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M. Chai rman and Menbers of the Commttee: Good norning.
| am Betty WIson, Vice President of Taxes for MGV M RAGE in
Las Vegas. | appear today as President of Tax Executives
Institute, whose 5,300 nenbers represent the 2,800 I argest
conpanies in the United States, Canada, and Europe. I am
acconpani ed by the Institute’ s General Counsel and Director of
Tax Affairs, Tinothy McCornmally.

M. Chairman, thank you very much for scheduling this
hearing on sinplifying the Internal Revenue Code. The IRS
Nat i onal Taxpayer Advocate has identified the conplexity of
the tax laws as the nunber one problem facing taxpayers. As
you learned earlier this nonth when you addressed TEl's 51°%
M dyear Conference, our nenbers agree, and we applaud your
efforts to give fresh inpetus to the subject of tax
sinplification. Thanks are also due the Mjority and
Denocratic staffs of the Finance Commttee, as well as the
staff of the Joint Comm ttee on Taxation, for their dedication
and commi tnent to establishing an open process for identifying
and addressing areas of tax |aw conplexity.® | also want to

! This testinony was prepared wthout the benefit of reviewi ng the staff
of the Joint Conmttee' s report on tax sinplification, which TEl understands wil |
be released in conjunction with the Senate Finance Committee's April 26, 2001,
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acknowl edge the efforts of the other organizations who are
represented here today and to associate nyself and TEI
generally with their testinony. TElI is quite pleased to have
wor ked cl osely with the Anerican Bar Association’s Section of
Taxation and the American Institute of Certified Public
Accountants’ Tax Divisionto devel op joint recommendations for
simplifying the tax code. W firmy believe that our best
chance for real sinplificationlies incollective, coordi nated
action. Finally, | want to note that, although TElI has not
formally collaborated with the National Association of
Enrolled Agents on tax sinplification, the Institute is
pl eased that very inportant organization is also represented
here today. The subject of tax sinplification is too
i nportant to be <considered the province of a single
organi zation or even a group of organizations.

BACKGROUND

Tax Executives Institute was established in 1944 to serve
t he prof essional needs of in-house tax practitioners. Today,
the Institute has 53 chapters in the United States, Canada,
and Eur ope. Qur nore than 5,300 nenbers are accountants,
attorneys, and ot her business professionals who work for the
| argest 2,800 conpanies in North Anerica and their European
affiliates; they are responsible for conducting the tax
affairs of their conpani es and ensuring their conpliance with
the tax laws. TEI represents a cross-section of the business
community, and is dedicated to the devel opnment and effective
I npl enentation of sound tax policy, to pronoting the uniform
and equi tabl e enforcenent of the tax | aws, and to reduci ng the
cost and burden of admnistration and conpliance to the
benefit of taxpayers and governnent alike. TEI nenbers deal
wWth the tax code in all its conplexity, as well as with the
I nternal Revenue Service, on al nost a daily basis.

M. Chairman, the organizations appearing before you
today are uniquely qualified to conmment on the costs, burdens,
and headaches of tax conplexity. Qur nenbers have the
expertise and experience to identify not only the probl ens but
the possible solutions. | would note, however, that unlike
the other three organizations, TEl is not an organization of
tax practitioners who represent taxpayers. Rather, we are an
organi zati on of taxpayers thenselves. It is our costs, our

hearing. TEl is committed to anal yzing the Joint Committee’ s reconmendati ons and
submtting foll owup comments to both the staff and to the Finance Conmittee.
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burdens, our headaches and | oss of productivity that we are
tal ki ng about .

THE CASE FOR TAX SI MPLI FI CATI ON

Two years ago, Tax Executives Institute joined with the
Al CPA Tax Division and ABA Tax Section to draw attention to
the pressing need for tax sinplification. Qur action was net
Wi th skepticismin sone quarters because the nenbers of our
t hree organi zati ons (plus the NAEA) are sonetines seen as the
beneficiaries of tax conplexity. “Isn’t it true," we were
asked, "that the nore conplicated the laws are, the nore
busi ness you will get?" "lsn't it true that nost tax |aws
could be subtitled ‘The Tax Lawyers and Accountants Full
Enpl oynment Act’ ?" M. Chairman, | assure you that | woul d not
be here today if TEl subscribed to these views. To say that
tax professionals oppose sinplification because they benefit
from conplexity is akin to saying that doctors oppose flu
shots and inocul ations and the pronotion of hygi ene because
t he absence of these would be "good for business.” It nay be
good for a laugh, but it m sses the fundanental point.

