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Even after thév have paid off their morigage, many
are forced to sell their homes beeause of high

By Richard Tomlinsor

Calling for fundamental reforms but
aot radical changes, Sen. Hdward M,
Kennedy (D-Mass.) has announced a de-
tailed plan for comprehensive reform of
the federal income tax. The program,
which Kennedy hopes will serve as a
model for the Carter Admindstration’s tax
proposals,
a number of tax loophaoles, sueh as special |,
treatment of capital gains, as a means of”
funding lower tax rates for individuals
ang corporations,

eniphasizes the elimination of

“digiayal income taxes-d ¥

retired and Tow income homeowners

, nnaffordable property taxes.

ses

In addition, Keanedy's plan would
replace several tax deductions, which
tend to reduce the taxes of the wealthy
to a much greater exient than the faxes
of low and middle income taxpayew,
with tax credits that provide the smae de-

gree of tax relief to all taxpayers. In h,o

ﬁh:mémﬁ on the Senate floor, Keny, fedy
- ang opposition to ﬁaomom&m

iidered by the Alsinistra.
aeugrate - the ¢ oﬁ&wg and in-
0¥ reducing the tax

See KENNEDY, page 2

Eennedy plan ?Wmo?ﬁm?%ﬂqm reform would eliminate a number of tax toopholes
-as a means of funding lower individual and corporate income tax rates,
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Tax On Wealth Needs Expansion

By Diane Fuchs

Soaring property taxes have stirred a
rash of heartfelt citizen complaints over
the past few years. Television documen-
tartes have detailed cases of retired or low-
income homecwners who, upon finally
paying off their mortgages, are being
forced to sell because they cannoi afford
the skyrocketing tax levies on their homes.
Hundreds of grassroots citizens groups
have sprung up in protest against alledged-
1y burdensome home property assess-
ments, Charges that appraisers have dis
criminated in favor of industrial properties
are hurled from coast to cosst. And a
recent survey shows that Americans con-
sider the property tax — more than any
other — to be the unfairest of all taxes:

On the other side, many tax theorists

feel that a properly constructed property
tax is an essential part of the panoply of
taxes in our couniry, because it is our
-only tax on wealth (other than estate and
gift taxes). Fairly recent economic analy-
ses have atfacked previous notions that
the property tax is regressive, arguing
that, properly constructed, its burden
“tends 1o fall heaviest on the well-off.

wo: mroém,bﬁmzomﬂm like to

say

A fust released Roper survey on public

attitudes towards the fax system shows,.

more than anything else, that Americans

like to say “yes” to pollsters. In avariety
of conflicting answers, large majorities of
those  guestioned  said  they  favored
broadening the tax base, lowering rates,
aned making the system faiver and simples,

“while 4t 9@ same time they supported a
laundey list of new ‘and 6ld special de-
ductions and fax wu.ﬁmwx.czm. One other
Roper finding is also clear: most Ameri-
ans have 4 poor understanding of the tax
By stem.

The ammmxcmm were asked of & faidy
conservative (41%) to middle-of-the-road
i(33%) segment of the population, whose
members tended to be married (70%)
homeowners {66%) with. children (51%).
The median family income was $14,700,

Jv—

T

‘close to the national average.

The recent outcry over property taxes
stems in part from the growing share of
total government spending attributable to
state and local governments. As the need
for tocal revenues has incressed, inflation-
caused “paper’ gains in property values
have been a convenient and “automatic”
source of more taxes. Since 1972, the
Consumer Price Index has risen by an
average of 9.6% annuaily, and real pro-
perty “values” have more than kept pace.

The Tax Reform Research Group s
collecting information on state wid
local fax issues, and needs your heln.
See page 11.

The result has been substantial hikes in
property tax levies, frequently on persons .
whose incomes have not kept up with in-
flation. These increases, coupled with 2
burgeoning tax reform movement, have
focused public attention on the inade
quacies of most property tax systems.
This supposed tax on wealth is more and
more being perceived as a harsh govern-
ment interference with the ability of
See wwmew‘w% H>xmﬁ.%mmm 4

AX JUSTICE!

s ‘;%?

Sixty per
cent of those polled indicated they had a
“not too good™ ar “very little” under-
standing of how to fitout.a tax return.

Newspaper accounts of the swvey
resylts have interpreted the publics
seeming support of numerous tax de-
ductions as a warming to President Carter
to go slow on tax reform. In fact, how-
ever, Roper found that “the public would
wyelcome g call fortax.reform.” Although
the study does conclude the obvious —
that “any tax reform plan that oalls WQ,

elimination or reduction in deductios

... would meet with resistance” — w

interprets this to mean that isx rel

proposals “will need to be accompanied

by an educational program Hw order to
achieve real public acceptance.”

This is probably the key finding in
‘See POLL, page 7
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KENMNEDY from page 1
on dividends. Kennedy urged Fresident
Carter, in fulfilling his campaign commit-
ment to a comprehensive overhaul of the
nation’s tax laws, “to be bold, and 1o en-
courage the Treasury, beset by lobbyists
bent on retaining or winning special fax’
privileges, to be boid as well ... Kennedy
acknowledged that some of his proposals
might be subject to legitimate disagree-
ment, but stated that he hopes they will
provide a “useful framework” for tax re-
form discussions. .

The Balrimore Sun suggesis that a
major aim of Kennedy’s detailed proposal
is to head off plans under way within
the Administration to eliminate part of:
the corporate income fax. Kennedy views,
the latest Treasury proposal for “integra-
tion” of corporate and individual income.
taxes as a scheme that “dogs little more
than beneflt wealthy stockholders.”

It was not immediately clear how
much influence the Kennedy package
would have on Administration taxwriters,
but according to the Sun some Congres-
sional observers placed some importance
on Kennedy's strong opposition to the
Administration’s integration proposal.

The following is a summary of the:
main elements of the Kennedy proposal:

Individual Income Taxation: Tax Rates

To assure that capital gains income
and wage income are treated more equally
under the tax code, Kennedy recommends
the repeal of the preferential tax treat-
ment of capital gains and the taxation of
capital gains on property passing by death’
or gift. The $16 billion in revenue savings.
from these changes-would allow individual
tax rates, which currently range from

14% to 70%, to be reduced to a range
from 10% to 50%, with reductions ai all
intermediate levels as well. In addition,
the 15% minimum tax on tax preference
income would be repealed, as it would be
unnecessary with closure of the remaining
major tax loopholes.
Tax Shelters
Noting the failure of the 1976 Tax
Rofrer Aot go eliminate the tax shelter
_,r;C?ﬂ Fxivs ) . wtg u.rﬁw @xwﬁwﬁmh
industry, Keniiedy Sugges v o
iom of certain fundamental :
which tax shelter deals are O
F i, he proposes te repeal of a0
depreciation 19T’ ‘real estate,
groupds 1hiat it is an inefficient

and un-
mecessary method of inducing investment

construction of high rise of build.
g8, luxury apartments, beach front con-
dominiums, and shopping centers. He
emphasized, however, that low-incomse
1008 . ekempted from this
change until a new federal housing
gramnds in place t0.assure an adequate level
Zr thw-income housing construction.
Second, he calls for the repeal of the
intangible drilling and development cost
deduction, a vital component of the con-
temporary ofl and gas iax shelter. This
provision presenily permits the immedi-
ate deduction of certain “intangible” dvil-
ling and development cOStS which are

capital costs that are normally depreciated
over the life of an asset in other industries.
These ‘““intangibles” deductions allow
many millionaire oilmen to-pay-little or
no federal income tax. .

Finally, he proposes to give special
regulatory authority to the RS to shut
down new tax shelters as they arise, rather
than relying on Congress 1o chase tax
shelter entrepreneurs. He notes that the
tax shelter industry has already devised a
number of new tax shelters to avoid the
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Senator Edward M. ﬁwummm% Aw;.gmmm.v

limitations of the Tax Reform Act of

P

Itemized Personal Dedactions

Senator Kennedy also recommends the
repeal of one major deduction and the
conversion of three othersinto tax credits,
Together, these four deductions represent
a substantial loss of revenues — over 533
willion in fiscal 1977. Furthermors, these
deductions are extremely inequitable, in
part because they are of no benefif to the
77% of American taxpayers who do 1ot
iternize their deductions.

First, Kennedy suggests the repeal of
the deductinn. for medical expenses,

« » witwn e characterizes as an “‘upside down

w”mmoaa health insurance plan. MNoting
3t the deduction is generally available
.am@.‘ to those who :wﬂﬁm,&_wamcmw o
w.ﬁw wmim H,,mozmm,mm inter T nroprity
taxes, that it PIOVIG&Sho b Calbe”
lthe 77% of taxP2¥ers who take cur eands
ard deduction, and that it provides Mo
tax relief as the income of the taxpay
rises, Kennedy labeled the current der’

?.o,, tions the “National Catastrophic Hegith.

