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The Federal Tax Code:
Small Business Provisions
and Latinos

The “Tax Cuts and Jobs Act,” the latest tax bill from House Republicans, would result in a
massive tax cut for the richest Americans and big corporations, while providing little, if any, tax
relief to working- and middle-income families.* Corporations would see their rate drop from
35% to 20%, amounting to a $1.5 trillion tax cut, and the rich would disproportionately benefit:
about 45% of the bill’s tax cuts would go to households with incomes above $500,000.2
However, the tax plan would do almost nothing for small businesses, which are the primary
drivers of job creation: since 2009, small businesses have created two out of every three new
private sector jobs.3

Nationally, there are 4.37 million Latino-owned businesses, generating $700 billion in revenue.*
They are growing two to three times faster than the national average, standing to create
millions of private sector jobs.” Between 2012 and 2017, the number of Latino-owned
businesses increased nearly 32% compared to a 13.8% growth rate overall.®

Instead of helping these economic engines thrive, the Republican tax proposal would heavily
benefit businesses like private equity firms, hedge funds, and real estate developers.” Revenue
lost through these massive tax cuts would explode the deficit and lead to devastating cuts in
spending on important programs like health care, nutrition, education, and housing,
jeopardizing the well-being of Latino families.

What About Changes to the Tax Code?

The costliest provision of the House Republican tax bill would reduce the corporate tax rate
from 35% to 20%, losing $1.5 trillion dollars in revenue over a decade. These benefits would go
directly to large corporations.® The bill would also repeal the alternative minimum tax (AMT),
which, along with regular income tax, is a measure to determine tax liability. The AMT is used
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by both individuals and corporations. The corporate AMT rate is 20%, with an exemption
allowed. Repealing the AMT would cost $40.3 billion over ten years.?

One provision of the House bill would reduce the rate at which pass-through businesses are
taxed, which has been touted misleadingly as a boon for small businesses. Unlike traditional
corporations who are subject to a business income tax, pass-through businesses—sole
proprietorships, partnerships, limited liability companies, and S corporations—pay taxes at the
regular income tax rate, up to 39.6%. The House bill would cap the rate at which pass-through
income is taxed at 25%. Currently, 90% of pass-through owners pay a rate of 25% or less, so this
change would benefit the top 10% of pass-through businesses.'® This reduction would cost $448
billion over a decade.!!

The House Republican bill would also make it harder and more onerous for self-employed and
small businesses to claim the Earned Income Tax Credit (EITC). The bill directs the IRS to
evaluate the tax returns of these filers to determine if there were deductions they could have,
but did not take. Some of these filers may not be aware of all possible deductions they are
eligible for, but they would be penalized for not taking each deduction available to them. The
bill also calls on the IRS to audit more self-employed and small business filers claiming the EITC,
permitting them to deny the filers the EITC unless they can fully substantiate their income
records to the satisfaction of the IRS.

Will Latino-Owned Businesses Benefit?

Unfortunately, the majority of the changes to the tax code that impact businesses will not help
Latino-owned companies. UnidosUS estimates that four in five Latino businesses would see an
average after-tax income gain of only .3% by 2027. These businesses account for most of the
small and medium sized Latino-owned businesses.’? Under the provisions of the House
Republican tax bill:

e Ninety percent (over four million) of Latino businesses would receive no benefit from
the proposed corporate tax reductions. Most Latino businesses are sole proprietorships,
so reducing corporate taxes would not impact these businesses.'3

e Taxes will increase for more than 1.5 million Latino-owned business (35% of all Latino-
owned businesses) by 2023 from the repeal of the alternative minimum tax, which gets
rid of several beneficial personal exemptions, and from changes to how amounts are
indexed for inflation.*
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e Over half (two million) of Latino-owned businesses will see no increase in after-tax
income from the reduction in the pass-through tax rate.’®

e Low-income business filers claiming the EITC would encounter a more confusing and
paperwork-heavy process than the one currently in place, which would create new
barriers for them to access the pro-work, anti-poverty tax credit.

Congress should oppose a tax agenda that disproportionately benefits large corporations and
high-profit businesses. Instead of providing trillions in tax cuts for the richest Americans and
large corporations, Congress should ensure small businesses are able to take advantage of a tax
code that helps them create jobs, innovate, and grow.
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