DeIOitte Tax News & Views

June 7, 2024

In this issue:

House Appropriations panel OKs $2.2 billion IRS budget cut for FY 2025........ccccoveiieieeeeieeie et 1
Treasury and IRS provide new safe harbor for domestic content bonus credit requirements..........ccccceeevvineennn. 6
Senate taxwriters Vet TaX COUMT NOMINEES ........eeeeiiiiiee ettt e e e e e et e e e e e s s s et e e e e e e e e s esnnnrneeeeeeeeas 7

Predictable partisanship over payroll taxes, retirement age as House taxwriters
examine Social SeCUrity INSOIVENCY TNF AL ... .uvvieiiiiiiiiicee e e e e e s e e brrrereaeeeees 8

Deloitte Tax looks at the impact of section 987 proposed regulations ........ccccceeeeveiciiiveeiiee e, 10

House Appropriations panel OKs $2.2 billion IRS budget cut for FY 2025

The Republican-led House Appropriations Financial Services and General Government Subcommittee on June 5
approved by voice vote a fiscal year 2025 budget package (text; summary) for the federal departments and
agencies under its jurisdiction that would allocate $10.1 billion to the Internal Revenue Service—nearly $2.2
billion less than the level in effect for the current fiscal year and the amount the Biden administration
requested in the FY 2025 budget blueprint it sent to Congress this past March.
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URL: https://appropriations.house.gov/sites/evo-subsites/republicans-appropriations.house.gov/files/evo-media-
document/fy25-fsgg-subcommittee-bill-summary.pdf

Partisan divide

The smaller proposed topline number for the IRS in the subcommittee-approved funding measure reflects a
continuing demand by some conservative factions within the House Republican Conference to tamp down
nondefense discretionary spending and bypass the spending caps that President Biden and then-House
Speaker Kevin McCarthy, R-Calif., agreed to in the Fiscal Responsibility Act of 2023 (P.L. 118-5), which was
signed into law in June of last year and affirmed this past January in a handshake deal on government funding
between current Speaker Mike Johnson, R-La., and Senate Majority Leader Charles Schumer, D-N.Y. That
measure suspended the federal debt limit through January 1, 2025, and also made certain fiscal policy
changes—including provisions to keep nondefense discretionary spending flat for fiscal year 2024 and limit
annual growth to 1 percent for fiscal years 2025 through 2029.

URL: https://www.congress.gov/118/plaws/publ5/PLAW-118publ5.pdf

On IRS funding specifically, many Republicans continue to argue that the agency is overly focused on audits of
small businesses and middle-income taxpayers. Subcommittee Chairman David Joyce, R-Ohio, emphasized that
point in his opening statement at the mark-up, commenting that the proposed budget cuts—which fall largely
within the IRS’s enforcement program—would “prevent the IRS from targeting hardworking Americans.”

Subcommittee ranking member Steny Hoyer, D-Md., expressing the general view of congressional Democrats,
countered in his opening statement that funding for IRS enforcement “is not about harassing taxpayers”;
rather, “it is about going after people who cheat on their taxes and, as a result, the rest of us, who don’t cheat,
need to pay more.”

The White House proposes to maintain the IRS’s regular operating budget—that is, funding provided under the
annual appropriations process—for the upcoming fiscal year at $12.3 billion, consistent with the agency’s fiscal
year 2023 and 2024 allocations.

The administration’s budget blueprint also proposes to extend the special mandatory funding allocation for
the IRS enacted under the Inflation Reduction Act (P.L. 117-169)—which is aimed at strengthening the agency’s
enforcement and compliance operations, modernizing its information technology systems, and improving its
taxpayer service functions—and to reverse cuts to that funding stream enacted in recent spending accords.
(More on that below. For details on all of the tax proposals in the president’s fiscal year 2025 budget blueprint,
see Tax News & Views, Vol. 25, No. 11, Mar. 12, 2024.)

