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October 15, 2009

VIA ELECTRONIC MAIL 

Tax Reform Subcommittee
Presidential Economic Recovery Advisory Board
perab@do.treas.gov

Re: Recommendations for Tax Reform

Dear Subcommittee Members:
I write today on behalf of TechAmerica regarding the President’s Economic Recovery Advisory Board (PERAB) Tax Subcommittee’s consideration of the current U.S. tax code and potential reforms to the corporate taxation system.

TechAmerica is the leading voice for the U.S. technology industry, which is the driving force behind productivity growth and jobs creation in the United States and the foundation of the global innovation economy.  Representing approximately 1,500 member companies of all sizes from the public and commercial sectors of the economy, it is the industry’s largest advocacy organization. It is also the technology industry's only grassroots-to-global advocacy network, with presence in state capitals around the United States, Washington, D.C., Europe (Brussels) and Asia (Beijing).  

As the PERAB considers tax reform, we believe it is crucial that the United States develop a globally competitive taxation system.  The U.S. high-tech industry employed more than 5.9 million people in 2008, and the vitality of this U.S. industry is inextricably tied to its competitiveness worldwide. The United States would benefit from tax reform designed to compete with systems developed by other countries that are effectively recruiting more business and investment through favorable business and tax policies.

The United States can achieve a greater level of competitiveness if comprehensive tax reform measures embrace the principles of an “innovation economy.” Those principles include recognition of the valuable contribution of incentives for research and development, elimination of double taxation, tax law stability that allows for better long-term business planning, and the recognition that in a global economy, expanding operations overseas enables growth in the United States. 

Many of TechAmerica’s member companies have significant operations overseas, and TechAmerica encourages the PERAB to carefully consider the far-reaching implications of any proposal that would hinder the international competitiveness of U.S. companies.  When President Kennedy proposed eliminating tax deferral in 1961, both the House and Senate rejected it, and instead significantly pared down the proposal due to concerns it was too harmful to the competitiveness of U.S. companies.  The global economy has become far more integrated since the 1960s.  In 1962, the United States accounted for 50 percent of worldwide outward direct investment. In 2007, the portion had fallen to 16 percent.  If limitations on deferral were considered harmful by Congress in 1962 because of their anticompetitive effects, they are significantly more harmful today.
In order to grow and create jobs in the United States, U.S. companies must invest, operate and compete for business overseas.  The current deferral tax rules are a result of this simple idea.  Investment abroad complements investment at home.  Overseas investment leads to greater success selling goods and services globally, which under the right tax structure, should significantly fuel domestic capital investment, domestic job creation and increased domestic investment in research and development activities.  
U.S. high-tech companies of all sizes operate overseas to be near their customers.  Some small and mid-sized companies generate as much as 97 percent of their revenues overseas, with many large companies earning more than three-quarters of their income outside the United States.  Before policymakers consider modifying the international tax rules, we ask that they seriously consider the potential impact of those changes.  When deferral was repealed for the U.S. shipping industry, jobs were lost and the U.S.-based shipping industry sharply contracted, leading to tax collections shrinking to one-fifth of their level prior to the change.
In recent years, other countries have recognized the inverse relationship between corporate tax rates and capital flows, and have bolstered capital investment by lowering corporate tax rates and enacting incentives that attract high-paying jobs.  The United States has gone from having one of the lowest corporate rates to having the second-highest statutory rate among the OECD countries. Since the United States lowered its top corporate rate in 1986, other countries have followed suit.  Should the PERAB consider proposals to lower the corporate tax rate, we ask that the statutory rate be lowered – not just the effective rate – as the statutory rate is the one companies evaluate. This would boost economic growth, enhance job creation and improve tax compliance.
Our tax code should help drive innovation and foster investment by companies of all sizes.  Even as other countries have lowered their corporate tax rate, they also have recognized this principle by adopting incentives for research and development (R&D) activities.  The United States once had the most generous R&D credit among the OECD nations; however, the U.S. credit currently ranks 17th among those countries.  In addition, the overly burdensome record keeping and administrative costs associated with using the credit dilute its effect.   The Code should help facilitate business decisions that benefit the U.S. economy, but in order to make long-term planning decisions, companies need clarity and certainty in the regulatory system.  The R&D credit is a critical incentive for companies that conduct R&D in the United States; however, since 1981, the credit has been allowed to expire a dozen times.  This has deprived companies of the ability to make long-term decisions relating to how much R&D they can perform in the United States.  

The R&D tax credit really is a domestic jobs credit, as it is only available for certain qualified research activities performed in the United States, with more than 70 percent of the benefits of the credit attributable to the wages and salaries of workers in the United States.  The credit has a proven history of encouraging additional investments in research and job growth in companies of all sizes, and in the long-term, nearly two dollars are generated for every dollar of tax benefit.   In an increasingly competitive global environment, reforming the tax code to include a stronger and permanent credit would help make the United States a more attractive location to perform R&D. 
True tax reform would result in simplification and lower compliance costs in a manner that would benefit U.S. employers, workers, and competitiveness.  One example of how the tax code has been made more complex and burdensome is the corporate alternative minimum tax (AMT).  Corporate AMT compliance requires companies to maintain additional records relating to the preference and adjustment items, and businesses cannot use credits, such as the R&D credit, to reduce AMT liability.  
Similarly, the new requirement that federal, state and local governments withhold three percent from payments for goods and services will impose significant compliance costs and information reporting requirements on all companies doing business with the government.  This new provision will impact a company’s cash flow, as it has no relationship to a company’s taxable income, and will force companies to provide the government with an interest-free loan.  In addition, it will impose significant costs on the federal, state, and local governments administering the program.  In undertaking any tax reform effort, we urge policymakers to repeal this unduly burdensome provision.
An additional reform that would work towards the goals of simplification and compliance is a federal solution to address personal income tax liability and employer withholding requirements for employees traveling outside their home state on business trips for temporary periods. Most states have their own set of requirements for filing non-resident individual income tax returns and commensurate rules for employer withholding on those employees; this patchwork of rules requires many individuals and companies to comply with differing tax laws in multiple states. A federal standard in this area would establish fair, administrable and uniform rules and enhance compliance, ensuring that the appropriate amount of tax is paid to state and local jurisdictions without placing undue burdens on employees and their employers. 

The greatest challenge to corporate tax reform is to understand and anticipate the effects that any change has on the overall tax burden.  Reform is inherently an exercise in interwoven and interdependent features such that any change needs to be viewed in light of overall compliance and total tax burden concerns. TechAmerica urges the PERAB to keep these issues in mind when considering tax reform proposals.  Undertaking a tax reform effort provides an opportunity to examine our current system and consider how it can be made more competitive by fostering innovation rather than deterring it.
If you have any questions or would like to discuss our comments further, please feel free to contact me directly or Marie Lee of my staff at marie.lee@techamerica.org, (202) 682-4448.
Sincerely,
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Phil Bond
President

TechAmerica

