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Projected Budget Deficit 20942019

CBO Alternative Baselines A and B
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Cumulative 10-year deficit = $14.0 trillion



Assumptions

Current law assumes

A 2001 and 2003 tax cuts sunset as scheduled in 2012

A Congress stops fipatchingodo the altern
Alternative Baseline A assumes

A 2001 and 2003 tax cuts are extended

A Estate tax compromise is maintained at 2010 parameters

A 2009 AMT patch is extended

A AMT exemption, rate bracket threshold and phase-out exemption
thresholds are indexed for inflation

A Includes the budgetary effects of the 2010 Healthcare Reform Act



Assumptions Continued

Alternative Baseline B is
A Alternative Baseline A plus

A Extension of several expiring provisions of ARRA including Making Work
Pay credit, American Opportunity Tax Credit, exclusion of certain amounts
of unemployment benefits

A Extension of expiring provisions, i.e.:
A Research and Development tax credit
A Energy extenders
A Active Finance

A Bonus depreciation




Projected Budget 2012019 Deficit as
a Percent of GDP
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20151 2019 Averages
Current Law 2.7% [
Alternative Baseline A 5.3% [
Alternative Baseline B 6.6% [ ]



Long Term Deficits as a Percent of GD

CBO Alternative
Fiscal Scenario

CBO Expanded
Baseline Scenario

2001 2011 2021 2031 2041 2051 2061 2071 2081

Notes:Unl i ke t he CBO fiextended baseline, o the nalternative fiscal
indexes the AMT for inflation, and reverses scheduled reductions in Medicare physician reimbursements.



Footing the BIll

Percentage of Revenues by Major Source
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States Starving for Cash

California Washington Kansas Kentucky lllinois
Gap: $6.6 B Gap: $2.8 B Gap: $0.5B Gap: $1.2B Gap: $5.0 B
% 2010 Budget: 7.2% -. % 2010 Budget: 2.0% % 2010 Budget: 7.5% % 2010 Budget: 12.2% % 2010 Budget: 14.3%
\l/ T |
} New York
Gap: $3.2B
S ] % 2010 Budget: 5.7%
o
i New Jersey
s Gap: $2.2B
% 2010 Budget: 7.4%

Virginia
Gap: $1.8B
% 2010 Budget: 11.1%

T 2

Arizona Georgia

Gap: $1.0B i Gap: $1.4B

% 2010 Budget: 12.7% % 2010 Budget: 0.3%
Colorado Oklahoma Mississippi
Gap: $0.6 B Gap: $0.9B Gap: $0.4 B

% 2010 Budget: 13.0% % 2010 Budget: 15.1% % 2010 Budget: 8.8%



Revenue

Pressure Is Global
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1%
0 Estate Tax 4%
oY% Net Interest
Other 3%
Excise Taxes 17%
9% Defense
Medicare
45% ——36%
Individual 15% Other
Income Tax Non-Defense Entitlement
——30% Discret.
Social Security 17%
7% Social Security 11%
Corporate Income Tax Medicare
Revenue Spending
Total: $2.1 Trillion Total: $3.5 Trillion
Source: FY2011 Budget of the United States Government.
Notes:fi Ot her entitlemento includes Medicaid, SSI| , SCHI P, TANF, Food Stamps, an
iNednef ense discretionaryo includes international affairs,dtechm@dogs portati on

natur al resources, veterans?©o

benefits,

and
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Tax Carried Interest as Ordinary Income

Reform Business Entity Classification Rules for Foreign Entities

Reform Foreign Tax Credit (Pooling) 45.5

Defer, Deduction of Expenses, Except R&E, Related to

Deferred Income 515

1L

Repeal LIFO Accounting 79.5

Extend Look Through of Payments Between

(0.6) Related Controlled Foreign Corporations

(2.8) || Extend the Deduction for State and Local Sales Tax

(3.9) § Extend Subpart F Active Financing Provisions

(67.9) Make Research and Experimentation Tax Credit Permanent




[ . hdptons

End of the Expensing of Exploration/Development Costs for Oil and Gas
Companies 44.9

Eliminate the Source-Rules Exception for Exports | 53.7

Tax the Worldwide Income of US corporations as it is earned 65.2
Exempt Active Foreign Dividends from U.S. Taxation 76.2
Repeal Sec. 199 for all Companies for Domestic Production Activities 36.2
Extend Period for Recovering Cost of Equipment Purchases 7.5
(67.9) . Extend Subpart F Active Financing Provisions

(417.3) _ Expand Net Operation Loss Carry Back




National Commission on Fiscal
Responsibility and Reform

A ZeroBase Budget Approach
A Lower Corporate Rate (Between 23 and 29 Percent)
A Eliminate all Business Tax Expenditures

Al NBFi0Skal AyillAy CAOS d&. dz
I Lowlncome Assistance (e.g., EITC)
I Mortgage Deduction
I EmployefProvided Health Care
I Charitable Giving
I Retirement Security



Top Corporate Tax Expenditures

FY09-13
($billions)

Top 10 Corporate Tax Expenditures

Deferral of active income of controlled
foreign corporations

Credits for alcohol fuels

Exclusion of interest on public purpose
state and local government bonds

Five-year delay of inclusion of income
arising from business indebtedness
discharged in 2009 or 2010 by the
reacquisition of a debt instrument

Deduction for income attributable to
domestic production activities

Source: Joint Committee on Taxation.

FY09-13
($billions)

Top 10 Corporate Expenditures (Cont.)

