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ELIMINATING THE CITELIMINATING THE CIT

• Double taxationDouble taxation

C hif i• Corporate tax shifting
– Employees

– Customers

– Stockholders



PROBABILITY OF ELIMINATING THE CITPROBABILITY OF ELIMINATING THE CIT



TWO SETS OF BOOKS‐
ACCOUNTING & TAX ENVIRONMENT

DIFFERENCE ACCOUNTING TAX

Reporting requirements GAAP IRC

Purpose “Fairly present” operations 
of business

Raise revenue

Users Analysts creditors GovernmentUsers Analysts, creditors, 
stockholders

Government

Standard setters FASB Congress

Regulatory environment Sarbanes‐Oxley IRS



TWO SETS OF BOOKS –
RESULTS

• Growing divergence of bottom linesGrowing divergence of bottom lines

• Interaction between book and tax 
(restatements)(restatements)

• Tax directors’ priorities:
– Avoiding financial statement errors

– Decreasing corporate ETR

– Generating cash tax savings



TWO SETS OF BOOKS –
CONCEPTUAL DIFFERENCES

• Ability to payAbility to pay

• Administrative convenience

i• Entity

• Realization

• Political goals

• Social goalsSocial goals

• Economic stimulus



BOOK‐TAX CONFORMITY
( )(TWO SETS OF BOOKS         ONE) 

Pre‐tax book income 

x  Tax rate

= Tax expense= Tax expense





ADVANTAGES OFADVANTAGES OF 
CONFORMITYCONFORMITY



SIMPLIFICATION OF TAX RETURN 
PREPARATION

M‐3 reconciliation of book to taxable 
income

Tax shelter disclosures

IRC §199 f i d d i U if i li iIRC §199 manufacturing deduction Uniform capitalization

AMT Deferred tax assets and liabilities

Depreciation recapture Passive activity losses

Tax credits Earnings and profits

FIN48 compliance (accounting for 
uncertain tax positions)

Schedule B (disproportionate allocations,  
change in accounting principle, change in 
accounting for tax purposes)



INCREASED COMPLIANCEINCREASED COMPLIANCE

No more creating strategies taking advantage of:No more creating strategies taking advantage of:

• Laws that are unclear or subject to 
misinterpretationmisinterpretation

• Complicated business transactions

• Multinational corporate structures

• Loopholes (“playing one provision of the code p ( p y g p
off another in ways that Congress never 
intended”) )



REDUCTION IN COMPLIANCE COSTSREDUCTION IN COMPLIANCE COSTS 

• Compliance costs affected by (Slemrod 2006):Compliance costs affected by (Slemrod, 2006):
– Industry

Size– Size

– AMT

I t ti l ti– International operations

• Tax fees (average paid in 2004 by Fortune 100:

$4.3 million)



REDUCTION IN ECONOMIC 
DISTORTION

Examples:

i i• Depreciation

• Earnings management

• International competition

• Tax sheltersTax shelters



IRS WORKLOAD REDUCTIONIRS WORKLOAD REDUCTION

• Overworked and undertrained IRS staff
– “IRS audits of big corporate tax returns 
decreased to a 20‐year low in 2007” (WSJ)

– IRS auditors must know tax and financial 
accounting

• Dual analysis by IRS and auditors



REDUCTION IN LEGISLATIVE COSTSREDUCTION IN LEGISLATIVE COSTS

• PlayersPlayers
– Lobbyists

Congressional staffers– Congressional staffers 

– Courts

A t t– Accountants

– Tax attorneys

I b k– Investment bankers



REDUCTION IN LEGISLATIVE COSTS
(CONTINUED) 

T dit• Tax expenditures  

– Uncollected revenues as result of exclusions, 
exemptions, deductions, credits, preferential rates, or 
deferrals of liability

– 45% of those listed in 2006 budget 
added since 1986 (Graetz)

– $903 billion in lost revenues



REDUCTION IN LEGISLATIVE COSTS
(CONTINUED)

• Sunset provisions – distort estimated revenuesSunset provisions  distort estimated revenues

l & di• Example:  R&D credits 
– Estimates of government receipts includes 

h ld b ll d f h & damount that would be collected if the R&D credit 
actually expired

R&D dit t d d– R&D credit extended 



REDUCTION IN LEGISLATIVE COSTS
(CONTINUED)

• EarmarksEarmarks



INCREASED TRANSPARENCYINCREASED TRANSPARENCY

• Guiding Principles for Tax Law Transparency (AICPA)Guiding Principles for Tax Law Transparency (AICPA)
Taxpayers should know:

1 That a tax exists1. That a tax exists

2. How and when the tax is imposed on them and others

C k h tit t d d th• Corps know how competitors are taxed and they 
are playing under same rules

