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XVI.  Tax Reform under the Trump Administration

The election of the 45th President of the United States,
Donald Trump, has brought forth new policies, including tax reform.
The details of President Trump’s reform have not been very specific
in nature, but are focused on adjusting the individual tax bracket from
seven tiers to three tiers: 10 percent, 25 percent, and 35 percent.'¢!
As for corporations, the focus is on the potential tax break of the
top corporate tax, dropping from 35 percent to 15 percent, while
allowing pass-through business owners (i.e., sole proprietorships,
partnerships, and S corporations) to be taxed at a flat rate of 15
percent.'®'! Corporate taxes would also operate on a territorial tax
system, in which corporations are only taxed on income earned within
the specific country.!¢!?

Businesses will also benefit from deductions for capital
expenditure taxes.'® Capital Expenditures (CapEx) are “assets
that will have a long life such as property, plant, and equipment. In
accounting terms, the money spent will not run through the income
statement directly but will appear on the cash flow statement. Capital
investments will be depreciated and the depreciation expense will run
through the income statement over multiple periods.”'*'* In contrast,
revenue expenditures are “costs that are related to specific revenue
transactions or operating periods, such as the cost of goods sold or
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repairs and maintenance expense.”'®’® According to the Internal
Revenue Service, business capital expenses comprise three categories:
business start-up costs, business assets, and improvements.'¢!® The
CapEx of top companies in the United States has declined over the
past few decades from 10 percent to 6.1 percent.'s!'” Many large-scale
companies, such as Exxon Mobile Corp., Chevron Corp., Royal Dutch
Shell PLC, BP PLC, ENI SpA and Total SA, had only a combined
capital expenditure of $100 billion in 2017, seeing a decline of almost
7 percent from 2016."°'8 These declines in capital expenditure exist
despite a $60 billion dollar rise in cash flow from the operations of
these companies.'®!? The lack of investments by American companies
on American soil and failing job prospects, which led to a shift in
CapEx trends in the financial markets, inspired the Trump campaign
to “bring back jobs.”16%

According to the World Bank, the Trump tax cuts in the
various categories will likely lead to increased global economic
growth.'?! These cuts will most certainly come with an abundance
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of challenges, which include finding a solution to balance a depleted
government revenue, avoid government borrowing, and find a medium
ground between the Trump tax plan and the House Republicans’ own
proposed tax plan.'?

This article discusses the proposed changes by President
Trump to the tax code that could impact individuals and corporations,
while specifically focusing on capital expenditures and how the tax
policy will work to increase investments by American companies in
America. First, Section A explains tax regulations that are likely to be
impacted under the Trump administration. Second, Section B focuses
on Trump’s proposed changes to the tax code. Section C describes
the implications and overall impact of the implementation of Trump’s
proposed changes to the tax code.

A. Current Tax Regulations To Be Impacted

1. Individuals

The proposed changes to the tax code by the Trump
administration for individuals include “significant tax relief—in
the form of rate cuts, some new proposed incentives, and the repeal
of some existing taxes—coupled with proposed base-broadening
measures.”'? The current tax code has a seven-tier bracket system
for individuals and married couples, ranging from 0 percent marginal
rates to just over 39 percent.'®”* Additionally, taxpayers, under the
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Patient Protection and Affordable Care Act, are required to pay 0.9
percent and 3.8 percent net investment income tax, depending on their
Average Gross Income (AGI).'* Furthermore, the estate and gift tax
remains at 40 percent for the top rate with an exemption of $5.45
million per spouse (this rate changes annually due to inflation).!6%
A major advantage for taxpayers are itemized deductions, which
are deductions on various categories of expenses, such as mortgage
interests, charitable contributions, and state and local taxes, subtracted
from an individual’s tax filings.!”” These deductions have a high
threshold but they cost the government almost $200 billion in revenue
in 2017.'98 The current tax code is full of complicated provisions,'¢*
and the government has raised the top tax rates over the years and
brought the “effective tax rate down,”'®** causing a lack of fairness
within the tax system.

