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ABOUT CompTIA
The Computing Technology Industry Association (CompTIA) is a non-profit trade association
representing over 2,000 IT companies. Our members are at the forefront of innovation and
provide a critical backbone that supports broader commerce and job creation. These members
include computer hardware manufacturers, software developers, technology distributors, and
IT specialists that help organizations integrate and effectively use technology products and
services. CompTIA is dedicated to serving its membership by advancing industry innovation
and growth through its educational programs, market research, networking events, and public
policy advocacy.
CompTIA is also the leading global provider of vendor neutral IT certifications that provide
critical skills needed in the 21st century workplace. Over 1.6 million individuals hold one of our
certifications, with the vast majority having completed one of our foundational certifications,
CompTIA A+, Security+, and Network+. The development and dissemination of these
certifications serve the industry by adding to the level of knowledge and professionalization of
the IT service provider. In turn, this allows the IT service provider to be an ambassador for the
IT industry, bringing to its client a voice of technical knowledge and support.

3

4

white paper:

Impact of the Fiscal Cliff on SMB IT Companies

Introduction.
When Congress returns for the “lame duck” session after the election, they will be faced with
addressing the “fiscal cliff,” which is a combination of tax increases and spending cuts set to
kick in after the end of the year. Regardless of whether a tax provision is extended, enacted
or is expiring, or if a budget cut is enacted or averted, each one of these items has an impact
on our economy and our industry. This combined fiscal impact of $534 billion will need to be
addressed by Congress in some form prior to the end of 2012.

TAX PROVISIONS
Bush-Era Tax Cuts

FISCAL IMPACT FY 2013
A basket of marginal tax

$143B

rates, long-term capital gains
rate, dividends, and estate
tax
Payroll Tax Cut

2 percentage-point reduction

$89B

in employees’ 6.2% share of
Social Security taxes
Other Tax Provisions

Includes 50% bonus

$78B

depreciation, wind
production tax credit, R&D
tax credit and state/local
sales tax deduction
AMT Patch

Protection against higher tax

$89B

liability for middle-income
taxpayers
New Healthcare Reform

Includes a 3.8% levy applied

Taxes

to investment income for

$23B

those earning more than
$250K
SPENDING CUTS
FY 2013

FISCAL IMPACT FY 2013
Medicare reimbursements to

$19B

physicians
Unemployment Insurance

Extended federal benefits

$27B

for 40-73 weeks of
unemployment
Sequestration

Mandated spending cuts

$66B

divided evenly between
defense and nondefense
programs
TOTAL

$534B
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The U.S. IT industry is part of a $3.6 trillion global industry, which continues to grow rapidly.
Of this total, the domestic IT industry comprises 26% ($955 billion). Should the “fiscal cliff”
be left to unfold, the information technology sector could be significantly impacted. This is
especially true with respect to the small and medium-sized (SMB) IT businesses, which are
responsible for employing more than 2 million workers and spending over $110 billion annually
on payroll. Several potential policy outcomes could reduce the strength of SMB IT firms and
their ability to grow.
In a recent CompTIA survey, there was a clear interest in policy prescriptions for the looming
“fiscal cliff.” Of those polled, approximately two-thirds (65%) support a degree of balance in
addressing the fiscal cliff, with 26% responding that Congress should use equal parts spending
cuts and revenue increases, 23% support a greater portion of spending cuts, while 16% support
a greater portion of revenue increases. Another 13% thought that the shortfall should be
addressed entirely with spending cuts, while 5% preferred the deficit be addressed with only
revenue increases; 17% did not know or were undecided.
This paper outlines the impact of the “fiscal cliff” on SMB IT firms and recommends policy
prescriptions that would strengthen the IT sector in the long-term.

Expiration of Key Tax Provisions.
A number of key tax policies have lapsed or are set to expire at the end of the year, with an
overall fiscal impact of $310 billion for fiscal year 2013. While several of these provisions do
not uniquely impact the IT community, a number of these expiring provisions do have a direct
and significant impact on both IT innovation and the ability of SMB IT firms to grow and
remain globally competitive.
• Research and experimentation tax credit. The R&E tax credit, which benefits companies
that incur expenses in the development or improvement of products and technologies,
expired at the end of 2011. As a country, we must continue to improve existing
technologies and invent new technologies that support our economy and workforce; this
is even more critical to our technology workforce. We also must take steps to promote
innovation by our small and medium-sized businesses, many of which do not have taxable
income against which to offset this credit.
• Bonus first-year depreciation. For 2011, businesses were allowed an additional 100
percent bonus depreciation; this limitation dropped to 50 percent in 2012 and will end
for 2013 and forward. We must continue to encourage businesses to invest in new
equipment, technologies and infrastructure, in order to remain competitive in the global
marketplace. This valuable business incentive should be continued.
• Small business expensing. This provision (section 179 expensing) allows small businesses
to expense assets in the year of purchase; the limitation for this write-off will decrease
from $139,000 in 2012 to $25,000 in 2013. This is one of the few tax provisions that
provides an immediate economic benefit to small businesses; it also lessens the tax
compliance burden on small businesses by allowing a business to account for an asset
purchase in a single year, as opposed to depreciating the asset over a period of years.
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Where a company is considering purchasing technology to enable it to compete in our
information economy, this expensing provision can make all the difference. Small business
expensing should be continued at the 2012 level to allow small businesses – which are the
backbone of the American economy – to invest and grow.
• Exclusion on small business stock. This provision, which expired at the end of 2011, would
allow a 100% exclusion on the sale of (i) stock issued by a C corporation that has assets of
$50 million or less, and which uses at least 80% of its assets in an active trade or business;
(ii) the stock must be held for more than five years; and (iii) the maximum exclusion is
the greater of $10 million, or ten times the taxpayer’s stock basis. This provision should
be reinstated, as it is a very important incentive for encouraging investment in small
innovative businesses – which will grow our economy and create additional revenues to
address our fiscal needs.

