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Individual tax proposals of the 2020 U.S.
presidential election; new filing method
for business travellers in California
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I. 2020 Presidential Candidates' Tax Proposals

Overview

The 2020 U.S. Presidential Election is scheduled for Tuesday, 3 November
2020. As part of their 2020 presidential campaign, both candidates —
President Donald Trump and former Vice President Joe Biden have laid
out significant different tax proposals affecting both individuals and
corporations. Biden contends that Trump's Tax Cuts and Jobs Act (TCJA)
benefits are skewed to more affluent taxpayers and has offered policy
proposals to address that perceived imbalance. President Trump, on the
other hand, is making the case that the TCJA’s temporary tax cuts were
necessary to fuel economic growth and should be made permanent and,
in some cases, even expanded.

One of the policy debates in this election would be the fate of Trump's
signature Tax Cuts TCJA which lowered the tax burden for many
individuals, corporations, estates, and pass-through entities. Most of the
tax provisions in the TCJA as enacted are scheduled to expire at the end
of 2025. An overhaul of some individual's tax planning could be around
the corner if Biden wins the 2020 presidential election. The following
table provides a high-level summary of the two candidates' key individual
tax proposals and how they may affect American taxpayers if enacted.

Issue

Federal
ordinary
income tax
rates

Capital
gains,
dividends

Current law

Top rate of 37%
through 2025

Additional 0.9%
Medicare income
tax applies to earned
income >
US$250,000 for joint
filers and
US$200,000 for
single taxpayers

20% tax rate applies
to long-term capital
gains and qualified
dividends

Additional 3.8% net
investment income
tax applies to
individuals with
income >
US$200,000 and
joint filers with
income >
US$250,000

Joe Biden

Restore top rate to
39.6%

Tax long-term
capital gains and
dividends at
ordinary income
rates for those with
taxable income >
USS$1 million

Donald Trump

FY 2019, 2020, and
2021 budget
blueprints assume
permanent
extension of current
law

Has mentioned a
rate cut for middle-
income families as
part of an eventual
Tax Cuts 2.0 package
but has not offered
a formal proposal

Has occasionally
expressed interest in
capital gains tax
relief either through
a rate cut or by
indexing gains
related to certain
capital assets for
inflation but has not
offered a formal
proposal

Potential
Implications

Restore the top
marginal rate to the
pre-2018 level
(39.6%)

Affect high-income
taxpayers with
taxable income
over US$622,050
(2020 threshold for
MFJ
filers)/US$518,400
(2020 threshold for
single filers)

For taxpayers with
taxable income
over USS$1 million,
the tax liability on
long-term capital
gains and qualified
dividends could be
nearly doubled if
the proposals on
taxing long--term
capital gains and
qualified dividends
at ordinary income
rates together with
the restoration of
the top marginal



Payroll taxes

Itemized
deductions

Estate tax

Social Security:12.4%
tax is equally split
between employers
and employees on
first US$137,700 of
employee’s wages
(the cap for 2020,
indexed for inflation)

Medicare:2.9% tax is
equally divided
between employers
and employees; no
income limit applies

Special rule for S
corp shareholders:
Earnings distributed
to shareholders of
an S corporation are
not considered self-
employment income
for purposes of
payroll taxes

Taxpayer may
deduct the greater
of (1) the standard
deduction, or (2) the
sum of the itemized
deductions, with no
cap (not subject to
any phase-out
limitation) on the
latter through 2025

State and local tax
(SALT) payments
deductible up to
US$10,000 (cap
scheduled to expire
after 2025)

40% estate, gift, and
generation-skipping
tax; basic exclusion
of US$10 million per
taxpayer, adjusted
annually for inflation
(USS$11.58 million in
2020); increased
exemption sunsets
31 December 2025