The fundanental point is that tax Ilaw conplexity
adversely affects us all. Society as a whole is harned by tax
conpl exity, which can operate as a pernicious, hidden tax and
as a drag on the econony. Although quantifying and neasuring
its precise toll is difficult, conplexity exacts a very real
price. Conplexity not only makes it nore difficult to conply,
but it can regrettably w den the divide between taxpayers and
t heir governnent. So, too, it can underm ne the basic
confidence of the public in the tax systemand frustrate the
congressi onal policies underlying particular provisions of the
Code. |f peopl e cannot conpute their earned i ncone credit, if
t hey cannot figure out whether they are eligible for one or
nore of the Code’ s nyriad educational benefits, if they throw
up their hands at the calculation of the alternative m ni mum
tax or the phase out of personal exenptions, then, the system
has failed them This is also the case in respect of
corporations where the efficacy of particular incentives and
the tax system itself is dimnished by mnd-boggling
conpl exity.

Wiy sinplification? Because if we do not act, the tax
system may col |l apse of its owm weight. This nay sound I|ike
hyperbol e, but we sincerely believe it to be true. Wat you
cannot understand you are bound to distrust, and distrust can
breed nore than cynicism It can breed a culture of
nonconpl i ance.
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Wiy us? Because as tax professionals, TElI nenbers and
our col |l eagues in other organi zations are well positioned to
docunment the problens and to identify the means of dealing
with them To be sure, the conpani es that our nenbers work for
will strive to conply. That, after all, is our job: to deal
with the Code in all its conplexity. TElI recognizes that the
| aws governing the taxation of conplex, nulti-faceted,
mul ti nati onal business enterprises will never be sinple. But
they can be nade a l|ot sinpler. More to the point, the
I nevitable conplexity of sone provisions should not deter
efforts to do as much as we can as quickly as we can. The
groups testifying before you have identified several good
targets for action that pertain to both individuals and
busi nesses. Additionally, even though | arge corporations wl |
not benefit directly from many of the recomendations
contained in the joint Al CPA- ABA- TElI subm ssion, TElI supports
themall. Everyone Congress, the Treasury Departnent and
the IRS, tax professionals, and taxpayers bear s
responsibility for the current state of the | aw. Everyone has
an obligation to work to nmake it better. TElI pledges its
support for changes that will nmake the tax | aw sinpler for all
of wus.

Wiy now? Because if we do not start the journey, we wll
never arrive at our destination. Because projected budget
surpluses afford Congress greater flexibility to cut the
CGordian knot of conplexity than anytinme in the past two
decades. Because Congress and the Admi nistration have
signal ed their desire to address questions of fundanental tax
ref ormand because the opportunity is ripe for revisiting core
deci sions about the tax system that, despite their policy
basi s, have spawned bew | dering and unw el dy conpl exities.

M. Chairman, TElI has noillusions that we will ever have
a perfect, sinple tax system but as one of your predecessors,
Russel | Long, often remarked, the perfect should not be the
eneny of the good. The Institute thus agrees that increnental
sinplification is better than no sinplification. The tinme to
begin is now.

DI scussl ON OF SPECI FI C PROPCSALS

O her wtnesses on this panel have addressed sone of the
nore vexing provisions affecting individuals, which are
detailed in the joint TEI-ABA-Al CPA subm ssion. As already
noted, TElI supports these reconmendati ons. | wish now to
focus on several areas where the tax |aw could be sinplified
for busi ness taxpayers.
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First, Congress can effect neaningful sinplification by
repealing the corporate alternative mninm tax. The
corporate AMI suffers from the sane deficiencies and
structural flaws as the individual AMI. It requires taxpayers
to operate in, and conply with the nyriad requirenents of, two
Separate tax systens. It creates enornous adm nistrative
burden and, through its depreciation conponent, discrimnates
agai nst capital-intensive conpanies. TElI strongly believes
t hat taxpayers should not be required to conpute their taxes
twice and to keep two sets of books. Equally inportant from
a policy perspective, taxpayers should not be subject to an
additional levy at the very tinme they can | east afford it, but
that is precisely what the AMI does: It Kkicks in when
conpanies are increasingly challenged to conpete in an
econom ¢ downturn. Even assum ng that the AMI served a valid
pur pose when enacted, the burdens it inposes whi ch grow
every day cannot be justified in today’s highly conpetitive
gl obal econony. It should be repealed for all taxpayers,
I ndi vi dual s and cor porations.