URL: https://www.congress.gov/117/plaws/publ169/PLAW-117publ169.pdf

URL: https://dhub.deloitte.com/Newsletters/Tax/2024/TNV/240312_1.html|
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Impact on program allocations

Here’s how the IRS’s discretionary budget as approved by the subcommittee would fund the agency’s four
program areas and how those proposed allocations compare to the levels in effect for FY 2024 and the
amounts that the White House requested for the coming fiscal year:

Enforcement: $3.44 billion (FY 2024 enacted/FY 2025 White House request: $5.4 billion);

Taxpayer Services: $2.78 billion (FY 2024 enacted/FY 2025 White House request: $2.8 billion);
Operations Support: $3.75 billion (FY 2024 enacted/FY 2025 White House request: $4.1 billion); and
Business Systems Modernization: $150 million (FY 2024 enacted/FY 2025 White House request: Zero).

No additional cuts to mandatory funding—so far

As approved by the subcommittee, the Financial Services and General Government funding bill does not
include further rescissions to the mandatory funding currently available to the IRS under the Inflation
Reduction Act, although Chairman Joyce told reporters after his panel’s mark-up that such provisions could be
added to the legislation when it is taken up by the full Appropriations Committee, either as part of a manager’s
amendment or through amendments offered by individual committee members.

The Inflation Reduction Act as enacted in 2022 provided $80 billion in mandatory funding for the IRS through
2032; however, $20 billion of that amount was subsequently reallocated to other budget priorities in keeping
with the spending agreements reached between the president and congressional leaders. The administration
proposes to backfill that reduction by making the mandatory funding stream available through 2034—that is,
for the additional years covered by the latest 10-year budget window in the fiscal year 2025 blueprint. In total,
the Biden budget proposes that the agency receive $104.3 billion in mandatory funding through 2034, with
about half of that dedicated to enforcement, and lesser amounts dedicated to technology and operations
support, taxpayer services, and business systems modernization.

In his comments to reporters, Joyce described the GOP’s attitude toward discretionary and mandatory
budgeting for the IRS this way: “We want to do what’s consistent with allowing them to operate and have the
wherewithal to operate but claw back as much as we can.”

For his part, Appropriations Committee Chairman Tom Cole, R-Okla., hinted shortly after he took the
Appropriations gavel in April that he might be open to more rescissions, but he was careful to note that he was
not making a blanket policy pronouncement.

“I don’t want to prejudge,” he told reporters when asked about future GOP efforts to chip away at that
funding, “[but] I've supported what we’ve done so far.”

A mark-up by the full Appropriations Committee had not been officially scheduled as of press time, but press
reports suggest that it could take place as early as the week of June 10.
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Direct File prohibition and other policy riders

The subcommittee-approved measure includes a policy rider that would prevent the IRS from using any of its
allocated funding “to develop or provide taxpayers a free, public electronic return-filing service option, without
the prior approval of the Committees on Appropriations of the House and the Senate, [the] House Ways and
Means Committee, and [the] Senate Finance Committee.”

The rider specifically is intended to freeze further action on the IRS’s Direct File initiative, an on-line platform
the agency developed using its Inflation Reduction Act funding that allows taxpayers with relatively simple
returns to file their taxes directly with the IRS at no cost. Direct File was launched as a limited pilot program
(available to taxpayers in 12 states) for the 2024 filing season. The IRS recently announced that it intends to
make the program available as a permanent option for taxpayers in all 50 states beginning in 2025, and
gradually expand the range of tax-return issues that the platform can support.

URL: https://www.irs.gov/newsroom/irs-makes-direct-file-a-permanent-option-to-file-federal-tax-returns-expanded-
access-for-more-taxpayers-planned-for-the-2025-filing-season

Republican lawmakers generally have been wary of Direct File, arguing that it requires congressional
authorization and that allowing the nation’s tax collector to also be involved in the filing process gives the IRS
too much power. Democrats have countered that halting the program would rob taxpayers of a free and
convenient way of filing their returns. (IRS Commissioner Danny Werfel, for his part, has argued in
appearances before various congressional committees that launching Direct File falls within the agency’s
general authority to administer the tax system in ways that promote taxpayer convenience, that the Direct File
does not put the IRS into the role of a tax return preparer since taxpayers are responsible for entering their
own data into the system, and that Direct File is intended to serve as just one in an array of options available
to taxpayers when they file their returns.)

