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U.S. Issues BEAT Regulations 
and More Tax Reform Guidance  
December 20, 2018 
No. 2018-54 

Canadian multinationals with U.S. operations may be affected by proposed new U.S. tax 
reform regulations. Over the last few weeks, the IRS has issued proposed regulations 
related to provisions that were first included in the sweeping U.S. tax reform changes 
introduced in late 2017, including the Base Erosion and Anti-Abuse Tax (BEAT) provisions, 
the foreign tax credit, and interest expense changes. The proposed regulations include 
new details that Canadian multinationals should be aware of as they continue to make 
adjustments in light of the new U.S. tax reform changes.    

In addition to these anticipated and broadly applicable proposals, the United States also 
recently released proposed regulations on: 

• The passthrough deduction for individual owners of passthrough business 

• Changes to the capital expensing regime, including expanded 100% depreciation 

• Mandatory repatriation tax on offshore income of U.S. individuals and corporations 

• The Global Intangible Low-Taxed Income (GILTI) global minimum tax regime for 
U.S. based multinationals.   

The IRS is also expected to soon release guidance related to the treatment of hybrid 
instruments and entities and to the treatment of gains realized by non-U.S. taxpayers on 
the sale of US trade or business partnership interests. All these proposed regulations will 
be subject to a comment period before being finalized.   

Background 
U.S. President Trump signed U.S. tax changes into law in December 2017. These new 
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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. Previously, the 
United States issued proposed regulations affecting interest expenses (see 
TaxNewsFlash-Canada 2018-51, “U.S. Provides Details on New Interest Expense 
Limitations”. 

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

  
IRS issues new BEAT guidance  

Many Canadian multinationals will likely be affected by the United States’ new proposed 
BEAT regulations. The BEAT regulations, which were released on December 13, 2018, 
target certain deductions or other tax benefits related to payments made to foreign related 
parties by U.S. taxpayers. The BEAT is calculated on taxable income computed without the 
benefit of the base erosion payments, and acts as a minimum tax, applying only when the 
BEAT exceeds the taxpayer’s regular tax liability.  

New clarifications 

The proposed regulations clarify a number of areas that will be of interest to Canadian 
multinationals, including: 

Calculation of taxable income — According to the proposed BEAT regulations, taxpayers 
can calculate taxable income for BEAT purposes by adding base erosion payments back to 
regular taxable income rather than a full recalculation, which would entail a circular 
approach requiring the re-determination of certain deductions (the value of which depends 
upon the level of taxable income). 

Services cost method exception — The proposed BEAT regulations clarify that the 
taxpayers can use the services cost method exception even where there is a markup 
charged on the costs. The IRS would generally consider the markup to be a base erosion 
payment, while the cost component of the charge would continue to be eligible for the 
exception.   

Interaction with earnings stripping rules — Earlier U.S. guidance indicated that 
carryforwards of interest deductions denied under prior law would be treated as incurred in 
the year the deduction is ultimately allowed. This proposed regulations now reverse this 
rule so that these carryforwards will be treated as having been made in the year originally 
paid or accrued, and thus will not be subject to the BEAT. 

Effective date for new regulations 
 
The BEAT regulations are proposed to apply retroactively, for tax years beginning after 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-us-provides-details-on-new-interest-expense-limitations.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-us-provides-details-on-new-interest-expense-limitations.pdf
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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December 31, 2017. However, for this to happen, the IRS must issue the final regulations 
before June 23, 2019 (i.e., within 18 months of the date of enactment) under the U.S. rules. 
Any final BEAT regulations issued after this date would be effective as of December 17, 
2018 (i.e., the date of publication of the proposed regulations). 

KPMG impressions of BEAT and other new regulations 

For full details of these proposed regulations, see the following TaxNewsFlash publications 
issued by KPMG’s U.S. member firm: 

• Analysis and observations about “BEAT” proposed regulations 
• Initial impressions, foreign tax credit proposed regulations 
• Initial impressions of proposed regulations under section 163(j), business interest 

limitation 
• Initial impressions of proposed GILTI regulations 
• Proposed regulations under section 199A (trade or business income earned 

through a sole proprietorship, partnership, or S corporation) 
• Issues and analysis of section 965 proposed regulations (transition tax) 
• Proposed bonus depreciation regulations and 2018 filing season: Opportunities 

and pitfalls 

Upcoming KPMG webcast for Canadian multinationals — January 8, 2019 
In addition to the proposed interest expense limitation regulations, other key proposed 
U.S. regulations are expected to be released shortly. 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 January 8, 2019. During this webcast, we will cover topics including: 

• Interest deductibility limitations impacting all taxpayers 

• Hybrid debt instruments and structures 

• 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 
your business. For more details on U.S. tax changes and their possible impact, contact 
your KPMG adviser. 

 
 

  

https://tax.kpmg.us/taxnewsflash/taxnewsflash-us/tnf-kpmg-report-analysis-and-observations-about-beat-proposed-regulations.html
https://home.kpmg.com/us/en/home/insights/2018/11/tnf-kpmg-report-initial-impressions-foreign-tax-credit-proposed-regulations.html
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://home.kpmg.com/us/en/home/insights/2018/10/tnf-kpmg-report-initial-impressions-of-proposed-gilti-regulations.html
https://home.kpmg.com/us/en/home/insights/2018/10/tnf-kpmg-report-proposed-regulations-under-section-199a.html
https://home.kpmg.com/us/en/home/insights/2018/08/tnf-analysis-section-965-proposed-regulations.html
https://home.kpmg.com/us/en/home/insights/2018/08/tnf-proposed-bonus-depreciation-regulations-opportunities-pitfalls.html
https://home.kpmg.com/us/en/home/insights/2018/08/tnf-proposed-bonus-depreciation-regulations-opportunities-pitfalls.html
https://event.webcasts.com/starthere.jsp?ei=1222493&tp_key=6e5576ecfd
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