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The Setting:




November 4, 20147 Members of the Senate

@ Democrats 55
@® Republicans 45
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Senate 2015

@ Democrats 46
@® Republicans 54 (+9)*

* + 14 since 2009
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November 4, 20147 Members of the house of representatives

@ Democrats

@® Republicans

201
234
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House 2015

@ Democrats 188
@® Republicans 247 (+13)*

* 4L 1
69 since 2009 ® ....‘.‘.............
......... ..‘.....
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Elections: United States Senate election map, 2016
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Principal tax 1 Writers




Senate Finance Committee:

Chair: Orrin Hatch (R-UT)

..............................................................................................................................................................................................................................

Ranking Member: Ron
Wyden (D-OR)

Ways & Means Committee:

Chair: Paul Ryan (R-WI)

Ranking Member: Sandy
Levin (D-MI)
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Senate finance committee

Orrin Hatch, Utah, Chairman
Chuck Grassley, lowa**
Mike Crapo, Idaho**

Pat Roberts, Kansas

Mike Enzi, Wyoming

John Cornyn, Texas

John Thune, South Dakota**
Richard Burr, North Carolina**
Johnny Isakson, Georgia**
Rob Portman, Ohio**

Pat Toomey, Pennsylvania**
Dan Coats, IN* (Retiring)
Dean Heller, NV*

Tim Scott, SC*/**

LSS S SS SN S S S

LSS SN S S S SSS

Ron Wyden, Oregon, Ranking Member**
Chuck Schumer, New York**
Debbie Stabenow, Michigan
Maria Cantwell, Washington
Bill Nelson, Florida

Bob Menendez, New Jersey
Tom Carper, Delaware

Ben Cardin, Maryland
Sherrod Brown, Ohio
Michael Bennet, Colorado**
Bob Casey, Pennsylvania
Mark Warner, Virginia

* New
** In Cycle
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Ways & Means committee

v Paul Ryan, WI, Chairman* vy Jason Smith, MO*

y' Sam Johnson, TX v Sander Levin, MI, Ranking Member
v Kevin Brady, TX V" Charles B. Rangel, NY
v Devin Nunes, CA v° Jim McDermott, WA

V' Pat Tiberi, OH v John Lewis, GA

v Dave G. Reichert, WA v Richard E. Neal, MA
v Charles W. Boustany Jr., LA y' Xavier Becerra, CA

v Peter J. Roskam, IL V' Lloyd Doggett, TX

v Tom Price, GA vV Mike Thompson, CA
v" Vern Buchanan, FL v" John B. Larson, CT

V' Adrian Smith, NE V' Earl Blumenauer, OR
v Lynn Jenkins, KS y" Ron Kind, WI

v Erik Paulsen, MN v Bill Pascrell Jr., NJ

v Kenny Marchant, TX v Joseph Crowley, NY
v Diane Black, TN v Danny Davis, IL

y" Tom Reed, NY v Linda Sanchez, CA

y" Todd Young, IN

v Mike Kelly, PA

v Jim Renacci, OH

V' Kristi Noem, ND*

V' Pat Meehan, PA*

v George Holding, NC*

y" Bob Dold, IL* * New
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The 2015 leqgislative agenda



Legislative timeline (short to mid)

Key Dates
Midterms S[Jgg:arl;;rr()l:\ Recess
Nov. 4 Mar. 15* Aug. 1
,,,,,,,,,,,,,,,,,,, ',,,,,,,,,,,,,,,,,,, L,,,,,,,,,,,,,,,,,,',,,,,,,,,,,,,,,,,,, oo oo D
Recess New Congress | 7S Workmg Qroups § SO
Aug. 1 Convenes Report Findings Caucuses
' May 25 Jan. 18
,,,,,,,,,,,,,,,,,, T,,,,,,,,,,,,,,,,,,, ,,,,,,,,,,,,,,,,,,Y,,,,,,,,,,,,,,,,,,, ,,,,,,,,,,,,,,,,,,I,,,,,,,,,,,,,,,,,,, e D
PAONRS
} \ 4 \ 4 } A }
2014 2016
Highway AR Federal = = Negotiate = Tax
Bill R cromt L Budget | Debt Limit ~ Extenders
. Tax DHS Tax 777777777
Technicals ) ?
Extenders Funding BIEPS MFA Reform?
""""""" . Highway
Treaties ?Bill o/ Inversions? ITFA
*action required early Fall Possible Legislation
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Expiring provisions, In general

