27 June 2005

The President's Advisory Panel on Federal Tax Reform

1440 New York Avenue NW, Suite 2100

Washington, DC  20220

comments@taxreformpanel.gov

Tax Proposal from Thomas J. Gross
Dear Sirs:

Please consider the following proposal to reform the federal income tax code.  The proposal is designed to be simple and fair, and to promote savings and economic growth, without sacrificing revenues.
If possible, it would be greatly appreciated if my proposal could be scored for revenue by either (or both) the CBO and/or OMB.

Part One:  Individual Marginal Tax Rates
There will be only three marginal tax rate brackets—10%; 20%; and 30%.

If Married Filing Jointly, the 10% rate will begin on all income up to $50,000.  The 20% rate will be in effect on all income from $50,001 to $100,000.  The 30% rate will apply to all income above $100,001.

For Singles and Married Filing Separately, the 20% bracket will begin at $25,001 of income, and the 30% bracket at $50,001 of income.

For Head of Households, the relevant amounts will be $35,001 and $70,001.
Part Two: Corporate Tax Rates
A single corporate tax rate of 30% will apply, on all net income.

There will be immediate, 100% expensing of all Capital Expenditures.
Dividends paid will be 100% deductible against net income.

Part Three:  Tax Consolidation
The AMT shall be eliminated.

Additionally, the separate Social Security and Medicare tax (FICA) shall be eliminated, both on the individual and on the employer.

Consequently, revenues to pay for mandated Social Security and Medicare benefits will come from general treasury revenues.

As at present, benefits paid from these programs will be based on wage history and eligibility.  Changes, if any, in the way future benefits are calculated shall be based on the government's overall financial capabilities and priorities.
Part Four: Employers' Adjustment to Employees
As employers will no longer be paying payroll taxes on behalf of their employees, all employers will be required by law to gross up all employees' salaries by the amount of payroll tax no longer paid.

For example, an individual with a salary of $50,000 will have that salary increased by law by 7.65% to $53,835.  An individual with a salary of $100,000 will have that salary increased to $107,030.  ((1.0765 * $90,000) + (1.0145 * 10,000).
Part Five: Income Subject to Tax
All gross income shall be subject to tax.

Specifically, all earned income (i.e wages and benefits, including health care; contributions to qualified retirement plans (both from the employer, and the individual); and the employer's share of FICA) will be included in gross income, and shall be subject to tax.

All unearned income (with the sole exception of income from "Roth-IRA" style qualified retirement plans) will be included in gross income, and shall be subject to tax.  This includes income from dividends, interest and capital gains.
There shall be no "grandfather clause" for municipal bonds.

There shall be no minimum holding period on capital gains, as all capital gains shall be subject to tax.

However, as at present, capital gains from the sale of one's primary residence will be free of tax, up to a ceiling, as long as the proceeds of the sale are re-invested in the purchase of a new primary residence.

In addition, all existing qualified retirement plans shall be turned into "Roth-IRA" style plans.  That is, all future growth in the value of these various qualified plans shall be free of tax; however, all the existing assets in these various plans shall be treated as income, and subject to tax.

However, the assets in these qualified plans will not be considered current income.  Rather, the assets will be amortized (and then treated as current income) in equal amounts, without penalty of any kind, over 20 years.

Accordingly, the tax burden, and the consequent likely negative affect on asset prices, shall be minimal.
Half (50%) of Social Security benefits shall be subject to tax.

Part Six: Deductions to Gross Income
With three exceptions, there will be no allowed deductions.  These three exceptions include blindness ($1,000 deduction), old age (68 years or over--$5,000 deduction), and alimony payments.
Otherwise, the following deductions shall be eliminated in their entirety: 1) state and local taxes paid; 2) mortgage interest and points; 3) medical expenses; 4) charitable contributions; and 5) qualified retirment plans (all of which going-forward shall be "Roth-IRA" style plans).

In addition, the Standard Exemption shall be eliminated, as shall the deductions for each family member/dependent.

Finally, both the Childcare Credit, and the $1,000 Child Credit, shall be eliminated.

Part Seven: Qualified Retirement Plans
All existing Qualified retirement plans (IRA, spousal IRA, SEP, 401-K, 403-B, etc). shall continue, but in essence going-forward all will be treated as "Roth-IRA" style plans.  That is, contributions to these plans, either by the employer or the employee or the individual, will not be tax deductible.  However, all growth and income shall be free of tax.

So as to encourage savings, each individual may contribute, in all qualified plans combined, either directly by themselves, or together with their employer, up to $25,000 annually to these plans.  Obviously, a married couple can contribute up to $50,000 annually.
Part Eight: Inheritance Taxes
The initial $1.5 million per individual ($3.0 million per married couple) of inheritable wealth shall pass free of inheritance and other taxes.  Above these levels, a marginal inheritance tax rate of 30% shall apply.

As at present, at death, the basis in all capital assets will be adjusted to fair market value.

Part Nine: Earned Income Credit (EIC)
The EIC shall continue, unchanged.

Part Ten: Conclusion
The following benefits are inherent in the proposal detailed above.

The system is simple, as all income is taxed, and almost all deductions eliminated.  In addition, FICA taxes (both on employees and employers) are eliminated, as in the AMT.
The system is fair, in that progressivity is maintained; the EIC is maintained for the working poor; and the inheritance tax falls only on the very wealthy, and at a historically low (30%) rate.
The system encourages savings and economic growth--marginal rates are low, and rise slowly.  Moreover, individuals are encourage to save, up to $50,000 per couple per year, in "Roth-IRA" style qualified plans, where all gains accrue tax free.

Additionally, the corporate income tax rate is low, and at 30% is the same as the maximum individual rate.  Business capital expenditures are immediately 100% expensed, and the double taxation of dividends is (finally) eliminated altogether.

I estimate that this proposal is more or less revenue neutral.  To the extent that CBO/OMB scoring determines that the marginal rates are too high, then they can and should be lowered.

I thank you very much for your time and consideration.

Sincerely,

Thomas J. Gross

11019 Hyacinth Place

Bradenton, FL 34202

Thomasgross2000@hotmail.com
