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September 29, 2021 
 
The Honorable Charles Schumer    
Senate Majority Leader     
United States Senate  
S-221 U.S. Capitol  
Washington, D.C. 20515 
 
The Honorable Mitch McConnell  
Senate Minority Leader 
United States Senate  
S-230 U.S. Capitol  
Washington, D.C. 20515 
 
The Honorable Ron Wyden 
Chairman 
Senate Committee on Finance 
219 Dirksen Senate Office Building  
Washington, D.C. 20510 
 
The Honorable Richard Neal 
Chairman 
House Committee on Ways and Means 
1102 Longworth House Office Building 
Washington, D.C. 20515 
 

The Honorable Nancy Pelosi  
Speaker of the House  
U.S. House of Representatives  
H-232 U.S. Capitol  
Washington, D.C. 20515 
 
The Honorable Kevin McCarthy  
House Minority Leader  
U.S. House of Representatives  
H-204 U.S. Capitol  
Washington, D.C. 20515 
 
The Honorable Mike Crapo 
Ranking Member 
Senate Committee on Finance 
219 Dirksen Senate Office Building  
Washington, D.C. 20510 
 
The Honorable Kevin Brady 
Ranking Member 
House Committee on Ways and Means 
1139 Longworth House Office Building 
Washington, D.C. 20515 

 
Re:  Comments concerning section 174 capitalization and amortization of research and 

experimental expenditures 
 
 
Dear Leader Schumer, Speaker Pelosi, Leader McConnell, Leader McCarthy, Chairman 
Wyden, Chairman Neal, Ranking Member Crapo, and Ranking Member Brady: 
 
We are writing to express our concerns, and the concerns of our clients, with respect to the 
upcoming requirement to capitalize and amortize research and experimental expenditures , as 
defined under section 174 of the Internal Revenue Code, in accordance with the Tax Cuts and 
Jobs Act (“TCJA”) as enacted in 2017.1 Along with our clients, we support efforts to repeal this 
capitalization provision and thereby reinstate the ability to immediately expense qualifying 
research costs under section 174. 

Section 174 amortization was adopted as part of TCJA pursuant to meaningful tax policy 
considerations in 2017. Since then, conditions have evolved with the endurance of the COVID-
19 virus, necessitating a reevaluation of section 174 and other provisions of  the Internal 
Revenue Code. 

 

1 Pub. L. No. 115-97, 131 Stat. 2054 (2017). 
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As the leading provider of tax, audit, and consulting services to our nation’s middle -market 
companies, RSM has unique insights into the impact the pending change will have on middle -
market businesses and the benefits to these f irms of repealing the TCJA provision.  

The TCJA provides that, for tax years beginning after Dec. 31, 2021, taxpayers must capitalize 
and recover these costs over a deferred period, as opposed to a current deduction under 
current law, based on where the research was conducted. Absent a legislative solution this 
calendar year, a critical tax provision, utilized by U.S. companies of all sizes and across all 
industries since 1954 to support innovation and the creation of new and advanced technologies, 
will end abruptly.    

President Joe Biden’s “Build Back Better” tax agenda, as further articulated through the 
American Jobs Plan and the American Families Plan, promotes increased U.S. competitiveness 
through enhanced R&D initiatives, incentives, and funding, among other things. However, 
neither measure specifically addresses the upcoming change under section 174. Mention of 
section 174 was also missing from the U.S. Treasury’s Green Book explanation of the 
administration’s tax proposals issued earlier this year, although it did include a proposal to 
repeal the foreign-derived intangible income (“FDII”) deduction and spend the resulting revenue 
on “additional support for research and experimentation expenditures.” It is not clear whether 
“additional support” refers to restoring the section 174 deduction.    

Most recently, the House Ways & Means Committee markup moved the effective date of R&D 
amortization requirements under section 174 from Dec. 31, 2021, to Dec. 31, 2025. While this 
would provide welcomed immediate relief, it does not address the underlying concerns that 
would need to be similarly addressed in the future. 

The upcoming change has also caught the attention of both Republicans and Democrats, with 
bipartisan legislation introduced in the House and the Senate that would repeal the law and 
restore immediate expensing.2 Bipartisan support for action was also evident earlier this year at 
a Senate Finance Committee hearing exploring tax issues facing U.S. manufacturers, where 
lawmakers expressed concern as to the potential impact of the change on U.S. 
competitiveness. Separately, as part of his international tax reform framework, Senate Finance 
Committee Chairman Ron Wyden (D-OR) has proposed modifications to existing law that would 
focus on corporate activities in the U.S. related to innovation, including R&D.3  

 

 

2 See S. 749 (the “American Innovation and Jobs Act”) introduced in March and H.R. 1304 (the “American 
Innovation and R&D Competitiveness Act of 2021”) introduced in February.   
3 See statement of Sen. Ron Wyden (D-Ore.), Finance Committee Hearing on the Effect of the U.S. Tax 
Code on Domestic Manufacturing, March 16, 2021. See Overhauling International Taxation: a framework 
to invest in the American people by ensuring multinational corporations pay their fair share, April 5, 2021, 
in which Wyden would establish a new “FDII” regime that would reward innovation-spurring activities that 
occur in the U.S., such as R&D.  
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The requirement to capitalize and amortize research costs places an undue burden on middle -
market companies by creating a disincentive to increase research and experimentation in the 
United States, undercutting our nation’s competitiveness and prospects for continued economic 
leadership.  