At least 70 tax provisions have scheduled expiration
dates

Historical precedent = Short-term extensions, often at
the last minute

Source: Congressional Budget Office, A Tour of the Federal Budget (Apr. 26, 2013)
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Extenders

Fifty-plus tax incentive provisions expired for most taxpayers i again i on December 31, 2014
Yy Oneyear | imited extension in 2014 (%$42B) (Acarto
v Examples
I R&D credit
I CFC look-through rule
I Active financing exception
v Bonus depreciation (50% expensing)

Airport and Airway Trust Fund excise taxes expire Sep. 30

Provisions expiring in 2017

v Reduce earnings threshold for refundable child credit from $10k to $3k
v Expansion of earned income tax credit
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Permanent extensions?

Passed House:

v Charitable contribution provisions

I Food donations, IRA contributions, property conservation donations, private foundation excise
tax rate

v Small business provisions
I Sec. 179 expensing levels
IS corp provisions
v 529 Education Savings Plan expansion

In the Pipeline:

V' R&E credit
v Deduction for state and local taxes

Senate Action TBD

White House Veto Threat
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Surface transportation

Surface Transportation Bill:

v Highway Trust Fund authorized
through May of 2015 ol

v/ Congress must agree on funding
mechanism

© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 19
firms affiliated with KPMG International Cooperative (AKB®PMG Internationalo), a Swiss entity. All rights reserved. NDF



Tax treaties

v Poland, Spain, Chile, Switzerland, Luxembourg, Hungary
v Procedural issues in ratification

v End game?
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Marketplace fairness act

Marketplace Fairness Act:

v Some bipartisan and bicameral support

v Couple with Internet Tax Freedom Act?
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Anti-Inversion legislation

Several bills introduced i but lack bipartisan support

Various mechanisms considered:

v' Modify Sec. 7874 thresholds (Durbin i old Levin bill)

v Tighter interest-stripping rules (Schumer)
v Current tax on foreign earnings (Brown)

v Government contract prohibitions (Durbin)

Treasury Notice 2014-52

v Tighten current anti-inversion rules of sec. 7874
v Restrict post-inversion use of untaxed foreign earnings of CFCs under sec. 956
\y Effective Sep. 22, 2014

v More coming?
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)

v Ongoing OECD project

vy OECD recommendations
v BEPS by bits
I Country-by-Country Reporting

OECD
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Other issues to watch

v Possible opening for taxes?

Budget

' Tax reconciliation instructions

v Scoring conventions

Somet hing el seé
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Tax reform




Tax reform

nit [tax reform] shouldnot b
broad recognition in both parties that exchanging lower tax
rates for a reduction in loopholes would be good for both
fairness and efficiency. o

- Washington Post editorial, May 17, 2014

Blah, blah, blah, blah. -oHouse Speaker John Boehner,
Feb. 26, 2014

26
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Short window this year

SFC Working Groups GOP Primary
Report Findings Debate
05/25 08/15

SCOTUS lowa Caucuses
ACA Decision 01/18

ITFA Tax

Federal Budget Expires Extenders
9/30

Tax

Extenders i Highway Bill
dead again

Air Excise Taxes
Expire 09/30

Negotiate
Debt Limit
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Tax reform: Principal proposals

Principal proposals

v Former Chairman Camp i Tax Reform
Act of 2014

VvV The Presidentds Framewor Kk
Business Tax Reform and Budget

v Baucus discussion drafts on reform of
international taxation, cost recovery,
administration

THE TAX REFORM ACT
v Wyden-Coats-Begich OFZOM

ican Fagy

©3 and Job Creators

House

Ways and Means
Ommittee

tax, "W“‘gov
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Tax reform: Principal elements