Other policy riders: The subcommittee-approved measure also includes largely familiar provisions that would
require the IRS to: provide employee training programs related to taxpayer rights and various customer service
issues; institute policies to safeguard taxpayer information and protect against identity theft; issue
confirmation notices for any address changes relating to an employer making employment tax payments;
increase staffing for “1-800” telephone assistance; and allocate resources to improve response time for
customer assistance requests—particularly for individuals who are victims of tax-related crimes.

In addition, the measure would prohibit the Service from using appropriated funds to target US citizens for
exercising First Amendment rights, target groups for regulatory scrutiny based on their ideological beliefs, pay
for conferences that do not meet standards and requirements laid out by IRS leadership, pay a performance
bonus or other monetary award to a current employee or rehire a former employee without taking into
account their professional conduct and compliance with federal tax law, or violate the requirements of section
6103 regarding disclosure of tax returns and tax return information.
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Yellen fields budget questions from Senate appropriators

Across the Capitol, IRS discretionary and mandatory funding were addressed only in broad strokes when the
Democratic-led Senate Appropriations Financial Services and General Government Subcommittee held a June
4 hearing with Treasury Secretary Janet Yellen to discuss the Biden administration’s FY 2025 budget request
for her department.

Yellen and the panel’s Democrats generally lauded how the IRS has deployed the Inflation Reduction Act
funding to recoup significant amounts of revenue from large corporations, complex partnerships, and wealthy
individuals that have underpaid their taxes or failed to file returns altogether. In an exchange with
subcommittee Chairman Chris Van Hollen, D-Md., Yellen also reiterated the IRS’s commitment to comply with
the White House mandate that forbids the agency from using that funding to increase audit rates (relative to
historic levels) on small businesses and individuals with income of less than $400,000.

Subcommittee ranking member Bill Hagerty, R-Tenn., commented in his opening statement that the IRS’s
decision to use the one-time Inflation Reduction Act funding to hire a host of permanent new enforcement and
taxpayer service employees means that lawmakers will be “force[d] to make a difficult decision” once the
mandatory funding stream runs dry, since the agency inevitably will ask Congress for an even bigger operating
budget to avoid the prospect of layoffs. Hagerty also contended that the IRS has not been “forthcoming” about
the true cost of the Direct File program. He did not pursue either of these issues during his subsequent
guestioning of Secretary Yellen, however.

What’s next in the IRS funding fight?

If the pared-down IRS funding package approved by House appropriators on the Financial Services and General
Government Subcommittee this week clears the full Appropriations Committee and subsequently passes in a
House floor vote on the strength of Republican votes alone—outcomes that appear likely—it is destined to
encounter resistance in the Democratic-controlled Senate, where appropriators are more likely to approve an
IRS funding package that aligns with the Fiscal Responsibility Act and the administration’s budget blueprint.

Senate Appropriations Financial Services and General Government Subcommittee Chairman Chris Van Hollen
dismissed the emerging House bill as “a nonstarter” when legislative text was made public on June 4. (As of
press time, Van Hollen had not set a date for his panel to mark up its own funding proposal.)

Senate Finance Committee Chairman Ron Wyden, D-Ore., meanwhile, commented in a June 4 news release
that the House measure would “deprive law-abiding taxpayers of the choice to file their taxes for free with the
IRS’s new direct file program by shutting it down before it expands nationwide”; moreover, he said, it would
reward “rich tax cheats” and penalize “typical Americans who earn a wage [and] follow the law. . . .”

Ultimately, lawmakers may have to adopt a temporary stop-gap funding measure when the government’s
fiscal year ends on September 30, meaning IRS funding and other contested issues could be kicked to a post-
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election “lame duck” session of Congress or even into next year when a new Congress (and perhaps a new
president) will be empowered to craft a more durable budget.

—  Michael DeHoff
Tax Policy Group
Deloitte Tax LLP

Treasury and IRS provide new safe harbor for domestic content bonus credit
requirements

The Treasury Department and the Internal Revenue Service released Notice 2024-41 on May 16 (and a
corrected version on May 24), which modifies section 3.03(2)(b) and (c) and 3.04 of Notice 2023-38 relating to
a safe harbor classification of certain components in representative types of qualified facilities, energy
projects, or energy storage technologies for purposes of qualifying for the domestic content bonus credit
amounts under Internal Revenue Code sections 45, 45Y, 48, and 48E.

