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The outcome of the 2024 elections will have major implications
for the end-of-2025 tax cliff, when individual and pass-through
provisions of the 2017 Tax Cuts & Jobs Act (TCJA) expire.

If either party sweeps in the elections, they would be expected to
pursue a budget reconciliation bill focused on extending the expiring
TCJA provisions as they see fit — the specific items that are extended,
the degree to which the cost is offset, and how — along with other
priority issues. Extending TCJA provisions would cost $4t (interest
costs aside), the Congressional Budget Office (CBO) has projected.
Republicans would likely seek to extend most or all expiring provisions,
and House members, at least, want to try to offset at least part of the
cost. Democrats would likely seek to extend the expiring TCJA
provisions only for those with under $400,000 in annual income, and
with revenue offsets targeting high-income individuals and
corporations. Tax increases are possible under any of three potential
scenarios: (1) a Republican sweep; (2) a Democratic sweep; and (3)
divided government, with parties splitting control of the House, Senate
and White House.
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Republican sweep

Republicans have already signaled that if they are in control
of the House, Senate and White House in 2025, they would act
early on a tax-focused reconciliation bill — before the debt
limit bill required by sometime mid-year brings debt concerns
front and center.

The debt limit suspension is lifted January 1, 2025, but temporary
“extraordinary measures” taken by the Treasury Secretary likely will
push the date for required action months beyond then. There is little
consensus on the need for revenue offsets. House Republicans have
signaled that they are more inclined to support revenue offsets than
their Senate counterparts, and some even support an increase in the
21% corporate tax rate, as House Ways & Means Committee Chairman
Jason Smith (R-MO) said in May 2024. Senate Republicans have made
statements suggesting they are inclined to rely, at least in part, on the
economic growth potential to justify the cost of the TCJA extensions.
Former President Trump shares that view, saying that he would rely on
growth to pay for extending expiring tax provisions.

Chairman Smith also said additional sources of revenue could be
required to enact the TCJA extensions, as concerns over debt and
deficits intensify. “Whether it's Democrat or Republican, there's people
on both sides of the aisle that believe that the corporate tax rate is not
enough,” he said.
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Rolling back Inflation Reduction Act (IRA) energy credits is a likely
focus for revenue under the all-Republican scenario, as it already has
been in the GOP-led House. The April 2023 “Limit, Save, Grow" GOP
debt limit bill (H.R. 2811) proposed repealing or rolling back to prior law
a broad swath of IRA credits; and the “Build It in America Act” (H.R.
3938), the GOP precursor to the 2024 bipartisan tax bill, would more
narrowly only have repealed the EV-related credits. Republicans have
been especially critical of EV credits, and credits for clean hydrogen,
storage, and technology-neutral credits have also been targeted. “I
cannot imagine a world, if we have the House, the Senate, and the
presidency, where we do not pull up by its roots, many, if not all of the
tax subsidies for green energy corporations,” Rep. Jodey Arrington (R-
TX), Budget Committee chairman and a Ways and Means Committee
member, said in June 2024.

The appeal of the IRA energy provisions as a revenue source has grown
along with their projected costs. As approved in August 2022, the
energy tax credits were slated to cost $271b over 10 years.

IRA energy provisions (JCX-18-22, August 9, 2022) cos?/ril%yrs May ‘23 repeal Sa\l;:]ci;t;ow
Credit for renewable electricity (45) -$51b $85.5b Modified
Energy credit (48) -S14b $57b Prior law
Increased solar credit for low-income communities (above) (above) Repeal
Zero-emission nuclear power production credit (45U) -$30b $30b Repeal
Sustainable aviation fuel credit -$49m $205m Repeal
Credit for production of clean hydrogen (45V) -$13.2b $34.8b Repeal
Nonbusiness energy credit (25C) -$12.5b $22.8b Prior law
Residential energy efficient credit (25D) -$22b $23.9b Prior law
Commercial buildings deduction (179D) expansion -$362m S707m Prior law
New energy efficient home credit (45L) -S2b $2b Prior law
Clean vehicle credit (30D) -$7.5b $99.1b Prior law
Credit for previously-owned clean vehicles (25E) -$1.3b $763m Repeal
Credit for qualified commercial clean vehicles (45W) -$3.6b (above) Repeal
Alternative fuel refueling property credit (30C) -$1.7b $1.3b Prior law
Advanced energy project credit (48C) -$6.3b $7.5b Prior law
Advanced manufacturing production credit (45X) -$30.6b $135b Repeal
Clean electricity production credit (45Y) -$11.2b $25.2b Repeal
Clean electricity investment credit (48E) -$50.9b $90.5b Repeal
Cost recovery energy storage technology, etc. -$624m $603m Repeal
Clean fuel production credit (457) -S3b $7.4b Repeal
Carbon sequestration (45Q) -$3.2b $29b

Biodiesel, renewable diesel, alternative fuel credits -$5.6b $9.6b

Second generation biofuel incentives -$54m $3m
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The cost of IRA credits
ballooned from the original
cost as enacted in 2022 to
a May 2023 JCT estimate
of repeal.