2. Corporations and Business

President Trump and his administration set forth plans for
significant changes the corporate tax code, as they believe the current
code is harmful to companies investing in the United States.'®!
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Within one year of the financial crisis of 2008, financial markets saw
a decline in investments by 17 percent.'®? Even with extremely low
interest levels, many companies chose to hoard cash or make safe
investments.'®* As recent as the third quarter of 2016, capital spending
saw a decline of 8.9 percent.'®** Overall, capital expenditure on new
factories and equipment has been stagnant for a long period.'¢*

The current tax code for corporations and businesses lays
out a top corporate rate of 35 percent, and 39.6 percent'®*® for pass-
through corporations, companies from which the owner pays taxes
derived from the company on his or her personal taxes.'®*” In terms of
capital expenditure, depreciation tax (i.e., the amount a business can
take off of it taxes when an asset has lost value during a certain period
of time) is generally recoverable,'**® while interest expenses'®* (i.e.,
the interest paid by businesses for borrowed money) are generally
deductible.'®*® Furthermore, business taxes related to research
credit, energy credit, and economic development and infrastructure
incentives having varying limits depending on expenditures of a

tax policies—centered on lower rates and simplification—that he character-
ized as “geared towards keeping jobs and wealth inside the United States.”).
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ment, WALL St. J., (Jan. 2, 2017), https://www.wsj.com/articles/business-
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https://www.law.cornell.edu/wex/pass-through_taxation [https://perma.
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partnerships, and S-Corporations. This is opposed to traditional, or C-Cor-
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1638 Depreciation Allowance, FIN. Times LexicoN, http:/lexicon.ft.com/Ter-
m?term=depreciation-allowance  [https://perma.cc/SRWG-H63B]  (“An
amount that can be taken off a business’s profit figure when calculating tax,
to allow for the fact that an asset has lost part of its value during a particular
period of time.”).
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business.'**! The reduction of these taxes is needed in order to provide
a fundamental change in U.S. economic and manufacturing growth. '
These changes will help create the optimism that swings the pendulum
of low-investments during a downturn, to increased risk-taking and
spending on assets needed for businesses to stay competitive.'**

B. Proposed Changes to the Tax Code Under the
Trump Administration

1. Individuals

The Trump administration intends to change the tax code to
lower tax rates for businesses and individuals.!'*** One of the significant
proposed changes during the campaign period was to “reduce the
number of individual income tax brackets from the current seven to
three:”!%% 10, 25, and 35 percent.'**¢ While there would be a reduction
in the total number of brackets and various percentages of taxes, “[b]
ased on the entry points for these brackets, certain taxpayers could
find their ordinary income taxed at a higher rate under Trump’s plan
than under current law.”'*” The tax cuts will benefit most taxpayers,
but the wealthy are likely to see the largest cuts in dollar amount and
percentage,'**® while people receiving bottom fifth of income would
see a minor change.!*” Additional tax saving'®® would occur though

1641 See id.

1642 See Fund, supra note 21 (“If we slash regulations, tap into our bountiful
domestic energy reserves and reduce business taxes while avoiding a trade
war we could see an explosion of economic growth.”).

1643 See Francis & Monga, supra note 23.

1644 See TRAUB ET AL., supra note 14, at 5 (“[ TThe changes he is likely to pro-
pose once in office largely reflect the Republican Party orthodoxy of lower-
ing tax rates for business and individual taxpayers.”).

1645 NUNNS ET AL. supra note 2, at 3.

1646 See De Lea, supra note 1. (Describing the changes in proposed tax reform
from pre-election to most updated outline released by the administration).
1647 See TRAUB ET AL., supra note 14, at 11.

1648 See NUNNS ET AL. supra note 2, at 1 (“[TThe highest-income taxpayers (0.1
percent of the population, or those with incomes over $3.7 million in 2016
dollars) would experience an average tax cut of nearly $1.1 million, over 14
percent of after-tax income.”).

1649 See id. (“[ TThe poorest fifth of households would see their taxes go down
an average of $110, or 0.8 percent of their after-tax income.”).