Additionally, this requirement does not align with the stated goals—shared by both parties—of 
investing in research and experimentation, especially in critical technologies and advanced 
manufacturing. 

A further discussion of these matters is appended to this letter. 

We commend the continued efforts of lawmakers in Congress that seek to reverse this 
upcoming change and would respectfully urge you to address this matter in a timely and 
definitive fashion. Continued uncertainty surrounding the tax treatment of R&D costs could have 
a chilling effect on middle-market companies seeking to undertake significant and 
transformative ground-breaking research in the United States. 

We appreciate the opportunity to submit our comments on this matter and would welcome any 
questions or comments you may have. 

 

Sincerely, 

 

RSM LLP US 

 

Ernest J. Nedder, Partner, National Tax Leader, RSM US LLP (Chicago, IL) 

 

James Alex, Partner, National Tax Policy Leader, RSM US LLP (Chicago, IL) 

 

Christian Wood, Principal, Washington National Tax, RSM US LLP (Chicago, IL) 

 

Justin Silva, Partner, Practice Leader, Credits/Incentives/Methods, RSM US LLP 
(Chicago, IL) 

 

Daniel J. Ginsburg, National Public Affairs Leader, RSM US LLP (Chicago, IL) 
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Additional Organizations 

Jeannine August, Tax Director, 14 W Administrative Services, LLC, (Baltimore, MD) 

Mary-Helen O'Leary, CFO, Apex Heritage Group, Inc., (Houston, TX) 

Rebecca Terpstra, Tax Partner, Atherton & Associates LLP, (Modesto, CA) 

Bidget Foreman, Partner, Bartlett, Pringle & Wolf, LLP, (Santa Barbara, CA) 

Mark Wolfgram, Tax Director, Bel Brands, USA, Inc., (Chicago, IL) 

Judy Cahee, Tax partner, BST & Co. CPAs, LLP, (Albany, NY) 

Aleksey Krylov, CFO, Cytolmmune Therapeutics, (Monrovia, CA) 

Joseph Donabauer, Corporate Controller - VP of Finance, Cytolmmune Therapeutics, 

(Monrovia, CA) 

Jason Kors, CEO, DP&C, (Tacoma, WA) 

Jean R.  Cole, Tax Partner, Firley, Moran, Freer & Eassa, CPA, PC, (Syracuse, NY) 

Ronald Roling, CFO, Ford Tool & Machining, LLC, (Loves Park, IL) 

David Gizewicz, CFO, G&W Electric Company, (Bolingbrook, IL) 

Charles Heid, Partner, Gilmore Jasion Mahler, (Maumee, OH) 

Gail Miller, President, Grossman Software Solutions, (Champaign, IL) 

Tyler Willis, Partner, Hayashi Wayland, (Salinas, CA) 

Jeremiah Hough, Vice President, Independent Stave Company, (Lebanon, MO) 

Jeff Joyce, Partner, Johnson & Sheldon, PLLC, (Amarillo, TX) 

Carla Keegan, President, Keegan Linscott & Associates, PC, (Tucson, AZ) 

William Le Van, Director of Tax, Kimball International Inc. (Jasper, IN) 

Tom Bauters, Assistant Treasurer & Tax Director, Lippert Components, (Elkhart, IN) 

Rodney A. Moore, MORryde International, Inc., (Elkhart, IL) 

Gregory Nelson, Principal, Olsen Thielen CPAs, (St. Paul, MN) 

Daniel Messing, Pugh & Company, Pugh & Company, (Knoxville, TN) 

Christopher P. Byron, SVP Tax & Treasury, SAS Institute Inc., (Cary, NC) 

Michael Hanisko, Managing Partner, Weinlander Fitzhugh, (Bay City, MI) 
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Additional Background and Detail  
 
Enacted as part of the Internal Revenue Code of 1954, the ability to immediately expense 
research costs under section 174 eliminated the uncertainty surrounding the cost recovery of 
these expenses. In addition, immediate expensing and its tax benefits encouraged research and 
experimentation. However, as part of the TCJA, starting with taxable years beginning after Dec. 
31, 2021, these costs must be capitalized and amortized over a period of 5-years or, in the case 
of foreign research,15-years. In addition to requiring the capitalization and amortization of 
research costs, the TCJA also requires software development expenditures to be capitalized 
and amortized. 
 