Cost estimates of IRA
energy credits

$650b
JCT, May 2023

$700b+
Congressional Budget Office

(CBO), February
2024

$870b
Committee for a Responsible
Federal Budget,
February 2024

$1.2t
Goldman Sachs, April 2023
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Their cost grew with increased uptake and investment. A Joint
Committee on Taxation (JCT) estimate in May 2023 put the cost at
$652.5b over 10 years.

Outside groups have estimated the cost as even higher — at or
exceeding $1t over 10 years. But the energy issue isn't clear-cut: odds
of full or near-full repeal of IRA energy credits are low, as many projects
are in GOP-led districts; Republicans, particularly from the Midwest,
support credits for biodiesel, alternative fuel, and carbon capture and
storage; and repealing tax credits for solar and wind projects is opposed
by some members. Reflecting the disparity among Republicans on this
issue, in an August 6 letter led by Rep. Andrew Garbarino (R-NY), 18
House Republicans warned against “prematurely repealing energy tax
credits, particularly those which were used to justify investments that
already broke ground.”

Another potential area of focus is university endowments, which have
been scrutinized by House Ways & Means Committee members since at
least 2015 and were part of a bill approved by the committee in July,
addressing campus protests. “l am sure that next year, in the Super
Bowl of tax, the endowment tax is going to be top and center of who
should fit within it and who should not,” Chairman Smith said in July
2024. The issue has also caught the attention of Republican vice-
presidential candidate Senator JD Vance (R-OH), who has introduced
bills on the subject in Congress, including a bill (S. 3514) to increase the
excise tax (from 1.4% to 35%) on the net investment income of private
educational institutions with assets of at least $10b in the preceding
tax year. (The 1.4% excise tax was enacted in the TCJA.)

Health care is another potential focus area. While allowing current
health care tax credits to expire may not raise scorable revenue from
government scorekeepers, Republicans could point to savings as a
justification for spending elsewhere. Affordable Care Act (ACA)
premium tax credits for health insurance were expanded in the
American Rescue Plan Act (ARPA), and those expansions were
extended through 2025 under the Inflation Reduction Act (IRA). A
Bloomberg Daily Tax Report story from July 2024 said: “Conservatives,
fighting for tax cuts, are building a case for letting Obamacare’s
premium tax credits expire next year... ‘It's going to draw a lot of
attention about how we proceed forward,” Rep. Kevin Hern (R-Okla.)
said. ‘There's a lot of money being spent so we got to figure out every
avenue to get after this."”
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Rep. Hern, a Ways & Means member, is chair of the Republican
Study Committee, which issued a budget proposal in March 2024 to
eliminate ACA subsidies for those above income thresholds and
“equalize the tax treatment of employer-provided and individually
purchased health insurance."”

Outside groups like the Tax Foundation have also proposed ending the
exclusion for employer-provided health coverage, which would be
politically difficult. The Hern-led RSC budget paper caused additional
controversy among Republicans for its proposal to raise the retirement
age for Social Security.
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Democratic sweep

A Democratic sweep could see a return to the same focus as the
first few years of the Biden Administration: seeking to bolster
caregiving and lower- and middle-income tax benefits, paid for
through “fair share” tax increases on high-income individuals
and corporations, including changes to international tax policy.

Democratic presidential nominee Vice President Kamala Harris is

already focused on care economy ideas advocated by the Biden

Administration, and going further, proposing on August 16 to:

» Expand the Earned Income Tax Credit (EITC)

» Restore the American Rescue Plan Act's expanded Child Tax Credit of
$3,600 per child

» Expand the Child Tax Credit to provide a $6,000 tax cut to families
with newborn children

In an August 29, 2024, CNN interview, Harris suggested these
proposals would be an early priority: “Day one, it's going to be about,
one, implementing my plan for what | call an opportunity economy. I've
already laid out a number of proposals in that regard, which include
what we're going to do to bring down the cost of everyday goods, what
we're going to do to invest in America's small businesses, what we're
going to do to invest in families. For example, extending the Child Tax
Credit to $6,000 for families for the first year of their child's life to help
them buy a car-seat, to help them buy baby clothes, a crib."

Democrats will likely seek to extend TCJA provisions for all but high-
income taxpayers. VP Harris backs the Biden pledge providing that

no one earning less than $400,000 a year will pay more in new taxes,
and in her Democratic National Convention speech called for a “middle-
class tax cut.”
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Democrats will likely turn to some of the revenue proposals in the Build
Back Better Act and Biden budgets, which the Harris campaign has said
she supports. A corporate tax rate increase — Harris supports the 28%
rate proposed by the Obama and Biden Administrations — is probably
the first item on that list.

