Shifting Burden of the Corporate Income Tax to Stockholders

One of the strangest taxes we have is the corporate income tax.  It is a hidden tax.  It is a regressive tax (more below).   It causes many other complications in tax policies (i.e. the ongoing double taxation debate on dividends).  Simply put, it should be abolished.  But abolished is really the wrong word.  The burden of paying taxes on corporate taxes should be placed squarely on the owner of the corporation, the stockholders.   All corporations, public and private, can be made to be sub-chapter S Corporations.  

The Regressive Nature of Current Corporate Taxes
An explanation on the regressive nature of current corporate income taxes is needed, because most people wrongly assume having big corporations pay income taxes is one of the most progressive types of taxation that exists.  This is simply a fallacy.  There are three possible sources of where corporations get money to pay the tax bill.  First, they get the money from increase price of goods.  In this case, it is an indirect sales tax with no exemptions for basic goods.  The second possibility is that corporations reduce cost by paying labor less in order to pay the bill.  In this case it is a flat indirect income tax.  In the third case, in comes from the bottom line, reduced profits.  In this case, the stockholders pay the tax as an indirect sales tax.  The first two are obviously not progressive taxes, but the third is also a regressive tax.  It causes all shareholders, regardless of their personal income level, to pay the same tax rate one corporate profits.
How to Eliminate Corporate Taxes in a Fair Manner

Many people throw out the idea of eliminating corporate taxes, but proposals on how to do so are not often presented.   The proposal being given here is not really an elimination of corporate taxes; it is simply shifting who would pay those taxes.   First of all, taxing stockholders on dividends would be totally eliminated.  All corporations would file a tax form stating their yearly earnings.  These earnings would be identical to those in the annual report to the SEC.  Very possibly the income statement of the annual report could be standardized and used with for this purpose.   Similar to private S-corps, the stockholders would be responsible for their share of taxes based on their percentage of company ownership.  
This may seem like a K-1 nightmare.  In the past, that would have been the case, but with today’s technology, this could easily be overcome.  If the taxes are paid based on GAAP calculated earnings per share, pass-through deductions would not exist for public companies.   Then clearing houses could exist on internet servers and tax programs such as Turbo-tax could automatically retrieve the corporate profits when individuals are preparing taxes.

Benefits of Transferring Corporate Taxes Directly to Shareholders

The first benefit is that corporate taxes immediately become progressive in nature, since the personal income tax system is progressive.   Lower income people who are in low tax brackets would pay a low percentage on their corporate taxes.  Higher income people who are in high tax brackets would pay a higher percentage on their corporate taxes.

This tax system would eliminate large corporations who escape paying any taxes at all.  If they have a profit declared to the SEC on their GAAP statements, their shareholders will pay the tax.

It would encourage much better corporate management.   When an individual owns part of a private s-corp, it is normally expected that the corporation will make profit distributions that are at least large enough to cover the stockholders’ corporate tax burden.  The same would then be true for public companies.  People would not invest in the corporation if the dividend payments were not enough to cover the tax burden taken by owning the stock.  The average dividend rate for public companies at this time is around 1.5%.  It would increase to probably 4-5% under this tax structure.   Companies who have to come up with regular cash for dividend payments have to do a better job of managing and reporting their financial status.   Also, there would be an incentive to not exaggerate profits that would offset the current incentive to inflate earnings being reported. 
Special corporate structures, such as Master Limited Partnerships, would become obsolete which would further simplify the tax code.

Corporate overhead will be reduced.  More accounting resources will be available for companies to accurately manage their financial resources and financial reporting.

Finally, if implemented the correct way, this seems to be a something that could have true bi-partisan support.  Liberals should like it because it improves the progressive nature of our tax code and it eliminates corporations from getting free rides.  Conservatives should like it because it is simple, it is fair, and it will help business.  It will probably encourage investments.  

Problems with Proposal

As with any large change, there are problems to figure out.   They include the collection of taxes from foreign stock holders, the transition to the new system, state corporate tax calculations.   I am sure there are others, but the idea seems to be worth exploring.

