President’s Advisory Panel on Federal Tax Reform
1440 New York Avenue NW

Suite 2100

Washington, DC 20220
April 27, 2005

To the Honorable Members of the Panel:

My brother and I attended your Panel hearing on March 31 in San Francisco.  We were concerned by some of what we heard and cheered by other segments of testimony.

The first segment – “Overview of International Tax Systems” – presented by Messrs. Taylor, Desai, Owens and Langdon was shocking.  A summary of their presentation, as I perceived it, seemed to be:  

A)  Here’s how the rest of the world (ie, European Common Market) approaches taxes.
B)  Their system has been developed by 12 or 15 of the most advanced nations and works well.

C)  The United States is fairly compatible with this system, and 

D)  The United States just needs to catch up a little bit with the Common Market and maybe raise its tax rates just a little bit.

POINT 1  The United States should not be trying to follow or emulate any other nation, we should be trying to do what is best for the United States and its citizens.  Especially, we should not be trying to follow the European Union nations whose philosophy seems to be “what is best for our governments is best for our nations”.  This is certainly not the philosophy this nation was founded on, and ought not have such as a goal.  For that matter the EU combined economy, except for Ireland, has been no great shakes anyway, and I understand the EU has put great pressure on Ireland to get their tax structure back in line, to bring them back down to the average competitive level of the EU nations.  Obviously the EU has an intense interest in seeing the US maintain the most economically debilitating tax system possible.
The second segment –“How Taxes Affect Business Decisions” - presented by Messrs. Otellini and Grady” had good points if one followed the message behind the message.  They made it quite clear that income tax considerations could lead to less favorable business decisions, could cause American business to be less competitive in the world market, and was responsible for driving certain business functions (and employment) from the U.S. to other nations with more favorable economic factors.

On the surface, it seemed to me this presentation offered the concept that the tax system was “sort of” ok, we just needed to give business, especially big and international businesses, better tax breaks and credits.  I thought the entire presentation was rather self-serving.

POINT 2  Businesses don’t pay taxes, people do.  Business is only taxed on the income from sales to people.  Business is merely a conduit for government to apply a hidden sales tax on people who pay for goods and services.  For a tax to be fair and equitable, people first need to know what taxes they are paying, how they are paying it, and how much they are paying.

The income tax, as perpetrated in the United States, does not meet this ideal.  Neither does the Value Added Tax (VAT) as commonly applied.  Of the three major schemes for raising tax revenue, only the retail sales tax achieves the ideal of fairness and equality.
In the third presentation Dr. Friedman packed a tremendous amount of wisdom and experience into a short presentation.  I sincerely hope the members of the Panel in San Francisco conveyed his message to the Panel as a whole.  I thought Dr. Friedman’s most crucial point was the cynical observation that the retail sales tax was the most obvious best answer for solving America’s tax chaos, and it would never happen because the U.S. Government in general, along with a host of special interests were inexorably wedded to the income tax as a “jim-dandy” scheme for raising funds to run the government, raising campaign funds, and controlling and manipulating the economy and behavior of the American taxpayer.  All this while concealing the true amount each and every American is actually paying in taxes by diffusing all the various sources from which income taxes are derived.
POINT 3  I would hope the Panel will discount Dr. Friedman’s pessimism.  The tax code can and must be reformed, made simple and made fair. The Government is not being forthright, or straight with the American people in its imposition and eternal tinkering of the Tax Code.  This is just plain wrong, and the Government ought to fix it now, while there is still the time and latitude to do it in a deliberate and rational way.
The testimony presented to the Panel in San Francisco, and indeed, some comments from Panel members dwelt on the enormity of changing the tax system and underscored the gigantic complexity of a thorough and fundamental change in the way Americans pay taxes.  The implication seemed to be that this might just be too much for Americans to absorb and accept.

POINT 4  This just isn’t rocket science – really!  There doesn’t have to be any great “phase-in” period.  There does not have to be any great formulation to account for special issues.  To be sure, there will be some who will be disadvantaged one way or another by a fundamental change in our tax system, counting me among them.  But I would consider any disadvantage in transition to be a temporary one-time event, a small price to pay to gain a cornucopia of benefits for my progeny and for the nation as a whole.  Moreover, such a final inequity would be insignificant in comparison to the injustice heaped on each and every American by the present income tax system every year.  The worst of it is that the injustices under the current tax code are positive for some Americans, and negative for others.  A fair, simple retail sales tax would treat all Americans the same, and instantly make American business more competitive the world over.  The sample format for a retail sales tax and its implementation already exists as bills in both houses of Congress, HR-25 and S-25 (the Fair Tax).  These two bills would form an excellent base for the Panel’s ultimate recommendations.
By now the Panel should have received a vast library of complaints over the waste, inefficiency, complexity, unfairness and overall burden of the current income tax.  I will further belabor these points only with one personal example.  I personally receive income from several sources.  Some of these involve form K-1 which I sometime don’t receive (and apparently there is no requirement to furnish) until well after April 15.  I am forced to file for an extension and pay the estimated tax due even though I have no idea what my final income or tax obligation will be at the time.  If I guess wrong I am exposed to both penalty and interest.  Moreover, I must spend 40 to 60 hours over a protracted period just to assemble data for several returns so I can turn it over to an accountant to complete the necessary forms and compute the (probable) tax due.  Paying taxes just simply ought not be so complex, so uncertain, so confused, and so unfair.
I urge the Panel seriously consider all the input received, all the material studied.  Seriously analyze the Fair Tax Act (HR 25) as a basis for a fair and simple solution to the current tax morass.  Please base your recommendation on the principles of the Fair Tax and help remove this great anchor of inertia from the economy of this country and the backs of its taxpayers.


Respectfully, 


/s/Earle Howey
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