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March 20, 2005

The President's Advisory Panel on Federal Tax Reform

1440 New York Avenue, NW

Suite 2100

Washington, DC 20220

To Whom It May Concern:

My name is Mitchell Benson, partner in the CPA firm of Savran Benson LLP.  Our firm is located at 129 Coulter Avenue, Suite 200, Ardmore, PA  19003.  You may contact me at 610-642-3400 or at my email address - mbenson@savranbenson.com.

Attached please find my comments regarding the Federal Tax Reform.

Sincerely,

Mitchell Benson

MB/jes

TAX REFORM COMMENTS
SUMMARY
As a practitioner and a CPA for over twenty years in both a large international and now regional accounting firm, I work closely with businesses and individuals in complying with the Federal income tax laws.  Our practice concentrates in the areas of real estate, professional service corporations, individuals, and flow-through entities.  I am very interested in the work that you are doing on analyzing the alternatives to the current Federal tax system.

I generally feel that the income tax is fair since it is a progressive system.  Rarely do we have taxpayers making decisions just to generate tax deductions since most need to outlay capital to do so.  Also the changes in 1986 Tax Reform Act reduced many advantages available to the ordinary taxpayers.  

One of the panel's goals should be to simplify the code while retaining the present system of progressive taxation.  Simplicity can be accomplished with maintaining most of the framework.  Recent efforts towards simplification such as intangible asset rules requiring an uniform 15 year amortization schedule and the elimination of capitalization costs for certain organizational and start-up expenses are a step in the right direction.  It is along these lines that the Internal Revenue Code can be simplified to reduce the complexity to both business and individual taxpayers.  

BUSINESS

Specifically there are four areas which I feel could save time from a compliance standpoint and should be revenue neutral. 

1.
Interest deductions.  The interest tracing and interest capitalization rules under Section 263(a) of the Internal Revenue Code must be streamlined.  The calculation is unbearable and a similar result can be accomplished with much less work.  Requiring taxpayers to perform monthly or quarterly calculations of average production expenditures in excess of trace debt is cumbersome and time consuming.  A larger deminimis rule is needed so that the provision impact only larger businesses.  

2.
Inventory capitalization.  This should be eliminated for most small manufacturers with sales under a certain threshold.  The calculation is complex and difficult to perform.  

3.
Travel and entertainment.  Automobiles, travel and entertainment deductions should either be capped, eliminated or the calculations made easier.  Entertainment is an area filled with potential abuse.  Automobile deductions have too many rules to follow and should be streamlined so that a set amount is deductible based on the value of the car and the percentage of business use.  Inclusion amounts for leasing should be eliminated.

4.
Coordination with state and local taxes.  One of the growing areas of complexity in our office is the difference between state and local tax interpretations of the federal rules.  There should be some effort to align the rules so that two or three sets of depreciation calculations are not necessary (as is done in Pennsylvania for Philadelphia based taxpayers), and addbacks are eliminated.  

INDIVIDUALS

1.
Simplify the calculations necessary to compute income, capital gains income and alternative minimum income taxes.  These calculations are way too complicated and can be simplified by eliminating many of the phase-outs.  

2.
Streamline education deductions and credits.  These should be combined into one or two credits or deductions instead of the many that are currently existing in the code.  While the concept is a good one, the calculations are too difficult to follow.

3.
Individual retirement and savings accounts.  Also these should be streamlined so that there is one set of deduction available to all taxpayers, and more taxpayers should qualify for individual retirement account deductions.

4.
Foreign tax credit.  The calculation is too complex.  Treating the entire tax as a credit without the calculation of net foreign income would simplify this.

