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COMMITTEE ON TAXATION
October 15, 2009

Paul A. Volcker, Jr. 
Chair
President’s Economic

Recovery Advisory Board

610 5th Avenue, Rm. 420

New York, NY 10020-2403

Dear Chairman Volcker and Members of the President’s Economic Advisory Board:

We are writing on behalf of the Committee on Taxation of Financial Executives International (FEI) in response to the Tax Reform Subcommittee of the President’s Economic Recovery Advisory Board’s (PERAB) request for ideas and opinions on tax reform.  FEI appreciates the opportunity to express our views regarding the principles that should guide corporate tax reform.

FEI is a professional association representing the interests of more than 15,000 CFOs, treasurers, controllers, tax directors, and other senior financial executives from over 8,000 major companies throughout the United States and Canada.  FEI represents both providers and users of financial information.  The Committee on Taxation formulates tax policy for FEI in line with the views of the membership.  This letter represents the views of the Committee on Taxation.

Overall Goals of Corporate Tax Reform:  We believe the overall goals of any tax reform effort should include policies that enable U.S firms to compete on a level playing field in a rapidly integrating global marketplace.  By helping U.S. firms win more of the expanding global business opportunities in addition to enhancing the domestic investment climate, the U.S. can strengthen economic growth and increase U.S. job opportunities.  As a general matter, a tax system with the lowest possible corporate tax rates and practical international tax rules is desirable to promote increased capital investment, economic growth, and job creation particularly with the challenging economic conditions in our markets today.  
FEI supports pro-growth tax policies and recommends the following principles and key components for corporate tax reform:
· Enhance the global competitiveness of U.S. companies.  The U.S. has the second highest corporate tax rate among industrialized countries.  Moreover, the U.S. is virtually the only developed country that has a worldwide – as opposed to territorial – tax system.  The high U.S. tax rate, combined with the system of worldwide taxation, places U.S. multinationals at a competitive disadvantage to foreign–based multinationals and smaller foreign-based competitors.

The reality is that many growth opportunities for companies based in the United States are in international markets.  Companies grow domestically and U.S. jobs and wages increase when our companies succeed internationally.  U.S. companies need a level playing field to succeed in international markets. 
· Maintain current U.S. tax rules relating to foreign business income until fundamental tax reform.  Any proposal that would significantly change the current mitigating elements of our international tax rules (including deferral, active finance, the check the box regulations and foreign tax credits) should be carefully reviewed because these policies help American businesses compete with companies from other countries.  Current international tax rules have been enacted over time in an attempt to keep worldwide American companies on a nearly level playing field where both U.S. and foreign-owned companies pay the same local foreign country tax rate.  
Changing the current tax code on a piecemeal basis would put U.S. companies at a greater disadvantage relative to foreign competitors in foreign markets that operate under more flexible tax rules, e.g., territorial tax system.  U.S. companies would owe current U.S. tax in addition to the local foreign country tax, even after a U.S. foreign tax credit, because U.S. corporate tax rates are the second highest in the industrialized world.   The U.S. is an outlier with its current high corporate tax rate and worldwide system of taxation of foreign earnings.  In sum, these fundamental international tax rules are an important feature of our tax code and should be preserved so long as the U.S. maintains its policy (rare among developed nations) of taxing worldwide income of US-based companies.
· Implement a competitive corporate tax rate.  A significant reduction in the corporate income tax rate is needed for the U.S. to remain competitive in the global marketplace and to promote continued U.S. economic growth and job creation.  The U.S. corporate income tax rate is higher than the rates in all other OECD countries (save Japan, which is considering rate reductions).  
The high U.S. tax rate creates a long-term competitive disadvantage for U.S.-based businesses.  High corporate tax rates make domestic investment less attractive and create a disincentive for companies to perform high-profit activities in the U.S.  Countries with lower corporate income tax rates have over time achieved both higher real wage levels and economic growth rates.  We encourage policymakers to lower rates and restore the U.S. corporate tax system to a competitive position.
· Avoid increasing the overall tax burden on businesses.  Raising the tax burden on U.S. businesses would be counter to recent trends of other developed countries and would threaten economic growth and undermine the competitive position of U.S. companies.  Business tax increases have widespread negative consequences on the U.S. economy and erode wages and standards of living.
· Promote and sustain technological innovation.  Technological developments are an important component of economic growth, productivity and high paying jobs.  Tax reform provides a historic opportunity to make permanent the research and development (R&D) tax credit.  The credit also should be strengthened by increasing the Alternative Simplified Credit.  The R&D credit spurs innovation and economic growth and creates high-wage American jobs.   A permanent extension of the strengthened credit would enhance its incentive value by providing the certainty that would permit companies to factor it into their long-range project planning.

