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The Honorable Patty Murray The Honorable Jeb Hensarling
The Honorable Max Baucus The Honorable Xavier Becerra
The Honorable John Kerry The Honorable David Camp
The Honorable Jon Kyl The Honorable James Clyburn
The Honorable Rob Portman The Honorable Fred Upton
The Honorable Pat Toomey The Honorable Chris Van Hollen

Dear Members of the JBint Select Committee on Delicit Reduction:

As you work to construct a proposal to reduce the federal budget deficit and ensure long-
term fiscal stability for our government. I urge you to eliminate wasteful tax expenditures and
loopholes and restore more balance to the tax code. These measures would not only reduce the
deficit, but also render the federal tax system more fair to the millions of honest Americans who
pay their taxes. >

Here are seven tax reforms that could together raise over one trillion dollars to reduce our
federal deficits.

(1) Target Offshore Tax Abuses. The Stop Tax Haven Abuse Act (S.1346) would
combat offshore tax abuses. It contains more than a dozen provisions to shut down
offshore tax loopholes and expose offshore tax cheats, including measures to penalize
offshore financial institutions and jurisdictions that impede U.S. tax enforcement;
stiffen penalties on aiders and abettors of tax evasion; shift the burden of proof
establishing who controls an offshore entity; stop companies managed and controlled
in the United States from claiming foreign status: treat U.S. deposits and investments
by offshore subsidiaries of U.S. parent corporations as taxable repatriated income;
and treat credit default swap payments made from the United States to offshore
recipients as taxable U.S. source income.

(2) End the Corporate Stock Option Loophole. The Ending I:xcessive Corporate
Deductions for Stock Options Act (S.1375) would eliminate a corporate loophole that
currently gives special tax treatment to corporations that pay their executives with
stock options. Stock options are the only type of compensation which., due to a
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special method for calculating the tax deduction, often allows corporations to deduct
more than the compensation cxpense shown in their books. The latest data available
shows that, over a five-year period. from 2005 to 2009, corporate stock option tax
deductions as a whole exceeded corporatce stock option book expenses by $12 to $61
billion cach ycar, forcing ordinary taxpaycrs to subsidize tens of billions of dollars in
excessive excecutive pay tax deductions. Closing this loophole would end this unfair
tax subsidy of corporate cxecutive compensation.

(3) End the Carried Interest Loophole. Under current law, hedge fund and private

equity fund managers treat certain income received from managing investments as
“carried intercst™ taxable at the lower, long-term capital gains rate, instead of
ordinary income tax rates. That income is not, however, a return on a capital
investment made by the fund managers with their own money, but is instead
compensation for work performed for other investors. Closing this loophole and
treating carried interest as ordinary income would end an unfair taxpayer subsidy of
this Wall Street income.

(4) End the Derivatives Blended Rate Loophole. Under current law, profits from some

derivative trades arc taxed at a “blended rate” comprised of part capital gains and part
ordinary income, even in the case of derivatives held for minutes. This special tax
trcatment, enacted in 1981, favors derivatives like futures over stocks, and
encourages bets on derivatives over direct capital investments that are key to
cconomic growth. Closing this tax loophole would put a stop to that market
distortion.

(5) Restore Reagan-Era Capital Gains Rates. In recent years, tax rates have been

repcatedly lowered for capital gains derived from stock, bonds, and derivative
transactions compared to income derived from the salaried work performed by most
Americans. Despite the fact that capital gains rates currently range between 0% and
15%, our cconomy has little to show for it in the way of increased investment or other
cconomic benclits. At the same time., these lower rates have greatly increased the
deficit. While long-term investments should reccive some degree of favorable
trcatment, restoring capital gains rates to Reagan-cra levels in line with ordinary
income rates - as scveral bipartisan deficit reduction proposals have suggested —
would not only make the federal tax system more fair., but also end a tax expenditure
costing hundreds of billions of dollars over ten vears,

(6) Restore Upper Income Tax Brackets. Today. the wealthicst one percent of

Americans take home 24 percent of all U.S. income, the highest percentage since the
Great Depression.  Yet. just a few decades ago. that number was below 10 percent.
Rather than have their share of the tax burden go up accordingly. the wealthiest few
have had their tax rates lowered several times. Our economy has not grown as a
result of this special treatment, but our deficit has. Restoring ordinary income rates
on those carning over $250,000 would reduce our deficit by hundreds of billions of
dollars over the next 10 years while restoring balance to the tax code.



Page 3

(7) Eliminate Paper Tax Liens, The Tax Lien Simplification Act (S.1390) would
create an electronic federal tax lien registry, available (o the public at no cost, in place
of the current antiquated system requiring federal tax liens to be filed on paper in
4,000 tocations across the country, This simple, good government bill would save
administrative costs, while expediting the removal of tax liens and freeing up an
entire IRS division to tackle the collection of unpaid taxes that pose an unfair burden
on honest taxpayers.

These common sense proposals, if enacted, would significantly reduce the federal deficit,
while removing economic distortions from the marketplace and ending unfair tax expenditures
and loopholes that disadvantage average taxpayers. For more information about any of these

measures, please have the Committee staff contact _of my staff. Thank

you for your consideration of these proposals,
Sinzerely.

Carl Levin
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