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. . 9 cial incentives themselves may create new compliance burdens, and the cost of claiming those special
incentives, again, the burdens, may fall disproportionately on small businesses. My written testimony touches
upon several provisions in the tax code that create some distinctions between small and large busi-nesses.
Some of those diHerences are favorable to small businesses. Some are unfavorable. The point I want to
emphasize is the inordi-nate compliance cost placed on small businesses today. IRS data indicate that there are
both significant amounts of under reporting of income by small businesses and significant com-pliance costs
placed on small businesses, and there may be a cor-relation between the two. While noncompliance is not to be
con-doned, it can be understandable how the heavy compliance burdens may generate the result of
noncompliance with some of the rules of the tax system. Examining compliance costs, one IRS study found that
busi-nesses with less than 10, 000 in annual receipts faced compliance costs that were twice as large as the total
receipts of the business. Even as you expand to slightly larger small businesses, for exam-ple, those businesses
with receipts between 100, 000 and 500, 000, compliance costs are estimated to be about five percent of total re-
ceipts. Again, that is measured relative to receipts, not income. Income for such firms on average is about seven
and a half per-cent of total receipts. As a result, compliance costs for these busi-nesses represent an
additional...
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