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Global Information Reporting

On August 25, 2023, the US Department of the Treasury and the IRS released proposed regulations covering the
digital asset reporting requirements added to the Internal Revenue Code by the Infrastructure Investment and
Jobs Act (llJA) in 2021. The proposed regulations titled “Gross Proceeds and Basis Reporting by Brokers and
Determination of Amount Realized and Basis for Digital Asset Transactions,” primarily cover broker reporting of
digital asset transactions. The full text of the release is 282 pages, focusing on section 6045 and including
coordination with sections 1001, 1012, 3406, 6045A, 6045B, 6050W, 6721, and 6722. Section 60501, amended
under the IlJA, is not discussed in the release. Detailed further below are several notable points about the
effective date of the proposed regulations, timing for public comments, and the scope of the rules.

Relevant dates

Under these proposed rules, brokers are required to report the gross proceeds from sales of digital assets on
or after January 1, 2025. Adjusted basis reporting for covered securities is proposed to phase in for sales on
or after January 1, 2026. The date a digital asset is considered a covered security is generally unmodified from
the January 1, 2023 date in the IlJA.

The regulations under sections 1001 and 1012 are proposed to apply to taxable years beginning on or after
January 1 of the calendar year following the date the regulations become final. Taxpayers may rely on these
proposed regulations until then as long as they consistently follow the proposals in their entirety.

Written or electronic comments on the proposed regulations are due by October 30, 2023. A public hearing has
been scheduled for November 7, 2023.
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Form and content

Proceeds from the sale or exchange of digital assets will be reported, according to IRS issue number IR-2023-153,
on Form 1099-DA, which the IRS will post on the list of draft forms when available. Under the proposed rules, the
form must include the following information:

e the name, address, and taxpayer identification number of the customer

e the name and number of units of the digital asset sold

e the sale date and time

e the gross proceeds amount (after reduction for the allocable digital asset transaction costs)

e the transaction ID in connection with the sale, if any

e the digital asset address (or digital asset addresses if multiple) from which the digital asset was
transferred in connection with the sale, if any

e whether the sale was for cash stored-value cards, or in exchange for services, or other property

e any other information required by the form in the manner and number of copies required by the form or
instructions

For sales of covered securities on or after January 1, 2026, the broker must also report the adjusted basis, the
date and time of purchase, and whether any gain or loss is long-term or short-term.

Scope of reporting

Assets that fall into the scope of reporting include any digital representation of value that is recorded on a
cryptographically secured distributed ledger (or similar technology), specifically non-fungible tokens (NFTs) and
stablecoins. Assets that are outside the scope include fiat currency in digital form (e.g., funds in a bank or
payment processor account accessed through the internet) and assets existing only in a closed system (e.g., video
game tokens).

Persons defined as brokers with reporting obligations, whether operating through centralized or decentralized
exchanges, include, among others:

o digital asset trading platforms that also provide custodial (hosted wallet) services

e operators of noncustodial trading platforms (including platforms that effect transactions through
automatically executing contracts or protocols)

e digital asset payment processors

e operators and owners of digital asset kiosks

The proposed rules specifically exclude:

e merchants who sell goods or services in return for digital assets
e persons who are solely engaged in the business of validating distributed ledger transactions
e persons who are solely engaged in the business of selling hardware or licensing software

Certain exceptions to reporting under existing section 6045 rules are modified; for example, the removal of the
multiple broker rule and the alteration of the offshore obligation and presumption rules.
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Coordinating guidance

For transactions involving the exchange of digital assets for goods (other than digital assets) or services, the
proposed regulations treat (i) the provision of the goods or services as reportable under section 6050W to the
participating payee on Form 1099-K and (ii) the disposition of the digital assets by the customer as reportable on
the new Form 1099-DA.

For transactions involving the sale of real estate, the guidance treats such sales where all or part of the purchase
price is satisfied with digital assets as reportable under Treas. Reg. § 1.6045-4 on Form 1099-S.

The existing backup withholding provisions under section 3406 are applied to transactions in digital assets under
the new rules. The rules also update the penalty provisions under sections 6721 and 6722, including a suspension
of penalties for broker reporting with respect to transactions prior to January 1, 2025, and adjusted basis
reporting with respect to transactions prior to January 1, 2026.

The proposed regulations also cover specific rules under section 1001 for determining the amount realized in a
disposition of digital assets and under section 1012 for calculating the basis of digital assets.

The Treasury and the IRS intend additional phases of regulatory guidance for transfer statement reporting under
section 6045A, including where transfers are made to non-brokers, and issuer reporting under section 6045B.

Section 6050I, which was modified by the IlJA to treat digital assets as equivalent to cash for trade or business
reporting purposes (using current Form 8300), was not addressed in the proposed regulation release.

Next steps

The Treasury and the IRS requested public comment on all aspects of the regulation and included 49 specific
guestions in the “Request for Comments” section of the release. As noted above, the comment period ends on
October 30, 2023. All comments are requested to be submitted in written format, with a preference for
electronic submission at https://www.regulations.gov/ (indicate IRS and REG-122793-19 on the site) and will be
made available to the public. A subsequent public hearing is scheduled for November 7, 2023. The publication
provides a list of contacts for further information.

Deloitte anticipates releasing further guidance on all relevant contents of the proposed regulations, including
specific analysis on the rules under sections 1001 and 1012.

For questions, please consult with the listed contacts below.
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