Submitted by:  Robert A. Smetana


April 15, 2005
The President’s Advisory Panel on Federal Tax Reform
1440 New York Avenue NW
Suite 2100

Washington, D.C. 20220
In Re: "Requests for Comment # 2"
Dear Sirs,
      As a taxpayer and tax professional (33+ years experience with the IRS) I have witnessed first 
hand how our tax laws have become too complex for the average individual to comprehend.  Tax 
professionals are also struggling with the complexities of the Internal Revenue Code.  If it wasn’t 
for Tax Preparation Software the tax system as we know it would have come to a grinding halt 
several years ago.  If we continue on this path toward increased complexity, voluntary compliance 
will continue to decline, revenues will decrease and the tax system as we know it will become 
totally dysfunctional. 

      In order to prevent this melt down from happening, our entire tax system needs to be totally 
overhauled with priority given to the following areas:  Simplicity, Fairness, Progressive Tax Rates, 
and Incentives for Savings and Capital Investments.  With these principals in mind, I have come 
up with a basic outline of a plan which addresses all of these concerns and could easily be 
designed to be revenue neutral by varying the amount of the National Sales Tax Rate to make up 
for any shortfalls or overages in projected revenues. 

      My proposed plan is a combination of a Simplified Progressive Income Tax with a 5%  
National Sales Tax on all goods and services with the exception of food and medicine.  The  
Income Tax portion would consist of five brackets structured as follows: 

                                                      Married                                  Single

                   Tax Rate                __Taxable Income                ___Taxable Income
                          5%                             0 to    10,000                         0 to      5,000
                        10%                    10,001 to    50,000                  5,001 to    25,000

                        15%                    50,001 to  200,000                25,001 to  100,000
                        20%                  200,001 to  400,000              100,001 to  200,000               
                        25%                                     400,000+                               200,000+
      A $ 5,000 exemption for each individual and dependent including age and blindness would    
relieve all of our Senior Citizens receiving only Social Security Income from paying any income 
taxes at all.  The initial low 5% income tax rate coupled with the $ 5,000 exemption would also 
provide relief to families and taxpayers earning the minimum wage as well as those individuals 
just entering the job market.  The vast majority of the remaining taxpayers would fall into the  
10 or 15% brackets while the wealthiest individuals would be subject to a maximum rate of 25%.

      The maximum tax rate on Interest Income, Qualified Dividends, Long Term Capital Gains and 
Retirement Income (including Social Security) would be 12 1/2%. This would be accomplished by 
allowing a 50% deduction for these specific income items.  No other deductions, credits or 
allowances would be permitted including those for Charitable Contributions, Home Mortgage 

Interest, and Real Estate Taxes. This would greatly reduce the complexities and abuses associated 
with our current system while providing a strong incentive for savings and investment. 
      While a case could be made for allowing Charitable Contributions,  Mortgage Interest,  the 
Earned Income Credit,  Education Credits,  etc,  I believe we need to make a clean break by not 
allowing ANY itemized deductions or credits.  If you attempt to allow even just one special 
deduction you will end up with numerous well intentioned social tax breaks being written into the 
new Code.  These deductions just serve to complicate the tax code and have little effect on the 
intended benefits.  For example, while the number of taxpayers who itemize has steadily decreased 
over the last two decades, the total amount donated to charities has increased significantly.  Also 
the majority of homeowners do not itemize and therefore do no take deductions for mortgage 
interest and real estate taxes, yet they still own homes.  The point being, people will still donate to 
charities, buy houses, and continue to send their children to college even without the benefit of a 
tax break.  Tax breaks should never be the motivating factor behind any transaction. If we make 
the tax system simple and fair for all taxpayers everyone will ultimately benefit not just one 

special interest group at the expense of another.  So please keep it simple and fair for everyone.
      I truly believe that a combination Sales Tax / Simplified Income Tax System would be the 
most acceptable of all the proposed changes that are being considered.  Everyone is already 
familiar with both of the basic systems and as long as the rates are perceived to be low and the 
systems are simple and fair, I don’t believe there would be much opposition to them.  In addition, 

both systems would be very easy to administer and could also easily be indexed for inflation. 

      Restoring the taxpayers’ faith in our voluntary tax system should be the number one goal of 
any reform package.  I believe that my proposal would ensure that everyone pays their fair share 
while maintaining a progressive system that encourages savings and investments. Thank you for 
your consideration of my proposal.  If you have any questions or need any additional information 
please feel free to contact me.

      I hope that your efforts to reform our tax system will be successful. 

Sincerely,

Robert A. Smetana
6127 Osage Ave.

Downers Grove, IL. 60516

Summary Comments

Re: Combined National Sales Tax & Simplified Progressive Income Tax
5%  National Sales Tax

· Apply to sales of all goods and services including internet sales

· Exempt only Food and Medicine

· Easy tax to collect and administer

· Rate can be adjusted up or down to ensure revenue neutrality

· Tax is on consumption not savings

· Virtually impossible for taxpayers to avoid paying

Simplified Progressive Income Tax

· Maintains progressive rates based on ability to pay
· Five brackets with rates from 5% to 25%

· Only two types of filing status: Single or Married
· Personal Exemption of $ 5,000 for each individual and dependent

· No standard deduction 

· No itemized deductions

· No credits

· Maximum tax rate of 12 ½ %  (by allowing a 50% deduction) for the following types              of  Income:

1. Qualified Interest Income

2. Qualified Dividend Income 

3. Long Term Capital Gains

4. Qualified Retirement Income including Social Security
Benefits of New System
· People are familiar and comfortable with both types of taxes
· Both systems are simple, fair and easy to administer

· Both systems encourage savings and investment over consumption

· Rates can be easily adjusted to ensure revenue neutrality

· Income tax brackets can be easily indexed for inflation

· Initial low progressive rates, High personal exemptions, and Adjustments to retirement income serve to protect low income individuals, families, and the elderly
· Eliminates the Alternative Minimum Tax (ATM)

· No transition period required