URL: https://www.irs.gov/pub/irs-drop/n-24-41.pdf

URL: https://www.taxnotes.com/research/federal/irs-guidance/notices/guidance-issued-domestic-content-bonus-credit-
energy-projects/7gplw?

Among other things, the notice:

e Expands the list of Applicable Projects in “Table 2—Categorization of Applicable Project components”
to include hydropower and pumped hydropower storage facilities;

e Includes certain Manufactured Product Components with respect to previously listed Applicable
Projects in Table 2; and

e Provides a new safe harbor that taxpayers may elect to use, which simplifies the Domestic Cost
Percentage calculation for solar photovoltaic, land-based wind, and battery electric storage system
Applicable Projects.

Find out more

A new alert from Deloitte Tax LLP provides an overview of the notice.
URL: https://dhub.deloitte.com/Newsletters/Tax/2024/TNV/240607_2_suppA.pdf

— Michael DeHoff
Tax Policy Group
Deloitte Tax LLP
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Senate taxwriters vet Tax Court nominees

The Senate Finance Committee this week took a step towards filling three vacancies on the US Tax Court,
hosting a hearing for nominees who did not face any apparent opposition from taxwriters of either party. If
their nominations are advanced by the committee and subsequently approved by the full Senate, Rose Jenkins,
Adam Landy, and Kashi Way will begin 15-year terms adjudicating disputes between the IRS and taxpayers.

Three nominees considered

Jenkins is currently an attorney in the office of the IRS Associate Chief Counsel (Procedure and Administration),
Way has spent 19 years as a staff member at the Joint Committee on Taxation, and Landy has been serving as a
special trial judge for the Tax Court since 2021. The Tax Court has been relying on special trial judges as one
way to handle its vacancies and the backlog of cases that arose during the early years of the COVID-19
pandemic; however, under the court’s rules, special trial judges aren’t authorized to make decisions in large
cases, making the need for a full bench important. There are currently six vacancies among the 19 seats.

URL: https://www.ustaxcourt.gov/resources/ropp/Rule-182_Amended_03202023.pdf

All three nominees told Finance members at the June 4 hearing that they would work to help whittle down the
court’s backlog by holding pre-trial discussions with taxpayers to ensure a smooth process, working efficiently,
and aiming to issue opinions as quickly as possible. They also committed to ensuring that self-represented
taxpayers know their rights and the resources available to them and receive fair hearings against the well-
resourced IRS.

The committee will hold votes on advancing these nominees at a yet-to-be-scheduled mark-up session. Both
Finance Committee Chairman Ron Wyden, D-Ore., and ranking Republican Mike Crapo, R-lIdaho, have indicated
that they support all three.

President Biden on May 9 announced that he has nominated Jeffrey Arbeit, Cathy Fung, and Benjamin Guider
Il to fill the remaining three Tax Court vacancies; however, the Finance Committee has not yet scheduled a
hearing to vet them.

URL: https://www.whitehouse.gov/briefing-room/statements-releases/2024/05/09/president-biden-announces-key-
nominees-73/

Treasury IG nominee also vetted

Also at the June 4 hearing, Senate taxwriters considered the president’s nomination of James lves to serve as
Treasury Department inspector general (IG). Ives currently is a deputy inspector general at the Defense
Department.

The IG’s office at Treasury has broad authority over the department’s operations generally, as opposed to the
office of the Treasury Inspector General for Tax Administration (TIGTA), which focuses more narrowly on the
IRS and the administration of tax laws.
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— Storme Sixeas
Tax Policy Group
Deloitte Tax LLP

Predictable partisanship over payroll taxes, retirement age as House taxwriters
examine Social Security insolvency threat

Republicans and Democrats on the House Ways and Means Social Security Subcommittee hewed to familiar
partisan positions on the relative merits of raising the retirement age and increasing the employment tax wage
base during a June 4 hearing to discuss the latest annual Social Security Trustees report, which predicts that—
within the next decade—the federal retirement program will be unable to pay full benefits as scheduled under
current law.

