
 

 

Changes to the Taxation of U.S. 
Corporations under the Tax Cuts and Jobs 

Act  

By Howard Bakrins 

2018 brings in sweeping reforms to U.S. taxation of corpora-

tions.  Among the many changes are lower corporate tax 

rates, changes to some corporate deductions, as well as 

changes to the taxation of foreign subsidiaries of U.S. corpo-

rations. 

The new tax legislation (H.R. 1), provides for a flat 21% tax 

corporate income tax rate beginning in 2018, and it makes 

this new rate permanent.  This is a significant decrease from 

the maximum tax rate of 35% prior to 2018.  Under the new 

law, the 80% and 70% corporate dividends received deduc-

tion are reduced to 65% and 50% respectively.  In addition, 

the corporate Alternative Minimum Tax (AMT) is eliminated. 

The new legislation also includes a deduction of up to 20% 

qualifying business income from pass-through entities, such 

as partnerships, LLC’s and S corporations. 

The new law also provides for a 100% “bonus” deprecation 

deduction for qualifying property placed in service after Sep-

tember 27, 2017 and before January 1, 2023 (January 1, 2024 

for longer production property and certain aircraft).  Bonus 

deprecation amounts are phased-out after that date.  Equally 

important is that the legislation also removes the original use 

of the property requirement, allowing bonus depreciation to 

be claimed on purchases of used equipment. 

Unfavorable changes to corporate deductions include a limi-

tation of net interest expense to 30% of adjusted taxable in-

come for companies with average gross receipts of $25 mil-

lion or more.  The law also eliminates the Domestic Produc-

tion Activities Deduction (DPAD), and makes changes to the 

tax treatment of meals & entertainment, research & develop-

ment expenditures (after 2021), and net operating losses.  

The new law also establishes a territorial system for the taxa-

tion of foreign income that replaces the prior-law system of 

taxing U.S. corporations on the foreign earnings of their for-

eign subsidiaries only when the earnings are distributed.   The 

new legislation creates a permanent tax exemption for U.S. 

corporations on the foreign earnings when those earnings are 

distributed (provided the corporation owns 10% or more of 

the foreign corporation).  Thus, with certain exceptions, re-

patriation of foreign subsidiaries’ earnings by U.S. corpora-

tions will no longer be taxed in the U.S. beginning in 2018.  

Generally, however, all cumulative post-1986 deferred for-

eign earnings, whether distributed or not, will be subject to a 

one-time U.S. tax on the transition to this territorial tax sys-

tem.  Cumulative deferred foreign earnings that are in liquid 

form will be subject to a one-time 15.5% tax and non-liquid 

deferred foreign earnings will be subject to a one-time 8% 

tax.  This tax can be paid over an 8 year installment period.  

The one-time tax applies equally to both C and S corporations 

with foreign subsidiaries; however, S corporations in the U.S. 

can elect to defer taxation on the cumulative deferred earn-

ings of their foreign subsidiaries.  
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Howard has over 18 years of accounting experience as a CPA. 

His expertise lies in middle market corporations and high net 

worth individuals, dealing with a large range of clients. Corpo-

rate executives and wealthy family groups value his experi-

ence with income tax planning, establishing charitable foun-

dations, estate and gift tax planning, family limited partner-

ships and transactional planning and analysis. Howard is also 

knowledgeable in the tax laws pertaining to hedge fund trans-

actions.  Howard earned his Bachelor of Science Degree (BS) 

from University of Illinois and is a member of the AICPA and 

the Illinois CPA Society. 

KRD Ltd. is CPA firm that offers a full range of client services – 
accounting and software consulting, audit and assurance, tax 
strategy and preparation, business valuations and financial 
planning advisory services.  Their team of 80 members has 
been servicing clients in Chicago and the surrounding areas 
for 30 years.  
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