Insurance Plan for Upper Income Homne-
owners.” Its repeal, however, would be
phased out gradually under the Kennedy
proposal to correspond with the intro-
duetion of a natignal healih insurance
program.

In a more controversial move, Ken-
nedy proposes to substitute tax credits in
place of the deductions for homeowners
{on mortgage interest and property taxes)
and for charitable contributions. The new
tax credits would be set at amounts. de-

gignsd to iraintain federal support at cur-
rent levels — $11 billion a year for home-
owners interest and property taxes, and
$6 billion a year for charities. Significant-
ly, the tax credits would be available to
low and middle income homecowners and
charitable dopors who presently use the
standard deduction and who therefore get
no benefit from the itemized deductions

T

for interest, property taxes, and gifts 10
ehattty, - e e

Kennedy nofes that the existing chari-
table contribution deduction is basically a
federal matching grant program. Since the
government’s share of any grant is a fune
tion of the donor’s tax bracket, the govern-
ment will match a $1 contribution of a
donor in the 20% tax bracket with a $.25
grant, whereas it will match a 31 contri-
bution of a donor in the 70% tax bracket
with a $2.33 grant. As a result, 0% of all
charitable contributions in 1971 (83.5
billion) were made by the wealthiest one-
half of one pezcent of the population, but
two-thirds of this amount represented the
government share.

Nat only it the current deduction un-
fair, the constant increase in the standard
deduction and the strong pressiue for

 fower individual tax rates threaten the re-

turn charities receive through this 1ax
Break. A tax credit would end the inequity
and assure that government support of
Lavities through the tax laws does not
dacliae.

Most reformers agree with Kennedy
that the homeowner and charitable de-
ductions are uniair, bul many Oppose
conversion to credits as a major step away
from simplification. In addition, the credit
for homeowners will still discriminate
against renters, and will still be more
valuable. to-those with expensive homes.
Keiinedy cont. . o

Kennedy calls for outright repeal of
the remaining personal deductions — the
gasoline tax deduetion, the deduction for
state and local taxes {other than property
taxes on homes), and the deductions for
interest on consumer loans. He suggests.
ihat the revepue saved from the elimina-.
tion of the deduction for state and local
taxes be added to revenue sharing funds,
so that state and local governments could
reduce their frequently regressive taxes.

See KENNEDY, page &




e congressional

By David Gersch

Proposals to revamp the Internal Rev-
pnue Service’s inforination system using
% glant new computer system known as
the Tax Administration System or “TAS”
should be subject to public congressional
hearings, according to the Office of Tech-
nological Assessment (OTA).

OTA claims that the proposed one bil-
Hon dollar computer system, which
would be the largest of its kind in the
world, creates the potential for dangerous
abuse of taxpayer privacy and civil liber-
ties, IRS, on the ofher hand, contends
that the TAS is only an automated exten-
gion of established procedires and will
not endanger the confidentiality of tax-
ayer returns. However, - the increased

accessibility ‘to inforiation afforded by
_medern computer technology raises diffl-
cult and important questions which merit
] nal . considération. |
RS originally resisted the'idea of cong-
*gressional ‘hearings, Pat Ruttle, Assistant

Dol Commissioner at TRS, said fast: week that

_the Service was no longer adverse to
“: congréssional - examination - of - the TAS.
Better Collection Sought
. The TAS is designed to improve the
collection process by compiling taxpayer
- information. {from:scattered sources and
“wonsolidating it with- the existing master
: files. This ‘would- provide the IRS local
offices with quicker access to complete.

.. Collection Problems

i .-Bach year a growing number of people
either do not file their returns or pay less
than they should. Estimates of revenue
lost by the IRS range from $5.5 {0 $30
billion. The TAS should provide a more:

“phore efficient tax ooumo&r the'ordinary.
oo taxpayer stands ‘to ‘benefit. The average

. ..wmxmmwﬁ.mwgm% oﬁ,ﬁ.mm..m. H%Bwonno? ..
- -ate share 0f the tdx burden. An'improved

system individuals

tally

" Although

information on mﬁwcimm Sxmmﬁﬁ .u.,wn,.

wmﬂomﬁn nwnow of ﬁmﬁu@ﬂ REB Emom.” :

collection process could reduce his or her

_share of that burden.

As a result of consolidating faxpayer

- Information IRS will more easily be able
to match. individual return information

with related business and partnership
returns, Under the current information
and-busipesses are not
cross-referenced and so matching returns
is a difficult and time consuming task.
The ability to match returns would parti-
cularly improve IRS capacity to monitor
tax shelter partnerships.

In addition to cracking down on fax
evaders, the TAS should speéd up the

error  correction process and provide
quicker distribution of refunds and bills -

to taxpayers. Also, the TAS could poten-

4k L1

INCOme  avergge

returns, thereby automatically extending

all personal -

this- beneficial provision to° many tax-
of it. The income .
averaging provision protects a single year

payers who are unaware of it.

of unusually high income from unduly
high tax rates: by averaging it with the
previous. four years income. The income

“from the exceptional year is then taxed

at the rate derived from the average of
the five years.
Decentralization

Currently, taxpayer mastgr. files .are.

maintained at the: National: ncﬁvcﬁﬁ

in ‘a-matter of amua instead of weeks.
OTA Criticism

-OTA has oﬁ&m& that the. d>m.£mww.“.
: nomnm:,ma without: maanamg. attention to

issues of- tax ‘return-confidentiality and

‘broader policy dquestions regarding -the.

Jmaintenance of data banks and .retrieval
systems. In alengthy, sometimes rambling
3@2» to za on ,?o::omomw >mm¢mm.

ngressi snal over-

-Tax Wmmow,_ﬁ .Pnn IRS also mﬁ.mwmmm .m:;

.. ‘of the mmxvmwﬁ. and does not include mm

‘and is unlikely to be abused.

--ing the privacy of taxpayer refurns,
Center. in gmnﬁmwﬁmv West: Virginia. It .
now -takes over a month: for Emonxmﬁo:.
_Mmomzma mﬁ a. Emmas& mnm ommam to: mﬁ_

IRS Rebuttal
IRS Wmm countered that OTA’s criticism

..,..mmn.ﬁ. .%nﬁm.ﬁ@. and-that the confidenti-
s wality of taxpayer returnsare legally secured

by the Privacy. Act of 1974 and the 1976

the. information solicited on the return

-form.. It. maintains that the information

on thé. master. file is nmmapﬂmnw harmiess

What disturbs critics of the ,?pm is, 55
the system as planned will accomodate
more information than is currently on the
master file, and that IRS has never
specified exactly what information might

be added to the file in the future. Mem-

bers of the staff of the House Appropria-

no . .clear. bluéprint of -what the TAS
system will.actually ‘lock like once it is

_[Patrick Ruttle, Assistant Commissioner at IRS

jput-into effect.

i

Past Abuses
Ir the past, copies of taxpayer refurns
have been made available to several govi
ernment agencies for non-tax related pur
poses. . The now famous, Church Commit-
‘teg Wowon mogmwmmﬂma the FBI's use of

Oozmﬁm:om and numerous E&.&aa&m

._ooﬁmooﬁma with the civil rights and anti

war movements. According to then exist:-
ing, IRS regulations, disclosure of return

information should only have been al:

_dowed after careful scrutiny of the request.
Yet,

Leon Green, former Assistani
Deputy Commissioner, testified that he
could not recall ever. questioning an mmm
Raaamﬁ for information:. |

It is not clear that ﬁoﬂmmﬁ&:\ wmnmmi

iinformation will ever be added to TAS

6103 of the Internal Revenue Code,

“tions Committee point out that there is  !files. The record of past abuses, however,

has oonﬁbnmm privacy watchdogs that
‘there must.be adequate technical limits
on-the capability of TAS and. strict legal
restrictions on the disclosure of E?Eﬁ-
tion regarding taxpayers.
New Law
IRS says that the Privacy Act of 1974
and. the new. regulations of the 1976 Tax
Reform Act will“establist sufficient safe-.
'guards against the misuse of taxpayer
return information. The '76 law, section
pro:
hibits the release of return information
unless. IRS is specifically authorized fo do
50.by 4 federal judge. But the limitations

and the implementation of the law have

come under criticism in the recently

. released report of the Privacy Protection

ommission. The Commission recomt
mends that all information retained. by
IRS, not just taxpayer return information

2

‘should ‘be: subject fo legal restrictions

‘against &m&omﬁm ‘This is because IRS hag
had:access 1o information from sources
other: than the tixpayer when the “tax-
‘payer -has: no: choice but to have that
other party maintain the anc&m such as
bank and credit card-records.” ?oaﬁm

to -the Privacy ncﬁﬁwmﬁow, ‘sachiaon.
.,353 inforination ur d cm coéga wm.




e .Ed.ow ccities,

“oorease of 52% in five years.