Common elements

v Eliminate tax expenditures

v Lower rates

Variations

Territoriality

End deferral of tax or impose minimum tax on foreign earnings
Taxation of intangible income

Tax capital gains as ordinary income

Cost recovery methodologies

VAT

Reduce deduction for interest expense

SR Y

Tax large partnerships as corporations
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Presidentds FY16 budget (February 2

Business-only tax reform

\ 28% corporate rate

Multinationals
v" 19% minimum tax on foreign earnings
v One-time mandatory 14% tax on previously untaxed foreign earnings

I Estimated to raise approximately $269 billion between 2016-2025

$143 billion for business tax reform

v Roughly $500 billion to $1 trillion in revenue is necessary to pay for rate reduction

Y MACRS

V" Interest deduction
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Presidentds budget and campos

Administration Camp Bill

O Corporate/Business only Comprehensive

O 28% corp rate 25% corp rate

O Worldwide Territorial

® Revenue neutral over 30 years Revenue neutral over 10 years
® Conventional scoring Conventional scoring

O ?2?7? Repeal MACRS

@ ??7? Repeals dozens of current law provisions
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Senate finance tax reform working groups

Infrastructure and

Individual Business Savings and investment International community development

v Individual income and v Business income and v Financial products V' Taxation of international |y Economic development,

taxation taxation y/ Capital gains income including, e.g., QZABs,
V' Standard and itemized y Pass-through businesses |+ pivigends V' Foreign tax credits empowerment zones,

deductions ] ] LIHTC, NMTC, historic
VT s for individual Y Integration V' Pensions Y Sourcing tax credits, etc.,

ax rates for individuals ) . .
and pass-through v Corporate rate / Retirement savings V' Transfer p'rlcmg /' Energy
businesses y Costrecovery and v Savings incentives J/ Base erosion ' Environment
, accounting , , v/ Profit shifting

v' Work and family vl i B V' Executive compensation V' Infrastructure and Trust

; ; nnovation an

incentives _ / Insurance V' PFICs Fund Taxes
v Education incentives Y/ Manufacturing J Fringe benefits YV Inversions v Bonds
V' Health (individual and Y Interest expense V' Non-resident U.S. citizens |/ Disaster relief

employee) /' Like kind exchanges V' Territories V' Non-dedicated excise
y Individu_al tax ' . y Busine;s tax _ _ /' Worldwide versus taxes (e.g., alcohol)

expenditures, including expenditures, including territorial y/ Tribal Issues

energy-related energy-related .

v Expense Allocation

v Payroll taxes (employee) |y Health (employer)
v Charitable contributions V' Payroll taxes
' Wealth transfer taxes (or (self-employment and

estate, gift, and GSTT) employer)
/ State and local taxes v Financial Institutions
v Tax administration y' PTPs, REITs, RICs,

REMICs, and other
specialized regimes
y Tax-exempt orgs
V' VAT
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Tax reform: Distribution of corporate tax benefits

Table 2A. Percentage Change in Tax Liability From a Revenue-Neutral Corporate Tax Reform

Repeal
Domestic Repeal Rate
Slower Production Research Reduction to | Net Overall
Industry Depreciation Credit Credit 30% Tax Effect

1. Securities 1.8% 0.1% 0.1% -14.3% -12.3%
2. Insurance 1.9% 0.1% 0.4% -14.3% -11.9%
3. Credit intermediation 3.6% 0.2% 0.4% -14.3% -10.2%
4. Retail trade 3.5% 0.4% 0.2% -14.3% -10.1%
5. Bank holding companies 3.7% 0.2% 0.3% -14.3% -10.1%
6. Real estate 5.9% 0.3% 0.2% -14.3% -7.9%
7. Accommodations 5.8% 0.9% 0.8% -14.3% -6.9%
8. Other services 7.5% 0.5% 0.4% -14.3% -5.8%
9. Wholesale 6.1% 2.6% 1.5% -14.3% -4.1%
10. Mining 4.1% 9.1% 0.2% -14.3% -0.9%
11. Construction 7.6% 6.8% 0.2% -14.3% 0.3%
12. Oil and coal products 41% 11.1% 0.3% -14.3% 1.2%
13. Food manufacturing 6.1% 9.1% 1.5% -14.3% 2.5%
14. Utilities 12.9% 6.4% 0.5% -14.3% 5.5%
15. Other manufacturing 8.7% 8.9% 3.5% -14.3% 6.8%
16. Publishing 3.4% 10.7% 7.0% -14.3% 6.8%
17. Chemicals 5.4% 7.4% 8.8% -14.3% 7.3%

