Submitter: William Marx, Jr.

Regarding: Question #4



Page 1 of 4

COVER PAGE

COMMENTS REGARDING QUESTION #4, “GOALS THAT THE PANEL SHOULD TRY TO ACHIEVE AS IT EVALUATES THE EXISTING TAX SYSTEM AND RECOMMENDS OPTIONS FOR REFORM”

SUBMITTER’S NAME:

William Marx, Jr.

CATEGORY:


Individual

DATE OF SUBMISSION:

February 22, 2005

CONTACT INFORMATION:
mailto:wemarx001@comcast.net
215-320-8277






William Marx, Jr.






8063 Winston Road






Philadelphia, PA 19118

PRIMARY GOALS:

The primary goals of the Panel should be Fairness and Simplicity.

RECOMMENDATION:

The Panel should recommend the retention of the current income tax system with select, major revisions.

1. Complete reengineering of problem areas, e.g., foreign income.  If an area of the tax law is especially troublesome, it is probably due to a root cause.  For example, the switch from a “worldwide income” system to a “territorial income” system (at least for business taxes) solves most of the complexities surrounding taxation of foreign income.

2. Closer ties to GAAP for accounting methods, especially in regard to “timing issues”, e.g., expense vs. capitalize, in order to minimize book-tax differences and disputes with the IRS.  This would also have the benefit of eliminating the some of the rule promulgation burden from the IRS as well eliminating some complex tax provisions, e.g., Section 263A.  The professional accountants that promulgate GAAP already have quasi- and actual governmental oversight, i.e. the PCAOB and the SEC.

3. Coordination, consolidation, and simplification of overlapping programs, e.g., savings incentives.  The President’s ideas in this area should be seriously considered.

REASONING

The current income tax system already has perceived fairness (assuming appropriate enforcement) due to its progressivity and connection with ability to pay.  Any other type of flat tax system or non-income measured system would be seen as unfair and regressive.

The current income tax system, while not simple, is familiar to taxpayers and they understand its core principles (if not its detailed application).  Thus, simplicity can be achieved easier in the current system merely by eliminating some of the egregious complexities.  An entirely new, “simpler” system would cause mass confusion and consternation.

In addition, the Panel should understand that the current income tax system basically began life as a simple, flat tax.  The current complexity is the result of (1) legislative and judicial responses to taxpayers taking advantage of the simplicity, and (2) the desire of the legislative and executive branches to encourage or discourage certain behaviors, e.g., deductions for charitable contributions.

Regarding the first point, any tax system is subject to gamesmanship and planning.  The scrapping of a system that has evolved over ninety years to be replaced by another, “simpler” system would be futile.  The new system would quickly grow in size in response to the complexities of modern life and the unlimited imagination of tax advisors.  For example, there are many tax professionals who specialize in planning regarding the retail sales tax, which is one of the supposedly “simpler” alternatives.  Therefore, some complexity is good and necessary to ensure a fair system.  Other complexity is needless and inefficient.  The Panel should not be swayed by the mirage of a perfectly simple system, but should seek to make meaningful, necessary simplifications in the current system.

Finally, regarding the second point, the Panel could help prevent future growth in complexity by tying tax accounting methods more closely to GAAP.  A codification of (at least some aspects of) GAAP would restrict the ability of Congress and the President to use the tax system as a bully pulpit.  Book-tax differences should be limited to “permanent differences”, e.g., disallowance of deductions for fines and penalties.  “Timing differences”, e.g., MACRS and “bonus” depreciation, add needless complexity to the system.  In addition, tying tax accounting more closely to GAAP would encourage fairer reporting for both tax and financial purposes, because the goals of each are largely at odds.  For example, if a business decides to be aggressive in reporting income to the SEC, then it hurts itself by paying more taxes.  If the business decides to be aggressive in depreciation for tax reporting, it hurts its EPS and stock price.  The adversarial relationship would be good for both systems.

