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Re: Individual General Comment
To the Panel Members:

First, let me express my appreciation for your efforts on behalf of the citizens of our country in taking on this monumental task.  Hopefully you will find my comments useful, drawn from a perspective of 45 years in public tax practice.

Value-added Tax Inappropriate

As you know, the first two goals of the Executive Order establishing your Panel are to “simplify Federal tax laws” and to “share the burdens and benefits of the Federal tax structure in an appropriately progressive manner”.

A value-added tax is inherently regressive, not progressive.  If there is one aspect of the present system upon which there is comparatively little disagreement, it is that “the ability to pay” concept (i.e., progressive tax rates) is the most equitable precept upon which to base the tax system.  Providing exceptions and modifications for a value-added tax, to ease the regressive impact, will detract from its simplicity.  Add to that the complexity of a total change in tax systems, and the goal of simplicity will be very elusive.          

For the foregoing reasons, I support a reformation of the income tax as the model upon which reform should be based, rather than any form of consumption tax.  This is consistent with the Executive Order, which states: “At least one option submitted by the Advisory Panel should use the Federal income tax as the base for its recommended reforms.”
The “Third Goal”
The Executive Order lists one other goal: “…(to) promote long-run economic growth and job creation, and better encourage work effort, saving, and investment, so as to strengthen the competitiveness of the United States in the global marketplace.”  Were I a member of your Panel, this goal would give me the most difficulty.  It is precisely this mentality which has contributed to the metamorphosis in the Internal Revenue Code since initial enactment.  

“The way to eat an elephant is one bite at a time!”  Query: Can you first emphasize the two initial goals mentioned above, and relegate the latter to secondary consideration?  The perceived value of such an approach is presented in the balance of this letter.  

Why The Current Situation?
When I entered tax practice, five years after enactment of the 1954 Code, the entire Code was no larger than a large pamphlet or booklet.  Since then thousands of pages have been added.  An examination of these pages reveals that most of them contain special credits, exclusions, exemptions, deductions, and other benefits which are methods of providing financial assistance by the Federal government.  Since the nineteen sixties, there has been the widespread use of the Code by Congress as a way to address not only economic goals but also social goals, such as housing, training of the unskilled, higher education, pollution, etc., etc.  The list is endless.  In 1967, then Secretary of the Treasury for Tax Policy, Stanley Surrey coined the term “tax expenditures” to refer to Federal subsidies which bypass the budget process through amendments to the Internal Revenue Code.

The word “loophole” entered the language, and in 1969 Congress responded to the public desire for tax reform.  But it soon became apparent that what to one taxpayer was a legitimate tax incentive was to another taxpayer a “loophole”.    Each provision considered was the occasion for a difficult legislative struggle, as those benefited by the provision fought to retain their benefits.  Each provision considered for the Tax Reform Act of 1969 had its own battleground.  In the 1968 Budgetary deliberations, on the other hand, Congress set an overall ceiling, and the President decided where to make the cuts.

The above scenario more or less describes why the Internal Revenue Code has grown to its present unmanageable proportions.  Stated simply, it has been used primarily to implement Federal subsidies, instead of primarily to finance the Government.  Rather than submit to the scrutiny and limitations of the normal budgetary process, lawmakers have simply presented their bills as amendments to the Code.
What To Do             

The members of the Panel have far more background and resources than this poor  writer for coming up with a possible solution.  But here are my humble offerings.

Categorize the Subsidies -  First, identify, examine and segregate the entire list of tax incentives to determine (a) which can be eliminated with the least degree of damage to the economy and to the affected taxpayers, (b) which should be left to the states, (c) which should be replaced by direct federal assistance, and placed under the jurisdiction of their respective departments in the Executive Branch, and finally (d) which should best be left to be administered as part of the Internal Revenue Code.  The criteria for this segregation should be based on the goals contained in the Executive Order.

Timing - Second, any change is going to be met with resistance by those who stand to lose by its implementation.  To minimize the “trauma”, the change should be gradual, say over a 10-year period. This should not only facilitate legislative passage, but will give taxpayers time to adjust, without the uncertainty and last-minute “scurrying” to beat deadlines that would accompany a more abrupt departure from past practices.

Balanced Program - Establish a program and timetable for corrective legislative action based on the precept that ALL sectors of the population must contribute to this effort.  Our self-assessment tax system is more or less unique in the world and we need to protect and enhance the perception that, generally, everyone is contributing his or her share.  Without this, the system would collapse like a house of cards.   Similarly, enactment of your proposed changes will be facilitated if this mentality is promoted, so that selfish opposition can be appropriately dealt with.

Revenue Effect - Suggest that Congress adopt a standard procedure for adjusting the tax rates across the board to neutralize the revenue effect of any changes you propose.   
Remaining Subsidies - For those subsidies which you determine should best be left in the Internal Revenue Code, set up a successor panel to address how they should be modified toward the goals of further simplification and equity.  This effort would involve not only restraints on the amount of the subsidies, but also restraints on taxpayers’ uses thereof.   

Future Legislative Limitations - Finally, some measures must be taken to counteract the inexorable tendency to repeat past failures in keeping the Code simple. Congress should be urged toward the self-imposition of limitations to preclude the likelihood of our being in the same situation 40 years hence.

A few years ago the Congress adopted a rule required all expenditure measures to be “revenue neutral”, meaning they could not pass an expenditure measure without providing for an offsetting source of revenue.   Perhaps a similar approach could be adopted with respect to future attempts to add “tax expenditures” to the Code (?).

You have my heart-felt wishes for success in this endeavor.

Very truly yours,

John G. Traller, CPA 

