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Dear Chairman Mack, Chairman Breaux, and members of the panel,

Thank you for taking the time to reevaluate our tax code.  I think two of the most important factors in considering changes to our tax code are to understand the social and economic consequences of any proposed change and to recognize the importance of a distributed tax base.  Higher or lower taxes affect the behavior of the public, and a distributed tax base lessens risk of change in cash flows to the U.S. Government.

With any change in the tax code, there is significant opportunity.  There is opportunity for mistakes: hopefully the members of the panel remember the devastation to the boating industry due to the luxury tax in the 1990s.  (And don’t get me started on the tax inequities caused by Florida’s Save Our Homes property tax law.)  There is also opportunity for positive change, given the inherent behavioral effects of the tax code.
As a small business owner, I do not find the overall tax code too burdensome.  The www.eftps.gov website for my payroll deposits is fast.  I print my quarterly 941 reports from my accounting software with ease.  I write a check once per year to my accountant to prepare my income taxes.  Overall, it is not too difficult to stay in compliance.  I suppose the fact that the current tax code almost requires a small business tax accountant, however, could be viewed as an argument for change.

As I said above, the tax base should remain distributed to reduce cash flow risk to the U.S. Government.  Further, exemptions, deductions, credits, exclusions, etc. serve their purpose in encouraging behavior desired by society.  As a member of the real estate industry, I see preferential tax treatment for home ownership as especially valuable and worthwhile.  Anything the IRS can do to ease, simplify, and consolidate reporting and collection over the Internet is also highly recommended.

In any case, I have two proposals:

First, implement a single income tax rate or allow income averaging over tax years.  As a small business owner filing Subchapter S, my taxable income can vary substantially from year to year.  In one year, I may have a net loss on my tax return due to new business investment, and in another, I may pay taxes at the top income tax rate.  However, if I could average my taxable income to a more stable number or if there were a single income tax rate, I would be taxed more fairly over time.

Second, increase federal gasoline (and diesel) taxes.  Yes, I said it.  However, the idea is not as crazy as it sounds, once you think about it:  Increased gasoline taxes depress demand.  Refinery utilization and oil production are reduced.  Supply increases.  Per barrel costs of oil declines.  The result?  Final gas prices to the consumer eventually stabilize or drop due to decreased demand and increased supply.  Thus, after an initial price increase due the tax increase, prices will return to a reasonable level.  More money is kept within the U.S. in the form of taxes, and less money is sent overseas in the form of crude oil purchases.  In addition, neither the consumers’ standard of living nor the automakers’ bottom line is hurt when the consumer trades a Ford Expedition for a Ford Escape Hybrid, for example.  (I am looking forward to that very transaction this fall.)

If you wish to reduce the consumption of a product, the easiest method can be to increase the price of that product.  If we let market forces play, then we can realize the additional benefits of reduced gasoline usage.  We can eliminate CAFE, HOV lanes, gas-guzzler taxes, and automaker fleet fuel-efficiency credits.  The higher gas prices would encourage people to telecommute, live closer to work, use public transportation, car pool, ride a bike, combine errands, or any other number of fuel conservation measures.  Can you imagine our productivity gains realized by less time spent sitting in traffic?  Federal Reserve Chairman Greenspan would be ecstatic!

We can minimize pressure to drill in Alaskan and Gulf of Mexico oil fields. We can lower toxic auto emissions, lower carbon dioxide emissions, minimize auto traffic, encourage better city planning, etc.  Furthermore, I believe the security of the United States would be improved if we sent less cash overseas through the purchase of foreign oil.  Of course, the EPA mileage estimates should be significantly revised to give the consumer a realistic evaluation of fuel efficiency in real-world driving.

Has the U.S. Government ever done a study on how a 25-cent, 50-cent, or even 1 or 2 dollar increase in gas taxes would depress gas demand and use?  Such increases could be announced and planned over time, say ten years (plus inflationary adjustments), to give the automakers, oil companies, and the public time to adjust.  Other adjustments to the tax code could be made simultaneously to retain your revenue neutrality requirement of the proposal, such as an increase in the personal income tax exemption to lessen the effect on lower-income families.

In addition, higher gas taxes give consumers the freedom to make their own decisions on how they choose to conserve gas.  The consumer may want to ride her bicycle to work, but keep her Porsche Turbo for 20-mile drives on the weekends.  The consumer does not want to be told by any entity, including the government, that they can only own and drive an econobox, but the consumer would beg to buy one if encouraged by high gas prices/taxes.  Regulation has been working phenomenally well in reducing vehicle emissions (with thanks to the efforts of the EPA and the automakers), but I believe market forces could achieve the same success in improving our national fuel efficiency and security.

Finally, I would ask the Panel to recognize that small business plays an important role in our economy.  Any venture in small business requires substantial, personal financial risk on the part of the business owner.  Excessive or inequitable taxation of income reduces the reward for the business owner, and thus serves as a disincentive to take risk.  However, it is precisely that type of risk-taking behavior that we should encourage, not discourage, to help keep our country in its leadership role in the world’s economy.

Thank you again for your efforts.

Sincerely,

Richard Potter

RE/MAX Alliance, President

Each Office Independently Owned and Operated

Richard Potter, RE/MAX Alliance, Fort Lauderdale, FL
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