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What's the Deal With the Corporate Tax Rate?

Who Pays the Corporate Tax?

Approximately 1.5 million active C corporations pay the corporate income tax, according to the
most up-to-date IRS Statistics of Income (SOI) for tax year 2018

What Is the Tax Rate?
21% of taxable income, according to 26 USC 11

Before the passage of the Tax Cuts and Jobs Act (TCJA) in 2017, the corporate tax rate was graduated,
starting at 15% of taxable income up to $50,000 and accelerating to a maximum rate of 35% of
taxable income beyond $10 million; TCJA changed this to a flat, 21% rate on all taxable income

On What Income Is the Tax Assessed?

« The tax is assessed on net income from U.S. sources and certain foreign sources after subtracting
ordinary deductions, statutory special deductions, foreign income deductions, and credits

o The most common ordinary deductions are for the cost of goods sold by the business
(COGS), salaries and wages of employees, depreciation of tangible assets, and interest
expenses

o The most common special deduction is for businesses with net operating losses (NOLs)

o The most common foreign income deductions are for global intangible low-tax income
(GILTI) and for income derived from exports (the foreign derived-intangible income, or
FDII, deduction)
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https://www.irs.gov/pub/irs-pdf/p16.pdf#page=11
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o The most common tax credits are for foreign tax credits and general business credits (such
as for building low-income housing, building energy-efficient homes, or conducting
research)

« The below chart uses IRS SOI data from tax year 2018 to demonstrate what the average C corp
would have in deductions, net income, and income tax liability (before and after credits) if they
had $100 million in receipts; the chart is only meant to be illustrative of statistical averages and
does not reflect a typical C corporation’s tax return

An Average Corporation’s* Receipts, Deductions, Net Income, and Total Income Tax in 2018

[Tax Reporting Category__ [TaxRoportinglinstom [Amount |

“Other” deductions (admin, commissions, shipping, | $13.8 million
travel, intangible drilling costs (IDCs), employee moving
expenses, etc.)

Income Subject to Tax (Net Income - (Statutory Special Deductions** + Foreign Deemed | $7.5 million
Deductions***))

Income Tax Before Credits*** * _ $1.6 million (20.6%)
Income Tax After Credits***** $950,000 (12.6%)

*We take averages based on IRS statistics of corporate income for 2018, and begin with the assumption that the “average” corporation in
question had $100 million in receipts

**Statutory Special Deductions = net operating losses (NOLs), dividends received deductions (DRDs), deductions for dividends paid by
regulated investment companies (RICs) and real estate investment trusts (REITs)

***Foreign Deemed Deductions = section 965 deduction on repatriated income, section 250 deduction on global intangible low-tax income
(GILTI), and section 250 deduction on foreign-derived intangible income (FDII)

****Total Income Tax Before Credits = income tax + personal holding company tax + base erosion minimum tax (for the Base Erosion and
Anti-Abuse Tax, or BEAT, regime) + recapture and other taxes + tax on net income from foreclosure property and from prohibited transactions +
branch profits tax of foreign corps + net section 965 tax liability + current year payment of section 965 tax liability from prior years + additional
taxes applying to RICs, REITs, property and casualty insurance companies, and foreign companies

***x*Total Income Tax After Credits = “Total Income Tax Before Credits” - (foreign tax credits (FTCs) + electric vehicle (EV) credits + general
business credits + prior year minimum tax credits + additional and smaller tax credits)

« Some policymakers and media figures express shock when a successful U.S. corporation reports
high sales but then pays a relatively small proportion of those sales numbers in corporate income
taxes

- This is not an indication of tax evasion, though; it’s merely a function of numerous deductions
and credits that policymakers have determined are necessary or effective, and/or sound tax policy,
and have often supported on a bipartisan basis
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https://www.irs.gov/pub/irs-pdf/p16.pdf

How Much Does the Government Collect in Corporate Taxes?

« According to the Congressional Budget Office’s (CBO) July 2021 baseline, the U.S. will collect
approximately $238 billion in corporate tax revenues in fiscal year 2021, which runs from October
2020 through September 2021

o This is 6.2% of all federal revenues collected (the majority are from individual income
and payroll taxes) and 1.1% of U.S. gross domestic product (GDP)

- CBO projects corporate income tax revenues will jump to $317 billion in the next fiscal year, FY
2022, and will total $3.9 trillion over the next 10 years (an average of around $390 billion per year)

« The four largest tax expenditures (deductions or credits) for corporations, which collectively
make up about two-thirds of the value of all corporate tax expenditures, were

1. the 50% deduction for GILTI (meaning such foreign-source intangible income is taxed
at an effective 10.5% rate)

2. the 37.5% deduction for FDII (which taxes export income at an effective 13.125% rate)

3. the temporary ability for corporations to fully write off investments in machinery,
equipment, and other short-lived assets in the year of purchase (“full expensing”), and

