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April 10, 2013
The Honorable Lynn Jenkins The Honorable Joseph Crowley
House Committee on Ways & Means House Committee on Ways & Means
Tax Reform Working Group on Tax Reform Working Group on

Income and Tax Distribution Income and Tax Distribution
1102 Longworth House Office Building 1102 Longworth House Office Building
Washington, DC 20515 Washington, DC 20515

RE: Income and Tax Distribution Tax Reform Working Group
Dear Congresswoman Jenkins and Congressman Crowley:

The AICPA strongly supports the leadership taken by the House Committee on Ways &
Means in studying a variety of topical areas as part of comprehensive tax reform. The
proliferation of new income tax provisions since the 1986 tax reform effort has led to
complex compliance hurdles for taxpayers, administrative complexity and enforcement
challenges for the Internal Revenue Service. According to the National Taxpayer
Advocate’s 2012 Annual Report to Congress, “individuals and businesses spend about
6.1 billion hours a year complying with the filing requirements of the Internal Revenue
Code.”* It also noted “the costs of complying with the individual and corporate income
tax requirements for 2010 amounted to $168 billion — or a staggering 15 percent of
aggregate income tax receipts.”> We consistently have supported tax reform
simplification efforts because we are convinced such actions will significantly reduce
taxpayers’ compliance costs, encourage voluntary compliance through an understanding
of the rules, and facilitate enforcement actions.

We are available to assist you in this process, and will be providing comments to several
of the working groups that have been established. This letter specifically provides
comments on adopting a uniform approach to determine whether an annual adjustment
for inflation is necessary to the various dollar amounts provided in the Internal Revenue
Code. A brief summary of our analysis and recommendation on inflation is enclosed for
your consideration. We also suggest that you review the AICPA’s Tax Policy Concept
Statement #1: Guiding Principles for Good Tax Policy to assist you in identifying
problems in the Code as well as analyzing any new proposals against the principles of
good tax policy. A copy of that concept statement is also enclosed.

! National Taxpayer Advocate’s 2012 Annual Report to Congress, Volume One, MSP #1 “The Complexity
of the Tax Code.”
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http://www.aicpa.org/InterestAreas/Tax/Resources/TaxLegislationPolicy/Advocacy/DownloadableDocuments/Tax_Policy_Concept_Statement_No.1.doc
http://www.aicpa.org/InterestAreas/Tax/Resources/TaxLegislationPolicy/Advocacy/DownloadableDocuments/Tax_Policy_Concept_Statement_No.1.doc
http://www.taxpayeradvocate.irs.gov/2012-Annual-Report/FY-2012-Annual-Report-To-Congress-Full-Report
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The AICPA is the world’s largest member association representing the accounting
profession with nearly 386,000 members in 128 countries and a 125-year heritage of
serving the public interest. Our members advise clients on federal, state and international
tax matters and prepare income and other tax returns for millions of Americans. Our
members provide services to individuals, not-for-profit organizations, small and medium-
sized businesses, as well as America’s largest businesses.

We appreciate your attention to this important matter. If you have any questions, please
contact me at (304) 522-2553, or jporter@portercpa.com; or Melissa M. Labant, AICPA
Director - Tax Advocacy & Professional Standards, at (202) 434-9234,
or mlabant@aicpa.org.

Sincerely,

Jeffrey A. Porter, CPA
Chair, Tax Executive Committee
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Proposal: Adopt a uniform approach to determine whether an annual adjustment for
inflation is necessary to the various dollar amounts provided in the Internal Revenue
Code (IRC or “Code”)

Present Law

Over the past 30 years, the Code has called for annual inflation adjustments to the non-
corporate income tax brackets. In addition, several other provisions of the tax law
include adjustments for specified dollar amounts. Examples of inflation adjustments for
2013 as presented in Rev. Proc. 2012-41 include the following:

e Kiddie Tax — Kiddie Tax thresholds increased by $50 in 2013.

e Gift tax exclusions — Annual gift tax exclusion increased to $14,000 in 2013.
This is the first increase since 2009.

e Expatriation — The average annual net income tax for determining whether a
taxpayer is a covered expatriate in 2013 increased by $4,000 to $155,000. The
amount excludable from gross income for purposes of calculating the exit tax
increased by $17,000 to $668,000.

e Foreign income exclusion — The foreign earned income exclusion in 2013
increased by $2,500, to $97,600.

The major retirement plan adjustments under IR-2012-77 are as follows:

e Qualified retirement plans — 2013 contribution limits for 401(k) and 403(b) plans
increased by $500, to $17,500, with the $5,500 catch-up contribution for those 50
and older unchanged.

e Traditional individual retirement account (IRA) limits — The 2013 phase-out
ranges for the deductibility of IRA contributions are:

-Single and head of household — increased by $1,000;

-Joint filers where contributing spouse is covered by workplace plan —
increased by $3,000; and

-Joint filers where contributor is not covered by a work plan but the
spouse is covered — increased by $5,000.

e Roth IRA income limits — Phase-outs for contributing to a Roth IRA in 2013 were
increased by $5,000 for joint filers and $2,000 for single and head-of-household
filers.

e Pension plans — The annual benefit limit for defined benefit plan increased by
$5,000 to $205,000. The annual contribution limit for defined contribution plans
increased by $1,000 to $51,000.

Description of Proposal

Provisions denominated in dollar amounts should be reviewed periodically to determine
whether adjusting them automatically for inflation would improve the fairness of the tax
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system and prevent the erosion of incentives and benefits. Some provisions may need a
one-time adjustment before being indexed because the dollar amount has been in
existence for over ten years with no adjustment. We recommend the adoption of a
uniform approach to inflation-indexing among Code sections that is consistent and based
on the same criteria. When new provisions denominated in dollar amounts are enacted,
an analysis of whether the amount should be adjusted automatically for inflation should
be considered.

Analysis

Indexing the income tax rate structure, exemptions, and other individual provisions
offsets the inflation-induced increase in real tax liabilities for many taxpayers. Despite a
good number of tax provisions with dollar amounts that are adjusted annually for the
effects of inflation, there are several provisions for which amounts are not adjusted.
Some of these provisions, such as the $1 million amount provided in section 1244, Losses
on Small Business Stock, have never been adjusted for inflation (section 1244 was
enacted in 1958).

In general, inflation adjustments are rounded to the next lower multiple of $50, so if the
adjustment produces an increase of less than the $50, no increase is made. The “Kiddie
Tax” threshold level only increased five times in the years 2001 through 2012. Another
area for inflation adjustment is the gift tax exemption. The exemption will increase only
when the inflation adjustment produces an increase of $1,000 or more. It is clear that
there is inconsistent treatment across various tax provisions on when inflation based
adjustments can be made and at what rate.

Conclusion/Recommendation

All dollar amounts in the Internal Revenue Code should be reviewed periodically to
determine whether they should be adjusted for the effects of inflation to improve the
fairness of the tax system and prevent the erosion of tax incentives and benefits. Some
provisions may need a one-time adjustment before being indexed because the dollar
amount has been in existence for over ten years with no adjustment.

A specific system for any recommended changes should be provided. The adoption of
such a uniform approach would eliminate the inconsistencies in these areas and would
create an expectation and understanding of what the changes in the law will be for
inflation adjustments into the future, and the timing of those adjustments. When new
provisions denominated in dollar amounts are enacted, an analysis of whether the amount
should be adjusted automatically for inflation should be considered, and reasons should
be provided (such as in the legislative history) for any dollar amounts that are not
required to be adjusted for inflation.



