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Comments from James S. Johnson, Jr, I

   I’ll start with where I come from.  I am a retired 

chemist, and our joint adjusted income falls usually 

in the range $150K-180K, about two thirds from 

investments and the rest from social security and 

a pension.  We usually are subject to the alternative 

minimum tax.  

    We are strong partisans of the graduated income 

tax, and would be unhappy  to see a shift of any 

substantial fraction of federal taxes to sales or 

other  “consumption” taxes, a regressive revenue 

source already overused by the states, which 

should be left to them.  We believe that present 

federal taxes are too low to meet the government’s 

responsibilities.  We would prefer to see this 

situation alleviated by reversal of the present 

administration’s tax cuts on higher incomes.  

 However these comments mainly deal with 

tax simplifications.  Some will bring in less 

revenue, and to attain tax neutrality, we favor 

increases in the rates for the brackets 28% and 

higher, perhaps along with a narrowing of the 28 

and 33% income ranges, because some of the 

suggestions are particularly advantageous to 

those for whom these are the top rates.  

    I prepare our returns with commercial 

software, and most of the suggestions 

come from the parts of the forms I have 

to deal with.  

DISAPPEARING DEDUCTIONS

    I understand  Congress’s reluctance to 

admit to higher rates lead to the provision 

at line 28 of Schedule A that, if one’s 

adjusted gross income is over a listed amount, 

one begins to lose the benefits of deductions.  

This is a silly game, that requires an unnecessary 

work sheet, and should be abolished, with rates 

adjusted as necessary.  

CAPITAL GAINS

      I’m not in principle against a break for capital-

gain income, but it should be done like it 

was some decades back, by allowing reduction  

of net long-term gain (Line 15 of Schedule D ) 

by whatever percentage Congress desires, adding 

it to short-term gains, and carrying the number over 

to 1040. If the net for long and short term is a loss, 

allow up to $3K deduction as at present, the rest 

being carried over. People with unrecaptured 
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1250 gain will have to put up with  further 

complications, if it is felt necessary to 

maintain the category (which I don‘t understand 

anyhow).  Also those subject to AMT, although 

below I discuss a drastic reduction in the 

number who are.  

     An irritating nuisance occurs from payments 

for partial shares, distributed in spin-offs and 

mergers.  Calculating the basis for capital gains 

for these and keeping the records for the basis 

of the bulk is time-consuming and tedious.  I 

suggest amounts less than $100 be handled 

as income, and the basis of the bulk staying 

the same.  

DIVIDENDS

     I would junk the Bush reduction of taxes on 

dividend income, and treat it as other income.  

That would eliminate  complications from 

distinction between “ordinary “and “qualified” 

dividends, and the contortions to nullify the 

effect of AMT on this tax break, as well as on 

capital gains (work sheet for line 22, Schedule D).   

     If it is desired to give a break on dividend 

income, there could be a modest flat deduction 

taken on Schedule B, before transferring to 1040, 

as I seem to remember there was at one time.  

Or better, encourage companies to pay dividends 

(from profits only) by allowing them to deduct 

them from their taxable income, as they can 

interest expenses.  

ALTERNATIVE MINIMUM TAX

     Perhaps we need one, but it has clearly 

gotten out of hand, and a lot of people not 

originally targeted have to deal with it  I 

believe the main problem lies with the 

inclusion of state and local taxes (line 3, 6251) 

back into AMT taxable income, plus the lack of 

indexing of the amount deducted before 

applying the AMT rate (Line 29, 6251. Another 

disappearing deductible here should be 

eliminated).  There is a fairness issue 

in the taxes.  I see no reason to allow 

mortgage interest, particularly on second 

homes, as a deductible exempt from AMT, 

and not state and local taxes.  One has 

some control over the mortgage assumed, 

but little on state income taxes and local 
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real-estate taxes.  It is essentially a double tax 

on income, something impossible to avoid 

completely, but which should be minimized.  

Also making the taxes subject to AMT but 

not mortgage interest discriminates against 

the elderly, who frequently have paid off 

mortgages, but struggle with rising taxes 

on usually inelastic incomes.  

      If the AMT deduction were indexed, and 

deductions for taxes not negated, the vast 

majority of people now subject to AMT would 

be freed.  If higher incomes are not taxed at 

say 25%, because of the items listed  on 

lines 8-27 of 6251, maybe they should 

be subject to AMT.  

ESTATE TAXES

    Although  I approve of increases in 

the tax credits on estates before taxes 

set in, I think it is a gross mistake to 

do away with the tax completely 

on large estates, a move cementing 

a heritary plutocracy even more than 

it is now.   Most estates would be 

exempted by the credits slated to 

be effective in 2009, and both the IRS 

and heirs would be relieved of dealing 

with what is a relatively small source 

of income to the government.  In 

addition, the record keeping that would 

be necessary to know the basis of 

inherited property is horrendous.  I’m 

not sure what the projected by the 

present law, but it seems that smaller 

estates might be more heavily taxed 

by carryover basis than by the present 

system of setting the basis at the value 

on date of death.  

     If there is insistence on eliminating 

the estate tax, I would suggest setting 

the basis of inherited assets at zero.  

The heirs haven’t had to pay anything 

for them, and this would meet the argument 

that businesses and farms have to be 

broken up because of estate taxes.  

Zero basis would encourage heirs 

to hold on.  

      Another simplification would 

be passing through the estate tax credits  
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of the first spouse to die to the heirs 

after the second dies.  This would 

obviate the need of spousal trusts.  

     I appreciate the opportunity of 

commenting on the important subjects 

dealt with by the panel.  

                     James S. Johnson, Jr    