2024 Trustees Report

According the most recent Trustees’ Report, the combined Old-Age and Survivors and Disability Insurance
(OASDI) trust funds will be exhausted and the program will be unable to pay full benefits in June 2035. (The
retirement and disability components of Social Security are technically separate entities.) At that point, absent
intervening action by lawmakers to shore up its finances, the program’s trustees project that benefits would
have to be cut by roughly 17 percent as a result of the program only being able to pay benefits commensurate
with payroll tax revenue and income taxes assessed on certain Social Security benefits.

URL: https://www.ssa.gov/OACT/TR/2024/tr2024.pdf

The outlook is even worse if positive DI trust fund balances are not used to cover upcoming shortfalls in the
Old Age and Survivors Insurance (OASI) trust fund. In that case, retirement and survivors benefits would have
to be trimmed by 21 percent in November of 2033, when the OASI trust fund, on its own, is projected to
become insolvent. (According to the 2024 Trustees’ Report, the much-smaller DI trust fund—by itself—is in
much better financial shape and is expected to remain solvent until 2098.)

As was discussed at the hearing, Social Security’s imbalance is mainly a function of demographics—that is, the
continuing retirement of the Baby Boom generation, longer life expectancies, and declining birth rates. At the
program’s inception, there were roughly 16 workers paying into the system for every person drawing benefits.
Today, however, there are only about 2.7 workers per beneficiary, and within about 50 years, it is projected
there will be only 2 workers per beneficiary.

Subcommittee Chairman Drew Ferguson, R-Ga., alluded to this demographic pinch during his opening
statement.

“Simply put, more people are and will be collecting Social Security for longer periods of time and we are
looking at a situation where we will have fewer workers,” Ferguson said.
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Social Security 2100 Act

With an eye toward closing the program’s funding gap, subcommittee ranking member John Larson, D-Conn.,
has introduced the Social Security 2100 Act (H.R. 4583) in each of the past several congresses. According to
Larson, his legislation—which, in the 118th Congress, is cosponsored by almost 200 other Democrats—would
make the program solvent until 2066. The most recent iteration of the legislation includes, among other
changes, provisions that would:

URL: https://www.congress.gov/bill/118th-congress/house-bill /4583 /text

e Apply the payroll tax to wages above $400,000—a threshold that would not be indexed for inflation.
This would be in addition to the current tax on an inflation-indexed wage base that, in 2024, maxes out
at $168,600. Adding a second employment-tax tier would create a so-called “doughnut hole” within
which wages above the current-law cap (indexed for inflation) and below $400,000 would not be
subject to payroll tax. Because the current-law wage cap for applying employment taxes is indexed for
inflation, however, that amount gradually would increase over time until it reaches $400,000 (the
unindexed threshold for the proposed second-tier tax) and closes the doughnut hole altogether.

e Increase retirement benefits for all recipients by roughly 2 percent.

e Revise the annual inflation index for benefits to one that more heavily weights health care and other
expenses more commonly incurred by seniors.

e Increase the thresholds for non-Social Security income above which beneficiaries are subject to income
tax on their Social Security benefits.

e Combine the retirement and survivors (OAS) and disability insurance (DI) trust funds into a single trust
fund, thereby eliminating the potential need for transfers between the two.

During the hearing, ranking member Larson made a forceful argument in favor of stabilizing Social Security’s
finances through his vision of higher taxes and, to a lesser extent, higher benefit payments.

“Congress has not done its job in over 50 years,” Larson said. “We have not enhanced this program so that
[our] constituents are better served.”

Partisan sticking points

One proposal that Rep. Larson’s bill does not include is an increase in either the full or early retirement age.
Under present law, reduced retirement benefits may be claimed early, at age 62. The full retirement age is
subject to an increase that is being gradually phased in until it reaches 67 for those born in 1960 or later.

This issue is sure to be a sticking point in any future effort to reform Social Security.

Several Republicans at the hearing appeared amenable to a further phased increase in the retirement age,
which they argued would be warranted to better reflect increases in longevity.