PROPERTY TAXES from page 1
ommﬁm@ _citizens to obtain adequate
shelter. Furthérmors, due to the deduct
i Ew ‘af “real ‘property taxes for federal
Iricome tax purposes, the goal of mﬁxum
vealth is being undercut, as high earners
“ate able-to-avoid bp o 70% of the pro-
perty. tax’s impact. :
-7 1977, when Los Angeles County’
Homes were assessed for the first time in-

o thiree vears, Homeowners, according to

C S News and World Report, received
w_owﬁ@ tax.bills for nearly double what.
“thiey ‘had paid previousty. Similarly, S.
New York, the ratio of ?owﬁ% 1axes to;
the %wwmmﬂm:ﬁmﬁmoénﬁm “income shot*
g 400% in the last twenty years, and
now . property  taxes consume 10% Om |
some New York state homeowners’ bud-}
18, And in. Waghington, D.C., .émﬁwmw
hovsing prices are“already among the
“nation’s highest, homeowners were receiv-
~ing monstrous assessment bikes this year.
. Average incredses were 42% aver previous)
* apsessmnents, with some homeowners bear-
ing tax hilkes of 80% and more. .
‘Buchi 2 trend is not.limited 1o a few’
The Census Bureau reports’
- that property taxes per person in the UiS.
*have risen from an average 3163 per year
Cin 1970 io $236 per year in 1975, an in-,

On: the other hand, although property
taxes have risen significantly in terms of
dofler amounts duting the pagt twenty
Cioyeats; thiy compare favorably to increases

~miother tates. The Advisory Commission”

£ ot Hﬁﬁmoé:mﬁmﬁ& w&mﬁomm has mms-‘”

”mmqw " the ﬁamﬁ@ tak - moncﬂﬁaa for

i

- year: ‘period only federil “income taxes’

mmimmm of family tncome:
%ama%&wmm %5 ﬁmomﬁa\. 13y

¥,

s napop--

What citizens don’t see they apparently”

-~ “be drawn from a public opinion survey on
“%taxatien recently réleased by the Advisory

o iCommission: on- Intérgovernmental - Rela- -

‘tions. The poll showed that the property

_otax iy the least popular of all taxes, fol--
- lowed closely by the federal income tax.

‘On the other hand, “hidden” iaxes, such
Ay state” salés taxes, fared much better in

BEE highly regressive,

T When asked “which do you think is
7 fhe worst tax ~ that-is, the least fair?” .
* thirty-three percent of those responding -
: .m....ommm tend to Eamongﬂm 45% &. those

mﬁ ma ﬁawﬁ@ tax ot the top of their

L property. “taxes,
- counterpart peid only $79. The average-
“incomé Boston homeowner paid 8.9 per-:
“cent of his income in property taxes in
T1971;

faxes in 1973, whi
“home in nearby Hinsdale paid-

1B6% of total tax Hability 101953, buts
oaw. F6:8% 1 19720 In fhet, inthetwenty-t

- 'don’t mind is the apparent conclusion to ¢

the survey, althiough such taxes are gener-
‘ally considered. by tax experts to be

ularity with homeowners continues to be
4 powerful force in many jurisdictions. .
Much' of this can be attributed to its high
ﬁmmvmn% < unlike sales and income taxes
which_are levied on a pay-as-you-go basis,

‘property taxes are usually payable only

once or twice a vear. In addition, levies
are based on subjective estimafes-of pro-
perty values which are inevitably subject
to criticigm.

A more important source of unrest is
the wide disparity in property tax burdens
among the 65,000 different local jurisdic-

_tions, At one extieme, the typical New

Jersey homeowner in 1969 paid $626 in’
while his - Louisiana

while the figure was 2 percent in
szﬁmw.mnm only 1.4 percent in Houston.
Q%mﬁ@.ﬁﬁﬁ Rates! X

Even more strikingare the huge differ-
erices in tax rates smong communities
within the same local  area. Thus, the

“owner of a-520,000 home in the village of

Wavne in DuPage County, Hincis, just
wost of Chicage, paid $1003 in property
while the owner of a similar
$1565 —
56% more. In Los Angeles County, tax-
payers in one plush Beverly Hills faxing
distyict paid less than onedhalf the fax
rate borne by homeownersin Walnut City.
In addition to these -serious equality
problems;there is an overriding coniro-
versy about how property tax burdens are
spread . among ngmﬁa of different
= : sﬁow&

property -taxes are regressive, oﬁmsmm
greatér burdens on’ low-income -people.
“The leading advodate of this view is the

o ~Advisoty - Commission ‘on” Intergovern-
o Ugrbw lesy than the property tax as @ m.ﬁ,

mental - Relitions, which regulatly pro-
duces SE% mcor as nw.mi Lin support of

Tist; ﬁrmw 28% picked the federal income

tax. Thése conlusions are consistent with
the ‘results of the annual”ACIR survey -
-over thelast five years, in which the pro-

.M...wmnw tax and the federal income-tax have
< been oommwﬂmm& nwomon 25" mS two*

worst” daxes.

These two 1axes, aré the 8«53\ ] gm
gest -reveniie . raisers,. which may Emu
. S@,Em their: amm.owamﬁ% although they
liave gone up less-than any other taxes
over the wmmw twenty %mm? In fact, when' .
the data i$ analyzed by region the severity
“of ‘a tax rather than its fairmess appears to-

Thus, in the West, where property taxes

<§ &o you m::w isthe 12.5 tax —
mmmvonmmm by Region

Ewﬂ is, the _numn ».m_u.w

m&.nnﬁ &. N.mmuo.aoa.a g w«F

be a determining factor in its popularity.

_.mgx ?noam Tax
...mm”ﬁo m&mm ,H.mx

e SOPLE S TAXES

CHARTI
REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME, OWNER-
OCCUPIED SINGLE-FAMILY HOMES, BY INCOME CLASS AND BY REGION,
. 1970
United North- Morth-
. States east’ central South West
Family Income Total Hegion Region Region w&@cm
Less than $2;000 16.6 30.8 18.0 82 22
m 2,000 — 2,999 9.7 15.7 9.8 52 12.5
3,000 - 3,999 7.7 131 77 4.3 8.7
4000 — 4,999 6.4 9.8 6.7 34 &80
5,000 - 5,999 5.5 9.3 5.7 2.9 6.5
£,000 — 6,999 4.7 7.1 49 2.5 59
. 7000 --9.999 4.2 6.2 4.2 2.2 50
10,000~-14.998 3.7 53 36 20 4.0
15.000-24,999 3.3 4.6 3.1 2.0 3.4
25,080 or more 2.9 39 2.7 1.7 2.9
Souice: U.S. Bureau of the Census, Residential Finance Survey, 1970 {eonducted
in 1971} Special tabulations prepared for the k%%&u\ Committee on Intergoverse..
mental Relations.

The table purports fo show the pro-
portion of family income devoted to
property taxes for homeowners at differ-
ent income levels and-in different parts
of the country: It Ssems to indicate that,
without exception, the lower the family
income, the greater the share owﬂ it that
gogs 1o property taxes.

Critics of this view peint: oﬁ that the
ACIR measures residential property taxes
against (the hordeowner’s income for a
particular year only. Economists widely
agree, however, that housing decisions are:
based on the income a family expects over
thé long haul ~ its ‘permanent income”
116t Brthe Ancome of i particulal %gw
Adjusting for. this “permanent income”

“doncept and ‘taking other statistical re-

finements, Heiry: Aaron of the Brookings
Institition found thateverifone dccepted
the ACIR’s basic premises, residential
property taxes were not regressive. Instead

polled viewed the Eov&@ tax as Ea
worst. In the Northeast; “on’ the other
‘hand, where there is. frequently more: reli-
" jance on state income and sales taxes, the’

SR amvommn was more evenly divided.

> The bottom line is that 83%.of those
‘surveved ‘said they are fimly. in favor of
- 'holding the line on, or cutting, taxesand -
‘government services, ‘Only 4% m»ﬁn&

..” Enaﬁz_m services. ﬁ& ﬁmxmm.

