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U.S. Provides Details on New 
Interest Expense Limitations  
November 30, 2018 
No. 2018-51 

Canadian companies that do business in the United States should determine how they will 
be affected by new proposed regulations affecting interest expenses. The IRS has now 
published proposed regulations that provide new details on the expanded application of the 
interest expense limitations in section 163(j), which were first included in the sweeping U.S. 
tax reform changes introduced in late 2017. These proposed regulations, which are 
sometimes referred to as “earnings stripping rules”, may deny a deduction for certain 
interest expenses paid to both related and unrelated lenders. Previously, these rules only 
applied to interest paid to foreign related parties.  

Background 
U.S. President Trump signed U.S. tax changes into law in December 2017. These new 
rules, many of which are effective January 1, 2018 or have retroactive effect to earlier 
periods, include substantial amendments to the taxation of businesses in all industries 
(including multinational enterprises), individuals and other taxpayers. 

For details of these changes, see TaxNewsFlash-Canada 2017-65, “Canadian 
Multinationals — Prepare for U.S. Tax Changes”. 

 
Highlights of new regulations  
 
The IRS has published more than 300 pages of proposed interest expense limitation 
regulations that may have a significant effect on Canadian companies doing business in 
the United States. Canadian companies will want to review these proposed regulations to 
determine how they may be affected. These proposed regulations include: 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-canadian-multinationals-us-tax-changesv2.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-canadian-multinationals-us-tax-changesv2.pdf
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• Detailed definitions of “interest” and “adjusted taxable income” for purposes of 
these rules 

• Complex rules for applying the limitation in the context of partnerships, where the 
limitation is applied at both the partnership and partner level, and that address 
consolidated returns 

• Rules to help calculate the exemption for small businesses that are part of affiliated 
groups with more than $25 million in worldwide gross receipts 

• Transition rules that allow any previously denied and deferred interest under the 
old earnings stripping regime to be carried forward into the first year that the new 
rules apply, where it will be subject to limitation as newly incurred business 
interests. 

• Rules that allow certain real estate and infrastructure businesses to elect excepted 
status 

Significantly, the proposed rules do not relate back to the enactment of section 163(j), but 
instead apply for taxable years ending after the date on which the final regulations are 
published in the Federal Register. 

For full details of the proposed regulations, see KPMG U.S.’s TaxNewsFlash “Initial 
impressions of proposed regulations under section 163(j)”. 

Upcoming KPMG webcast for Canadian multinationals — December 18, 2018 
In addition to the proposed interest expense limitation regulations, other key proposed 
U.S. regulations are expected to be released over the next several weeks. For a 
comprehensive analysis of how these highly anticipated changes may affect your 
multinational company, KPMG in Canada invites you to attend “U.S. Tax Reform and 
Canadian Multinationals”, a one-hour webcast on December 18, 2018. During this 
webcast, we will cover topics including: 

• Interest deductibility limitations impacting all taxpayers 

• Hybrid debt instruments and structures 

• Base erosion and anti-abuse tax (BEAT) 

• Foreign derived intangible income (FDII)  

To register for this webcast, click here. 

 
We can help 
 
Your KPMG adviser can help you assess the effect of the proposed U.S. tax regulations on 

https://home.kpmg.com/us/en/home/insights/2018/11/tnf-initial-impressions-proposed-regulations-under-section-163j.html
https://home.kpmg.com/us/en/home/insights/2018/11/tnf-initial-impressions-proposed-regulations-under-section-163j.html
https://event.webcasts.com/starthere.jsp?ei=1222493&tp_key=6e5576ecfd
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your business. For more details on U.S. tax changes and their possible impact, contact 
your KPMG adviser. 
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