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POLITICS

Biden Tax Plan Leans on Banks to Help Find Unreported
Income

The proposal would require banks to report annual account inflows and outflows to the Internal
Revenue Service

President Biden’s American Families Plan relies on $700 billion in revenue the administration says
would come from a significant expansion of the IRS,
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Part of the funding for President Biden’s $1.8 trillion American Families Plan hinges on a
beefed-up reporting requirement for banks designed to identify unreported income.

The proposal would require banks to report annual account inflows and outflows to the
Internal Revenue Service. The requirement would also extend to peer-to-peer payment
services such as Venmo but wouldn’t require individuals and businesses to report any
additional information to the government, according to people familiar with the plan,

Financial institutions already must report interest, dividend and investment income, and
the IRS can get bank information during audits.
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“Providing the IRS this information will help improve audit selection so it can better
target its enforcement activity on the most suspect evaders, avoiding unnecessary (and

costly) audits of ordinary taxpayers,” the Treasury Department said in a statement
Wednesday.

The Biden plan, which includes new spending on child care, education and paid leave,
relies on $700 billion in revenue the administration says would come from a significant
expansion of the Internal Revenue Service. The information-reporting expansion of the
plan, combined with some other efforts, would yield about $460 billion of the $700 billion
in additional tax collection under the Biden IRS changes, the people said.

The plan would largely affect the bank accounts of business owners, placing financial
institutions at the center of an effort to curb unreported or misreported business income.
The IRS estimates that up to 55% of business income is unreported or misreported.

The proposal is expected to face pushback from the banking industry, which in the past
has been critical of the costs associated with additional compliance burdens. The level of
pushback will depend on how resource-intensive it will prove for banks to comply, said
Dan Stipano, a former top attorney at the Office of the Comptroller of the Currency.
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“If it is something that they already capture, it may not be such a big deal,” Mr. Stipano
said. “But if not, I could see it adding significantly to their already considerable
compliance costs and burdens.”

Former IRS officials and progressive groups have for years floated the idea of using bank-
account information to narrow the tax gap—the IRS’s estimate of taxes it believes are
owed but not paid. The gap neared $600 billion in 2020, according to estimates by former

IRS Commissioner Charles Rossotti, who has advocated for a version of the plan, and
others.

https://www.wsj.comlarticles/biden-tax~plan-leans-on-banks—to-heIp-ﬁnd-unreported—income—11619701380?st=drinhqymaigngf&reﬂink=artic|e_email_s... 2/4



9/14/21, 1:19 PM Biden Tax Plan Leans on Banks to Help Find Unreported Income - WSJ

“It makes more sense to collect the taxes that are already on the books before we raise
them on the people that are already paying,” Mr. Rossotti said.

The additional information would allow auditors to identify inconsistencies between a
person’s business and bank statement, former Treasury Secretary Larry Summers said.

“We require extensive reporting when employers send money to employees,” he said.
“Why shouldn’t we require extensive reporting on interactions between wealthy
customers and banks?”
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Still, compelling banks to share data on customer accounts, a move that requires
congressional approval, would amount to just an initial step in narrowing the gap.
Knowing how much money came into and out of an account doesn’t by itself tell the IRS
whether there is unreported income. People can receive nontaxable gifts or spend money
on deductible business expenses, for example.

Rep. Kevin Brady (R., Texas), the top Republican on the House Ways and Means
Committee, said the information-reporting plan sounds like a “dangerous overreach” and
runs the risk of turning local banks into extensions of the IRS. “Many Americans will be
very resistant to that,” he told reporters on Thursday. “I do think there are ways to
Improve information reporting that isn’t that intrusive.”

The IRS would need to figure out a way to use the information to decide which business
owners to audit and what questions to ask them. The plan also includes billions of dollars
for technology and staffing so the IRS could digest and analyze that information.
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“The jury is out on whether the IRS has the capacity to do this properly,” said Nina Olson,
who was an in-house RS watchdog from 2001 to 20109,

The change might have some effect on tax compliance even if the IRS can’t figure out how
to use the information efficiently. That’s because taxpayers might start being less

aggressive in their tax affairs once they know the IRS has a clearer view into their bank
flows.
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Appeared in the April 30, 2021, print edition as "IRS Needs New Tool To Fund Program.”
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