~over the years; not. because ‘they are the
éoaﬁ ”Eam cﬁ wgm;mw ﬁw@ Eﬁa Em

ACIR survey shows a; :5 unovm:w wmu is the least popular tax am am ~Americans.

7 |- .. Another reason for the: ?owﬂ@ and
g income taxes’ unpopulazity is ‘that they
“| “ hayve been special ‘targets for refotmers

Oaw, wo&u voﬁam to m.a mﬁ»mm. :

they were proportional, affecting people
at different income levels roughly the
same way. In addition, it is argued that
the ACIR leaves qut entirely the property
taxes on commetcial and industiial pro-
perty, which is owned largely by the rich.

The ACIR . seems- to assume. that the
property tax, iike exgise taxes, is passed
along to consumers in the prices they pay
for goods and services. Others take the
view that the property tax isa fax on the
owners of capital. Since property owner
ship is even more concentrated among the
wealthy than is Eooﬁf this would make

wmogmw and waéwﬁmn owmﬁ of the

Brookings Institution in their book Who
Bears the Tox Burden?. Assuming that
property taxes are indged borne by the
owners of capital, they found that: §m
continued on next page

voﬁosﬂ& to be the fairest. The ACIR poll
«did not ask respondents-to explain: the
reasons mo_, their: ANSWETS, which substan-
tiajly. Mmmcnmm the 4&&& and. cm&,::mmmm
of g.a %23\ :

Hﬁﬁamﬁsm? 5«. Mms&m ow, moéuﬁﬁa
ich rely. waaﬁ% on. the. unpopular -
prop taxes wereé ‘also_

“tak dollars. éﬂg m%g%ﬁm were “asked -
“From which: level of government doyou
feel you get the most for you money —
federal, state; or local?” 36% picked the:
federal government and 26%local: entities.




continued from page 4
burden by income class looked like this:

CHART 11
EFFECTIVE RATES OF mm@mwb.r
STATE, AND LOCAL PROFERTY
TAXES, i966

income classes in thousands of doilars;
tax rates in percent :

Adjusted

Family Property

Income Tax
03 2.8
33 2.7
510 24
10-53 . 1.7
1520 2.0
2025 26
2530 3.7
20-50 4.5
0-500 6.2
H00.500 )
500-1,000 96
1,000 and over 10l
Al classes KR

Wouyce:  Adapred  fram Joseph A4,
Pechman and  Bewjomin 4. Okner,
Who Bears the Tax Burden? [Wash-
ington, DUC: The Brookings fnstitu-
Han, 1974),

Given these assumptions, a tax on prot
perty now seems a key part of a progres-
sive Tax system.

Tven the new analysis is flawed, how-
ever,. It still relates tax burdens solely to
the taxpaver’s income, reflecting the
income bias that has beset tax policy-
makers. Heonomist Mason Gaffney and
others argue that property tax -burdens
should be measured against the taxpayer’s
wealth, or net worth; first, because wealth
represents ability to pay sometimes better
than income dees, and secondly, because

to use the income standard is to criticize

the property tax for not being what it is
not — an income tax.

The permanent income approach goes
somewhat in the direction of net worth.
It is not clear exactly how the property
tax burden would lock if the taxpayer’s
net worth were the yardstick. Quite pos-
sibly the apparent regressivity at the low-
est income levels would be eliminated,
since many in these categories are older
pecple with reduced current incomes but
substantial net worths. The property
tax might appear yet more progressive at
other income levels too,

In any case, even if it were desirable,
tocal pgovernments are not about to
abandon the property tax. Although
steadily declining over the last six years as
a percent of total state and Jocal tax reve-
nues (a decrease from 38% to 35%), the
property tax is still the most important
sovree of state and local funds, raising
over 350 billion annually .

Reform Steps Necessary
¢ Therefors, the tocus of tax reformers
ought to be to remove the inequities in
existing property tax systems, 3o that the
tax can be made fairer and more progres-
sive. The following steps are all imporiant:

{1} The property tax should be ex-
panded, so that it covers nor only “real
property,” such as homes ond businesses,
bur also “intangible property,” such as
stocks end bords. Intangible property,
which is primarily held by the well-off,
wag originally covered by maost property
tax systems, but this approach was aban-

it i

doned almost everywhere due to admini-
strative difficulties. A TRRG report in
the Qctober 1976 issue of People & Taxes

~explains a feasible way to reinclude

‘intangible property within the scope of
the property tax, thereby lowering the
“tax rate-on homes substantially. -

{2} The deducribility of property Sx%
for federal income tax purposes should be

repealed. Currently, a high bracket tax-.

payer can save up to 70 cents in federal
income taxes for each dollar paid in local
vroperty taxes. The sverage homeowner,
on the other hand, geis no reduction be-
cause he or she takes the standard deduc-
tion. By eliminating the deduction for
property taxes the heaviest burden of the
property tax could be shifted back where
it helongs - on the well-off.

{3y Cirizens groups should carefully
serutinize local property assessment rolle
to insure that industrial and corumercial
properties are not being underassessed,
Feople & Taxes reported on some of the
problems in this area in the May 1977
“issue. As another example of possible
abuse, a recent report prepared by the
District of Columbia City Council’s De-
partment of Finance and Revenue revealed
that in 1977 while half of the city's home-
owners experienced a 42% increase in
asgessments, commercial property assess-
mients increased by an average of only 7%.

{4) States should adopt measures lo
mitigate the impact of the properiy tax

.on low and moderate income homeowners

and renters.

The first three points have been dis-

cussed in People & Tuxes before, The re-

“mainder of this article will be devoied to

analyzing various ways in which state and

local governments can implement point 4.
" Eliminating Unfairness

“# Binge 1970, most of the siates have

[l

ctaken some form of action to mitigate

irksome aspects of their property tax sys-

tems. Many of these are only stop-gap
measures, but overall, according to George
Peterson, a noted economist and senior
researcher at the Urban Institute, “this
[relief] movement may well represent the

most significant change in the country’s

tax structure since World War IL”

The most often adopted relief measures
include rate freezes; limited exemptions,
especially “homestead exemptions”; tax
deferrals; and “‘circuit breakers.” Some of
‘these measures focus on particular groups
of taxpayers, particularly the elderly,
In fact, ail 50 states and the District of
Columbia either provide or authorize pro-
perty tax relief for elderly homeowners.
Other provisions are of more general appli-
cation. Overall, it is estimated that various
relief measures constitute close to $2 hil-
lion in tax relief.

The methods with the most w_oﬁmmx&
for assuring that the property tax is really
a tax on wealth are the “circuit breakers”
and “homestead exemption” provisions.
These either limit the amount of the tax
to a certain percentage of income or pro-
vide that some level of wealth will not be
subject to fax.

Rate freezes and deferral provisions,
on the other hand, tend to be stop-gap
measures which do not adjust the structure.
of the property tax. Under a genera
freeze, localities are restricted from in-
creasing thefr  properiy tax revenues
except as assessments go up. In these times
of rapidly rising property values, however,
such freezes have little effect on stemming
‘takes. Becauwse of this, some states have
adopted a freeze with more teeth by limit-
ing the total amount of property taxes a

P
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e
A drawback to the homestead exemption is that it does not affect low income renders,
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although as much as 15 -20% of their rent may be due 1o property taxes passed on by

their landiords.

tocality can collect to what it collected
the previous vear, adjusted only for cost
of living and population increases. Even
with this additional provision, however,

the freeze does nothing to correct exist-

ing imbalances in the system.

Two states — Connecticut and Minne-

‘sota — have adopted a freeze for the bene-

fit of the elderly. Their laws limit the
property tax burden to the amount paid
by a homeowner in the year he or she
reaches 65 years of age. Although the
mEﬁF generally tend to be a lower
income group, however, across the board

relief for them also benefits many well-off
people. Furthermore, because high relief

i

tends to go o those with more valuable
property, even this “targeted” freeze is
crude and often regressive.

Deferral programs, under which eligible
homeowners {(again, generally the elderly)

«can put off their property tax Habiity

‘until they either die or sell their homes,
Jhave been adopted in a few states, but
‘they have not been popular. Although

short-term  deferral  for homeowners
temperarily low in cash can be helpful,

long-term deferral creates a number of

problems while providing no real solutions.
For example, large amounts of deferred

‘taxes may make it impossible for 2 PELSOn

to sell a home, and if a limit is placed on
the total amount which can be deferred
the problem of high taxes is only post-
poned.

HOMESTEAD EXEMPTIONS

A more promising form of property
‘tax relief is to provide an exemption for a
certain amount of property. Similar to
the federal income tax’s standard deduc-
‘tion and personal exemptions, this ap-
‘proach is consistent with the idea that
-only the relatively well-off should pay the
property tax.