1630 See Jeanne Sahadi, Trump Calls for Dramatic Tax Cuts for Individuals and
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the repeal of Patient Protection and Affordable Care Act (3.8 percent
on investment income tax and 0.9 percent on certain individuals with
large AGI).!'%! The estate and gift tax will be repealed with a $5 million
exemption on any capital gains held until death.!%5

Furthermore, pre-election Trump had proposed, “the Trump
Plan will cap itemized deductions at $200,000 for Married-Joint
filers or $100,000 for Single filers.”'®** The recent update did not
detail much on itemized deductions, but rather stated that standard
deductions for individuals would increase to $12,600 from $6,300
and for married fliers to $24,000 from $12,700.'* The Trump tax
plan for individuals will be a significant change from the previous
administrations’ tax policies and put money back in the pockets of
most individual taxpayers. '3

2. Corporations and Businesses

The biggest change for corporations and businesses would be
the proposed tax reduction for the top corporate rate from 35 to 15
percent.'®® The corporate pass-through tax would be reduced to 15
percent as well.'” Under the Trump tax code, any carried interest for
businesses would be taxed at ordinary rates.'*>®

Businesses, CNN MonEy (Apr. 26, 2017), http://money.cnn.com/2017/04/26/
news/economy/trump-tax-plan/index.html [https://perma.cc/4ZC6-94EZ].
1651 Tax Plan, supra note 1.

1652 See CAMPBELL ET AL., supra note 15, at 14 (“President Trump has proposed
repealing the estate and gift tax, but capital gains on assets held until death
and valued at more than $10 million — assumed to apply per couple — would
be subject to tax, potentially with an exemption for small businesses and
family farms.”).

1653 Tax Plan, supra note 1.

1654 See De Lea, supra note 1.

1655 See NUNNS ET AL. supra note 2, at 1 (“Overall, the plan would cut the aver-
age tax bill in 2017 by $2,940, increasing after-tax income by 4.1 percent.”);
Fund, supra note 21 (“[N]othing would represent a greater break from the
past than passing his tax and budget plan.”).

1656 CAMPBELL ET AL., supra note 15, at 14,

1657 See id. (“Under his plan, owners of sole proprietorships, partnerships, S
corporations, and other pass-through businesses could elect to be taxed on
their pass-through business income at the 15-percent corporate rate, rather
than individual tax rates.”).

1658 Id
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Capital expenditure benefits for firms engaged in U.S.
manufacturing and activity would include the ability to deduct the full
cost of investment in the first year.'®*® However, exercising this option
would cause companies to lose their ability to deduct interest expense
in the future.'®® Klockner & Co., a steel and metal company that
generates 40 percent of its sales from the sites in the United States,
is expected to increase spending in the upcoming year.'®' GameStop,
a video games and consumer electronics company, which had built
up cash on its balance sheets, has started to reverse its strategy with
capital spending reaching $160 million in 2016, with more investment
likely to come.'%¢

Furthermore, Republicans have been pushing forward a
“border adjustment tax” (BAT).!*®* This tax would exclude revenue
from exported items and prevent imported items from being deducted
from taxes as costs.'®* President Trump had praised the BAT tax,
proposed by Speaker of the House Paul Ryan, stating, “[i]t could
lead to a lot more jobs in the United States.”'% Earlier in the year,
President Trump was not fully supportive of this plan, and instead had
proposed a simpler 35 percent tax on products produced outside of
the United States.'*%¢ Secretary of Treasury Steve Mnuchin denied the
Trump administration was in support of BAT the way it was currently
presented by the House Republicans.!®” The BAT has received both

1659 See TRAUB ET AL., supra note 14, at 8 (“[F]irms engaged in US manufac-
turing could elect to deduct the full cost of their capital investments in year
one (a narrower proposal than the House GOP blueprint, which does not limit
the proposal to a particular industry).”).
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16! Francis & Monga, supra note 23.