1. The requirement to capitalize and amortize research costs places an undue burden on 

middle-market companies, especially as many companies are recovering from the 
economic impacts of the COVID-19 pandemic. 

The requirement to capitalize and amortize research costs causes harm to the middle market in 
a few key areas. One, this change from immediate expensing to capitalization and amortization 
has been estimated to increase the tax wedge rate of investing in research and development 
from 8% to 25%.4 

To put numbers around this, Company X, a manufacturer, presently incurs approximately 
$450,000 of research costs per taxable year. In 2021, X immediately expenses such costs. In 
2022, X is required to capitalize and amortize such costs over five years and place them into 
service at the midpoint of the taxable year. Accordingly, X is entitled to a deduction of $45,000 
in 2022 for its 2022 research costs. X is a family-owned pass-through entity and its owners pay 
income taxes at the highest marginal rate of 37%. As a result of the Act’s amendments to 
research costs, X’s owners face an increased tax bill of almost $150,000 in 2022. That 
$150,000 could have gone toward increasing wages in a tightening labor market or for capital 
investments in technological improvements. 

Second, many small businesses and middle-market companies do not claim a research credit 
under section 41. However, these companies may perform activities considered research and 
experimentation and thus may be required to identify research costs or risk being out of 
compliance with the Code. As a result, companies will have to commit additional resources to 
this new compliance burden, and the IRS will have to spend already depleted resources on 
examination activity surrounding the proper capitalization of these expenditures, which can be 
diff icult to define and identify. Also, even for companies that claim a research credit, the credit 
eligible expenses may not be the totality of section 174 expenditures, causing these companies 
to commit additional resources to identifying all research costs. 

 

 

4 Congressional Budget Office. How Taxes Affect the Incentive to Invest in New Intangible Assets (2018), 
https://www.cbo.gov/system/files/2018-11/54648-Intangible_Assets.pdf (the report defines the tax wedge 
as the “percentage-point difference between before- and after-tax rates of return on an investment”). 

https://www.cbo.gov/system/files/2018-11/54648-Intangible_Assets.pdf
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Furthermore, middle-market companies, in many cases, will face a significant cash hit in 2022.  
This will be because estimated tax payments will have to go up – in some cases, dramatically 
up.  Larger, publicly-traded companies will face this problem also, but middle-market and small 
companies do not have the same access to financial markets, and thus paying these 
significantly higher estimated tax payments will pose an especially acute problem for the middle-
market and small companies.  And note that these increased estimated tax payments will have 
to be made in early 2022, and thus waiting until a lame-duck session of Congress in late 2022 is 
not a good solution.  This problem of looming R&D capitalization should be addressed by 
Congress and the administration in 2021. 

2. The requirement to capitalize and amortize research costs will create a disincentive to 
increasing research and experimentation in the United States. 

As stated above, the TCJA’s changes to research costs shifts the policy of the United States 
from a subsidization of research to an additional hurdle for conducting research activities. 
Countries around the world acknowledge the critical importance of innovation, especially at a 
time when new technologies and innovative manufacturing processes will be needed to combat 
the increase of carbon in the atmosphere and stronger, more damaging natural disasters.  

It has been previously reported that amortizing research costs would result in a decrease of 
20,000 U.S. research jobs in the first f ive years of required amortization. Rather than 
discouraging investment by requiring research costs to be amortized, the United States should 
encourage these investments and workforce development in skilled positions. 

3. The requirement to capitalize and amortize research costs does not align with 
Congress’ and the administration’s stated goals of investing in research and 
experimentation, especially in critical technologies and manufacturing. 

Members of Congress and the administration recognize the outsized importance of research 
and experimentation. For example, the administration’s American Jobs Plan proposes an 
expanded investment tax credit and production tax credit for clean energy generation and 
storage – this will require additional research and experimentation to be successful. The 
American Jobs Plan correctly notes the decreased level of public investment in research and 
development over the past 25 years and calls for increased funding for U.S. manufacturing, 
which accounts for 70% of business R&D expenditure.  

It is incongruous then to put forward a goal of increasing U.S. research and experimentation 
while simultaneously not addressing the TCJA’s amortization of research costs, which increases 
the after-tax cost of these expenditures.  

Congress has long understood the benefit of research and experimentation conducted by U.S. 
companies by passing immediate expensing into law. It is time for Congress to do so again. 
Two bills – H.R. 1304 and S. 749 – would reinstate the full deduction for research and 
experimentation expenditures.  
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Allowing full expensing for research costs would maintain the current economic recovery and 
wage growth, reduce the uncertainty companies face in identifying all research costs, and 
provide additional liquidity for companies to invest in ongoing research and experimentation.  

 


