To:  Tax Reform Panel

From:  John R. Ellis, Individual Taxpayer

Date:  March 4, 2005

My name is John R. Ellis.  I have been involved in Federal income taxes as a tax attorney for my entire career of 26 years and have worked for the Federal Govt., a corporation and a big six accounting firm.  I have followed the tax reform movement with great interest over the past several years.

I would like to respond to your request for comments.  Specifically to your request #4 relating to goals that the Panel should try to achieve as it evaluates the existing tax system and recommends options for reform. 

Listing of goals to be achieved:

1. The tax rates should be kept very low, no higher than 25%.  Studies have shown that a low tax rate discourages high income taxpayers from entering into tax shelters or shifting their investments to municipal bonds or other low tax investments.  In fact, every time tax rates were lowered in the past 100 years, when a major tax reform was undertaken, the tax system became more progressive, with a higher percentage of taxes paid by the wealthy.  Although this is not intuitive, or representative of popular thinking, it is nevertheless true in practice.  For an analysis of this trend, see The Flat Tax, 2nd Edition, by Hall and Rabushka, 2nd Chapter--- Tax Rates, Tax Burdens, and Fair Shares.

2. Social engineering should not be accomplished through the IRC.  This is what makes the tax law complex and is not the best way to accomplish the social improvement desired.  It is unfortunate that the President, in his charge to the Panel, sought to retain the homeowner interest deduction and the charitable deduction, since this opens the door for the many special interests that now riddle our tax law.  However, as much as possible, all other special tax breaks, deductions and credits should be eliminated.  That is how you broaden the base and, in turn, keep the tax rates low.

3. Transition rules should be kept to the bare minimum.  I realize there will be a great pull to want to help the many special interest groups that will descend upon Congress for special transition rules to delay application of any reform package.  However, in order to preserve simplicity, the rules should be allowed to take effect with minimal transition legislation.  Only in true hardship situations, should transition rules be enacted.  For example, the Investment Tax Credit was repealed in 1986, with transition rules for property placed in service by 1990.  Today, in 2005, the IRS is still dealing with ITC transition claims.  This is almost 20 years later!!!  That exemplifies the downside of transition rules.

4. Super-Majority rules should be put in place for taxes to be raised or for new credits or deductions to be added.  This is absolutely necessary in order to preserve the hard-fought reforms that are adopted.  I probably don’t need to remind you what subsequent administrations did to the innovative reforms put in place by Ronald Reagan.

5. In order to be useful, your response to the President should weigh the various options and assign a rank to each option with various criteria.  These criteria should include simplicity, ease of administration, probability of becoming law, the ideal of limited government intrusion, and efficiency relating to revenue neutrality.  For an excellent discussion of the pros and cons of various reform options, see the CATO study on Options for Tax Reform, by Chris Edwards, 2005 TNT 37-15, Feb. 25, 2005.

Thank you for your consideration of these comments.

John R. Ellis

Concord, OH
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