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I appreciate this opportunity to provide the Panel with my comments on Federal Tax Reform.

The current Federal income tax system is, in my opinion, broken and not capable of being repaired.  In its present form it is unfair to the majority of taxpayers, it discourages saving for one’s retirement, and it discourages entrepreneurs.

I am co-owner of a small, successful 3-employee business in Jacksonville, Florida .  We have been in business 6 years now (as of 2005) and are incorporated as an S-Corporation.  Until I had my own company I did not fully understand the burdens the current income tax system places upon the small business owner – especially the S-Corporation owners.  

My company’s operation is small and uncomplicated.  One would think that complying with the income/payroll tax laws would and should be relatively easy.  Unfortunately this is not the case.  Due to the sheer volume and incomprehensible wording of the tax laws, it is impossible for us to read and understand, with any degree of certainty, what is required for us to be in compliance.  As such, we retain an outside accountant who handles all of our tax matters for us – for a price, of course.  

You have asked for specific instances of how our tax system is unnecessarily complex and burdensome.  Following are the major flaws as I see them:

1)  S-Corporations cannot retain money in the company from one year to the next.  As an S-Corporation I am taxed, as an individual, on any profits for that year.  This means that I must necessarily draw money out of my company each year in order to pay my personal income taxes – money that could be used to expand and grow my company.  Your reply to this might be to say “Well, convert to a C-Corporation”.  To which my response is – if I convert to a C-corporation then my profits are taxed at least twice – once through the company and then again as personal income when (and if) profits are distributed.

2) Payroll tax administration and reporting are too complicated. The entire withholding and payment scheme is too burdensome and time consuming.  In addition to the outside accountant we employ special software just to try to stay in compliance.   Even this software must be constantly updated to make sure that we comply with the latest rules and regulations.

As a side note, our company has, for the past 2 months, received correspondence from the IRS taking us to task for not complying with their “bi-weekly depositor” rules.  Our company is, and always has been, on a monthly payroll.  We make our tax deposits within 2 business days of distributing payroll checks (on the last day of the month).  For whatever reason the IRS apparently thinks that we distribute payroll twice a month instead of once, and has written us threatening letters concerning non-compliance with payroll tax deposit rules.  We have had, at additional expense to us, to have our accountant intervene for us to (attempt to) get this matter straightened out.

3) Personal tax preparation has become virtually impossible for the individual to perform.  Each year when I get my personal 1040 return from my accountant to sign, I peruse it to see what is included, and each year I am amazed at the plethora of forms and arcane language that I see.  I consider my tax situation to be relatively uncomplicated.  Yet, after looking at the number of forms and intricate calculations required to arrive at my final tax due,  I realize that there is no way that I could reasonably do this on my own with any degree of certainty that they would be correct.

You have asked for “Specific examples of how the tax code distorts important business or personal decisions.”  The best example of this I can think of is in the area of deductions.  The current system encourages spending company dollars on marginally useful products to avoid excessive taxes.  What this means is that, if my company realizes a profit of $100, I would be better off to spend that money rather than saving it.  By spending it (on a somewhat useful, but not totally necessary item), I am avoiding taxes on the $100 and gaining the use of a piece of equipment, service or software.  What I would rather be able to do is take that same $100 and either save it, but I can’t because I’m going to have to take $30 of that to pay tax, leaving me with $70.  What it boils down to is this: if I don’t spend the money, I’m going to pay $30 in taxes, if I do spend it I’ve got $0 in cash, but $100 worth of equipment.  I’d rather save the $100, but that option isn’t available to me.

You also asked for goals that the Panel should try to achieve.  I believe the two most important are: 1) Make the tax system fair for all individuals, and 2) Eliminate the incomprehensible rules, regulations, forms and jargon.

The current tax system unfairly burdens the middle and upper income earners.  All citizens of this country benefit from (certain aspects) of our Federal government; therefore all should pay something – however small – for these benefits.  There are too many “freeloaders” who pay nothing in taxes, except for possibly payroll taxes.  All who enjoy the benefits of living in our society should pay for that privilege.

As I mentioned above I am continually amazed at the sheer number of different forms that are included in my annual 1040 return, not to mention the incomprehensible instructions on them.  Our current tax system is far too complicated for the average person to understand.  I venture to say that it is virtually impossible for a person of average intelligence to properly prepare and file a correct individual tax return.

Again I thank you for the opportunity to express my views and opinions.
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