

To the panel
From David E. Witt

I am writing to give you recommendations for simplification of the existing tax code.  I read about the work of your panel on the Ohio Society of CPA’s web page.  I am a CPA who has been preparing tax returns since 1986.  I consider myself to be a professional tax accountant.  The primary focus of my practice is on the small business market and the related tax work of the owner.

In keeping with the parameter of your request, I will limit my comments to simplification within the existing tax system.  I will not comment upon the various proposals under discussion within some groups of a value added tax.


The tax system as it exists now is overly complex.  Much of the complexity is the direct result of Congress trying to setup certain advantages/benefits and then setting up a plethora of rules to insure that happens. 

The single biggest problem within my profession today is the tremendous compression of the work load that has happened since the 1986 Tax Reform Act.  Prior to the 1986 Tax Reform Act, we had many C and S corporations on fiscal years ending other than December.   These were done away with by Congress probably because they thought companies were only doing this to defer income.  In reality, the income is deferral is only a one time advantage.  The main reason for adopting these fiscal years was to spread out our workload.  The best way of doing this is to remove the Form 8879 deposit requirements.  A second way that might encourage more companies to change their fiscal years is to still require the Form 8879 to be filed but to treat the payments made with these forms as though they were estimated tax payments made by shareholders on the Form 1040-ES.

Depending upon how bold your panel would like to be, I would recommend you get rid of the earned income credit.  I would simply tell me people making less than X dollars per year they are completely income tax exempt and they don’t need to file any forms.  This would greatly reduce the number of people even required to file returns.  Since this program is ripe with fraud anyway, this would make the IRS employees jobs much easier.

Many brokerage companies have received extensions from the IRS to file their annual 1099 forms.  They are also continually mailing out corrected 1099 forms to individuals.  Why are they doing this?  They are doing this since Real Estate Investment Trusts have a great deal of difficulty correctly classifying their distributions.  What is the solution to this problem?  The best solution is to require all real estate investment trusts to change to an October 31 year end.  This would give them two months to determine the correct classification of their distributions so that when people receive their 1099 forms in January they will be right and people can immediately file their tax returns.  Note that since real estate investment trusts normally do not pay federal income taxes, this change to an October 31 year end will not involve any loss of revenue to the government.  

Higher income people face needlessly complex computations on their tax returns because of the Alternative Minimum Tax and the phase out of itemized deductions.  I would raise the Alternative Minimum Tax Exemption to $400,000 for couples and $200,000 for singles.  I would get rid of the complicated phase-out calculation of itemized deductions and personal exemptions.  If you want to raise more revenue, simply increase the marginal tax rates.    President Obama is considering a step in the wrong direction in which he is considering requiring people to compute their deductions as if they are in a 28% bracket.  If you want to limit people’s deductions, simply say that only $20,000 of home mortgage interest can be deducted each year but spare us another convoluted computation of a phase-out.  

The passive activity loss rules are something you might want to consider getting rid of.  In the 23 years I have been in public accounting I have never had an IRS agent deny a deduction to a taxpayer under these rules.  Why is that?  The reason is that the rules are too complex for the average agent to understand.  There is a lesson for you in this:  never pass a law or issue a regulation that is too complex for the average IRS agent to enforce.

There has developed through the years a needless proliferation of different types of defined contribution retirement plans: SEPS, SIMPLES, 401K, IRA’s etc.   We don’t need this many plans.  I would replace them all with one IRA account with a higher contribution limit.  

The foreign tax credit is another needless complex area.  If you pay $1 in foreign tax, give people a $1 credit and get rid of this form.

The $3,000 capital loss deduction for individuals is very unfair.  This limit should be at least $20,000.  It has not been raised in decades.  



   