In the context of the Harris campaign signaling her support for Biden
budgets generally, there has been attention in the press and elsewhere
on proposals including:

» Increasing the corporate alternative minimum tax (CAMT) from 15% to 21%
and the stock buyback excise tax from 1% to 4%

» Top marginal tax rate of 39.6%

» Applying the net investment income tax to pass-through business income
of high-income taxpayers, increase NIIT and additional Medicare tax rate to
5%

» Long-term capital gains and qualified dividends of taxpayers with taxable
income of more than $1m taxed at 28% (Biden's budget would have taxed
them at ordinary rates)

» Stepped-up basis: the donor or deceased owner of an appreciated asset
would realize a capital gain at the time of the transfer (with $5 million
exclusion)

» A 25% billionaires’ tax on total income, including unrealized capital gains,
for taxpayers with wealth exceeding $100 million

International tax increases would also likely be pursued, though it
hasn't been forgotten that global intangible low-taxed income (GILTI)
changes couldn’t get through the Senate even when Democrats were in
complete control of Congress. Several blueprints for US international
tax reform have emerged:
» The 2021 House-passed Build Back Better Act
» Biden budget proposals, most recently for FY2025
» The discussion draft released by Senate Finance Committee
Chairman Ron Wyden (D-OR), and members Sherrod Brown (D-OH)
and Mark Warner (D-VA)
» The “No Tax Breaks for Outsourcing Act” (S. 357) by Senator Sheldon
Whitehouse (D-RI) and Rep. Lloyd Doggett (D-TX)
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Comparison of international tax proposals

. House-passed Build Back a 2 Wyden/Brown/Warner No Tax Breaks for
Current law | Post-2025 Better Act Biden FY2025 Budget framework? Outsourcing Act*
Not addressed (replaced as
Corporate rate (21%) raiser with CAMT), though 28% Unspecified Unspecified

previously proposed at 26.5%

GILTI rate
(10.5%, 50%
deduction)

13.125%
(37.5%
deduction)

15% rate (28.5% deduction)

21% (25% deduction)

Raise the GILTI rate but
exact rate unspecified

GILTI deduction
eliminated

GILTI calculation

(aggregated)

» Country-by-country

» Country-specific tested
losses carried forward
one year

» GILTIFTC carryforward
for 5 years through
2029, 10 years after

» Country-by-country

» Repeal high-tax
exemption

» Permit carry forward
of NOLs, carry FTCs
forward 10 years

Country-by-country, by
dividing global income
into low-tax and high-tax,
with GILTI only applied to
income from low-tax
jurisdictions

Country-by-country

GILTI QBAI (10% return on
tangible assets)

5%

QBAI eliminated

QBAI eliminated

QBAI eliminated

GILTI haircut (20%)

5%

5%

Unsettled, somewhere
between 0%-20%

N/A

16.40625%

» Repeal exemption for
QBAI
» Replace “deemed

FDII (37.5% (21.875% FDII deduction eliminated, intanaible income”
deduction) ded.uctio;) 15.8% rate (24.8% deduction) | replaced with unspecified with ‘?domestic FDII deduction eliminated
domestic R&D incentive innovation income”
» FDIland GILTI rates
equalized
» Increaserate to 12.5%, Repeal BEAT, replace Restore full value of tax
then 15%, then 18% (1 . ' X credits for domestic
0, 0, [
S ()| e, C1F percentage point higher with undertaxed proﬂ’Fs investment, create a
or 11% for 13.5% for f ks. broker deal rule (UTPR) to primarily high t
banks/ banks/ or banks, broker dealers) apply to foreign-parented | 0 o' second tax N/A
» Narrow to payments to T . bracket for income
dealers) dealers multinationals operating

related parties that have
low ETRs

in low-tax jurisdictions

associated with base
erosion

Managed & controlled

Treat corporations

(N/A N/A N/A N/A managed & controlled in
the US as domestic
Disallow interest
deduction for US
Limit interest deduction subsidiaries of
Limit interest deduction for for a member if the group multinational
corporations that are part of | has net interest expense corporations (MNCs)
Interest deduction relative | an IFRG to 110% of the for US tax purposes and where disproportionate
to international financial group’s net interest expense. | member’s net interest N/A share of worldwide

reporting group (IFRG)

(N/A)

Allowable percentage is US
corporation’s share of
group’s net interest expense
over that of corporation

expense for financial
reporting purposes
exceeds proportionate
share of IFRG’s net interest
expense

group's debt is in US
entity; limit for each
subsidiary is sum of the
interest income +
proportionate share of
group's net interest
expense

BEAT= base erosion and anti-abuse tax
NOL= Net operating loss
FTC = foreign tax credit
FDII = foreign-derived intangible income
1 - https://rules.house.gov/sites/evo-subsites/republicans-rules.house.gov/files/Section_by_Section_BBB_RCP117-18__.pdf.
2 - https://home.treasury.gov/system/files/131/General-Explanations-FY2025.pdf.
3 - https://www.finance.senate.gov/chairmans-news/wyden-brown-warner-unveil-international-taxation-overhaul-discussion-draft.
4 - https://www.whitehouse.senate.gov/news/release/whitehouse-and-doggett-introduce-no-tax-breaks-for-outsourcing-act/.
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Divided government

In divided government, there will still be efforts to address TCJA
expiring provisions, but there are significant gray areas.