Classification of certain farm property
placed in service after 12/31/09 z 5-year

Property

Low-income housing credit

Expensing of R&E expenditures

Inventory methods and valuation, including
LIFO and LCM

Reduced rates on first $10 million of
corporate taxable income



Headquarters Location of Global 5C
iIn 2000 and 2009

)0

Total Statutory Total Statutory

Revenue Number of Corporate Revenue Number of Corporate Tax

($billions)  companies  Tax Rate 1/ ($billions)  companies Rate 1/ Taxation of Foreign Source Income, 2009
Urited States 4 681 179 39.2% 7,544 140 39.1% Warldwide with deferral and FTC
Japan 293 107 43.3% 2,980 i 41.3% 95% dividend exemplion enacted in 2009
Germany 1217 ar 52.0% 2,259 39 33.0% 95% dividend exemplion
France 927 kT 37 8% 2,166 40 34.4% 95% dividend exemplion
China 200 10 33.0% 1,661 37 25.0% Worldwide with deferral and FTC
United Kingdom 765 38 30.0% 1,585 27 28.0% 100% dividend exemption enacted in 2009
Netherlands 391 10 35.0% 1,044 12 25.5% 100% dividend exemption
Italy 264 10 39.5% st 10 30.3% 95% dividend exemption
Korea 242 12 30.8% 603 14 24.2% Worldwide with deferral and FTC
Switzerand 293 11 24.9% 566 15 21.2% 100% dividend and branch exemption
Total Top 10 1/ 11,904 451 39.8% 21,106 402 32.14%
Other 792 49 35.7% 4,069 98 2B.4%
Total Global 5001/ 12,696 500 39.2% 25175 500 31.1%

Source: Fortune Glabal 500, Emst & Young LLP
1/ Average statufory tax rates, including state and local taxes, weighted by number of Global 500 companies in the country excluding the U.S.



Business Tax

The U.S. statutory corporate income tax rate is high by international
standardsd what is the effect on the U.S. economy?

Ve

A Is the statutory or the effective rate more important?

A Dividends bear a second level of tax (at rate post-2010 yet to be
determined)

Lowering the corporate tax rate without revenue loss requires broadening
the corporate tax base. What are the options?

Ve

A Debt versus equity

A Choice of entity: pass-through entities (partnerships, S corporations)
and sole proprietorships versus double-taxed C corporations

A Retaining earnings versus paying dividends




Ten Key Topics In Tax Reform

. Scope of Reform 6. Business Tax

. Who Should Pay? 7. Use of Code for Non-Tax Purposes
. Revenue Neutrality 8. Global Issues

. Economic Growth 9. Alternative Tax Systems

. Individual Income Tax 10. Transition



Estimated Revenues And Interest Creditec
to the Highway Trust Fund, by Source, 201

(Billions of dollars)

Share of
Total Trust
Fund Revenues
Hig hweay Mass Transit and Interest

Account Account Total [ Percent)
Gasoline Tax 202 39 2410 &5
Diesal Tax 16 1.0 B.7 24
Tax on Trucks and Trailers 22 0 22 &
Usa Tax on Certain Vehicles 10 0 1.0 3
Truck Tire Tax 04 0 0.4 1
Interest Credited 04 0.2 0.5 2
Total 31.8 - | 36.9 100

Source: Congressional Budget Office.



Components of the Highway Trust Fund, 2

01

(Billions of dollars)

Estimated
Revenues and Budget Authoriky and Estimated

Interesi Obligation Limitations Durtlays
Highway Trust Fund 369 527 443
Highway account 318 443 367
Federal-aid highway program na. 430 354
Motor carrier safety program na. 0.6 05
Highway traffic safety program n.a. 0.7 0.7
Mass transit account 5l 84 T

apurce: Longressional Budget Linice.



Status of the Highway Account of the
Highway Trust Fund

(Billions of dollars)
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source: Congressional Budget Ofice.



Sources of Funding for Highways, fll
L evels of Government, 2008

Source: Congressional Budget Office based on Department of Transportation, Federal Highway
Administration, Highway Statistics 2008 (December 2009), Table HF-10.




Sources of Funding for Paying Debt Service
Bond Issues, All Levels of Government, 20(

or
)3

= Current Revenue from
Highway Users: 77%

Current Revenue from
General Sources: 23%

Source: Congressional Budget Office based on Department of Transportation, Federal Highway
Administration, Highway Statistics 2008 (December 2009), Table SB-3.

Note: Excludes proceeds from sales of other bonds.




Estimated FueRelated Costs and Fuel
Consumed in Various Years

Cost per Gallon, 2000 Share of Fuel Consumed, 2008

(2009 Cents)
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Passenger Passenger  Trucks Trucks
Vehicles Vehicles

Sources: Congressional Budget Office based on Ian W.H. Parry, "How Should Heavy-Duty Trucks
Be Taxed?” Jowrnal of Urban Economics, vol. 63, no. Z (March 2008), p. 660; and
Department of Transportation, Federal Highway Administration, Highway Siatistics 2008
(December 2009), Table VM-1.

Notes: Passenger vehicles have two axles and four tires and include automobiles and light trucks
(pickup trucks, minivans, and sport-utility vehicles).

Fuel use shares exclude motorcycles and buses.

Local air pollution costs are classified as mileage related for passenger vehicles and fuel
related for trucks.



Summary of Mica Proposal: Highway
and Transit Programs

A Transportation Reauthorization Bill Funding30
Billion over 6 years

A Better Leverage Existing Resour¢édFIA & 1 Billion

A Surface Transportation Program Refogii0
programs consolidated or eliminated

A Streamlining the Project Delivery Process
A Federal Highway Progragdistributed by Formula

A Federal Transit Prograqipromotes greater private
sector financing




Senate EPW Proposal For Surface
Transportation Funding

] KFANXEFY . 2ESNJ FLIWISIFNE (2 0SS ¢62NJ
March 2011 baseline, under which new obligation levels for Highway Trus
Fund spending and the three general fund mass transit accounts add up
the $109.3 billion, as shown below.