For its part, the Republican Study Committee—a caucus that includes more than 170 House Republicans—
released a fiscal year 2025 budget plan on March 20 that calls for additional “modest adjustments to the
[Social Security] retirement age for future retirees to account for increases in life expectancy.”

URL: https://hern.house.gov/uploadedfiles/final_budget_including_letter_word_doc-final_as_of march_25.pdf
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But Democrats, who made reference to this GOP budget proposal several times during the hearing, generally
argue that a retirement age increase would disproportionately impact lower-income workers who tend to have
shorter life spans on average, as well as workers in high-risk or physically demanding jobs (in fields such as law
enforcement or construction, for example) who may not be able to work into their seventies.

“The Republican Study Committee, the largest caucus in the House Republican conference, proposed $1.5
trillion in cut[s] to Social Security, including by raising the retirement age for working Americans—a 21 percent
cut in benefits,” said ranking member Larson during an exchange with witness Stephen Goss, the Social
Security Administration’s chief actuary.

Goss agreed with Larson’s premise.

“It would depend on how rapidly we did this, but at the point at which we had the retirement age raised by . . .
three years. . ., that reduces retirement benefits, monthly benefits, and lifetime benefits by about 6.5 to 7
percent for each year that we raise, so an additional three-year increase in the normal retirement age would in
fact lower benefits by on the order of 20 percent,” Goss said.

Not surprisingly, another sticking point revolves around the payroll tax—with GOP members generally opposed
to raising the rate or the wage base on which it is applied, particularly if such a policy is not paired with
concurrent efforts to restrain benefits, increase the retirement age, or both.

Chairman Ferguson took aim at this issue during an exchange with witness Phillip Swagel, director of the
nonpartisan Congressional Budget Office. Ferguson argued that raising the payroll tax wage base—on its
own—would not be sufficient to address Social Security’s pending shortfalls over the long term.

Swagel more or less confirmed that notion in his response.
“If we increase the taxable share [of economy-wide wages] back to 90 percent, it’s around 82.5 percent now . .
., that would delay exhaustion by four years,” Swagel said. “If we said everything above $250,000 is taxable,
that would delay exhaustion by 13 years.”
“So, it makes a difference, but . . . there is still a challenge after that,” he concluded.

— Alex Brosseau

Tax Policy Group
Deloitte Tax LLP

Deloitte Tax looks at the impact of section 987 proposed regulations

Two new resources from Deloitte Tax LLP address the implications for taxpayers of recently proposed
regulations under section 987.
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Investment management, global funds, real estate structures

Investment management firms, global funds (real estate, infrastructure, etc.) and US real estate investment
trusts (REITs) continue to invest in jurisdictions outside the United States, many with operations in varying
foreign currency environments, which presents several tax considerations, including section 987.

The new proposed section 987 regulations would, if finalized, bring funds and REITs under a new set of rules
for section 987, impacting ongoing taxable income and basis computations, timing and character of gain and
loss recognition, and much more. It is important to keep section 987 issues and developing regulatory
guidance under section 987 in mind throughout the life of the fund or a REIT with investments in different
currency environments.

Deloitte Tax resource guide available: A new “5 x 5” resource guide from Deloitte Tax LLP discusses five
insights taxpayers need to know about section 987 and the new proposed regulations and five actions
taxpayers should take now as they plan or analyze transactions.

URL: https://www?2.deloitte.com/content/dam/Deloitte/us/Documents/Tax/us-tax-5x5-impact-of-section-987.pdf

Tax News & Views podcast offers section 987 explainer

For businesses operating in international markets and transacting in foreign currencies, the section 987
regulations may bring some much-needed clarity for handling currency gains and losses. Tune in to the latest
Tax News & Views podcast to hear from Deloitte tax specialists about what taxpayers can expect when these
rules go into effect and how best to prepare for the upcoming changes.

URL: https://www?2.deloitte.com/us/en/pages/tax/articles/section-987-explained-taxation-of-foreign-gains-and-
losses.html

—  Michael DeHoff
Tax Policy Group
Deloitte Tax LLP
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