Unless the Senate and House are controlled by the same party, budget
reconciliation will not be available. This means 60 votes will be required
for a bill to pass the Senate, which will require bipartisan support.
Under any realistic scenario to emerge from the 2024 elections, the
margin is expected to be narrow, as it is now with 51-49 Democratic
control. Both sides agree that a tax bill is going to happen in 2025 or
early 2026, but it is unclear what combination of extensions and raisers
could amount to a deal, and when. It is possible, given the interest by
some Republicans in a corporate tax rate increase, that some increases
could be included in a bipartisan bill.

The 2012 fiscal cliff bill would be a model, given that it was approved in
divided government, with President Obama in office and the House and
Senate controlled by Republicans. In that bill, there was an increase in
the top marginal rate (39.6%) to offset the cost of lower rate
extensions, and that approach could be replicated. There is also the
precedent for a temporary extension. A two-year extension of the Bush
tax cuts was enacted at the end of 2010, preceding the permanent deal
reached at the end of 2012, around midnight on New Year's Eve,
heading into 2013.
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With control of the Senate by either party expected to be narrow and
well short of the 60-vote filibuster threshold that looms in the absence
of budget reconciliation, bipartisan compromise will likely be required.
The chairman of the House Ways & Means Committee in the next
Congress, either current Chairman Smith or former Chairman Richard
Neal (D-MA), would be expected to move their respective tax bills
through the House, possibly with an eye toward what is possible

in the Senate.

Approving a bill in the Senate will be more complicated. The Finance
Committee will be chaired by current Chairman Ron Wyden (D-OR) or
Ranking Member Mike Crapo (R-ID), either of whom would likely be
required to craft a proposal that can generate some support from the
other side. If Republicans control the Senate and Kamala Harris is
president, there would likely be a focus on including an expansion of the
Child Tax Credit (CTC) to win Democratic support. Anticipation of such
dealmaking was the central argument for why Senate Republicans didn't
want to take the CTC and other issues off the table with the Tax Relief
for American Families and Workers Act (H.R. 7024).

The package, addressing the CTC, TCJA pre-cliffs (R&D, interest
deductibility, and expensing), housing, disaster relief and Taiwan,
passed the House January 31 but failed to advance in an August 1
Senate vote.

Two of the leading candidates to be Senate Republican leader in the
next Congress, succeeding current GOP Leader Mitch McConnell (R-KY),
are long-time Finance Committee members who have been active on
and well-versed in tax policy matters. Either Senator John Thune (R-
SD), the current second-ranking and vote-counting Whip, or Senator
John Cornyn (R-TX) could play a role in crafting a compromise package
if the negotiations become leadership-driven. That was the case in
2012, as a final deal was brokered between Senator McConnell and
then-VP Joe Biden, himself a former long-time senator.
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Conclusion

Given the worsening debt and deficit forecast and concerns
causing even some Republicans, in the House at least, to call for
the extension of expiring provisions to be paid for, revenue
offsets affecting corporations may be anticipated under any of
the possible political scenarios.

The approach to expiring tax provisions can't be known until after the
2024 elections, with control of the White House and Congress up for
grabs. Under any of the scenarios, it is difficult to predict how the
process will play out, and it is made even more difficult by the fact that
this is not the same Congress that passed the TCJA. Even among
Republicans, there can't be the expectation of just rubber-stamping a
continuation bill. (About half of the full House — approximately 215
members — joined Congress after the TCJA was enacted in 2017, and
about one-quarter of the Senate, or 25 members, took office since
then.) And even in times of full control, the process of finding
consensus has sometimes been difficult. Rate-based increases were
scuttled from the 2021 Build Back Better Act (BBBA) at the urging of
Senator Kyrsten Sinema (I-AZ), and international tax changes were left
out of the narrower bill that was enacted, due to opposition from
Senator Joe Manchin (I-WV). Neither will be in Congress next year, but
others could emerge to present an impediment to some policies.

Despite the end-of-2025 expiration, there is always the possibility of a
temporary extension, as when the Bush tax cuts were extended from
2010 through 2012. There is also the possibility, though unlikely, that
the TCJA provisions could be sent over the cliff and taxes increased
across the board.
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