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The main issue to keep in mind, as stated in the Advisory Panel’s Statement released April 13, 2005, is that “the fundamental purpose of our tax system is to raise revenues to fund government”.  It is important to design the tax system so that it balances both revenue and expenditures.  The revenues should be derived from the activities that create the need for the government services provided.  A system of reporting expenditures or benefits paid should be maintained as an audit function for integrity of the expenditures. 

My proposal would be a hybrid system.  The tax base would be a gross receipt manufacturer or use (indirect) tax and a gross receipt income (direct) tax.  The indirect tax would be used to fund the necessary government services that protect international commerce and promote interstate travel (U.S Highways and Interstate Expressways).  This tax, for the most part, is already in place – defined as the excise taxes in Subtitle D of the Internal Revenue Code.).  The gross receipts income tax would be in place to maintain controls upon expenditures and which for the most part is already in place as the income, estate and gift, and employment tax (Subtitles A, B and C of the Internal Revenue Code).  The maximum tax percentage would be 10%. To obtain maximum efficiency in collecting the taxes, we need to collect from the fewest sources as possible (which means “no” to a national sales tax or value added tax).

A large portion of the necessary centralized services – Navy, Coast Guard, Army, Air Force, Federal Aviation Administration, Department of Transportation - should be funded with indirect excise taxes.  A historical study of commerce reveals the need for a Navy to protect the import and export of products (because of pirates).  We should therefore have a gross receipt tax to support our Navy.  This tax would be collected from the businesses that participate directly in import and exports using marine vessels and would be controlled at the ports.  Coast Guard expenses could be funded by a manufacturing excise tax collected from the boat manufacturers and marine fuel sales.  If there is a need for additional funds for the maintenance of lighthouses it should be collected at the lighthouse.  By simply informing those that visit the facility (or use it as a means of navigation) that there is a need for funds to maintain the facility, money will flow in from those that obtain a benefit from that particular facility.  Those facilities that continually cannot bring in the funds to maintain its function are obviously not needed and would be eliminated.  Those that choose to use international air transportation as a means for delivery would similarly pay a tax to support the Air Force.  Basing the tax on gross receipts will eliminate the complications related to the computation of net income.  People that desire to fly about the country will fund the Federal Aviation Administration by a tax paid by the passenger included in the flight ticket price.  The Department of Transportation would continue to be funded with gasoline excise taxes.  

Many people desire our government’s involvement in our society and our economy.  Regardless of the program the government is involved in, those services should not be provided for free. Not everyone desires to receive the myriad of benefits available from the government and should not be required to file an income tax return and pay income tax to support those services.  The American people are generally very charitable and we can take care of others and ourselves without government intervention. 

Programs that government is involved in that promote economic growth (such as the Small Business Administration) should be funded by those that participate in the program. It is not fair that because certain people believe a program is necessary for economic growth, that everyone must pay taxes to fund it.  If the business cannot immediately pay a fee, it could be paid over a period of time.  Those businesses that desire to participate in a government sponsored program and only those businesses that desire to participate would be required to file an income tax return as a means of financial reporting and for paying for the programs in which they participate.   Businesses that do not want to participate in a government welfare or economic program would not be forced to participate.  The financial information reported would be the same report the business uses for presentation to the public (eliminating the need for Schedule M-1, M-2, M-3).  

Those individuals and business that desire to support social programs will be allowed to donate money to non-profit 501(c)(3) organizations.  The individuals or businesses that donate the money can at there own free will - file an information reporting form with the non-profit organization and the Internal Revenue Service on an annual basis (on a 1099-Charity Form).  The non-profit organization will be required to remit a 10% tax to the Internal Revenue Service on the money it receives from all sources on a monthly basis.  The information reported to the IRS by donors will be used to audit the non-profit organization’s Form 990 that is filed annually.

All government agencies, non-profit organizations, and private businesses that participate in a government welfare or economic program, would be required to withhold a 10% tax from all payments it makes.  They will be required to file information reporting forms (W-2, W-2P, 1099 Misc, 1099 R, etc.) annually.  The business would use their employer ID# and a unique identifying number created by the payer to report the money paid to its employees or contractors.

Regarding welfare payments, no one should receive something for nothing unless they are totally disabled.  Somehow benefits provided to those in need must be controlled to curb fraud and abuse.  Welfare recipients will be required to provide their Social Security number to receive a payment.  The 10% tax will be withheld from the payment.  It will be the responsibility of the Internal Revenue Service to accumulate the information on welfare payments.  If anyone individual receives welfare benefits (from non-profit organizations or churches) in excess of the official “poverty level” (as determined every other year by eligible voters on a state by state basis), the IRS will be required to list the recipients name on a website and will be required to publish their name in local newspapers.

If an individual desires to participate in Social Security, it would be that individual’s choice.  The individual would be required to request the employer withhold the social security tax from their pay, providing the employer with their SS# when employment begins.  Should the employee desire to discontinue their participation in Social Security he or she can do so at anytime by submitting a letter stating such desire (knowing full well that they will waive receiving benefits in the future that are in excess of taxes they have paid in).  We live in a free country and we should be allowed to participate in government sponsored programs based on our own free will.

At the end of the year the businesses would remit the information reporting forms as they do now, and would continue to remit withholding taxes as required under the current law.  The Internal Revenue Service, rather than the employee or payee, would prepare a summary income report and would provide a copy to the businesses and to the payees.  The payees would compare the statement(s) received from its payers to the report received from the Internal Revenue Service.  If there is a discrepancy, the payee would be required to remit a statement to the Business and to the Internal Revenue Service, disclosing any errors that may have occurred.  If the discrepancy cannot be resolved the payee can file a complaint with the Office of Management and Budget Controls.  If the matter is unresolved the payee may file a complaint with the Department of Justice – Tax Division. 

Additionally, the income reports prepared by the Internal Revenue Service for government employees and welfare recipients will include a section for a signature declaring that, under penalties of perjury, that the report was examined by the payee, and the accompanying statements and schedules, to the best of the payees knowledge and belief, are true, correct, and complete.  The signed reports will be required to be submitted to the Office of Management and Budget by September 30th of the year following receipt.  OMB will then be responsible for auditing the statements and submitting reports to Congress on an annual basis. 
1

