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Notice 2018-54: Future regulations to address state and
local tax deductions

The IRS today released an advance version of Notice 2018-54 stating that the IRS
and Treasury Department intend to propose regulations to address the federal income
tax treatment of certain payments made by taxpayers for which taxpayers receive a credit
against their state and local taxes.

Background

A provision of the new federal tax law (Pub. L. No. 115-97, enacted December 22,
2017) limits an individual's deduction under section 164 for the aggregate amount of
state and local taxes paid during the calendar year to $10,000 ($5,000 in the case of a
married individual filing a separate return). State and local tax payments in excess of
those amounts are not deductible. The new limitation applies to tax years beginning
after December 31, 2017, and before January 1, 2026.

Notice 2018-54

Notice 2018-54 [PDF 29 KB] explains that in response to the new limitation on state
and local tax payments, some state legislatures are considering (or have already
adopted) legislative proposals that would allow taxpayers to make transfers to funds
controlled by state or local governments, or other transferees specified by the state, in
exchange for credits against the state or local taxes that the taxpayer is required to
pay. The IRS notice states that the aim of these proposals is to allow taxpayers to
characterize these transfers as fully deductible charitable contributions for federal
income tax purposes, while using the same transfers to satisfy state or local tax
liabilities.

According to the IRS notice, “...despite these state efforts to circumvent the new
statutory limitation on state and local tax deductions, taxpayers should be mindful that
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federal law controls the proper characterization of payments for federal income tax
purposes.”

The notice continues:

The Treasury Department and the IRS intend to propose regulations addressing
the federal income tax treatment of transfers to funds controlled by state and local
governments (or other state-specified transferees) that the transferor can treat in
whole or in part as satisfying state and local tax obligations. The proposed
regulations will make clear that the requirements of the Internal Revenue Code,
informed by substance-over-form principles, govern the federal income tax
treatment of such transfers. The proposed regulations will assist taxpayers in
understanding the relationship between the federal charitable contribution
deduction and the new statutory limitation on the deduction for state and local tax
payments.

Read a related IRS release (IR-2018-122)

KPMG observation

To date, New York and Oregon have enacted legislation allowing a state income tax
credit for donations to certain funds, and Connecticut and New Jersey have
authorized local governments to establish certain funds and provide a credit against
property taxes for donations to the funds. Other states have or are considering similar
measures.

The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters"
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is issued
for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed therein, and is
not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be
accurate in the future. Applicability of the information to specific situations should be determined through consultation with your
tax adviser.

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms.
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not
and nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents,
partners, or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG
International or any member firm in any manner whatsoever.

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG'’s
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax.

Privacy | Legal

© 2018 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A

The KPMG name and logo are registered trademarks or trademarks of KPMG International


https://www.irs.gov/newsroom/irs-issues-notice-on-state-and-local-tax-deductions
mailto:US-KPMGWNT@kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT@kpmg.com?subject=Unsubscribe:%20TaxNewsFlash
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

	TaxNewsFlash