During the 30s and 40s, a variety of
‘homestead exemption programs were
instituted, usually with the stated objec-
tive of encouraging home ownership.
Exemptions for veterans, for instance,
flourished. Over the yeass, the focus of
-this form of tax relief has shifted toward
‘assisting those assumed to be most harshly
affected by the property tax due to low
income status, primarily the elderly home-
.owner, More Hmnwmawu a few states have
_mig%n aid to low income homeowners
Yin general.

‘See PROPERTY ﬁbMMm page 8

S

The District of Columbia City Council
has recently passed legislation which
would grant homeowsers and some renters
pioperty tax relief, The measure seeks to
counteract the 30-30% average agsessment
hikes on the 148,000 assessed single family
homes in the District.

The bill will exempt the first $6000 of
a home’s assessed value. In effect, it will
give each homeowner 3 $109 tax reduction
from his current assessment. Even with
the tax cut, some homeowners will pay as
much or more in property taxes this year
due to the soaring assessment rates. City
officials estimate that the tax breaks will
add up to $5.5 million this year in fost
revenues. However, the city will recover
nearly all of the funds due to the rise in
assessments.

‘cuit breakers”

Included in the bill are additional :QH‘

for the elderly, disabled,
and blind homeowners and renters earning
less than $20.000 in household income.
The tax reltef would be granted sccording
to the level of the recipients’ income. Any
household earning less than $5000 would
be required to pay no more than 1% of its
incame in property taxes. At an lncome
fevel of $20,000, the higheet percentage
of income reguired for payment of the
property tax is raised-to 2.5%.
Councilman Marion Berry (D-at large)
introduced an amendment which would
grant relief to the residents of the District’s
06 cooperatives. The amendment which
was adopted by the council would give a
12% tax break to residents.of cooperatives,
which the owners of the cooperaiives
would divide up among the owners resid-

ing in the individual apartments.




KENNEDY from page 2
The 5750 Personal Exemption

Eennedy also proposes the replagement.
of the $750 personal exemption with a
tax credit in the range of $200-250,
depending on the revenues available. He
notes that a tax credit is worth more to
fow and middle income families than a
tax deduction. For instance, the $730
deduction under current law brings a tax’
savings of $525 for persons in the top
70% bracket, but a saving of only $105
for persons in the bottom 14% bracket. A~
tax credit, however, would provide the

sams relief to all taxpayers.

Tax Treatment of the Family

. Kennedy would restructure the “tax
treatment befween single persons and
married couples” with a new rate schedule
which would treat the two partners in a
marriage as if they were a single individual.
This is 2 somewhat sirange approach,
since one would have thought that the
goal ought 1o be to equalize the tax treat-
ment of single persons and married fndi-
viduals. Already, under current law, a
married persen pays a heavier tax on his'
or her share of the famiy income than
does a single person with the same
income. Kennedy's proposal would exas-
cerhate this problem, although he would |
then partially correct it by providing a

special tax credit for two-earner couples, |

Kennedy would also convert the cur-
rent $750 deduction for dependents to a
refundable $200-230° child allowance
credit. This i3 the equivalent of a flat

grant to all families with children

Other individual income tax reforms
proposed by Kennedy include: a federal
interest rate subsidy to encourage state
and local governments to issue taxable

: bonds instead of tax-exempt bonds; repeal
i of the exclusion for interest on industrial
development bonds; and the institution
of withholding on interest and dividends:
to close the gap between amounts pajd:
and amounts reported for tax purposes.

Corporate and Business Taxation:

investment Stimulants

To spur “capital formation,” Kennedy !
makes four proposals — increase the’
deduction for net capital losses; make the
investment tax credit refundable; provide
an additional incremental invesiment

credit of 5% for investment exceeding the
average investment of the three prior
years; and reduce the tOp corporate tax

al exploration and development,

rate from 48% to 45%.
In line with the present rule which

taxes only one-half of net capital gains,

capital losses may be deducted up to a
maximum deduction of 33000, on a total

“loss of $6000. With the elimination of

special capital gains treatment, Kennedy
suggests that net capital losses be de-
ducted in full up to a maximum limit of

 $9000. each year. According to, many.

dnomists, such liberal loss deduction

rules may in fact provide more potent

incentive to risk-taking than the existing
preferential treatment of capital gains.

The proposal would also expand the
10% investment tax credit for purchasing
new equipment, adding an extra 5% to
the credit for purchases in excess of aver-
age investment over the prior three years
and making the credit refundable. In-
creases in the investment credit have been
opposed by many tax reformers, who feel
that the credit is mainly a giveaway to
businesses for doing what they would have
done anyway. Making the credit refund-
able would mean that many well-off tax-
payers not only would be able to pay no
taX on substantial incomes, but also {re-.

quently could even receive a check back

from the government. For example, if the
investment credit had been refundable last

,.anzmaw‘nmnoﬁﬁms% complete repeal of all percentage depietion allowances for miner-

vear, President Carter not only would
have owed no tax on his $52,000 income,_
but would have received a refund of several
thousand dollars from the Treasury!

Kennedy also would extend the invest-
ment credit to tax-exempt organizations,
50 that they too could receive government
checks.

Kennedy also suggests a reduction in
the nominal corporate-tax rate from-the

‘current 48% to 45%. Coupled with the

increased investment credit, this' could,
reduce the ecfiial corporate rate to even
less than the current 25%.

Repeal of Tax Preferences

To provide partial funding for the ex-
pansion of the investment tax credit, the
reduction in the corporate tax rate, and
the increased deduction for net capital
losses, Kennedy suggests repealing a num-
ber of business tax preferences. that sur-
vived the Tax Reform Act of 1976. First,
he advocates repeal of the asset deprecia-

tion range (ADR) system of depreciation.

Traditionally, the law only permitted
deductions for depreciation to be taken
over the actual life of asset, but ADR
permits a business to reduce artificially

the expected useful life of its assets and
then take depreciation deductions based

. -Kennedy proposes repeal of accelerated depreciation for real estate, on the grounds that it js an inefficient and unnecessary
o+ method of inducing investment in constmction of high xise office buildings, luxury apartments and shopping centers,

FEQPLES TAXES

on the shorter life. A Library of Congress
study found this accelerated depreciation
rule to be a highly wasteful method of
tnducing capital formation, producing far
less in capital investment than is lost by
the Treasury in revenues.

The oil depletion allowance was par-
tially repealed in 1975, bui percentage
depletion for other minerals has remained
in effect. Kennedy recommends finishing
the job begun in 1975 by completely
repealing all percentage depletion. This
recommendation was also made recenily
by the National Commission on Supplies
and Shortages, which found the deduc-
tion to be an inefficient method of en-
couraging exploration for and develop-
ment of natural resources.

The special 30% rate of tax on capital
gains made available to corporations
would be repealed under the Kennedy
plan, This is in line with the proposed
repeal of the capital gains preference for
individuals and the reduction to the top
corporate tax rate to 45%. The timber
industry has relied on this tax preference
in a special way and has deferfded it as 2
parallel to the percentage depletion
deduction made available to other natural
resources. With the repeal of percentage
depletion for minerals, this purported,
justification of the preferential gain rate
for timber no longer makes any sense.

In addition, Kennedy proposes io
require large farm corporations (gross
sales of more than $2 million) to use the
acerual accounting method that is required
of all other comparable businesses. This
change would allow only small, family
farmers to make use of the cash method
of accounting. {See “The Great Chicken
Debate,” P&T, June 1977, p.4.)

Tightening of Expense Account
Living Rules

To curtail tax subsidized “expense ac-
count living,” Kennedy proposes denial
of deductions for business meals, vachts,.
country clubs, tickets to sporting events,
theaters, and similar entertainment, and
the first class portion of airfare. Moreover,
he suggests that deductions for travel
away from home should be limited to the
government per diem amount. Although
these expense-account deductions involve
a relatively small amount of tax revenue,
Kennedy said, “there are few more vivid
symbols of the disgrace of our current fax
laws than the martini lunch, the first class
fare, and the front row seat.”

Repeal of DISC

The export subsidy DISC is probably
the least justifiable of all tax preferences
in the tax code, according to Kennedy.
Many studies have revealed its inefficiency
as a means of increasing exports and its
irrelevancy in a world of fluctuating cur-
rencies. Kennedy recommends this tax
preference to be repealed gradually over a
10 year period.

Other proposed tax reforms in the
business and corporate area include the
repeal of the tax deferral on earnings of
U.S. controlied foreign subsidiaries and
the repeal of the exclusion for income’
garned abroad by U 8. citizens.