18. Metal, minerals, and machinery
manufacturing 7.9% 9.3% 4.5% -14.3% 7.3%
19. Transportation 23.3% 0.1% 0.2% -14.3% 9.3%
20. Internet 17.6% 4.1% 2.7% -14.3% 10.2%
21, Agriculture 24.4% 6.0% 0.7% -14.3% 16.8%
22. Technical services 9.9% 2.9% 19.0% -14.3% 17.5%
23. Computers and electronics 11.4% 10.0% 25.9% -14.3% 33.0%
24. Transport equipment 34.4% 10.5% 17.4% -14.3% 48.1%
25. Electrical products 48.3% 18.3% 17.3% -14.3% 69.7%

H

SUYINNIM

SYdSO1

e

Source: Martin A. Sullivan
“Winners and Loser in Corporate Tax Reform” 130 Tax Notes 731 (2011)
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Tax reform: The relevance of dynamic scoring

Current Scoring Methodology:

v Interactive and behavioral effects modeled

v GNP and other macro factors held constant

Macroeconomic Scoring:

v Tax law changes can affect the size of the U.S. economy

v Numerous assumptions included i monetary policy, labor supply, etc.,

House Rule 5: Directs JCT and CBO to provide macroeconomic point estimates for
Amaj or o tax | egislati on

Senate Rule
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Tax reform: Cost-benefit analysis

Joint Committee on Taxation macroeconomic analysis of Camp tax reform
discussion draft (variables: elasticity of labor, action of Fed)

Change FY 2014-2023 MEG model OLG model

GDP 0.17 0.6% 1.51t01.6%
Capital stock (0.6) 1 0.0% (0.2) 1 0.1%
Employment 0.47 0.8% 1.37 1.5%
Consumption 0.47 0.7% 2071 2.1%
Federal Revenues + $50B + $700B

Source: Joint Committee on Taxation Letter to Dave Camp (Feb. 21, 2014)
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Contact us

John P. Gimigliano
202-533-4022
jgimigliano@kpmg.com

@johngimigliano
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Expense accruals - overview

GAAP

A Matching principle T match expenses with revenue
whenever reasonable and practical.

i Product costs (inventory) i match with the sales
revenue

i Acquired or self produced assets i allocate over
useful life

i Where too difficult to match an expense with
associated revenue, expense as incurred

A Period costs such as officers salaries or
administrative expenses

>

TAX

A All events have occurred that determine the fact of the

liability (earlier of when due and payable or when required
performance occurs)

The amount of the liability can be determined with
reasonable accuracy AND

Economic performance has occurred with respect to the
liability
U Property or services provided to or by the taxpayer i
as the property or services are provided

U Use of property (rent and royalties) 1 as property is
used

U Payment liabilities T as payment is made to the
person to whom the liability is owed

U All other liabilities T as provided in the regulations

Recurring item exception - economic performance may be
accelerated if item is regular and recurring, either not
material or acceleration results in better matching, AND
economic performance occurs within 8 ¥2 months of year-
end
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Expense accruals 1 taxes

GAAP TAX

Matching principle i requires incurred but unpaid expenses A Generalit axes are a Apayment | i a
to be estimated as of the financial statement date economic performance
A Property taxes i expense as incurred (alternatives) A Property taxes
A Payroll taxes i expense as incurred (year services i Ratable accrual method

provided) i Lien date method
A State income taxes T expense per tax provision A Payroll taxes
A Federal income taxes i expense per tax provision | Recurring item exception

A State income taxes

Federal income taxes
i Not deductible
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Expense accruals T compensation

