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l. U.S. Tax Proposals and Legislative Agenda
5 [ AR SR SR AN LA VURR

A. Republican Tax Proposals 3L A5 Fr) F 55 4t 1

1. House Republican Tax Plan “A Better Way, Our Vision
for a Confident America: Tax,” June 24, 2016
201656 H24H , AlBedLAnse iRtk “ A 1A 2 LA
7 BN — 1 BAE M E 2K B
a. Conceptual document — no statutory language

2. Referred to as the “Blueprint” fijfx “ K"
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l. U.S. Tax Proposals and Legislative Agenda (cont’d)
2 E RN RANSLIEINRE (42

B. President Trump — “2017 Tax Reform for
Economic Growth and American Jobs: The
Biggest Individual and Business Tax Cut in

American History,” April 26, 2017
20174426, EFE RS Trump— “FEEZLGFHKMME20174F
s & S SIES )T lnh = N TR AN =T 4T 737 P

1. Referred to as the “Trump Proposal”
TR “Trump 2R
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l. U.S. Tax Proposals and Legislative Agenda (cont’d)
% E BN BAN SRR (42)

C. Anticipated Legislative Action Fiil]f 3712475

1. Tax legislation can be passed by budget reconciliation
—target date has slipped to the end of 2017
R T A AR S5 syE - H b H 2 21201 74F4F K

2. Budget Reconciliation &7y

a. House of Representatives and Senate agree on overall
budget resolution

b. Provisions cannot increase the deficit outside the 10 year
budget window

1) “Revenue losing” provisions would “sunset” after 10 years
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Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals

XA A PR AT, FE AR AT NS IR

Z AR
A. Corporations B BR A &

1. Income Tax Rate Fi 58 fi %
a. Trump Proposal —15%

b. GOP Blueprint —20%
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals (cont’d)

ST A PR AT, R I A SEAR A N R B AR
FARMMNEIR ()
2. Corporate Deductions and Credits
RN e

a. Trump Proposal

1) Calls for the elimination of tax breaks for special
interests

a) Does not address “like-kind” exchanges of real estate
2) No stance regarding expensing for capital investment

3) No stance regarding loss of deduction for net interest
expense
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and

Individuals (cont’d)
ST A PR AT, RS AN NS AR 55224k,
MR (22
b. GOP Blueprint FL415% ¥ |5
1) “Deduct investments” up front

a) Immediate expensing of capital investment and
intellectual property (land is not deductible)

i) If full expensing of capital expenditures is
enacted, tax-free like-kind exchanges would
probably go away

b) Deduction for wages would continue
2) No deduction for net interest costs

3) NOL deduction limited to 90% of net taxable
income (indefinite carryforward)
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals (cont’d)

XA A R A A, FEGEAISEAR TN NS FR
KARMER  (22)

B. Pass-Through Entities g Rk sz ik

1. Partnerships and S Corporations Would Become Tax
Paying Entities &1k N2 &) AISHY A3 45 B2 &) 5 B 4l B
AR
a. Trump Proposal — entity level election of a 15% tax on

business income earned by pass-through entities
b. GOP Blueprint — entity level tax of 25% for active business
income

1) Owners of pass-through entities subject to tax at ordinary
rates on non-active business income
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals (cont’d)

XN B BR A, B IERUSZAR AN NI B 5%
BILEE ()
C. Individuals ™A

1. Income Tax Rate FTf5Hi %
a. Trump Proposal —rates of 10%, 25% and 35%

b. GOP Blueprint — rates of 12%, 25% and 33%
2. Investment Income - Capital Gains, Dividends and Interest

&Z@q&]\_ i%zlgq&fé\:\ Hﬁl%\ﬂznﬂ:“l%\
a. Trump Proposal —20% maximum rate
1) Carried interest taxed as ordinary income

b. GOP Blueprint — 50% of gains or income excluded (16.5%
effective rate)

1) No proposal regarding carried interest
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and

