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In brief

The US House of Representatives on November 16 voted 227 to 205 to pass the ‘Tax Cuts and Jobs Act’
(HR 1). There were 13 Republicans who voted against the legislation. The bill proposes to lower business
and individual tax rates, modernize US international tax rules, and simplify the tax law, with significant

impacts on numerous sectors of the economy.

Meanwhile, the Senate Finance Committee is continuing to consider a version of tax reform based on
legislation proposed by Finance Chairman Orrin Hatch (R-UT). The tax reform proposals being
considered by the Finance Committee differ in key aspects from the House-approved bill.

The Finance Committee plans to complete action on its bill this week. The full Senate then would be
expected to debate and consider amendments to the Finance Committee-approved tax reform bill during
the week of November 27, following Congress’ Thanksgiving holiday recess week.

Once the Senate has approved its tax reform bill, the two chambers must reconcile differences between
the two bills and then vote to pass a final bill in identical form before tax reform legislation can be signed

into law by President Trump.

In detail

The House approved HR 1
without any additional
amendments to the version
previously reported by the
Ways and Means Committee
on November 9. HR 1 would
lower the US corporate tax
rate from 35 percent to 20
percent for tax years
beginning after 2017, provide
tax relief for pass-through
businesses, and move the
United States from a
‘worldwide’ system of
international taxation to a
‘territorial’ dividend
exemption system. The bill
would replace the current
seven individual tax brackets
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with four brackets with rates
set at 12 percent, 25 percent,
35 percent, and 39.6 percent,
and would simplify individual
tax rules by increasing the
standard deduction. At the
same time, HR 1 would repeal
many business and individual
tax credits, deductions, and
preferences to help offset the
cost of lower tax rates and
other reforms.

For more on the key business
and individual tax provisions
of HR 1, see our PwC Insight.
In addition, see below for
links to the final version of
HR 1 as approved by the
House and the Ways and
Means Committee report

explaining the legislation,
and updated Joint Committee
on Taxation (JCT) staff
revenue estimates.

Senate Finance Committee
action

Finance Committee
Chairman Hatch on
November 14, 2017 released a
modification to the
chairman’s mark that had
been released November 9.
The modification includes
changes to many of the
business and individual
provisions and also adds new
provisions, including
proposals to sunset the
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individual provisions after 2025 and
to repeal the Affordable Care Act
(ACA) individual mandate. For more
on Chairman Hatch'’s bill as originally
proposed, see our PwC Insight.

Observation: The Hatch bill as
originally proposed would have
increased the federal budget deficit
after 10 years, thus triggering a 60-
vote point of order under Senate
budget reconciliation rules. Sunsetting
the individual tax provisions relief
after 2025 is one of the changes
intended to bring the bill into
compliance with the long-term deficit
requirement of Senate rules, but the
reliance on budget savings from
effectively repealing the ACA tax
penalty for failure to purchase health
insurance coverage may complicate
efforts to pass the bill in the full
Senate.

Observation: The Hatch bill may be
modified further by the Finance
Committee or on the Senate floor to
address concerns raised by some
Senate Republicans. Senator Ron
Johnson (R-WI) has stated that he
will oppose the bill in its current form
due to objections over the tax
treatment of pass-through businesses,
and a number of other Republican
Senators remain uncommitted. With a
52-seat majority, Senate Republicans
can only lose two Republican votes
and still pass a tax reform bill with the
tie-breaking vote of Vice President
Mike Pence, assuming there are no
votes for the legislation from
Democratic Senators.

Revenue estimates

JCT staff have projected that HR 1 as
passed by the House would reduce
federal revenues by $1.44 trillion over
10 years. The projected level of
revenue loss, based on traditional JCT
scoring, is consistent with FY 2018

budget resolution ‘reconciliation’
instructions that require that the net
overall revenue loss of tax reform
legislation not exceed $1.5 trillion over
10 years.

As noted above, the Senate Finance
Committee tax reform bill includes a
sunset of individual tax provisions
after 2025 to comply with Senate rules
that prohibit reconciliation bills from
increasing federal deficits in future
decades. Failure to comply with this
reconciliation rule would put at risk
the ability of the Senate to pass the
legislation with a simple majority,
instead of the generally required 60-
vote supermajority.

Next steps

The Senate Finance Committee is
working to complete action on its
version of tax reform this week, and
the full Senate is expected to debate
and amend the Finance Committee-
approved tax reform bill during the
week of November 27, following
Congress’ Thanksgiving holiday recess
week. Once the Senate approves its
bill, the two chambers must reconcile
differences between their bills and
then vote to pass a final bill in
identical form before tax reform
legislation can be signed into law by
President Trump.

President Trump and Republican
Congressional leaders hope to enact
the legislation before the end of 2017.
Republican leaders are weighing
whether tax reform legislation can be
completed by mid-December, before
the results of a December 12 Alabama
special election between Republican
candidate Roy Moore and Demaocratic
candidate Doug Jones could change
the current Senate makeup, adversely
affecting the prospects for final
passage of tax reform legislation.

The takeaway

House passage of the ‘Tax Cuts and
Jobs Act’ tax reform package is a
significant achievement a mere two
weeks after the bill was first

released. There continue to be many
steps that need to be completed before
Congress can enact a reform of US tax
law providing a more competitive tax
system for business taxpayers and
improved economic opportunities for
individuals and families.

Stakeholders should remain engaged
in the legislative process as Congress
works to enact tax reform intended to
boost US competitiveness and
productivity through lower business
tax rates, a modernized international
tax system, and incentives to invest in
the United States.

For more information on the
House-passed bill (HR 1)

o Bill text for HR 1 (440 pages)

e Ways and Means Committee report
on HR 1 (994 pages)

e JCT staff revenue estimates for HR
1 as passed

Of further interest

e Visit our Policy on the move
website to understand how policy
change could impact your business.

e Get your free trial of Inside Tax
Policy, our on-demand video
platform to keep up with policy
changes as they unfold.
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Let’s talk

For a deeper discussion of how this might affect your business, please contact:

Tax Policy Services

Pam Olson Rohit Kumar Scott McCandless

(202) 414-1401 (202) 414-1421 (202) 312-7686
pam.olson@pwc.com rohit.kumar@pwc.com scott.mccandless@pwc.com
Todd Metcalf Larry Campbell Don Carlson

(202) 346-5119 (202) 414-1477 (202) 414-1385
todd.metcalf@pwc.com larry.campbell@pwc.com donald.g.carlson@pwec.com
Janice Mays Andrew Prior

(202) 312-7589 (202) 414-4572

janice.a.mays@pwc.com andrew.prior@pwc.com

National Economics & Statistics

Drew Lyon Peter Merrill Jon Lieber
(202) 414-3865 (202) 414-1666 (202) 312-0841
drew.lyon@pwc.com peter.merrill@pwc.com jon.lieber@pwc.com

Stay current and connected. Our timely news insights, periodicals, thought leadership, and webcasts help you
anticipate and adapt in today's evolving business environment. Subscribe or manage your subscriptions at:
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SOLICITATION

This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.

At PWC, our purpose is to build trust in society and solve important problems. PwWC is a network of firms in 157 countries with more than 223,000 people who are
committed to delivering quality in assurance, advisory and tax services. Find out more and tell us what matters to you by visiting us at www.pwc.com/US.
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