Step-up in basis
applies to inherited
assets

Expand the 12.4%
Social Security tax to
apply to wages >
US$400,000,
creating a
"doughnut hole" of
untaxed wages
between
US$137,700 (as
indexed for inflation
after 2020) and
US$400,000; unclear
if US$400,000
threshold would be
indexed for inflation

Restore phase-out
limitation on the
itemized deductions
for those with
income >
US$400,000; or
install a cap value of
itemized deductions
at 28%

Has called for
"returning the estate
tax to 2009 levels,"
implying a 45% top
rate and base
exclusion of US$3.5
million per taxpayer,
indexed annually for
inflation

Repeal stepped-up
basis at death

No specific
proposals for
permanent
structural changes
to payroll taxes

Has called for
forgiveness of
employee-side Social
Security taxes
deferred under his
Aug. 8 directive to
the Treasury
Department
(deferral generally
applies to pretax
biweekly wages
USS$4,000 or less or
the equivalent for
non-biweekly pay
periods)

Has discussed
possible additional
payroll tax relief for
employees but has
no formal proposal

FY 2019, 2020, and
2021 budget
blueprints assume
permanent
extension of current
law

FY 2019, 2020, and
2021 budget
blueprints assume
permanent
extension of current
law

rate to 39.6% are
passed

Increase the payroll
taxes burden of both
the employee and
the company if the
proposed expansion
by the Democrats
applying to both
employee and
employer's social
security tax
contributions for
wages > US$400,000

If the Democrats
proposal is enacted,
significant reduction
in itemized
deduction can be
claimed, especially
for the high-income
taxpayers

Significant impact to
families who rely on
the USS10 million
threshold (and the
subsequent indexed
amount) on their
family wealth
planning

High and middle income class taxpayers may find they are mostly
affected if the Democratic proposed tax measures get enacted especially
for those taxpayers who may have to pay ordinary income tax rates on
long-term capital gains in addition to restoration of top marginal income
tax rate, limitation on deductions and increase in payroll taxes. There are



many uncertainties at this stage such as which party will dominate the
seats in the two houses in the U.S. Congress after the upcoming
November election? If Biden gets elected, who will he choose to staff his
administration? With COVID having become a pandemic, what will be the
expected state of the economy and how will that affect the tax policy in
the next 4 years? For those enacted TCJA tax measures, will they get
repealed before 2025, etc.?

With the Election Day just a few weeks away, a better indication to some
of these questions may become clearer so taxpayers can start working on
their own tax plan before the end of the year.

Il. New filing method for business travellers in California
Overview

Business travellers from outside the United States who travel to
California on business trips may present a tax compliance challenge as
well as withholding and reporting obligations as required under exiting
California law for their employers because the state does not allow a tax
treaty exemption, even if it is permitted at the federal level. Most
companies have found they are unable to comply with the California
withholding and reporting obligations as they are unable to remit taxes
via payroll for employees without a valid U.S. Social Security number
(SSN). As a result, in order to be compliant, these employees need to first
file a federal tax return to apply for a federal Individual Taxpayer
Identification Number (ITIN) and then wait to obtain the ITIN from the
Internal Revenue Service before filing a California personal income tax
return to pay California taxes. It often takes months to complete the
process and may result in penalties for late filing and late payment of tax.

To tackle this problem, California has recently passed a bill (Assembly Bill
2660) ("Bill") that may provide a solution to employer to address payroll
and tax compliance challenges for their international business travellers.
The Bill creates a mechanism that allows employers to voluntarily file a
single annual composite tax return and remit taxes quarterly on behalf of
their electing foreign workers who travel into California. The annual
return would be treated as fulfilling the employer's income tax
withholding and reporting obligations, as well as fulfilling the employee's
personal income tax filing obligations unless he or she becomes a
California resident or has an unrelated California income tax-filing
obligation. The employer could still remit quarterly taxes on behalf of the
employee even if the individual decides to opt out of the employer’s
composite return and instead chooses to file a personal income tax
return for the year. The taxes remitted on the employee’s behalf would
be allowed to be credited against the individual’s personal income tax
liability.

