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

From: Jerry & Jen Patchen [mailto:jpatchen@starstream.net] 

Sent: Wednesday, April 06, 2005 3:00 PM

To: comments@taxreformpanel.gov

Subject: Social Security

March 18, 2005        

The President's Advisory Panel on Federal Tax Reform

1440 New York Avenues NW    

Suite 2100

Washington, DC 20220

It has come to my attention upon reading "Research Recommendations" published by the "National Institute of Business Management" that your Panel is soliciting comments on "Aspects of our Tax System that are Unfair"

As you are aware, the public is constantly bombarded with TV, Radio, Newspaper and Magazine programs and articles respectively re Social Security, Medicare, and Pension reform.  Statements are made that Social Security is going broke in year XX, Medicare is in worse shape than Social Security, and the Pension Benefit Guarantee Fund is already in a Deficit position to the tune of Billions.

Some in Congress don't recognize that we even have a funding problem, but most do; however, no one ever seems to offer a means of long-term funding for these benefits other than increasing the Payroll Tax.

Well in my opinion it is time to do something about the situation, bite the bullet and introduce legislation as part of the Reform Package that reclassifies "Passive Activity Income", no matter what the source,( oil, rent, sub-s, etc., as defined in Code Section 496(c) and related

Regs-Rulings) as "Earned Income" for the purpose of the levy of Social Security and Medicare Tax.  If this were so, $13,770 ($90,000 @ 15.3%) would be collected for every $90,000 of Passive Activity Earned Income that up to now has carried the "Sacred Cow" status and escaped participation in the funding of Social Security and Medicare Benefits that are desperately needed for a huge ageing population.

The first reaction to my proposal might be that this is just and increase in the Payroll Tax. Quite to the contrary in my opinion.  It is simply bringing a segment of our economic society into the fold to help pay for the Benefits they are currently or will be receiving.  In retrospect, this group of commerce should have been included in the system from the get-go.

Please bear with me as I outline an actual case in my file of the enormous drain on Social Security Funds that most citizens are not aware of:

-Husband, age 65, owns and rents two commercial buildings his entire working career that currently produce gross rents of  $458,230 and net income before depreciation of $404,138.  He has never paid self-employment (social security and medicare) tax.

-Wife has and executive position with a service company and has paid in the maximum social security and medicare tax matched by her employer on her earned income for the past 41 years.  She retires at age 65 and together they receive approximately the following benefits:

Monthly       Annual

Wife receives                                                         $1,544

$18,528

Husband (who never paid a penny) receives             772             9,264

½ of wife's benefit                                                  ------

--------

Total

$2,316         $27,792

=====         ======

If the expected number of years until death is 22, the Husband will have received approximately $203,308 ($9,264 times 22 years) plus cost of living increases in social security benefits.

In addition, both receive medicare coverage with each paying and annual premium of only $938.40 for 2005 plus $110 deductible on Part B and $876 deductible-hospital stay benefit period.

Do you know what I am Saying?  Is something askew here?

In the first-ever National Election Poll of voters conducted by AARP (see Page 20, Dec. 2002 issue) prospective voters age 45 and older were asked "What was most important to them in deciding which candidates to support.

-Over eight in ten( 83 percent) said that protecting social security was very important to their voting decisions.

-Two in three reported that adding Prescription Drug coverage to Medicare was very important in deciding which Senate and House candidates to support.

It is time to break the partisan gridlock and do the business that voters sent their congressmen to Washington to do.  You have the Weapon, a no brainer Reclassification of Passive Activity Income to "Earned Income" and thereby subject to Social Security and Medicare tax.  If these funds are maintained intact for their intended purpose and not pilfered by some branch of government, as has happened all too often in the past, then the benefits for all current and future retirees should be secure.

The voters have spoken, as stated above; it is now up to our elected officials to be as concerned about our retirement future as they are their own and get the job done.

Thank you for considering my proposal and thank you for conducting these Hearings to hopefully address this subject among many others in an attempt to achieve a more fair and less complex tax system.

Very Truly Yours,

Gerald E.(Jerry) Patchen, CPA

1864 Gingersnap Lane

Lincoln, Ca 95648

e-mail: jpatchen@starstream.net
