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Summary
     This proposal covers changes to:  

· Tax advantaged accounts and investments for retirement, healthcare, etc.

· Capital gains
· Investment related record keeping

· Changes to the standard deduction and Schedule A itemized deductions.

· Consolidating deductions and credits and increasing their availability.
Assumptions:

· The bulk of any changes to the income tax credits or deductions should be mirrored in the income tax systems of the individual 50 states.  
· Changes in the tax code may need to be coordinated with corresponding changes in the finance/banking or other industries.
Many of these proposals will reduce federal tax revenue and therefore toward the end of this document is a proposal for increasing revenue in such a way to (hopefully) make the changes revenue neutral for the federal government.
Reducing the breadth of tax-differed or tax-free accounts

     The goals of tax-sheltered annuities (TSA), health savings accounts (HSA)s, IRAs, 401(k)s, flexible spending accounts (FSAs), employer pension plans, municipal bonds and savings bonds are all fundamentally very similar.  They allow individuals to set aside money that grows either completely tax-free or tax-differed.  Unfortunately, the rules regarding how and when funds may be withdrawn and continue to enjoy their tax status vary.  Given the number of different options, many lower and middle class families see their savings nibbled at by the financial institutions that offer them and advise their clients in how to manage them come tax time.  
     I propose 2 new financial instruments.  For tax treatment, one instrument will act like a traditional IRA and the other like a Roth IRA.  Individuals who currently have tax advantaged accounts or investments, should be required to consolidate most of those items into one of these 2 new instruments.  The 2 new financial instruments therefore must be flexible enough to allow most of the same kinds of withdraws that their component assets would allow.  In summary:
	New “Traditional IRA”-like instrument
· Allows for withdrawals for dependent care, health care.

· Allows for withdrawals for the purchase of a new home.
· Allows for withdrawals for college or vocational skills training.
· Allows for other tax differed distributions without penalty after age ___.
	Designed for low to middle income wage earners and families to accumulate pre-tax income on a tax-differed basis.

Health or child care FSAs, employer pension plans (or distributions from these plans), 401(k)s, 403(b)s, TSAs or traditional IRAs should roll-up into this instrument.



	“Roth IRA” – like instrument
· Allows for withdrawals for college or vocational skills training.

· Allows for withdrawals for health care.

· Allows for other tax-free distributions without penalty after age ___.
	Designed for upper middle – high wage earners to accumulate after tax income on a tax-free basis.

HSAs, and 529 plans should roll-up into this instrument.


Capital Gains reform
     Businesses may be able to track the basis of their assets as stocks split or spin-off, improvements are made to property, etc.  For families this process is far more delicate.  I’m presently watching as family members choose to either hang on to their gifted assets or pay tens of thousands in taxes because they have no way to establish basis (the gift giver was old and didn’t keep adequate records).
     In order to reconcile this with the feeling that those like myself with greater than average income or wealth (capital assets) should continue to shoulder a greater amount of the tax burden, I propose the following change:

· A federal or state developed set of rules to use to establish a basis for an asset when one isn’t identified through other means.  This may take the form of a table based on the length of time the asset was held (e.g. real estate in California held for 20 years shall have a cost basis of 20% of the sale value).

Consolidation of deductible expenses & credits
· Provide a single line-item deduction covering employment (including teacher expenses), education or moving related expenses.  Expand the moving related expense deduction to include any move that results in a change of address (rather than the current 50 mile rule).
-    Eliminate the standard deduction or create a standard deduction that is separate from itemized deductions.

· Reduce the types of state/local income taxes that may be deducted (e.g. state vehicle registration).

Reduction of estimated tax penalties

· Substantially raise the thresholds that trigger the penalty.  This penalty should be target toward the self-employed and investors who fail to have taxes withheld.

Reduction of record keeping requirements

· Commodities and futures traders, in order to receive capital gains treatment over ordinary gain/loss treatment, must categorize their individual transactions as being hedging or non-hedging.  Before making the trade, they must examine whether the trade will or will not create a straddle.  A CPA or industry specific software is often needed to handle these transactions.
· Condo, timeshare or cooperative owners who rent their property may be subject to monthly special assessments for improvements.  Today, each monthly contribution will increase the property’s cost basis and may be depreciable if a separate depreciation schedule for EACH assessment is used.
· Gamblers with large gains and losses often can only count the losses against those gains by keeping a detailed diary of each gaming transaction.

Continuation of estate tax

     Estate taxes should continue though with continuous, annual increases (tied to an index such as the CPI) to the amount of an estate which is exempt from estate tax.
Elimination of specialty tax credits 

· Elimination of credit for hybrid vehicles.
· Elimination of other, very specific credits that are not part of some other comprehensive economic plan with clearly defined objectives and metrics.

Increase in rates of taxation 
     - The percentage of income taken as tax should be increased to near Clinton-era levels to provide for reductions in tax revenue that the other proposals in the document will create.