GAAP TAX

A Wages/bonuses 1 expense as incurred (generally as A Wages/Bonuses/Vacation Pay

earned, that is, in the period the services are provided) | Liability for services rendered

>

Compensated absences (vacation, sick pay, etc.) are

e i Is liability fixed or subject to contingencies?

i Deferred compensation? (if paid after 2.5 months

: Empl_ oOyeros sl T gat | R © of year end section 404 applies)
to receive compensation for future absences is A _
attributable to services already rendered A Workers compensation

1 The obligation relates to the rights that vest or i Payment liability
accumulate

i Constructive receipt by payee

i Payment of the compensation is probable, AND 1 No recurring item exception

i The amount can be reasonably estimated
AWor ker 6 s ¢ oindedrct whan accoued
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Expense accruals 1 other

Rebates and allowances

Incurred but not reported liabilities
(for example, self-insured medical)

Other reserves (such as litigation,
environmental, warranties)

Rent expense

Bad debts

Liabilities for insurance or services

Generally estimate and expense in
the period in which the sale occurs

Expense when services are provided
if reasonably estimable

Generally accrued when probable
and reasonably estimable

Ratable/straight line method

Allowance for doubtful accounts

When coverage/services are
provided

Payment liability

Potential to accelerate using the
recurring item exception if liability is
fixed at year-end

Deductible when services are provided
if liability is reasonably estimable

Not deductible until fixed and
determinable

Generally allocable to rental period.
Section 467

Generally deductible when worthless
and specifically charged off

Non-accrual experience method
allowed in certain cases

All events test met at the earliest of (1)
required prepayment, or (2) provision
of coverage/services

May or may not be eligible for
recurring item exception
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Expense accruals T permanent differences

GAAP

Meals and entertainment i expensed when incurred

>

>

Fines and penalties i expensed when incurred

>

Lobbying costs i expensed when incurred
Federal income tax - expensed per tax provision

>

Section 199 manufacturing deduction i no GAAP
equivalent

>

>

TAX

Meals and entertainment i deduction limited to 50 percent
of qualifying meals and entertainment expenses.

Fines and penalties i not deductible

Lobbying costs i certain lobbying expenditures treated as
non-deductible.

Federal income tax i non-deductible
Section 199 manufacturing deduction i lesser of:

i 9% of Qualified Production Activities Income
(QPAI) (6% for oil and gas)

i 9% of taxable income for the taxable year
i 50% of W-2 wages for the taxable year
Federal income tax
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Fixed assets




Book capitalization standards

Acquisition costs

v Capitalize historical cost, which includes costs in bringing the asset to its location and condition necessary
for its intended use. These costs may include freight, sales taxes, installation costs.

I Exception for book minimum capitalization threshold

I Employee labor costs are deductible for tax

Improvements

Y Costs incurred to achieve greater future benefits (expense ordinary repairs)
1. The useful life of the asset is increased.
2. The quantity or quality of units produced from the asset is increased.

3. Additions, replacements and reinstallations.

Dispositions

v Depreciation stops upon sale, exchange, involuntary conversion, or abandonment
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Tangible property regulations

Election Method change

Method
change with

Election made

with Election made Method

TPR Section

Acquisition
costs

ltem

Book de minimis policy

affirmative
statement

by reporting
on the return

481(a)
adjustment

change with
limited 481(a)

Materials and supplies

Election to capitalize and
depreciate rotable or
temporary spares

Repairs and
Improvements

Repairs vs.
improvements

Book conformity election

Dispositions

Partial disposition

Late partial disposition
election

V (2014)

Complete asset
disposition

Vv
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The Second TiRBpaic &he Mantenance Costs

Book capitalization election
v Book typically overcapitalizes
v Applies to amounts capitalized; not expensed

v No 3115 required for expenses or if book always followed (IRS
public statements)

File Form 311571 alternatives:

1. Form 3115 to accelerate tax deductions for previously
capitalized improvements

v Requires 481(a) adjustment
v Statistical sample usually required

2. Form 3115 with zero or minimal 481(a)
v In practice, may be able to follow book

v Unless, prior method change/study
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