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Current U.S. Tax System



U.S. Worldwide System of Taxation

 U.S. persons: U.S. companies, U.S. citizens, U.S. residents

– Subject to U.S. tax on worldwide income (U.S. and foreign source 

income)

 Non-U.S. persons: foreign companies, nonresident alien individuals

– Not subject to U.S. tax except for: 

 (1) Income connected with U.S. trade or business, and 

 (2) U.S. source investment income
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 Facts: Foreign entities earn income in 2017 but make no current distributions

 U.S. Tax Treatment: What income is subject to current U.S. tax?

U.S. Worldwide System of Taxation



To avoid international double taxation of foreign source income, U.S. 

allows a credit for foreign income taxes paid

 Foreign taxes – must satisfy creditability criteria

– A tax (rather than a royalty or other payment)

– Imposed on net income

 Subject to limitations 
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Foreign Tax Credit



FTC available for foreign income taxes paid directly by a U.S. person to 

a foreign country

 For example, a U.S corporation operates in France through a French 

branch

 For example, a U.S. corporation is a partner in a UK partnership

Direct Foreign Tax Credit 
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FTC available for foreign income taxes paid indirectly by a U.S. person 

to a foreign country

 For example, a U.S corporation operates in Switzerland through a 

Swiss subsidiary

 On a dividend by the Swiss subsidiary, the U.S. corporation is 

deemed to have paid the income taxes paid by the the Swiss 

subsidiary in Switzerland 

 The indirect foreign tax credit also referred to as the “deemed paid” 

credit

Indirect Foreign Tax Credit 
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 Facts: Foreign entities earn income in 2017 but make no current distributions; 

income earned is subject to local income taxes

 U.S. Tax Treatment: What foreign tax credits can be claimed by US Parent on 

its U.S. tax return?

Foreign Tax Credit
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 Facts: Foreign entities earn income in 2017; income earned is subject to local 

income taxes; all earnings are repatriated to the U.S.

 U.S. Tax Treatment: What foreign tax credits can be claimed by US Parent on 

its U.S. tax return?

Foreign Tax Credit



Subpart F

U.S. Taxation of Foreign Income of U.S. MNCs

 Operating through branch of U.S. corporation: current taxation

 Operating through foreign subsidiary: “deferral” of U.S. tax on earnings 

until dividends are paid

– Subpart F exception to deferral rule: U.S. shareholders are subject 

to current U.S. tax (even without a dividend) on the portion of the 

earnings of a controlled foreign corporation that constitutes Subpart 

F income
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Subpart F
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Controlled Foreign Corporation (“CFC”)

 >50% ownership by U.S. shareholders (value or vote)

Subpart F Income

 Several categories of foreign base company income:

– Foreign personal holding company income (e.g., dividends, interest, rents 

and royalties from unrelated parties)

– Foreign base company sales income (i.e., certain sales transactions 

involving related parties)

– Foreign base company services income (i.e., certain services transactions 

involving related parties)

– Foreign base company oil related income

Subpart F Income and Foreign Tax Credits

 Indirect FTCs may be claimed on Subpart F inclusion for taxes paid by CFC



Proposals for U.S. Corporate Tax Reform



 Camp Tax Reform Discussion Draft (February 2014)

 House GOP Blueprint (June 2016)

 Trump Administration Plan (April 2017)

 “Big Six” Framework (September 27, 2017)
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Overview



 Current U.S. corporate tax rate: 35%

– U.S. corporate tax rate is the highest among OECD members 

– Average OECD corporate tax rate in 2016 was 24.7% (down from 

32.2% in 2000)

 Proposed corporate tax rate:

– Camp Tax Reform Discussion Draft: 25%

– House GOP Blueprint: 20%

– Trump Administration Plan: 15%

– Bix Six Framework: 20%
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Tax Rates
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Deemed Repatriation of Foreign Earnings

 In 2004, legislation was enacted (IRC section 965) allowing an elective, one-year, 

