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Highlights

e Tax compliance has become front page news. On
April 13, 2021, the Internal Revenue Service (IRS)
Commissioner in testimony before a Congressional
Committee said that the U.S. government may be losing
nearly $1 trillion in unpaid taxes every year and called
for increased IRS funding and resources enforcement to
close the “tax gap.” Several weeks thereafter, President
Joe Biden introduced his infrastructure bills - the
American Jobs Act and the American Families Plan -
and apart from proposed corporate and income tax
increases, a key component and “pay for” each plan is
revenue raised through increased IRS tax enforcement
(funding, resources and technology) to
ensure that large corporations and wealthy individual
taxpayers pay their fair share.

information,

e In addition, with current resources, the IRS and tax
administrations internationally are now focusing their
attention on enforcement, particularly on cryptocurrency.

e Taxpayers should not ignore these developments. They
should review their situation and, if necessary, seek to
remediate any noncompliance.

e This Holland & Knight alert provides an overview of
significant developments.

Internal Revenue Service (IRS) Commissioner Chuck Rettig on
April 13, 2021, told a U.S. Senate panel that the tax gap[1]
in the U.S. may total $1 trillion per vyear. In his view, the
increase from prior estimates is due, in part, to the rise in
use of cryptocurrencies, offshore tax evasion and the use of
pass-through businesses that underreport income to the IRS.

After the Commissioner’s statement, the focus on tax
compliance was further heightened when it became a
central part of how to pay for the Biden Administration
infrastructure proposals contained in the American Jobs
Plan and the American Families Plan currently wending their
way through Congress.

Biden Administration
Proposals

The Biden Administration seeks to overhaul the tax
administration system to ensure that large corporations
and wealthy individual taxpayers pay their fair share. This
tax initiative is reflected in the Biden Administration’s
infrastructure legislative proposals, as well as in its
upcoming fiscal year 2022 budget.

First, the American Jobs Plan, dealing with ‘“hard”
infrastructure, is proposed to be paid for through corporate



tax increases and ramping up enforcement against
corporations and an increase in the IRS enforcement
budget so more revenue agents can be hired and trained
to “identify when corporations - and the wealthy individuals
who own them - underpay.

Second, the American Families Plan, dealing with “human”
infrastructure, is proposed to be paid for through a
series of individual income tax increases and directing
approximately $80 billion to the
technology infrastructure and increase hiring and training
of auditors. The additional resources are intended to
be utilized for auditing large corporations, partnerships
and high-net-worth individuals. Another element of this
enhanced enforcement initiative is legislation to require
financial institutions to include in their annual reports
additional information about their account holders.[2] It is
anticipated that these reforms would generate an additional
$700 billion in tax revenues over the next decade.[3]

(See  Holland &  Knight's alerts,  Biden
Administration’s Made in America Tax Plan: Procedural
Aspects, April 8, 2021; Made
in America Tax Plan: Interaction with OECD Inclusive
Framework, April 15, 2021; and Biden's American Families
Plan Proposes Income Tax Hikes, April 29, 2021.)

IRS to modernize
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Third, the Biden Administration’s $1.5 trillion budget for
fiscal year (FY) 2022 also focuses on enhancing taxpayer
compliance - including an additional $900 million for audits,
as part of a 10.4% increase in the IRS’ budget. In addition
to IRS spending, the discretionary spending proposal
includes $191 million for the U.S. Department of the
Treasury’s Financial Crimes Enforcement Network (FInCEN)
to create a database that tracks the ownership and control
of certain companies and organizations. The FY 2022
budget will likely include additional proposals to address the
tax gap.

Congressional Initiatives

A number of Senate and House members also have
introduced initiatives relating to enhancing IRS compliance
of large corporations and wealthy individual taxpayer.
While not the prime focus given the Biden Administration’s
infrastructure proposals, some portions
proposals could become part of the legislative deal making.

