Dear PERAB Committee Members,

I understand that your committee is accepting public comments on simplifying our current tax system and that your mandate is not to recommend a new tax system (i.e., Fairtax, Flat Tax, Bradford X Tax, etc.).  Given this constraint, I would like to make the following suggestions to simplify our current tax system for both businesses and individuals.  My recommendations are based on my experience as a tax practitioner, but do not represent the views of my employer.
Business Taxation

1. Depreciation Simplification:  

a. Increase the Section 179 deduction to $1 million and index for inflation.
b. Allow taxpayers the option to have their tax depreciation equal US GAAP/IFRS depreciation (with certain exceptions for basis adjustments under “purchase accounting” and other US GAAP/IFRS revaluation provisions).  

c. Mandate straight-line depreciation.  (Although taxpayers can elect straight-line under our current system, I have not encountered many who have.)
d. Eliminate the “Mid-Quarter” convention.
e. Eliminate the short period depreciation rules (once described as “asinine” by a director at the accounting firm I worked for). 

f. Eliminate “bonus depreciation”.  
g. Eliminate the caps on depreciation under Section 280F.

2. Inventory Simplification:
a. Allow immediate expensing of purchases of inventory.  Likewise allow the immediate expensing of materials, supplies and wages that go into manufacturing inventory.
b. Allow taxpayers the option to have their “Cost of Goods Sold” for tax purposes equal “Cost of Goods Sold” for US GAAP/IFRS purposes (with certain exceptions for reserves, basis adjustments under “purchase accounting” and other US GAAP/IFRS revaluation provisions).
c. Repeal the §263A UNICAP Rules.   

3. Eliminate all tax credits except the foreign tax credit.
4. Repeal Section 199 - Income Attributable to Domestic Production Activities.  My understanding is that Canada had a similar provision and then repealed it; we should do the same.

5. Eliminate “carryback” provisions for net operating losses, capital losses, foreign tax credits, etc.   This will reduce amended return filings.  However, keep and extend the “carryforward” provisions.
6. Allow domestic corporations a 100% Dividend Received Deduction regardless of its ownership in the entity paying the dividend.  This is to prevent potential triple taxation on a portion of the dividends.  

7. Create a single business tax return which taxes “business profits” and eliminates Forms 1120, 1120S, 1120-REIT, 1120-RIC, 1120-L, 1120-PC, 1065, etc. and Form 1040 Schedules C, E, & F.  Any business, regardless of industry and business organization, would pay tax on its profits (or carryforward its losses) and receive a “Dividends Paid Deduction” as discussed below.  This may be considered a “new tax system” and out of scope for the Committee.
Business & Individual Taxation

1. Eliminate the double taxation of corporate earnings by allowing a “Dividends Paid Deduction” on dividends paid out of E&P to tax-paying entities, but not to tax-exempt entities.

2. Allow only cash & marketable securities charitable contributions.
3. Repeal the AMT and the related Adjusted Current Earnings (“ACE”) adjustment for corporations.
Individual Taxation

1. Eliminate all itemized deductions and exemptions.  However, increase the standard deduction for all taxpayers.  The Tax Foundation’s website (based on the IRS Statistics of Income) indicates that the majority of taxpayers do not itemize.  
2. Eliminate all credits except the Foreign Tax Credit & Credit for Excess Social Security Tax Withheld.  

3. If the goal is to keep some tax incentives, consider a single tax incentive for each (or just some) of the following categories:

a. Home Ownership (e.g., mortgage interest deduction)
b. Education (e.g., tuition & fees deduction)
c. Retirement (e.g., Roth IRA)
d. Medical 
e. Charitable Giving (cash & marketable securities only)
f. Catastrophic Loss
4. Eliminate the state income tax/sales tax deduction.  This will help avoid “subsidizing” states with higher income tax rates and eliminate the computation to determine whether a state tax refund is taxable for federal purposes in the next year.
5. Eliminate the preferential tax treatment of capital gains & dividend income as it complicates the computation of tax and involves tracking holding periods.  Corporate earnings (via dividends) hypothetically would not be taxed twice if the “Dividend Paid Deduction” suggested above is implemented.  
6. Eliminate the concept of “Phase Outs”.
7. Maintain only two filing status options:  Single or Married Filing Jointly.

My recommendations entail eliminating many deductions and credits.  Although certainly well-intentioned, those deductions and credits complicate our tax system.  Eliminating them would (and should) allow for lower overall tax rates.

We were able to simplify our tax system in 1986 by broadening the tax base and lowering tax rates; we can do it again.
Thank you for your time & consideration.