Next, it istime toreformand sinplify the depreciation
rules. The tax code now provides a nodified Accel erat ed Cost
Recovery System ( MACRS) for determning depreciation
deductions for nost tangi bl e property. There are al so speci al
recovery periods and nmethods that apply in certain situations.
The |aw assigns tangible property to one of seven recovery
periods that range from three to twenty-five years; real
property has its own recovery peri ods. In 1998, Congress
directed the Treasury Departnent to conduct a conprehensive
study of recovery peri ods and depreci ati on net hods. The study
rel eased | ast sumrer disappoi nted many observers because it
did not include concrete recomendations for nodernizing
current law. The study did confirmone very inportant fact:
The current system is hopelessly outdated and needl essly
conmpl ex. For exanple, is there really a need to depreciate
foreign assets at a different rate fromthat used in respect
of donestic property? Asset class lives have been largely
unchanged since 1981 and nost date back to at | east 1962. New
i ndustries, newtechnol ogi es, and new manuf acturi ng processes
have been devel oped in the intervening years.

M. Chai rman, when you addressed TEl earlier this nonth,
you stated that this was one area that the Finance Commttee
will focus on this year. TElI applauds that decision, and we
pl edge our support to your efforts in replacing the current
systemwith a sinpler, nore flexible nodel.

Uncertainty in the tax |law al so breeds conplexity, and
not knowi ng fromone year to another what rules govern is the
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ultimate in uncertainty. Several tenporary provisions of the
tax code have been extended with such regularity that they
have becone a recurring conponent of the annual |egislative
agenda. Most notable anong "the extenders" are the research
credit in section 41 and the educati onal assistance excl usion
in section 127. TElI has | ong contended that these provisions
cannot effectively serve their legislative purpose if
t axpayers are unable to know whether they will remain in
effect from year to year. Moreover, the retroactive
ext ensi ons and gaps in coverage not only inpair the incentive
effect, but also inpose significant adm nistrative burdens.
For exanple, the last tine the section 127 excl usi on expired,
several TEI nenbers instructed their Human Resources
departnents to i ssue Forns W2 that included the anbunts spent
on educati onal assistance. Wen the provision was re-enacted
retroactively several nonths | ater, the conpani es were forced
to re-issue the W2s, incurring additional costs and causi ng
confusi on anong their enpl oyees.

The on-again, off-again nature of these provisions
creates wholly unwarranted conplexity. TElI thus endorses the
Bush Adm nistration’s proposal to nmke the R& credit
permanent, and we urge Congress to act in this area sooner,
rather than later. Hence, although the credit is not due to

expire until 2003, the planning horizon for research projects
is routinely nore than three or four years; in other words,
sone may argue that there is no urgency in renew ng the
research tax credit, but we respectfully disagree. In
addi tion, we recommend that permanency be extended to other
provi sions such as section 127 and the work opportunity
credit.

Finally, M. Chairman, we second your call to take a
serious | ook at the Code’s foreign provisions. The foreign
tax credit and Subpart F rules nay never be truly sinple for
mul ti nati onal corporations, but they can be sinpler. For
exanpl e, Subpart F was initially enacted as an exception to
the deferral principle in order to tax the types of incone
consi dered rel atively "novabl e" from one taxing jurisdiction
to another and therefore able to take advantage of |ow rates
of tax. In the nearly four decades since its enactnent,
however, Subpart F has been distended to capture active
operating incone. One solution to renoving Subpart F's
artificial barrier to conpetitiveness would be to exclude
forei gn base sal es and services income fromcurrent taxation.
Consi der the case of a U. S. conpany wanting to sell in China.
Setting up a subsidiary in that country would expose the
corporation to currency controls and custons problens. The
better business decision is to establish a Hong Kong
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subsidiary, but doing so would subject the corporation to
current taxation of sales incone because of the Subpart F
rules. U S. conpanies face simlar challenges in attenpting
to penetrate European markets.

QO her international areas that should be considered for
sinmplification include the translation of the deened paid tax
credit under section 986 and the interest allocation rules.
under section 861 W understand that Senators Hatch and
Baucus are working together on an international tax
sinmplification bill. W |ook forward to reviewing the
proposals and working wth this Commttee to achieve
meani ngful reform

CONCLUSI ON

Tax Executives Institute commends the Senate Conmittee on
Finance for holding this hearing and reaffirmng its
commtnent to addressing the need for tax sinplification. W
all nust resist the tenptation, however, to think that this
hearing i s anyt hing nore than the begi nning. W cannot sinply
pat one anot her on the back for being concerned, and then put
the Joint Committee' s report and our own testinony on the

shel f. W nust work together to nmke the quest for
sinplification real. Sinplification nust becone nore than an
afterthought. It nust perneate all decisions nmade about tax
| egi sl ation. Please be assured that TElI fully supports your
| eadership in the area and pl edges its own continuing efforts
to sinplify and inprove the tax | aws.