Individuals (cont’d) X i H R AF], ¥ igFals:
PRFIAS NSRBI 55 AR E s (482D

3. Net Investment Income Tax (“Medicare Surtax”)
FHCR PTAA ("B DR RS B N
a. Trump Proposal —eliminates 3.8% Medicare surtax
b. GOP Blueprint — eliminates 3.8% Medicare surtax via repeal
of Affordable Care Act

1)  While repeal of the Affordable Care Act initially failed, repeal
of the Medicare surtax could be part of the renewed repeal
effort or a budget measure

4. Tax Deductions Fi 554K 31

a. Trump Proposal — No deductions except for charitable gifts and
home mortgage interest

b. GOP Blueprint — no deductions except for charitable gifts
and mortgage interest paid
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Il. Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals (cont’d)

XA A PR AT], 3 ERSCSEAR AT N3 A
FARMMEIR (22

5. Estate tax would be repealed
A5 AR A R B
a. Appears stepped-up basis rule would remain in

place (limited to $10,000,000 of decedent’s
assets)

6. Gift tax — not mentioned ¥ 5 Fi- K42 3|
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Overview of Proposed Tax Changes for
Corporations, Pass-Through Entities and
Individuals (cont’d)

XA A PR AT], 3 ERSCSEAR AT NS
FAMEIR (Z2)

D. Territorial Approach to Global Taxation
A BRUEA ) H 38T p
1. Trump Proposal — endorses a territorial-style tax
system

2. GOP Blueprint — territorial tax system with a 100%
exemption for active foreign business income
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Ill. Proposed Destination-Based Corporate Cash
Flow Tax /& 15 I 5k T 5 2631 o M) 200 g Y A

A. Overview MEid
1. Proposed in Blueprint i & Fr 21

2. The “Destination-Based Corporate Cash-Flow Tax
(“DBCFT”) is levied on domestic sales with a deduction for
purchases from domestic suppliers (including investment
goods) and for labor costs it T~ & 2478 9 Hu 1 b I 4 i =
Mt (DBCFT) @&XT [E WA NMERL, F1FR M E PP 7 2 B
(L FEFC T 1 ) AN AR
a. Import sales of products, services and intangibles would not

be deductible in computing U.S. taxable income
1) Result — Chinese imports taxed on gross revenue
b. Export sales of products, services and intangibles would be
excluded in computing U.S. taxable income
1) Result — U.S. exports generate tax losses
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Ill. Proposed Destination-Based Corporate Cash
Flow Tax (cont’d)Fe 5L T~ i 2498 2 1 2 4
I

B. Income Tax Treaties fiT#5fi 2k %)
1. Republicans believe the DBCFT is an income tax for purposes of tax treaties

a. Alsorepresented that DBCFT is a border-adjustable consumption tax
for purposes of trade agreements
2.  DBCFT will generate treaty issues:
a. E.g., imposition of income tax on sales into the United States without
U.S. nexus could be viewed as override of the permanent
establishment concept

b. DBCFT could be a “special tax regime” triggering the “subsequent
change in law” provision resulting in denial of treaty benefits to U.S.

taxpayers
C. Impact on U.S. Economy, Financial Markets, Foreign Trade, and
Interest Rates is Unknown X 3£ [E &5, &@liidy, 2SR %
E/j}?/nﬁﬂi%[]

1. Details of mechanics, implementation and enforcement are lacking
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V. ”Reciprocal Tax,” “Matching Tax,” or “Mirror Tax”

14 E”—» %EE 9 14 EEB%FE ”” E/E 14 %ﬁ{%%}é 9

A. Trump Administration has indicated it is considering a
“Reciprocal Tax,” “Matching Tax,” or “Mirror Tax” in lieu
of the Border-Adjustable Tax

TrumpBUF RN IEES RS “OE” , “ULEdR” Bk “Bigf”
A IR ] A

B. Whatis a “Reciprocal Tax”? 114 & “ HEF” ?
1. Nobody knows

2. “Whatever you charge, we charge”

C. Guesses as to what is a “Reciprocal Tax”
1. Import Tariff 73k 1284

a. Taxing imports from other countries at the same rates those
countries impose tariffs on U.S. products
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IV. “Reciprocal Tax,” “Matching Tax,” or “Mirror Tax”
(cont’d)
“HERL” , “ULECAR” Bl “HARAL” (B2

