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N
ow Republicans in the U.S. 
House have fallen under the 
spell of tax relief for “pass 

through” income. As part of their 
proposed overhaul of the tax 
code, Speaker Paul Ryan and allies 
would limit the tax rate on such 
income to 25 percent. They tout 
the move as designed to help small 
businesses grow and create jobs.

If the con-
cept sounds 
familiar, that’s 
because it is. 
Kansas moved in this direction 
and realized little gain. It eventu-
ally abandoned the idea. At the 
Statehouse, Gov. John Kasich and 
the Republican majorities have 
adopted something similar. It 
bleeds $1 billion annually from the 
state treasury without evidence of 
producing the promised boost for 
the economy.

On Thursday, U.S. Senate Re-
publicans announced a version in 
their tax overhaul proposal.

Pass-through businesses include 

sole proprietorships, partnerships 
and S corporations. They range 
from small operations to big hedge 
funds, private equity firms and 
real estate developers, such as the 
Trump Organization. The owners 
pay taxes on business earnings at 
the ordinary income tax rates, up 
to the top rate of 39.6 percent.

The income passes through to 
the owners. 
Most busi-
nesses are 
structured in 

this way. More, a 2015 Treasury 
Department report found that “69 
percent of pass-through income 
earned by individuals accrues to 
the top 1 percent.” So, the differ-
ence between the 25 percent and 
39.6 percent rate promises a hefty 
windfall for those at the highest 
income rungs.

Steven Rosenthal of the Tax 
Policy Center, in an analysis this 
week, reminds that “millions 
of owners of businesses” would 
not benefit from the lower rate. 

“Nearly 90 percent” pay at 25 
percent under current law. So any 
intended incentive likely would 
have little impact.

Rosenthal also warns about how 
complicated, and even confusing, 
things can get when similar types 
of income are treated differently.

The House proposal draws a 
distinction between “passive” and 
“active” owners. A passive owner, 
essentially, is not involved in the 
daily operations. An active owner 
does participate in the work of the 
business. In an effort to prevent 
gaming of the system, the proposal 
calls for “passive” owners to pay 
at the 25 percent rate, and “active” 
owners at 35 percent or higher.

Rosenthal worries the gam-
ing would not be kept in check. 
Expect schemes to surface on two 
fronts, first, as businesses reorga-
nize in an attempt to qualify as 
pass-through entities and second, 
as active owners look to appear 
passive. Rosenthal points to the 
“new tax planning opportunities,” 

for instance, owners borrow-
ing and making contributions to 
their businesses, allowing them to 
deduct the interest at 39.6 percent 
instead of 25 percent.

One of the virtues of tax reform 
is supposed to be simplicity, lower 
rates resulting in a broader base 
due to fewer tax dodges. This 
“pass through” proposal actually 
risks greater abuse and complex-
ity, and little suggests it would 
succeed where other approaches 
of this kind have fallen short. It 
largely would benefit the wealthy, 
aggravating income inequality. 
It would drain revenues better 
routed to higher priorities.

Then, there is another path 
carved by House Republicans. Ste-
ven Rosenthal notes their proposal 
to take the corporate tax rate to 20 
percent and reasons: Those busi-
nesses seeking a reduced burden 
could reorganize as C corpora-
tions. So, why bother with a new 
thicket of “pass through” rates, 
definitions and ambiguities?

‘Pass through’ to confusion
The U.S. House tax overhaul includes a familiar and flawed idea

O U R  O P I N I O N

To the readers of the Akron 
Beacon Journal and Ohio.com, I 
extend my heartfelt thanks. 

In the past five weeks, you have 
shown enormous compassion by 
contributing to the fundraising 
efforts of your local American Red 
Cross and the Beacon Journal/Ohio.
com. 

Through your generosity we 
have raised over $48,000 to assist 
in the wide-ranging relief effort 
to help people devastated by three 
historic, back-to-back hurricanes — 
Harvey, Irma and Maria. 

The Red Cross is on the ground, 
part of a large team of agencies 
and organizations responding 
to provide help to communities 
turned upside down.

We have provided more than 
1.2 million emergency overnight 
stays in shelters across eight states, 
Puerto Rico and the U.S. Virgin 
Islands. The Red Cross has served 
more than 5.6 million meals and 
snacks, and provided more than 
2.6 million relief items to people in 
need. A total of more than 15,000 

trained disaster workers, 91 percent 
of them volunteers, have been 
mobilized to support relief efforts. 
That includes 14 from our own 
community.

Additionally, our volunteers 
have provided more than 160,000 
mental health and health services to 
support and care for those affected. 

But our response efforts are so 
much more than numbers. They are 
the stories of survival and hope that 
come out of a disaster area. 

Rachel Telegdy
Executive director

American Red Cross
of Summit, Portage, and Medina Counties

Wrong place,  
wrong day

I am a Vietnam combat vet, and 
I wonder why Donald Trump is in 
Hanoi for Veterans Day.

Is he celebrating with North 
Vietnamese veterans? Is he 
searching for the veteran who shot 
down Sen. John McCain? After all, 

Trump prefers those who were 
not shot down. Maybe there is 
a medical specialist to care for 
Trump’s bone spur.

I do not think Trump should be 
in Hanoi on Veterans Day. 

Robert M. Smith
Barberton

Why food bank  
wins respect

In response to Bob Dyer’s Nov. 
5 column on the Akron-Canton 
Regional Foodbank, I know that the 
complaints presented from some 
charitable agencies are nothing 
new. I was the executive director 
of the food bank for over 20 years. 
Charitable groups have always been 
free to find the best deal — at the 
food bank or elsewhere.

The food bank has always been 
a high-capital operation having to 
meet the needs of local charities 
while adhering to the standards of 
distribution required by the food 
industry. As a result, the budget 
of a typical food bank often seems 
out of proportion to the image of a 
nonprofit.

In regard to salaries, it should be 
noted that Dan Flowers has been at 
the Akron-Canton food bank for 15 

years, whereas the current CEO of 
the Greater Cleveland Food Bank 
has been in that position for less 
than three years.

The end of Dyer’s column should 
be the major takeaway in that the 
food bank has consistently received 
a four-star (the highest) rating from 
Charity Navigator, the respected 
independent research group.

Dan E. Sveda
Former executive director

Akron-Canton Regional Foodbank
Peninsula

Men must treat  
women better

Regarding the Nov. 3 letter 
‘‘How to avoid being a target,” 
the writer victim-shames women. 
Women should be able to dress 
however they want without the 
fear of men preying upon them. As 
with Hollywood, our society often 
turns a blind eye when men behave 
poorly.

We need to teach young men 
how to relate to women in a way 
that has nothing to do with sex. It’s 
called respect.

David Cebula
Akron
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