this process progression

• Lobby groups (impact
of measures on specific
industries/sectors)
• Other policy priorities
that may impact on
ability to address tax
reform
• Individual tax reform,
can a rate reduction be
achieved?
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So what should businesses do now?
Monitor further
developments &
any draft legislation
(see website here)

Consider potential
opportunity
to repatriate cash
from Ireland
efficiently

Prepare for US
tax reform

Consider impact of
potential US tax
reform on existing
projects/investments

Model the potential
cost & effective tax rate
impacts of the various
tax reform proposals

To keep up to date please see the dedicated PwC tax reform website which has all the latest
updates & thought leadership: www.pwc.com/us/en/washington-national-tax/us-tax-reform

For further discussions

Joe Tynan
Head of Tax
Tel: 01 7926399
Email: joe.tynan@ie.pwc.com

Or your usual PwC contacts...
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