2. Retaliatory tax under section 891 — If President finds
that U.S. citizens or corporations are subject to
discriminatory or extraterritorial taxes in a foreign
country, then U.S. tax rates can be doubled on citizens
and corporations of that foreign country
0 R -- RS GA v 3E E A Rl w S E 52
BN EGE SMNERIRINL, A4 5 B iz 40 E A K
A4 E 23 =] 7] DL 6 52 B U5 R 3R AT R A
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IV. “Reciprocal Tax,
(cont’d)

) (/( )

Matching Tax,” or “Mirror Tax’

“HEB” , “ULECH” Bk “BiiRE” (82

3. Section 887 approach?

d.

Imposes a 4% tax on U.S.-source income of foreign ship
owners whose country of residence does not provide the
requisite “reciprocal exemption” to U.S. shipping operations
A0 B G 2R 10 e A AN R AR e [ iz b &5 L B2 ) “ |
v, 52 [ ) A E RS AR R B 32 E BN 1% R 4%
ATERL -

Section 883 provides exclusion from gross income for ships
and aircraft operated by certain foreign corporations if the
foreign jurisdiction grants an equivalent exemption to U.S.
corporations operating ships and aircraft %1584 [E & 5E AL
25 T 225 M REAT S A 1 55 B A W] RIS o0, R B i
REANT 2 25 B A0 2 7] SN BR S

4. VAT?
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V. Selected Legal, Policy and Practical Implications

of Tax Proposals
PSS HE R VA . BURA SZbrE X

A. Macro Implications for Chinese Investors

1.

Prioritizing of Equity Over Debt X AUL Fef5i 5%
a. Elimination or cap on business interest deductions

b. Use of leveraged stopper corporation to invest in the United
States would be adversely impacted

Promotion of Capital Formation {3 % AN FZ ik

a. Depreciation of capital expenditures replaced with
immediate expensing

Tax Incentive to Shift Production of Goods and Services
into the United States

g T v B4 A R Il 25 e A% 1) 56 T B RS MACTB U

a. Corporate rates in foreign jurisdictions become irrelevant

since net U.S.-foreign tax incentive is to shift production
into the United States v GSBLAY Com




V. Selected Legal, Policy and Practical Implications
of Tax Proposals (cont’d)

RO IRFANAR . BORMSERRE X (£8)

B. Tax Planning Considerations Fi4% % k| 2% &

1. Domestically Assembled Goods with Imported Content

a. First purchasing domestic company could not deduct imported
components (domestic wages and domestic input would be
deductible)

b. Second purchaser is permitted to deduct the full cost of product
purchased from first purchasing company (including imported
components)

2. Focus of transfer pricing will probably shift to valuation of
domestically owned intangibles in the production chain

3. Commissionaire arrangements
a. U.S. distributor might avoid import tax
b. U.S. distributor might avoid U.S. income tax
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V. Selected Legal, Policy and Practical Implications
of Tax Proposals (cont’d)

B fe R VAL BURMSE fra 3 (28D

C. Foreign Currency Exchange %} 1 b,

1. Proponents of DBCFT argue that U.S. dollar would immediately
appreciate and match the higher cost of imports related to the
Border Adjustable Tax resulting in no net change in real prices
DBCFT HSCFFE Ftu, 20/ RTHE, 58 AR
KA Ry 3k AR UL i, AT 32 SO PR i B 1 A2 80
a. If exchange rates do not adjust 100%, negative impact on

importers and consumers

b. Exemptions to DBCFT or Border Adjustable Tax would have
unpredictable impact on exchange rates
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V. Selected Legal, Policy and Practical Implications

of Tax Proposals (cont’d)
M He L PNERL . BURMSEhRE X (82)

D. Problematic Industries [ @47\

1. Financial Industry £ @47l
a. Need for special rules

b. Proposed approach for financial transactions is to ignore all
financial flows (e.g., interest, premiums, principal payments) when
financial institutions conduct transactions with other taxable

businesses
Digital goods £ 71 i
Cloud computing =it &
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