• Public would see taxes paid 



DISADVANTAGES OFDISADVANTAGES OF 
CONFORMITYCONFORMITY



UNCERTAINTY OF REVENUE IMPACTUNCERTAINTY OF REVENUE IMPACT

• GAAP to IFRSGAAP to IFRS
– Every account and method 
analyzed for accounting impactanalyzed for accounting impact 
(can change)

– Every account analyzed for taxEvery account  analyzed for tax 
impact

• Tax to GAAPTax to GAAP

• Tax to IFRS







TRANSITION ISSUESTRANSITION ISSUES

EXAMPLES:

• Net operating loss carryoversNet operating loss carryovers

• Consolidation rules for book versus tax

• Executive compensation• Executive compensation

• Fair value accounting



INABILITY TO PROVIDE ECONOMICINABILITY TO PROVIDE ECONOMIC 
STIMULUS OR SOCIAL 

ENGINEERING THROUGH TAX LAW
SOLUTION: allow special subsidies but disclose:SOLUTION: allow special subsidies, but disclose:

Pre‐tax income (from income statement) 

A ix  Appropriate tax rate

= Tax expense before special provisions

‐ Special provision

= Tax expense after special provision



CORPORATECORPORATE 
TAX REVENUE



GOVERNMENT REVENUE BY SOURCEGOVERNMENT REVENUE BY SOURCE 
(1996‐2006)

YEAR CIT INDIVIDUAL EMPLOYMENT ESTATE/GIFT EXCISE

1996 12.72 50.14 33.12 1.18 2.84

1997 12 60 50 82 32 56 1 25 2 761997 12.60 50.82 32.56 1.25 2.76

1998 12.05 52.45 31.52 1.39 2.58

1999 11.36 52.63 31.44 1.49 3.08

2000 11.24 54.23 30.50 1.42 2.61

2001 8.77 55.35 32.05 1.37 2.46

2002 10.48 51.46 34.12 1.35 2.59

2003 9.94 50.55 35.64 1.17 2.70

2004 11.43 49.06 35.53 1.27 2.72

2005 13 53 48 81 34 00 1 13 2 522005 13.53 48.81 34.00 1.13 2.52

2006 15.12 49.08 32.35 1.14 2.30



2005 STATISTICS OF INCOME 
CORPORATE TAX RETURNS

TOTAL RETURNS NUMBER OF  PERCENT OF 
RETURNS RETURNS

TOTAL 1,974,961 100.00

RETURNS WITH TI 1,038,946 52.61

RETURNS WITHOUT TI 936,015 47.39

RETURNS WITH INCOME TAX 
AFTER CREDITS

662,438 33.54



RETURNS WITH IT AFTER CREDITS‐2005
SIZE OF INCOME TAX AFTER CREDITS # OF RETURNS % OF RETURNS

TOTAL 662,438 100.00%

$1 up to 6,000 448,786 67.75

6 000‐10 000 60 682 9 166,000 10,000 60,682 9.16

10,000‐15,000 31,598 4.77

15,000‐20,000 16,918 2.55

20 000 25 000 11 824 1 7820,000‐25,000 11,824 1.78

25,000‐50,000 25,807 3.90

50,000‐75,000 12,243 1.85

75,000‐100,000 7,700 1.16

100,000‐250,000 20,195 3.05

250,000‐500,000 9,583 1.45

500,000‐1,000,000 6,298 0.95

1,000,000‐10,000,000 8,282 1.25

10,000,000‐50,000,000 1,682 0.25, , , , ,

50,000,000‐100,000,000 359 0.05

>100,000,000 481 0.07



SAMPLE RESULTS
TAXING BOOK INCOMETAXING BOOK INCOME

BOOK INCOME # OF OBS  
(% OF OBS)

TAX ON BOOK 
INCOME

TAX EXPENSE 
(FROM BOOKS)

DIFFERENCE

TOTAL RETURNS 2,139 (100) 232,784 180,528 52,256

$0 up to 50,000 1,137 (53) 2,693 4,847 (2,154)

50,000 – 75,000 171 (8) 1,780 2,746 (967)

75 000 100 000 127 (6) 2 330 2 763 (433)75,000‐100,000 127 (6) 2,330 2,763 (433)

100,000‐335,000 402 (19) 22,272 18,878 3,393

335,000‐10,000,000 288 (13) 125,180 86,997 38,183

10,000,000‐15,000,000 10 (.5) 41,350 28,290 13,060

15,000,000‐18,333,333 0 ‐ ‐ ‐

18 333 333 4 ( 2) 37 179 36 006 1 17318,333,333+ 4 (.2) 37,179 36,006 1,173



SUMMARYSUMMARY
• Prior experience

Other countries– Other countries

– LIFO/FIFO conformity adjustment by analysts

B fi• Benefits
• Increase international comparability

S i ti l• Serve as an economic stimulus

• Reduce political costs 

• Simplify tax computations and complianceSimplify tax computations and compliance

• Reduce costs of accountants, attorneys, investment 
bankers

• Increase transparency
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