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SUBJECT:
Redesign of the U.S. Income Tax Code

I have a deep interest in the work that your Committee is doing, taking a fresh and thorough look at the U.S. income tax code and recommending a sensible and responsible alternative.  It is not necessary to point out to you the enormous and mostly damaging nature of the present system on every aspect of American life, much of this unseen but still very costly, or that the benefits of instituting a rational system would be equally enormous.

Therefore I urge you as a matter of profound importance to your country, and mine, to put aside in your work any preconceived notions, partisan positions or personal interests and strive only for the great benefits that a rational system would bring to all of us.

So that this is not seen as just a general appeal to your sense of civic responsibility, let me offer a few specific ideas, which may be useful in your deliberations.

1.
The ideal system would reduce, to an absolute minimum, the division of any tax element into two or more subdivisions.  Every time this is done, one of the subdivisions is inevitably more tax advantaged than the other(s) and extraordinary efforts are inevitably spent in trying to get from the unfavorable side to the favorable one.  I understand that in the real world, there may be actual differences within such a tax component, but what must be primary are the practical advantages of simplicity, avoiding the struggle and costs to get on one side of the line or the other and the inevitable regulatory effort and complexity to get the taxpayer back where the IRS wants him to be.  We have seen where dealing with every separate fine distinction leads to thousands of pages of tax codes and regulations, to armies of expensive attorneys and accountants and court cases, with no end in sight.  Here is a situation where simplicity by far trumps an excruciating refinement of the facts.
2.
An obvious and important question – if, as I assert, the present tax code damages practically everybody, why has it continued to exist?  In other words, who benefits from it?  The answer is, I am afraid, obvious and embarrassing – it is of course the professionals who design and operate the system.  This includes with a few exceptions, congressional tax writing committees and their chairmen, the IRS itself, the legions of tax attorneys and accountants whose quite handsome livelihoods depend on the inability of the general public to understand and deal with tax regulations.  When the inevitable opposition to whatever changes you recommend occurs, this is from where it will come.  And despite whatever reasons are advanced for this opposition, mostly unfairness to one group or another, the real and unspoken reason will be that every step toward a rational and understandable tax system reduces the power and income of this very model of a modern special interest group.

Again my theme – the good of the country and the well-being of its citizens must come first.

3. A very practical and perhaps revolutionary suggestion comes from the very simple act of looking at the numbers.  There are approximately (to be supplied) million individual tax returns filed each year and approximately 25 million business returns.  In addition, only five percent of the business tax returns, or a little over one million, had gross receipts of more than $1 million but accounted for about (to be supplied)% of the total business tax revenues generated.  Only 50,000 corporations have assets of $10 million or more and pay the lion’s share of the corporate income tax.
Businesses, small, medium, and large, keep financial records and accounts – they do this for their own survival, to understand and control their operations.  Most businesses do, in fact, keep such records, some better, some worse.  In contrast most, if not all, individuals do not keep personal financial records as a matter of course.  Prior to tax filing time they struggle to put together enough information to fill out their tax returns.
What is the simple-minded and revolutionary conclusion to which these numbers lead – simply to tax only businesses and not to tax individuals.  Throw the entire burden of the tax system on that relatively small number of entities which are best and most cost-effectively equipped to deal with it.  The total tax amount to be raised would be the same; businesses would have higher expenses and have to increase their prices, individuals would have more money and be able to afford the higher prices.  In addition the cost savings in administering and monitoring such a slimmed-down system would be substantial and add further to the resources available for other, more productive purposes.

4. Alternately a tax on consumption has much to recommend it.  It has problems, of course.  Certain basic items should be excluded and a method, not yet obvious to me, to reduce the consumption tax on the poor must be devised.  But I would think that solutions to these problems are not beyond our powers.

The advantages are obvious – most businesses are already equipped to and engaged in charging, collecting and forwarding state and local sales taxes; adding a national consumption tax should be straightforward.
5. I have seen a reference to the testimony of Chairman Greenspan before your committee, in which he acknowledged the potential benefits of a consumption tax, but cautioned against anything but going slowly, because of his concern about the problems of transition from the current system to something else.  As I understand it, he was suggesting adding a moderate consumption tax in exchange for a moderate reduction in income taxes.  If I interpret his position correctly, in this way lies madness.  Why as astute an observer as Mr. Greenspan does not recognize that this is a fundamental cause of what has been wrong from the beginning – adding one jury rigged structure on top of another, with no end in sight.   The classic and most offensive of these structures is the Alternative Minimum Tax, where the taxpayer is required to calculate his tax twice.  The method of calculation of the tax on short- and long-term capital gains is another example of this kind of duplication.
The people who write the tax laws and develop the tax regulations, when faced with the choice of doing something simple versus making it complicated, with no balancing or overriding advantage for the complication, never-the-less, invariably chose the complicated route.  Their operating principle appears to be that if one tax system or calculation is good, two is better.  Chairman Greenspan’s idea is just wrong.  The transition from what we have now to a truly good system is going to be very painful – this is an unavoidable fact which can’t be changed or finessed.  The pain of the transition is the price we just are going to have to pay for the accumulated past errors and ducking or postponing it will only make it worse.
This existing mindset has to change, at all levels, and your committee has an opportunity to set this change in place.  Your aim should, even must, be to design an optimum system, not a jury-rigged compromise on or addition to the present system.  Then give the tax professionals the assignment of figuring out the transition process, to be completed within a reasonable time period, a period that you mandate.  It is the least they can do to make up for their prior sins. 
In summary, the U.S. tax code is man-made; it is not the result of a natural law or an act of God.  Man having made it, man can change it.

The present U.S. tax code serves the interests of only a small group of powerful and well-placed people – it is a tremendous disservice to the vast majority of the country.

You have been given what I believe is an extraordinary opportunity to do something about this, no matter what the political objectives and motivations of the Administration may be.  Please do not waste this chance!

I have volunteered previously to serve this Committee and I volunteer again to assist it in any way that I can.  If this letter is as far as I get, so be it.  If I can do more to achieve this vital objective, I will, gladly.
Yours truly,

Richard Bakal
General Partner

The Bakal Company, LP
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