Wealth Transfer Taxation

In the estate tax area, Kennedy called
for a series of improvements in the mea-
‘'sure passed by Congress in 1976, including
a freeze on the estate tax exemption at
the current $120,000 level, rather than
the $175,000 lével ‘now seheduled for
1981, and a closing of the loopholes in
the “generation skipping” tax enacted in
1976. ,




PEOPLE & TAXES

After some sixty odd years of amending
and tinkering with our tax system, adding
complexity at every tumn, attention is
finally being turned toward tax simplifi-
cation. Shamed and appalled by the
“Lawyers and Accountants Relief Acts”
enzeted as the Tax Reform Acts of 1969
and 1976, Congress, reformers, and prac-
fitioners are resolved that future tax
reforms must also remove some of the
horrendous complexity of the tax system.

ITEM; The tax treatment of insurance
companies has become so complex that
virtually no one understands it. The In-
iernal Revenue Service apparenily has no
full-time insurance experts, but is instead
forced to hire outside counsel to audil an
insurance company. The Supreme Court
had two cases involving insurance com-
nanies this term, deciding both of them,
apainst the government. In one, the dis-
senting Justice complained that the Court
had opened a “truck-hole” in the law; in
the other, a public interest tax lawyer
told the Court that the biiefs for both the
government and the taxpayer had totally
missed the point. Virtually no one knows
if the complainers are right. On the other

side, lawyers for insurance companies
bemoan the fact that, even when they
think thev understand an issue, they are
unable to explain their position to IRS
attorneys. The result is a system which
no one understands, which is probably
unfair, which Congress is afraid to amend,
and which Ralph Nader characierizes as
“essentially unenforceable.”

ITEM: Although 77% of all taxpayers
now take the standard deduction and
could {ill out a short tax form in a matter
of minutes, 40 million Americans found
it necessary to seek the assistance of a
professional tax preparer last year, in
hopes of finding “loopholes” or in fear of
making mistakes,

ITEM: A law professor at Hofstra Uni-
versity asked his ¢lass of over 100 law
students studying the federal income tax
to attemnpt to calculate the earned income
credit for a sample taxpayer. Although
the credit is available only to low income
families who are likely fo be pooily edu-
cated, only half the law students success-
fully computed the proper credit.

ITEM: The error rate on tax returns is
skyrocketing. Recent figures show that at
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Because of the complexity of the tax code, 40 million Americans had 1o seek the assis.
tance of professional tax prenarer services to fill out thely returns.

best only I out of 2 taxpayers avoid mis-
takes on their returns. Professional pre-
aarers did just as peosdy: surveys in Cali-
fornia and New York showed virtually a
100% error rate on moderately difficult
saraple returns, Even the IRS has irouble:
it’s personnel avoided mistakes on only
21% of middle income returns in a 1972

49% Favor Fairness 26% Favor Simplicity

POLL, from page 1

the study, and one which President Carter
ought to pay carsful afttention to. When
the pollsters conducted their own “mini-
education program,” asking the over-
whelming majority who had voted for at
least one of an array of proposed new
deductions whether they would give them
up in favor of simplification and lower
tax yates, a large majority favored the
broad-based tax reform. Part of this may
have been just semantics. Roper notes
that “buzz words.” such as “tax reforth”
and “loopholes,” seem to “tumn people
on and off.”” In addition, however, the
results indicate that for the President’s
tax reform plans to be successful he
nwst explain to the public how elimina-
ting special provisions in the tax laws
will Jower most people’s taxes,

Press stories have quoted the survey

for the proposition that -the public is

not particularly entranced with tax
simplification, a key goal announced by
President Carter. This is based on a very
misleading Roper question, which asked
respondents  which they thought was
more important ~ “changing the tax laws
to make them fairer, or simplifying the
tax return forms and instructions?” Not
surprisingly, a plurality (49%) favored
fairness, while 26% thought simplicity
was more important, and 17% rated the
iwo egually. But Roper's conclusion that
“iax reform is called for by a two to one
margin” over simplification is nonsense,
because for the average taxpayer the two
g0 hand in hand. Eliminating special pro-
visions in the tax laws would both im-
prove equity end reduce complexity.

The study belittles the pubilic’s know-
ledge about the amounts of tax paid by
persons in different income classes, and,
in fact, from a third to a half of those
polled couldn’t even make a guess. How-
ever, even the most seasoned tax profes-
sionals have trouble estimating effective
Aax rates, and only recently did the
Treasury Department begin publishing

reasonable reports on high income tax-
payers. Even these reports have a number
of deficiencies, because they fail to tike
account of some forms of tax-exempt
income.

In fact, the public’s estimates for
taxes paid by persons earning $25,000
or less were extraordinarily accurate,
a fact which the pollsters partially fail to
note, due apparently to their own ignor-
ance:; Furthermore, although the public’s
guess that the average taxpayer earning
over $50,000 pays only 13% is somewhat
low, it is well within the range paid by
high income people. For example, 10%
of those earning over $50,000 per year
pay less than 15% in federal income
taxes, and effective rates on people
earning over $200,000 range from zero to
58%. Thus, the 64% of the public who
felt the tax system is either somewhat

(34%) or quite (30%) unfair were right.

when' they pointed the finger dt high
earners paying too little, although some
people with high incomes obviously do
pay their fair share.

This ought to be another lesson to
President Carter: Any tax reform plan
which does not assure that all high-
income persons bear their share of the
tax burden will be perceived as unfair
by the public. Special exceptions going,
for example, 1o oilmen will tend to
undercut public support for the Presis
dent’s package.

A survey which asks people for “gut
reactions” to questions on a subject
they admittedly know lttle about clearly
has to be interpreted with several shakers
of salt. The Roper poll is nevertheless
valuable in alerting the President to the
importance of educating and involving
the public concerning his tax reform

plans. Without this effort, tax reform
will again be torpedoed by special
interests, who Thave so successfully

uiilized the public’s lack of awareness
in the past.

rence:.

‘Summary of Some of the Results
of the Roper Poll

Understanding of tax forms:
Very well — 10%.
Fairly well — 27%.
Not too well — 19%.
Very little — 41%.
Don't know ~ 2%.

Fairness of the tax system.

© Quite fair — 3%.
Reasonably fair — 27%.
Somewhat unfair — 34%.
Quite unfair ~ 30%.
Don’t know ~ 5%,

Which is more important, deductions
or simple forms and lower rates?
(asked only of those who fivored
specific new deductions):

Simplicity and lower rates — 58%.

Deductions — 33%.

Don’t know — 9%.

Broadening the tax base (less tax
exempt income) and lowering rates:
In favor - 48%.
Opposed — 29%.
Don’t know — 23%.

Specific base broadening plan versus
current law:

Broadened base — 36%.

Current law — 54%.

Don't know ~ 11%.

Tax credits substituted for deductions:
In favor — 42%,
Opposed —41%.
Don't know — 17%.

Estimated  tax  rates  (approximate
actual rates in brackets):
$10,000 — 10% [9%] .
$15,000 — 12% {11%]. .
$25,000 — 12% [14%].
$50,000 - 12% {199%] .
$100.000 — 13% [27%)
5200,000 — 13% [32%].

samiple.

Simplificaiion of our tax system is so
long overdue that some reformers are
starting to put it even before falrness as
the primary goal of reform. Luckily, how-
ever, fairness and simplicity fend to go
together in a large number of cases.

There are four primary goals which
simplification measures should serve:

(1) Tax forms should be easier to fill
out,

{2) Tax considerafions should be less
of a factor in day-to-day transactions,
thereby simplifying life,

{3) The tax system: should be made
more undesstandable to the average tax-
payer. This should increase respect for
‘and compliance with the tax laws.

(4} The Internal Revenue Code should
be easier for the experts to understand,
and easier for IRS to enforce.

To serve all these goals, as a general
rule means elimination of special deduc-
tions and tax expenditures. Happily,
elimination of these aiso leads to greater
fairness in the tax system. This is for
three reasons:

(1) The benefits of tax expenditure
deductions are skewed towards the well-
off, since deductions only benefit the
23% who itemize, and the amount saved
by a deduction is dependent upon a tax-
payers marginal rate bracket.
© (2} Many of the tax expenditure items
are only available to middle and upper
income people. Homeowner deductions,
for example, benefit less than 20% of the
citizenty. Capital gains exclusions and
state and local bond exceptions only help
those with 2 lot to invest.

(3) Even the few tax expenditures in
the form of a credit fend to benefit a
particular group, at the expense of every-
one else, with little strong social policy
reason for doing so {e.g., the child care
credit), :

An example of how this works are the
homeowner deductions for mortgage
interest and property taxes. Only a mi
nority of taxpayers owning homes actually
benefit from these deductions. Virtually
all homeowners, owever, have to calou-
fate their tax returns two ways to see if
they are better off itemizing or taking the
standard deduction.