· Promote U.S. manufacturing and investment in inventory.   The last-in, first-out (LIFO) inventory accounting method has been expressly permitted in the tax law for 70 years and has a solid foundation in financial accounting and economic theory.  Moreover, LIFO accurately reflects income for tax purposes because current revenues are matched against current costs.  
The repeal of LIFO as a method of inventory accounting would have an adverse effect on the finances of companies in many different industries, including general manufacturing, publishing, retail and textiles.  In some cases, companies might be forced to raise significant equity or debt capital in order to maintain their current financial position if LIFO were repealed.  LIFO encourages companies to maintain their investment in inventory and grow their business, which in turn furthers job creation.  We encourage policymakers to preserve LIFO for American businesses that maintain inventories.  
· Encourage savings and business investment.  Business investment is another important driver of economic growth and jobs.  Any tax reform effort should avoid increasing the tax burden on capital investment. Comprehensive depreciation reform is long overdue.  Manufacturing processes have changed and new industries have developed since the current cost recovery system was adopted.
Moreover, the corporate alternative minimum tax (AMT) is inefficient and only adds to the complexity of the Internal Revenue Code (IRC).  Taxpayers with high ratios of capital investments to profits are burdened with additional calculations and expense resulting in an acceleration of their regular income tax liability.  This result seems unsuitable in light of the fact that the IRC encourages certain taxpayer behaviors (e.g., investments in depreciable property, low income housing and alternative energy) that are lessened by the operations of AMT.    

· Tax increases should not target a single industry.  As a matter of sound tax policy, COT opposes singling out specific companies or industries for increased taxes.  Such measures disrupt and distort business and investment decisions by individuals and business to the detriment of the U.S. economy. 
· Review costly and burdensome policies.  Policymakers should review and repeal rules where the costs of implementing the policy outweigh the revenues and potential benefits.  For example, the 3% withholding requirement for government payments requires that federal, state, and certain local governments withhold 3% from payments to contractors, including Medicare payments, grants, and farm payments, effective 2012.  The withholding requirement will be very difficult and expensive to implement.  The Department of Defense (DOD) estimated the cost to implement this for DOD alone at $17 billion (not counting the cost to contractors that would be passed through as part of overhead), as compared to a revenue score of $10B over 10 years for repeal.  This requirement represents a disproportionate response to the small portion of the “tax gap” attributable to government contractors, and policymakers should support repeal. 
· Consider the consequences of tax reform on the existing tax treaty network.  Policymakers should consider the consequences of tax reform on the existing tax treaty network, which is critical to the mitigation of double taxation and excessive foreign taxation of U.S. companies.  Renegotiation of tax treaties with our major trading partners is likely to be a long and unpredictable process.
· Provide appropriate transition relief.  A major shift in tax policy could have a negative impact on some industries and companies, and create considerable uncertainty.  Appropriate transition relief should accompany any fundamental reforms.

FEI would welcome any opportunity to discuss these issues or to provide additional information.  FEI staff and business leaders from FEI’s member companies are available to speak on any of these issues.  If you or your staff should have any questions, feel free to contact Matt Miller, Senior Director, Government Affairs at 202-626-7804 or mmiller@financialexecutives.org. 
Sincerely, 
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Ron Dickel

Chairman

FEI Committee on Taxation 
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