September 5, 2007

The Honorable
United States Senate/House of Representatives
Washington, DC

Dear Senator/Representative:

The undersigned organizations urge you to support legislation sponsored by Congressman Sander
Levin (H.R. 2834) that would close the tax loophole for what private equity fund managers call
“carried interest.”

As Warren Buffett recently stated, it’s an outrage that Americans who are paid millions or even
billions for their labor can be subject to lower federal tax rates than their middle-income receptionists.
This is particularly true of private equity fund managers, the multi-millionaires who pay a 15 percent
federal tax rate on compensation for their services (something they call “carried interest”) rather than
the higher tax rate that normally applies to someone at their income level.

There are no official estimates of the cost of this loophole yet, but most experts agree it costs taxpayers
several billion dollars each year.

Just as important as the cost of this loophole is its outrageous unfairness. A receptionist, a firefighter or
a police officer who is unmarried and earns $50,000 a year pays a federal income tax rate of 25 percent
on a large share of her income. That’s after she pays around 15 percent of all of her income in federal
payroll taxes. But thanks to a loophole in the tax code, private equity fund managers pay only the 15
percent capital gains tax on their carried interest, which is usually most of their compensation.

The capital gains rate applies to income received from investments, but the fund managers are not
actually investing their own money in most cases. They’re managing other people’s money and getting
paid for their work, just like the rest of us who get paid by the hour or on a salary to provide a service.
Even Greg Mankiw, former Chair of the Council of Economic Advisors under President Bush, has
argued that there simply is no rational reason why these fund managers should be taxed at the lower 15
percent rate.

This issue is one of fundamental tax fairness. Should wealthy fund managers pay a lower tax rate on
income they receive for their work than the people who clean their offices and answer their phones?

Americans will have little difficulty answering this question. We hope that is true of Congress as well.
We urge you to support H.R. 2834.
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