1662 Id

1663 See Nicholas Sargen, Opinion, Trump's Tax Plan Raises Stakes for Cor-
porate America, MARKETWATCH (Feb. 14, 2017), http://www.marketwatch.
com/story/trumps-phenomenal-tax-plan-raises-stakes-for-corporate-ameri-
ca-2017-02-13 [perma.cc/S8HFL-8PB2].

1664 Id

1665 Steve Holland, Exclusive: Trump says Republican border tax could boost
U.S. jobs, ReuTers (Feb. 24, 2017), http://www.reuters.com/article/us-usa-
trump-tax-exclusive-idUSKBN1622J5 [https://perma.cc/G2AK-7KBC].

1666 See id.

1667 See Sahadi, supra note 41 (“We don’t think it works in its current form,
and we will have discussions with [House tax writers] about revisions.”).
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support and criticism from U.S. companies.'®® Boeing and Pzfier,
which are large exporters, have shown support as they would not be
taxed on their exports.'*® Auto-zone and Wal-Mart, companies that
are large importers, oppose this tax because it would detrimentally
increase the cost of products, as import tax would increase the cost of
clothes, car parts, and even avocados.'®”

C. Implications of the Trump Tax Plan

1. Individuals

The initial analysis of Trump’s revised tax proposal
demonstrates that not only would there be a tax reduction for average
families and wage earners, but also higher wages and job creation.!!
This Trump tax plan is likely to raise earnings by 6 percent.'®’> The
tax cuts along with the increased capital amongst workers will create
an incentive to “work, save, and invest,” which will lead to more
efficiency and growth of the economy.'¢”

In terms of federal revenue, the largest impact of individual
tax cuts would be felt by the cuts to estate and gift taxes and taxes
to capital gains held at death costing nearly $174 billion in net
revenue.'®”* Within the next decade, the Trump tax plan would reduce
federal revenues by $6.2 trillion, while adding approximately $7.2
trillion dollars to the national debt.'¢"

1668 See John Ydstie, What We Know About The Trump, House GOP Tax Plans
So Far, NPR (Feb. 28 2017) http://www.npr.org/2017/02/28/517523714/
what-we-know-about-the-trump-house-gop-tax-plans-so-far [https://perma.
cc/9A2G-SW3B].

1669 See id.

170 De Lea, supra note 1

1671 Id

1672 See id. (“[F]or workers earning $50,000 a year, that would be a substantial
$3,000 annual wage boost.”).

173 NUNNS ET AL. supra note 2, at 2.

1674Id.

175 Howard Gleckman, Trump Tax Plan Would Add Trillions To Debt; Clin-
ton Plan Would Trim Deficits, Hike Taxes On Wealthy, ForBes (Oct. 11,
2016),  https://www.forbes.com/sites/beltway/2016/10/11/trump-tax-plan-
would-add-trillions-to-the-debt-clinton-plan-would-trim-deficits-tax-the-
wealthy/#3a93b3c012b2 [https://perma.cc/ XWQ5-74V6].
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2. Corporations and Businesses

According to the Tax Policy Center, the Trump tax plan’s
largest impact, from corporate and business tax cuts to the federal
revenue, would be felt by the reduction in corporate taxes (from 35
to 15 percent), pass-through business taxes (flat rate 15 percent), and
capital expenditures benefits.!®”® Pass-through business taxes would
need to be evaluated on an anti-abuse spectrum, as high wage earners
may attempt to receive income as a pass-through business, in order to
be taxed at a flat rate of 15 percent.'®”

Furthermore, implications of BAT would cause the cost of
goods sold to rise, as the companies producing and importing from
abroad would pass down the tax cost to the consumers.'®”® Many large
corporations, such as Wal-mart, Target, Best Buy, Nike, Gap, and
others, have started to lobby against the proposed border adjustment
tax, as it is likely to cause loss of jobs and loss of profits.!” Those
that support the BAT argue that the dollar will increase in value to
offset any losse.'®®” The Trump tax plan and House Republican’s BAT
proposal are not only stray from a free trade ideology, but also harm
international trade.'*®' The BAT increases the value of the dollar, but
decreases the value of other foreign assets.!**? Foreign countries would
be harmed, as their debts in U.S. dollar would increase, as their local
currency decreased in value. '

176 NUNNS ET AL. supra note 2, at 6 (“About three-fourths of the revenue loss
would come from business tax provisions.”).