: The effects of these deductions are
‘manifestly unfair. For top bracket home-
‘owners, each dollar in deductions can save
70 cents in taxes — in other words, the
government will pay close to 70% of their
housing costs. For mid-bracket taxpayers
ithe subsidy is less, and for the majority
of homeowners, who take the standard
‘deduction, it is zero. The top 15% of
‘See SIMPLIFY, page 11



PROPERTY TAXES from page 5
The amounts exempted vary from
£1000 in Indiana to $20,000 in Hawaii

As of November of 1975, there were 39
mandated homestead exemption programs

in 23 states. Some programs, such as in
Montana, simply reduce the assessed value
of the home of those who qualify by 50%

no matter what the assessed value of the
property is. In other states, such as New

Jersey, eligible homeowners are given an

across the board flat dollar reduction in

thelr tax bills, _
Although the homestead exemption
theoretically ought (o be geared to wealth
rather than income, few states have across
the board exemptions, Instead, most pro-
grams are limited to certain groups (e.g.,
the elderly and the disabled) and more
8 than hall incorporate household income
ceitings, Only a few have set asset levels,
The “targeting by income level has
tended in practice to be rather crude,
although this is not inherent to the mea-
sure. Thus, most putatively income-related
programs aid the wealthy eldeily as well
as the impoverished. Bven programs which
do impose income Hinits are faulty, in that
they tend to take an all or nothing ap-
proach, granting full relief for persons
below a certain income level and nothing
to those above it
Drawbacks
= Even if these problems were correcied,

m:.:m are some serious drawbacks to the:

homestead exemption as a means of shift-
ing the tax burden away from low income
households.

Most important is the fact that it is
difficuli-to give any of the benefits to low
fiidame renzers, although as much as 15-
20% of their rent may be due to property
taxes passed on by their landlords.

Other problems include the fact that
state set exemptions may be either too
niggardly or too pgenerous depeading
apon the locality a homeowner lives in.
Finally, attempting to provide an across
the board standard deduction for wealth
taxation may be more thap many locali-
ties can afford, vet the selective relief
now granted fends to be unfair.

Overall, the homestead exempiion
appears to be a theoretically sound means
of reforming property toxes. Until state
and local governments can afford to apply
fair exemptions generally, however, its

potential may go unrealized.

dollar paid in local property tax
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PEOPLE & TAXES

Deferral @Bmamgm Eamw iw_nw eligible homeowners can E: off paying thekr property %mx until they either %m or sell their homes
create 2 number of problems and have mi been populas.

CIRCUIT BREAKERS
Circuit breakers provisions are fast be-

coming the most popular means of grant-
ing property tax relief. Geared totally to

a family’s mmooﬁm rather than its wealth,
the, measure
owners and rentérs that property taxes do
net eat up more than a certain percentage
of family income. Like a fuse or circuit
breaker in an electric system, the property
tax circuit breaker cuts in when taxes ex-
ceed a certain level and either forgives or
refunds the excess.

The circuit breaker approach was first
initiated in Wisconsin in 1964, It took
three years before a second state (Miane-
sota) tried it, and by 1970 only four states
had adopted it. Since then, however,
twenty-one additional states have enacted
circuit breaker legislation. The recent
speed of adoption has been so great that
the 1976 statistics upon which this count
is based may already be substantially out-
dated,

winsure for -both home--

The basic idea behind the circuit
breaker is that tax burdens exceeding a
prescribed percentage of housshold in-

come are excessive and all or part of this

excessive tax burden should be rebated.

The original circuit breaker in Wiscon-
sin and most of those that followed early
on were restricted to the low-income
elderly. Currently, however, 7 states have
programs covering all low-income house-
holds and many of these programs now
cover both homeowners and renters.

Although there are almost as many
formulas for circuit breaker relief as there
are programs, the approaches fall into
two basic categories: the *““threshold
approach” and the sliding-scale or “per.
cgntage of tax liability™ approach. Both
rest on the ability to pay,

- Threshold Approach

% Under the threshold approach, an ac-
ceptable tax burden is defined as some
fixed percentage of household income
{different percentages may be set for

w: ;m%:r:nm wrn: @acnmnw tax rmcmmﬁmm MEE their mm&@amm income :ﬁmm high E.mowﬁ tAXPAYErs can save up to qo nmaﬁm for each
Average homeowners, however, get no Smwsnﬁenm because they take the standard deduction.

various income levels). Any tax above this
amourt qualifies for relief. For example,
if the threshold is set at 5%, the “accept-
able” tax burden for a family with $8000
of income is $400 (.05 times $8000). If
‘this ﬁmﬁ%m actual property tax bill is
$500, it qualifies for a $100 rebate ($500
actual fax minus_$400 acceptable tax).
Sliding-Scale Approach
» Under the slidingscale approach, no
threshold is defined. Rather, & fixed per-
centage of property tax {(whether that tax
is high or low) is rebated for each eligible
taxpayer withing a given income class;
this formula returns higher percentages of
the tax bill as income declines. For
example, if the rebate percentage for fam-
ilies in the $7500 -$10.000 income range
is 15%, the family in the previous example
having $8000 income and a $500 property

tax bill qualifies for a $75 rebate (15%

times $500}.

One feature of the slidingscale
approach is that it grants relief to all low-
income families, whether or not they
spend a certain “minimum” on property
taxes. This also means that relief goes to
famnilies in areas where taxes are relatively
low, as well as to those in high-tax districts,
Under the “threshold” approach, on the
other hand, people in high tax areas will
garner the lion’s share of the rebates,
since more of them will pay property
taxes in excess of the “threshold™ Limit,
Of course, some would contend that fow-
income families paying more than the
limit are exactly the ones who need relisf,

In practice, most states have extended
circuit breaker relief primarily to the
elderly, although on equity grounds there
s no dear fustification for limiting tax
relief 1o persons on the basis of age — or
any other physical characteristic. Presum-
ably this is done to restrict coverage to
those groups most likely to need tax reliof,
However, one of the biggest thearetical
advantages of the cirouit breaker is that
relief can be targeted to those who actually
need relief rather than having to rely on

-often inaccurate assumptions sbout the

continued on next page



closure of return data.
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sts that [RS’s interpretation of the new

TAS is designed to improve the collec:
siretpin by compiling taxpayer infog-

wation
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"TAS from page 3 law may be “inconsistent with the spirit

and substance of the 1976 restrictions.”
According to the Commission, - IRSs
temporary regulations implernetiting the
new law seem to “provide an easy way to
avoid the Tax Reform Act’s restrictions
on the disclosure of tax data for non-tax
criminat law enforcement.”

the Privacy Commission sug-

o Linkage .

One issue on which both sides agree is

that the TAS should legally be prevented

from linking up with other data retrieval

systems such as the FBI Natioral Crime

Information Computer or the Social

~'Security information system. The poten-

-tial linkage of computer systems has been

one of the major fears of TAS critics. But

_ IRS agreed that there ought to be federal
- legistation prohibiting such linkages..

S ‘Budget Statug

- Netther the

_ Appropriations Committees are rushing
" to pass judgement on the TAS. Both

 Conumittées “have expressed a concern

- about the lack of detuils

< posal. And both Committees seem inclined

~teswait until an Office of Management

“and Budget study, due this summer, and
two General Accounting Qffice reports,
Jue i late fall, are reléased. GAQ has

rony scattered sources and consol
swith'ihe existing master files. -

£)3

nx.#moaﬁﬁw Precautior

ed from page 8 such a5 utilities and furnishings).

the elderly,the handicapped, .S.m... “the .states ‘with circuit breakers put an

- ‘can go to any one taxpayer, by setting 2
nt of credit of

terans. At least 7 states do . nupper limit on the amount of relief that

House nor the Senate’

in the TAS pro-.

All of

diready released a study ».ooam.psw.ﬁwﬁm?.
~ly on the physical security of the TAS

—syste

Erﬂwmmoéﬁmonmﬁﬁwmmﬁﬁma

.to privacy issues

. questions. concerning
-~ puter technology .

