
 

 

Straight away 
IFRS bulletin from PwC 
 

US tax reform and Australian hybrid 
mismatch rules - are you ready? 
 

What’s the issue? 

Tax reform continues to progress at a rapid rate globally. For multinational businesses 
in particular, the impact of cross-border law changes could have significant accounting 
implications.  
 
There are two areas where there have been recent developments that Australian 
companies should have at the forefront of their minds as they head into the December 
reporting season: the proposed US tax reform proposals and the recently released draft 
Australian hybrid mismatch rules.  
 

US tax reform 

On 2 November 2017, the US House Republicans introduced a bill proposing an 
extensive overhaul of the US tax code (US tax reform bill). 
 
Already, there have been several amendments put forward in relation to the US tax 
reform bill by both the Senate and the House of Representatives. Both houses have 
now passed their own versions of the US tax reform bill. They must now work towards 
reconciling differences between the respective bills before again passing the agreed 
version and presenting it to the President for signing (after which it will become the Tax 
Cuts and Jobs Act).  
 
Given the significance and timing of the changes (they could potentially be signed into 
law by the President before 1 January 2018 and effective as early as 1 January 2018 for 
the corporate tax rate reduction depending on which version of the US tax reform bill is 
passed), the legislative process should be monitored closely. 
 
What’s the potential impact? 
 
We've provided a high level overview of some of the proposed changes below. It should 
be noted that this is only a selection of the proposed changes contained in the US tax 
reform bill and not a comprehensive list. Also, the details of the proposed changes 
continue to be debated and further changes are expected and should be monitored 
carefully. 

 Reduction in headline corporate tax rate from 35% to 20% - The House of 
Representatives has proposed a start date of 1 January 2018 for this change, 
while the Senate has proposed a 1 January 2019 start date. 

 Excise Tax or Base Erosion Anti-Abuse Tax - This is one of the more radical 
elements of the proposed reform which, in broad terms, targets payments to 
related parties.  The House and Senate proposals are quite different and one 
proposal involves a 20% excise on related party payments from the US 
(including for the purchase of goods and services and access to Intellectual 
property).  This could significantly increase costs of US business importing 
goods or services from offshore related parties. 
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 Interest deductibility limitations - New limitations on interest deductibility based 
on either 30% of EBIT/EBITDA or a secondary test that disallows a deduction 
for interest expenses incurred by a foreign-owned US company with higher 
domestic debt when compared to its worldwide affiliated group. Where both 
tests are relevant, the test that disallows the greater amount of interest 
deductions would apply. 

 Taxation of foreign income - In broad terms, foreign sourced dividends would be 
exempt from US taxes (branches would be taxable) and is aimed at placing the 
US on equal footing with many other countries that have a territorial tax system. 
There would be a one-time toll charge on undistributed earnings of foreign 
subsidiaries and current taxation of foreign subsidiaries with high returns. 

 Immediate capital write-offs - These rules will seek to incentivise capital 
investment in the US by providing immediate capital write-offs for qualifying 
expenditure. It is proposed that US businesses could immediately expense the 
cost of qualified property (excluding structures) acquired and put in place after 
27 September 2017 and before 1 January 2023. 

 Amendments to the tax loss recoupment rules - These include a proposal to 
limit loss utilisation to 90% of current year taxable income (ensuring there is 
some US income tax payable each year) and also rules that provide for the 
indexation of losses so that they do not lose value over time. 

 
Accounting considerations 
 
The proposed US tax reforms raise a number of accounting and planning issues to 
consider, as detailed below. 
 
Entities with outbound investments into the US should: 

 Consider when the impact of these rules should be recognised for accounting 
purposes (by reference to enactment/substantive enactment of the law), 
including whether subsequent event disclosures may be required. The timing of 
when the law is signed by the President (e.g. whether it is during the 31 
December 2017 year, or after) may also be relevant in making these 
assessments. 

 Evaluate whether there is any impact on booked carried forward US tax losses 
and other temporary differences as a result of the reduction in the US corporate 
tax rate (potential for an effective tax rate impact). 

 Consider all US related-party transactions that are undertaken to determine the 
potential impact of the Excise/Base Erosion Anti-Abuse Tax. 

 Model the various US tax costs and savings associated with the proposed 
reforms - often it will become apparent that the modelled outcomes under the 
Senate or House of Representatives version of the rules can vary significantly 
depending on the profile of the US operations and dealings.  

 Communicate early with relevant stakeholders. 
 
Entities which are subsidiaries of US groups should: 

 Be aware that Controlled Foreign Company and other calculations regarding the 
operations of US-owned foreign subsidiaries will likely be required, potentially 
with the need to access historical data dating back for a long period of time. 

 Consider all US related-party transactions that are undertaken to determine the 
potential impact of the Excise/Base Erosion Anti-Abuse Tax. 
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Australian hybrid mismatch legislation 

 
Draft Australian hybrid mismatch tax legislation was released on 24 November 2017. 
Consistent with the OECD's base erosion and profit shifting (BEPS) process, these 
rules are intended to deny Australian tax benefits in relation to "hybrid arrangements", 
which are broadly arrangements that give rise to asymmetrical income tax outcomes in 
a cross border context (for example, double deductions in two jurisdictions, or 
deductions in one jurisdiction with no income pick-up in another). Indirect hybrid 
arrangements are also covered by the rules, which means that Australian taxpayers will 
likely need to have a more detailed understanding of the nature of related-party 
transactions and entity structures that are not directly related to Australia (this is likely to 
be particularly relevant for Australian subsidiaries of multinational groups).  
 
The measures are expected to apply from 6 months after the date that the bill receives 
Royal Assent (which means that the application is expected to be no earlier than mid-
2018). There are no grandfathering provisions for pre-existing arrangements, which 
means that existing arrangements will need to be considered in detail. 
 
Accounting considerations 
 
The draft anti-hybrid tax legislation raises a number of accounting and planning issues 
to consider, as detailed below. 

 Study the draft rules in detail to identify arrangements that could be adversely 
impacted (for example, denial of Australian tax deductions or inclusion of 
income) and the related tax accounting impacts - particularly on effective tax 
rates. 

 Evaluate whether restructures of debt and holding structures will be necessary 
to accommodate the new provisions.  

 Consider when the impact of these rules should be recognised for accounting 
purposes (by reference to enactment/substantive enactment of the law), 
including whether subsequent event disclosures may be required. 
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