4. the incremental research tax credit

« The below chart compares the Joint Committee on Taxation’s (JCT) estimates of the value of top
business tax expenditures over the next three fiscal years with the total amount of projected
corporate tax receipts in the next three fiscal years

o Please note that an estimate of the value of a tax expenditure is not equal to the revenue
policymakers could gain by repealing or removing the expenditure, since repeal or
removal would have to account for taxpayers’ responses to a policy

Corporate income tax receipts and selected tax expenditures

O

@ 400
o

[@)]

Q

R

€ 5 300
e —

° 35

Ko}

22

T @ 200
(@)]

o2
g:
a2 100
>

Q

S

)

'—

- Corporate income tax receipts

- Research credit

317
62.6
29.6
B =

379
67.7 73.1
37.4
33.355 4155 s 17.3
— S

B o

GILTI deductions Full expensing

390

2022

2023

Fiscal year

What Are the Biden Administration Proposals Affecting Corporate Tax Revenues?

« President Biden has five major proposals that would affect corporate tax revenues; the headline
proposal, and the one with the largest revenue impact, is to raise the corporate tax rate by a third,

from 21% to 28%
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https://www.cbo.gov/data/budget-economic-data#7
https://www.govinfo.gov/content/pkg/CPRT-116SPRT42597/pdf/CPRT-116SPRT42597.pdf#page=21
https://www.jct.gov/publications/2020/jcx-23-20/
https://home.treasury.gov/system/files/131/General-Explanations-FY2022.pdf

« The impact of this first Biden proposal on corporate tax revenues is illustrated in the chart
below, with slightly different estimates from the Treasury Department and the University of

Pennsylvania Penn-Wharton Budget Model (PWBM)

Corporate tax increase under Biden 28% plan, Treasury and
PWBM models
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« Four other proposals from President Biden would also significantly affect corporate tax revenues:

o Revising the international tax regime that taxes the foreign profits U.S. businesses earn
on certain highly-mobile, highly-profitable intangible assets (GILTI)

o Repealing the deduction U.S. businesses can take on their income derived from exports,
the foreign-derived intangible income (FDII) deduction

o Replacing the Base Erosion and Anti-Abuse Tax (BEAT), which seeks to tax businesses
that send profits away from the U.S. to lower-tax jurisdictions, with a new Stopping
Harmful Inversions and Ending Low-tax Developments (SHIELD) regime that is more
punitive against U.S. companies, and

o Imposing a 15% minimum tax on corporations’ book profits, which often differ from
the “Income Subject to Tax” we discussed above

« The below table shows the tax revenue the Biden administration projects to raise under these
five proposals:

Impacts of 5 Biden corporate tax proposals, Treasury estimate
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- Impose 15% book minimum
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https://home.treasury.gov/system/files/131/General-Explanations-FY2022.pdf#page=110
https://budgetmodel.wharton.upenn.edu/issues/2021/4/7/president-biden-american-jobs-plan-effects
https://budgetmodel.wharton.upenn.edu/issues/2021/4/7/president-biden-american-jobs-plan-effects

And the below table demonstrates the combined impact of these five Biden proposals on corporate

tax

revenue versus the CBO baseline

Corporate tax liabilities, current law vs. combined Biden
proposals (Treasury estimate)

- Current Law - Under Combined Biden Proposals
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Who Bears the Corporate Tax?

Tax revenue (billions of dollars)

While C corporations directly pay the income tax, there is rigorous academic debate over which
individuals are ultimately responsible for bearing the effects of the tax

o

o

Tax Foundation’s Stephen Entin cites economists’ studies that estimate employees of
corporations may bear up to “70 percent or higher” of the corporate income tax, with
shareholders of corporations bearing the rest

CBO allocates 25% of the corporate income tax to workers, and 75% to shareholders
(explanation from JCT here)

JCT further explains that in the short run corporate tax increases are borne by
shareholders, but in the long run a growing share of the tax hike is borne by workers

Using JCT analysis, NTU estimated in August 2021 that a seven-point increase in the corporate

tax

rate, from 21% to 28%, would raise taxes on households making less than $100,000 by nearly

$100 billion over a decade
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https://taxfoundation.org/labor-bears-corporate-tax/
https://www.jct.gov/CMSPages/GetFile.aspx?guid=c16301b2-921e-45d4-9811-eab7b0e01d62#page=6
https://www.finance.senate.gov/imo/media/doc/jct_analysis_on_corporate_tax_increase.pdf

Where Can | Find Additional Resources?

Biden Administration Tax Proposals (Green Book), May 2021
+ JCT Analysis of Corporate Tax Increases, August 2021

CBO Revenue Projections, July 2021
+ JCT Tax Expenditures Projections, November 2020

IRS Statistics of Income for 2018, July 2021
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