85% dividends received deduction on certain repatriations of cash from a CFC 

– Effective tax rate of 5.25% on earnings distributed 

 Undistributed foreign earnings of US multinational corporations are currently 

estimated to be ~$2.6 trillion

– Apple estimated to have ~$240 billion of cash reserves overseas

– Microsoft estimated to have ~$120 billon of cash reserves overseas

 Proposals for deemed repatriation of foreign earnings

– Camp Tax Reform Discussion Draft: 8.75% tax on cash and cash equivalents; 

3.5% tax on reinvested (and other) earnings

– House GOP Blueprint: 8.75% tax on cash and cash equivalents; 3.5% tax on 

reinvested (and other) earnings

– Trump Administration Plan: tax at unspecified rate

– Big Six Framework: tax at (unspecified) dual rates on cash / other earnings
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Deemed Repatriation of Foreign Earnings

 Financial earnings impact of deemed repatriation 

– For companies which have booked “deferred tax liabilities” for their 

undistributed offshore earnings for financial reporting purposes, the deemed 

repatriation at a reduced U.S. corporate tax rate would generate a favorable 

earnings boost

 Apple reportedly would generate a one-time earnings boost of ~$7.9 billion 

 Pfizer reportedly would generate a one-time earnings boost of ~$5.3 billion

– For companies which have reported their accumulated offshore earnings as 

“permanently reinvested” and thus have not booked deferred tax liabilities for 

financial reporting purposes, the deemed repatriation would generate a 

negative earnings hit

 Microsoft reportedly would generate a one-time earnings hit of ~$11.7 

billion 

 Merck reportedly would generate a one-time earnings hit of ~$5.1 billion
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 Facts: U.S. adopts provisions for the deemed repatriation of foreign earnings 

effective 1.1.2018; foreign entities have undistributed earnings from prior years; 

income previously earned was subject to local income taxes

 U.S. Tax Treatment: How are previously undistributed earnings taxed by U.S.?

Deemed Repatriation of Foreign Earnings 



 U.S. is one of few countries in the world that taxes its corporations on a 

worldwide basis

 Proposals to shift to territorial system

– Camp Tax Reform Discussion Draft: 95% exemption for dividends 

paid from foreign subsidiaries

– House GOP Blueprint: 100% exemption for dividends paid from 

foreign subsidiaries

– Trump Administration Plan: territoriality (with no details)

– Big Six Framework: 100% exemption for dividends paid from foreign 

subsidiaries
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Territoriality
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 Facts: U.S. adopts a territorial tax system effective 1.1.2018; foreign entities 

earn income in 2018; income earned is subject to local income taxes; all 

current earnings are repatriated to the U.S.

 U.S. Tax Treatment: How is income taxed by U.S.?

Territoriality
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Miscellaneous Provisions

 Interest Deductibility

– Big Six Framework: Partial limitation on interest expense deduction

 Expensing Capital Investments

– Full expensing of new capital investments (for five years)

 Corporate Integration

– Senate Finance Committee Chairman Hatch supports integration of corporate 

and shareholder taxes in order to eliminate the double taxation of corporation 

earnings (i.e., once to the corporation as it earns the profits, and then again to 

the shareholders when dividends are distributed to them) 

– Big Six Framework: corporate integration may be considered

 Border Adjustment Tax

– Provision in House GOP Blueprint that would tax imports and exempt exports

– Principal revenue raiser for offsetting cost of tax rate reductions 

– Following substantial opposition, proposal was dropped
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Miscellaneous Provisions

 Minimum Tax on Foreign Earnings

– Big Six Framework: minimum tax on foreign earnings of U.S. multinational 

corporations “to prevent companies from shifting profits to tax havens”

– Business coalitions have expressed opposition to the imposition of a 

minimum tax on the active foreign business income of U.S. multinational 

corporations

 Subpart F / Foreign Tax Credits

– Even under a new territorial tax regime, Subpart F would likely continue -

e.g., House GOP Blueprint would maintain Subpart F rules for passive 

income treated as foreign personal holding company income

– Continued need for foreign tax credit rules in the case of Subpart F income 

(as well for the above-mentioned minimum tax on foreign earnings

 State and Local Taxes

– Bix Six Framework: elimination of deduction of individuals for state and local 

taxes

– Eliminating deduction would be major revenue raiser