Increasingly employers have put full compliance as a priority. Over the
years, different levels of practical difficulties prevented companies to
accomplish this. The new filing method not only allows the employers to
be compliant with the California state requirements, but it also reduces
the personal tax filing administrative burden of the international traveling



employees who may spend only a short period of time in California each
year. If companies would like to opt into this new filing method for their
international traveling employees, they should plan upfront on tracking
their mobile employees. In addition, the affected employees should be
provided with a clear communication and instructions regarding the
election of opting into the employer's composite return.

If you have any questions, please contact the following professionals:

Beijing Hong Kong

Rebecca Wang Ellen Tong

Partner Director

+86 10 8520 7885 +852 2852 6530
rewang@deloitte.com.cn etong@deloitte.com.hk
Marisa Huang Justin Lo

Senior Manager Senior Manager

+86 10 8520 7648 +852 2852 5875
mhuang@deloitte.com.cn juslo@deloitte.com.hk

Get in touch

00OPOBGB®OO

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their
related entities. DTTL (also referred to as “Deloitte Global”) and each of its member firms and their affiliated entities are
legally separate and independent entities. DTTL does not provide services to clients. Please see www.deloitte.com/about to
learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific
Limited and their related entities, each of which are separate and independent legal entities, provide services from more than
100 cities across the region, including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila,
Melbourne, Osaka, Shanghai, Singapore, Sydney, Taipei and Tokyo.

Privacy

Thank you for your interest in Deloitte China services. Deloitte China would like to continue to use your personal information
(in particular name and contact details) for the purpose of sending you marketing and regulatory updates, invitations to
seminars and other events organized, sponsored or promoted by Deloitte China. If you do not wish to receive further
communications from Deloitte China, please send a return email to the sender with the word “Unsubscribe” in the subject
line.

If you would like to update your personal information, please click here.

The Deloitte brand entered the China market in 1917 with the opening of an office in Shanghai. Today, Deloitte China delivers
a comprehensive range of audit & assurance, consulting, financial advisory, risk advisory and tax services to local,
multinational and growth enterprise clients in China. Deloitte China has also made—and continues to make—substantial
contributions to the development of China's accounting standards, taxation system and professional expertise. Deloitte China
is a locally incorporated professional services organization, owned by its partners in China. To learn more about how Deloitte
makes an Impact that Matters in China, please connect with our social media platforms at www2.deloitte.com/cn/en/social-
media.

This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or
their related entities (collectively the “Deloitte Network”) is by means of this communication, rendering professional advice or
services. Before making any decision or taking any action that may affect your finances or your business, you should consult a
qualified professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever sustained by any
person who relies on this communication.

© 2020 Deloitte Touche Tohmatsu in Hong Kong, Deloitte Touche Tohmatsu in Macau, and Deloitte Touche Tohmatsu
Certified Public Accountants LLP in the Chinese Mainland. All rights reserved.

To no longer receive emails about this topic please send a return email to the sender with the word “Unsubscribe” in the
subject line.


mailto:rewang@deloitte.com.cn
mailto:etong@deloitte.com.hk
mailto:mhuang@deloitte.com.cn
mailto:juslo@deloitte.com.hk
http://www.deloitte.com/about
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html
https://www2.deloitte.com/cn/en/footerlinks/social-media.html
https://www2.deloitte.com/cn/en/footerlinks/social-media.html
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html
https://www.facebook.com/deloittechina
https://twitter.com/deloittechina
https://www.linkedin.com/company/deloitte_china
http://www2.deloitte.com/cn/en/footerlinks/social-media.html
http://e.weibo.com/chinadeloitte
http://i.youku.com/deloittechina
http://www.youtube.com/deloittechina
https://www2.deloitte.com/cn/en/footerlinks/contact-us.html