1677 See TRAUB ET AL., supra note 14, at 7.

1678 See Sargen, supra note 54 (“The president failed to mention that the
American consumer would ultimately pay for the duty: Businesses, after all,
would merely pass along the cost increase to the final purchaser.”).

167 See Barney Jopson et al., Trump and the Tax Plan Threatening to Split
Corporate America, FIN. TiMES (Feb. 13, 2017), https://www.ft.com/content/
008532fa-ef7a-11e6-ba01-119a44939bb6 [perma.cc/VHY 8-MPGD].

1680 See id.

1681 See Sargen, supra note 54 (“[T] Trumpian (mercantilist) world [is one]
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cits.”).
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1683 See id. (“Another consequence of dollar appreciation is that debts denom-
inated in U.S. dollars will become more expensive in foreign countries. This
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In order to balance out the negative impacts, President Trump
hopes to reduce government spending by one cent on the dollar.'¢%
Trump’s first budget proposal showcases approximately $54 billion
in budget cuts from various parts of the federal government and
programs.'®® The President hopes to balance lost revenue due to the
tax cuts by utilizing federal land for energy purposes, potentially
creating a trillion dollars in revenue.'*®® He hopes to tap into shale,
oil, and natural gas reserves on U.S. land.'®®” Additionally, the cap on
itemized deductions, $200,000 for Married-Joint filers or $100,000
for Single filers, will create revenue of $559 billion dollars over the
period of a decade.'®® If all remains balanced and true, the United
States could see a growth of 0.3 percent this year and 0.8 percent next
year. 6%

D. Conclusion

The Trump tax plan will be a test for President Trump’s
administration as Americans are relying heavily on changes in
the current tax policy to benefit the economy.!®® Businesses and
individuals alike may take a wait-and-see approach for now,'*’! but
many executives are ready to invest on American soil with the idea
that the Trump administration will bring forth rollbacks and tax
breaks.'®> A Republican-controlled Congress will aid Trump’s tax
policy changes,'®* although recently, it failed to repeal the Affordable

is because a foreign country or business would need to raise money in the
local currency and convert it into more expensive dollars to pay the debt.”).
1684 See Fund, supra note 21.

1685 See Tal Kopen, Here's What Trump's Budget Proposes to Cut, CNN (Mar.
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12 See Francis & Monga, supra note 23 (“Executives have grown more op-
timistic about growth.”).

1693 See TRAUB ET AL., supra note 14, at 14.
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Care Act, which would have created tax savings for individuals.'** The
House Republicans have their own proposals similar to that of Trump,
envisioning tax cuts across the board, but they differ in the details.'**
The House Republicans to focus on reducing corporate taxes, though
not necessarily below 20 percent, to incentivize companies to produce
products within the United States without adding to the deficit.'*”® The
House Republicans and President Trump will need to work together to
make changes to the tax code that are best for the economy and in line
with deficit neutrality.'®’

Rahim Ibrahim!'®*®

1694 See Robert Pear et al., In Major Defeat for Trump, Push to Repeal Health
Law Fails,N.Y. TiMEs (Mar. 24, 2017), https://www.nytimes.com/2017/03/24/
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UWKY (“House Republican leaders, facing a revolt among conservatives
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dent Trump on the first legislative showdown of his presidency.”)

1695 See TRAUB ET AL., supra note 14, at 14 (“The tax reform blueprint released
in June of this year by Speaker Paul Ryan, R-Wis., and Ways and Means
Committee Chairman Kevin Brady, R-Texas, is similar to Trump’s plan in its
calls for significant rate cuts for business and individual taxpayers.”).

16% See Sargen, supra note 54.

197 See id.

1698 Student, Boston University School of Law (L.L.M. 2018).