The Sequestration.
When the “Super Committee” was unable to identify $1.2 trillion in spending cuts, the
Budget Control Act of 2011 required that sequestration go into effect on January 2, 2013.
Sequestration is an across-the-board spending cut between 2013 and 2021. In practical terms,
this would result in a 9.4% cut to defense spending and an 8.2% cut to non-defense spending,
which has a $66 billion impact in fiscal year 2013, alone. With the potential of sequestration
taking effect as early as 2013, SMB IT firms stand to be significantly impacted.
• Government as a consumer of and partner in innovation. There are various estimates
that put U.S. government annual IT spending at approximately $80 billion. Under
sequestration, institutional prime contractors to the Department of Defense (DOD) and
elsewhere might experience cutbacks in government contracts, with resulting cuts to
SMB IT’s that are downstream subcontractors. Additionally, as a consumer, the Federal
government helps to drive the IT industry. A restriction in procurement could remove
incentives for firms to invest in newer, innovative and/or emergent technologies to
meet these government technology adoptions. Beyond the intersection of government
consumption of innovation there is, of course, government investment in research and
development – particularly at the basic and applied research levels. A short-term cut
in R&D could impose a long-term penalty on our national competitiveness and on our
members which design and implement vital IT systems for national defense, cybersecurity
and protecting the privacy of citizens.
• Small business programs. In addition to the downstream effects of sequestration in
relation to government contracts and R&D, the Small Business Lending Fund would be cut.
This fund supports loans to community banks in order to increase small business lending.
While the size of cuts might not be considered large within the scope of all cuts, these
types of reductions to support lending programs are harmful because a little help goes a
long way for the small entrepreneur.
• Workforce and skills gap. The IT industry and the industries supported by IT depend
on the availability of a skilled workforce. Many of the federal programs that play a
role in supporting workforce development are at risk. This is problematic as there
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are approximately 280,000 IT-related jobs that are presently unfilled in this country.
Policies and programs that expand life-long education in computer sciences and basic
IT skills – as well as policies and programs that lead to meaningful careers in IT – are
desperately needed if the United States is to spur job growth, promote innovation and
compete globally. Programs at risk include: Department of Education programs in adult
education and literacy, career and technical education, and community colleges; the
Trade Adjustment Assistance Community College and Career Training Grant, which helps
those who were economically dislocated due to vagaries of global competition and are
in need of re-training; and the Department of Labor’s Veterans Employment and Training
office helping those veterans who need assistance in transitioning from a military role to a
civilian one.
There is much conversation among the purveyors of “conventional wisdom” that sequestration
is likely to be addressed in one of five different scenarios: (1) short-term “punt” during the
lame duck session without a “pay-for”; (2) short-term “punt” in the lame duck session with
a down payment (e.g., Farm Bill savings); (3) sequestration averted with savings from the
expiration of the Bush tax cuts or savings from troop drawdowns abroad; (4) defense budgets
exempted; or (5) sequestration occurs.
SMB IT firms would be significantly impacted if sequestration occurs, and, therefore, CompTIA
strongly opposes sequestration – in its current form – from going into effect.
While deficit control is vital to our economy and should be the priority of all policymakers, it
should not be accomplished at the expense of our economic drivers: support for innovation,
small business, and workforce preparedness. It is important to identify savings from lowerpriority programs that allow the federal government to continue its core missions, while
protecting strong and growing sectors of our economy, such as SMB IT.

Conclusion.
CompTIA believes that the fiscal cliff looms as a huge issue for all Americans, including small
technology businesses. With major tax increases a possibility on January 1, 2013, current
business planning is near impossible. The potential expiration of various tax cuts could cause
an economic slowdown as consumers and businesses face uncertainty on their 2013 tax bills.
Further, the fall-out from sequestration (mandatory spending cuts) will cause major trauma for
our economy and our SMB IT businesses. This uncertainty will become more apparent as we
move into the lame duck session of Congress.
Either by act or omission, Congressional lawmakers will be confronted with the consequences
of the fiscal cliff as early as the lame duck session. A short “punt” might occur, but we are well
past the point where we can continue to kick the can down the road. So, as Congress and the
Administration move to grapple with the fiscal cliff, we call upon policy-makers to continue
to protect the interests of small tech firms and entrepreneurs, which create jobs, keep our
nation competitive and build the critical technology infrastructure for our economy. We ask
Congress to take reasonable steps to avoid harmful spending reductions resulting from the
sequestration and to protect SMB IT businesses by extending key expiring tax provisions we
have outlined, which are vital to their economic viability.
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