Sens. Elizabeth Warren (D-Mass.), Sheldon Whitehouse
(D-R.1) and Rob Portman (R-Ohio) and Rep. Lloyd Doggett
(D-Texas) are among the members of Congress seeking
stricter enforcement of tax laws against the ultra-rich and
big corporations.

of the below

Sen. Warren has proposed the Ultra-Millionaire Tax Act of
2021 (S. 510), introducing a wealth tax. The bill includes a

proposal to increase IRS funding by $100 billion over the
next 10 years, 70% of which new money would be required
to be used for wealth tax’s enforcement. In addition, the
bill  would expand reporting requirements
and would mandate the IRS to create new regulations
that would require taxpayers subject to the wealth tax
to report information related to the net value of their
assets. Taxpayers (as well as financial institutions, business
entities or other persons) would have the responsibility
for reporting such information). Moreover, the bill would
require the Treasury Secretary to annually audit no less than
30% of the taxpayers required to pay the wealth tax.

information

Rep. Doggett and Sen. Whitehouse have reintroduced the
Stop Tax Haven Abuse Act (S. 725), which intends to close
offshore loopholes that allow taxpayers to book profits in
tax havens. The bill includes proposals that deter the use of
tax havens for evading U.S. taxes by 1) imposing sanctions
against foreign institutions and others that impede U.S. tax
enforcement, 2) treating certain foreign corporations worth
$50 million or more that are managed and controlled in the
U.S. as U.S. taxpayers, 3) requiring banks and brokers who
discover money laundering by U.S. taxpayers to disclose
such information to the IRS, 4) increasing penalties for
corporate insiders who fail to disclose stock holdings and
transactions with affiliated offshore entities, among others.
In addition, the Foreign Account Tax Compliance Act of
2010 (FATCA) would be strengthened in various ways.

Sen. Portman is also working toward

evasion. In the

combating

cryptocurrency  tax Senate Finance
Committee meeting of April 13, 2021, the senator indicated
that his office is working on a bill that would define
cryptocurrency for tax purposes and would impose new

reporting rules.

Further, the Senate Committee on Finance’s Subcommittee
on Taxation and IRS Oversight will hold a hearing on
May 11, 2021, to address closing the tax gap from
noncompliance and offshore tax evasion. Current and
former government officials will testify and describe tax gap
issues and potential solutions.

Not to be outdone by the Senate, the House Committee
on Ways and Means will hold a hearing on May 12, 2021,
entitled Funding Our Nation’s Priorities: Reforming the
Tax Code’s Advantageous Treatment of the Wealthy. This
hearing will likely discuss the tax gap and enforcement
initiatives targeting high-income taxpayers.

Enforcement Efforts

IRS Global High Wealth Industry Group
The Global High Wealth Industry (GHW) Group, within
the Large Business and International Division, focuses on
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conducting audits of high-income/high-wealth taxpayers.
[4] In 2020, the GHW initiated a campaign of auditing
hundreds of high-net-worth individuals. With the Biden
Administration’s increased attention on tax enforcement
and evasion, the activities of this group should be central to
continued enforcement efforts.

Cryptocurrency

The IRS has also been combatting tax evasion with a major
emphasis in cryptocurrency. For taxable year 2019, the IRS
added a question in Schedule 1 of the U.S. individual tax
return (Form 1040) that queried whether the individual
taxpayer had received, sold, exchanged or
acquired any financial interest in any virtual currency. For
tax year 2020, the IRS moved the cryptocurrency question
from Schedule 1 to a more prominent spot on Page 1
of the Form 1040, right after the taxpayer's name and
address. The location change of this question is consistent
with  Commissioner Retting’s intention to look closer at
cryptocurrency transactions and pursue its tax evaders.

otherwise

Other tools that the IRS uses to crypto
noncompliance are the new Operation Hidden Treasure
and the “John Doe” summons. Under the Operation Hidden
Treasure initiative, the IRS’ Criminal Investigation and Fraud
Enforcement Office collaborate to find taxpayers that have
unreported income from virtual currency transactions.
Through a “John Doe” summons,[5] the IRS requests
information from crypto exchanges related to U.S. taxpayers
who conducted the equivalent of at least $20,000 in
transactions in cryptocurrency during 2016 to 2020. In
March and April 2021, two virtual currency exchanges were
subject to these types of summonses.