Cporty
‘esgential o government. justifies

and to-a cost-benefit
analysis of ‘the proposed system. The
Committees “are especially awaiting the
OMB report which is expected t0 tetlect
the position of the Carier Adminisiration,
not just on the TAS but on general policy
privacy .and com-

e its aﬁmnsm_w.ﬁ..
- Alsounquestioned
i 1

“gress has been’ willing 1o allow

dictate its needs to the meﬁmﬁww. But,

with the implementation of advanced

computer information technology, Con-
gress must take move case i the oversight

of systems such as TAS. The ratiotiaie for

intensive scrutiny ‘of the TAS Tas been

supplied ‘in "the Privacy Commission Re-
“The-fact that tax collection is
an

extraordinary “intiusion :on-personal pri-

“vacy by the IRS, but it is also the FEAsOn
why ‘extraordinary precautions must be

“takKen against the misuse of the informa-

taxpayer.

tion -the Service collects from and about
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R Block, z? ooasﬁ%m largest .85,, -.“payers should not be forced to use out-
.EQS& tax ?,ﬁumar rmm i :9{ m%::es. ~sidehelp, and they should be able to
- understand thelr own tax returns, for
“whtich they alone are ultimately respon-
sible.” .

and Means Oversight ‘Subcomnimittee that:
“he opposes simplifying the tax faws and When Gephardt - @Emmma Mclntyre
Wing s help- for faxpayers. “Self.  about Bloch’s recommendations, McIntyre
nterest ‘mside,” said Bloch, whose com- compared the problems taxpayers have
pany: prepared over 10 million tax returns  with the current system to “a dread
‘this year, "we believe iRS should leave tax  disease set loose on the country by the
PRI @memﬁﬂom to ‘private indusfry.”  government. Now, the government has
Bloch’s {ewpoint was sharply criticized  the antidote, ‘but, Bioch’s .suggestion is,
y .. Subcommittée member = Richard. that it shouldn’t use it, but should instead.
phardt (B-Mo3),” s&o told Bloch .that let private industry muddle around and
e of the. primary ‘goals of nommwmmm, see if they can-find a cure.” .
oz%; to be to imptove the system so that’ o
& faxpayers dre. capable of filling .
\eir. own. retuins. Hlnoa way,” he
id Bloch, “we: mcmﬁ to be xﬁmm to pat
‘you gut bf business.” ,

5950

. 8o far, private tax preparers have done
a rather poor job in assisting average tax-
“payers: Recent surveys in New York and
“California - showed . serious mistakes by
commercial preparers in inmmm@ every
attempt. they: made to fill out “model”
feturns. (See the March and May 1977
:ssues of P&T.Y In 1972, IRS statistics
“showed -that commercial preparers made
substantive errors in three-quarters of the
middle-income-returns - they  completed.

Bloch alleged that for the tax system
to be fair it has to be too complex for the
average taxpayer to understand; This con-
tention is disputed by many taxreformers, .
whio:feel. that 2 much fairer system would:
.wm. attained by removing. the complex’
Jayers of ww@m_& Eosmmomm in:the current.

- we oumE._wo be ﬁfﬁm.g ?_.: uS: _Qm o»,&smﬁmmm "

¥ dispute ...Em ..QES:% only .mmoc 300 mom
: . i péaple:in these groups, it does not make:
gm@ f: ww other sﬁ:mmmmmv&og the - financial sénse to hire a private attorney

v

. ".mumo..”..mawﬁom ....mwcnr.m. The .me..mnonw Eccﬁﬁg%m that: th

'

Ecwomam... oxﬁmmmam, ]
@mwm_. ‘asgistance, :EEmBm msﬁmr@Em mﬁ NRH .
. to set up programs to allow mms.ﬁcnaﬁm
C k0 wwoﬁmm.wmxwmwﬁ mwm;ﬁ:nm_;ﬂrm...”ﬁmx_

fo. SEwm&m E@z ﬁmx.momdw for them, T o o o S
calthough in the mid 50s the figure was ~Mc! a0 sthered - The present treatment .of corporate um E Ea .moﬁ Sﬁmuwanwﬁ. ....>.mmcan.oﬁz
close 10:40%. “We have no objection 10'  anyone fo'whom' we: ¢a er the -fax- ?om:mawmﬁm them once Ewmm a&.:& by godl is to .nozmnam the .Moémw.ao%oga..
Qﬁ;wﬁw ro:m&:_:m 88529& mawmmm%” : . k at ] :

. .>.mmz5 el mmnomm_,moﬁ:. _8._ ...mm,.mim that -
S B aﬂm Emﬁwoaﬁ,.K%wﬁmwm waﬁu_. w&.m&
..Moc@m distribution, $100 . in oo%oﬁmﬂm

profits results in about 3§75 in tax for a.. :
50% mowﬁ %meo:mﬁ. This'is E&:az its. mmﬁu_mx E..owﬁ 9§75 1 it distributes
11 _half and retains half; fhe sharehiolder will -
mﬁ muq mo on éﬁnw ww or she: Bﬂm&..




. DOUBLE TAX from page 10
hareholder pavs a tax of $18.75. The re-
pined $37.50 is eventually realized by
he shareholder, and counting deferral
wes essentially untaxed. Therefore, the
hareholder nets $56.25, the government,
#3.75. Although still less than the 50%
ate we seek, this s far preferable to
sartial integration. A slight reduction in
sreferences, raising the effective corpor-
ite rate to 33%, achieves a near-perfect
esult.

; Furthermore, because the cor
poration receives the full benefit of the

any stockholders are concerned about

gften take to effectively reduce or eliminate

Ly
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e sim-
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3 bene-
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would

. would
Jcapable
g8 total
3. This, of
lification.

other indi-
(o the same
: ond are unfair
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preferences under the present system,
“incentives” are maximized. Some would
argue that partial integration calculated
on the “exact” method reduces prefer-
ences, and therefore incentives, by half.

A

it is true that sharcholders in lower
brackets (Jess than 40%) are slightly over-
taxed by the present systern, but this is
not an outrageous price to pay for an ap-
proach which comes the closest {o recon-
ciling two rather inconsistent goals-—-max-
imum fairness and maximum incentives.
Since 2 very large portion of stock in-
come goes to shareholders in high brack-

corporate inc
pruid out to shareholders as income to shareholders,

4

However, they don
their “npormal’ tax burden.

me being taxed once as corporate income and then again when dividends are
t seem upset by all the loopholes in the tax code that they

The move toward simplification of the {ax return process ought to enable taxpavers to

— S

fill out their own tax returns in a matter of minutes.

and complex and should be eliminated.
Although repeal of tax expenditures is
the most important step toward simplifi-

cept

2is, the unfairness is even less.

Therefore, if the Carter tax plan is
really to be based on a tripod of goals-
equity, simplicity, and incentives--the
Administration should hesitate before
switching to a partial integration method
of taxing corporate profits. Measured by
all three elements of the tripod, the pres-
ent system is preferable. (Requiring
shareholders to “‘gross-up” dividends, as
does partial integration, obviously adds
complexity to the tax laws.) If integra-
tion is to be proposed, then the incentives
teg of the tripod ought to be abandoned
as the least important of the three,

st

cation, other steps also ought to be taken
to improve the system,

For the average taxpsyer, employer
supplied W-2 forms are the major source
of infermation as to how to fill out their
tax forms. The information supplied on
these forms should be expanded to help
taxpayers to comply with the tax laws.

For example, many employers fail to
inciude taxable fringe benefits on their
employees W-2 forms. This leads many
taxpayers either to think these benefits
are non-taxable or to forget about them,
thereby underpaying their tax. Even when
taxpayers know that the benefits shouid
be included, they are discouraged from
reporting them because no, iax has been
withheld and by the feeling that “nobody
plse does it There iz a major equity
problem here as well, since substantial
fringe benefits tend to be concentrated
on high income employees.

For the same reasons, withholding and
W-2 forms should be extended to dividend
and interest income. This would both
simplify tax return preparation and en-
hance the fairness of the system.

The instructions to the tax forms
should be improved. A problem frequently
encountered by average taxpayers is that
they cannot glean from the forms and
instructions the basic principles or rules
‘with regard to a tax provision. instead,
ithe IRS instructions tend fo list the tech-
nical conditions for a deduction or to give
examples of what is and is not covered by
the provision. The result is that taxpayers
are forced to spend hours znalyzing pro-
visions which are irrelevant to them, and
-they often come away with no sense as to
why or why not ihey qualified for a

deduction.

For example, tens of millions of lax-
pavers annually serutinized the “emmed,
income credit” to see If they are eligible.
Many erroneously take it not realizing
'that it is only available to families with
dependents. Conversely, many eligible
persons fail fo take advantage of the credit
because the technical instructions scare
them away.

The tax forms and instructions are a
marvelous opportunify to educate the
‘public about tax policy, but so far they
have not been utilized. Most faxpayers,
when told the general scope and purpose
of a provision, will find it easiey to deal
with, and have increased respect for the
system. :
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