-----Original Message-----

From: Ted Adams [mailto:tadams6@mn.rr.com] 

Sent: Wednesday, April 06, 2005 1:47 PM

To: comments@taxreformpanel.gov

Subject: Proposal for a new tax system

Attached is my well thought out plan for a new system of taxation.

Ted Adams

4618 Edgebrook Place

Edina MN  55424

Proposal for Tax Reform

Summary

The new tax system could be a combination of a national sales tax on all products and services and a flat tax on income. A national sales tax would exempt sales of homes, food and clothing. The flat income tax would apply only to incomes above a certain high threshold, such as $150,000. The only deductions for calculating the income tax would be charitable contributions and limited mortgage deduction. Each tax would be set to raise approximately the same amount annually.

Fairness

The national sales tax would capture a good part of the underground (cash) economy that now escapes taxation altogether. The flat tax on high incomes would assure a degree of progressiveness.

Exemptions and Progressiveness 

Exemptions on the sales tax for shelter, food and clothing would exempt the major part of expenses of people at or below the poverty level while preserving the objective of promoting home ownership. Higher income people spend a proportionately larger part of their disposable income for non-exempted items, thereby making the system progressive. An additional level of progressiveness is added in the form of a flat tax on high incomes. A double exemption for charitable donations when calculating income, would preserve the incentive for charitable giving for the higher income part of the population. The mortgage interest deduction would be limited to $500,000 (or some other fairly high level).

Tax rates

Initially the rates for the national sales tax and the flat income tax would be set so as to allocate roughly half the total tax to each source. After that, the rates could be adjusted annually (keeping the 50/50 proportion the same) to match the budget approved by congress and the president. The threshold for the flat income tax would be indexed for inflation. This method would assure a balanced budget every year and would keep congress from meddling with the system to accommodate special interests.

Business Treatment

Business taxes would remain much the same as they are now, but with an added deduction for sales taxes on materials as a business expense.
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