uncover

International Efforts

The Joint Chiefs of Global Tax Enforcement (known as the
J5) is also directing their efforts toward cryptocurrency tax
enforcement. The J5, an international group of tax regulators
committed to combatting transnational tax crime. It recently
held an annual event called “The Challenge,” which this
year focused on cryptocurrency and the involvement of the
financial technology (FinTech) industry in global tax evasion.
During the event, experts from each country collaborated
and shared information to generate leads and find tax
offenders using cryptocurrency. A list of companies identified
from leads suggesting criminal behavior was created, and
it is anticipated that these companies will be part of the
countries’ tax investigation efforts.

Information Received from IRS Compliance

Initiatives
The IRS has offshore voluntary disclosures
initiatives, to include the Streamlined Foreign Offshore

several

Procedures, the Streamlined Domestic Offshore Procedures,
the Offshore Voluntary Disclosure Program and the Criminal
Investigation Voluntary Disclosure Practice, among others.
A byproduct of these initiatives is that the IRS receives
detailed data providing insight into taxpayers’ dealings with
foreign financial institutions, activities of foreign account
managers and other fiduciaries who may have assisted
taxpayers in evading U.S. tax, and the flow of funds among
various offshore financial centers.

Other Initiatives

The IRS’ Large Business and International Division has
several active campaigns to address specific tax issues
through audits. In fall 2020, the IRS hired audit and tax
specialists to address partnership audits. The new hires are
undergoing training, and it is anticipated partnership audits
will increase in fall 2021.

Noncompliant U.S. Taxpayers
Would Be Advised to

Take Action to Come into
Compliance

As can be seen, there is a concerted effort now to ramp
up IRS funding so as to enable the agency to better
perform its compliance and audit responsibilities and close
the “tax gap.” On April 28, 2021, the U.S. Department of
the Treasury issued a press release in connection with
the Biden Administration's American Families Plan. In
the release, the Treasury Department announced several
significant tax administration reforms that would provide
additional resources to the IRS to combat sophisticated
tax evasion: through a sustained, multiyear funding stream,
access to more complete information and the ability to
cross-check the accuracy of tax filings, an overhaul of the
IRS" information technology (IT) systems and increased
complex investigations auditor training The focus would be
on large corporations, partnerships and wealthy taxpayers.

Taxpayers within this group would be well advised to
prepare for possible IRS audits.

For more information or assistance with any of these
programs, contact the authors or another member
of Holland & Knight's Taxation Team or Offshore Tax
Compliance Team.

Notes

1. The tax gap is the difference between the amount that
should have been reported on tax returns and the amount
actually collected by the Internal Revenue Service.
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2. This includes information about aggregate account
outflows and inflows. This additional information should
assist the IRS in its collection efforts.

3. Recently, five former IRS Commissioners have come out
in support of the Biden Administration proposal to increase
funding of the IRS, commenting that his proposal would
restore the IRS tax administration system to make it fairer
and more effective. This would be accomplished through
information, resources and technology. See Opinion: Five
former IRS commissioners: Biden's proposal would create a
fairer tax system, The Washington Post (May 4, 2021).

4. See The IRS global high wealth industry group: how the
IRS targets high net worth individuals, Alan W. Granwell
and Andrea Darling de Cortes, International Bar Association,
Private Client Tax Committee Publication (Oct. 7, 2020).

5. A “John Doe” summons is an investigative tool used by
the IRS to seek information about unnamed taxpayers
from a third party. A “John Doe” summons allows the IRS
to obtain the names, requested information and documents
concerning of taxpayers in a certain group.

Information contained in this alert is for the general education
and knowledge of our readers. It is not designed to be, and
should not be used as, the sole source of information when
analyzing and resolving a legal problem, and it should not
be substituted for legal advice, which relies on a specific

attorney-client relationship. If you have specific questions
regarding a particular fact situation, we urge you to consult
the authors of this publication, your Holland & Knight
representative or other competent legal counsel.
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