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I. Introduction
The current income tax system cannot be reformed. It creates disadvantages for multinational businesses, domestic businesses, individuals, and our government. 

No amount of tinkering with a portion of the tax code is going to fix it. It is too complicated. It inflates the costs of U.S. goods and services to other nations. It is too unfair and inefficient. It discourages people from working harder to achieve upward economic mobility, which destroys hope and opportunity. 

The current tax system needs to be replaced. It can be replaced with a national sales tax, also known as the FairTax (H.R. 25 and S 25).  
Several commissions over the last twenty years, including the one I served on in 1995 (The National Commission on Economic Growth and Tax Reform), have all concluded that a replacement tax system should satisfy six principles. 
First, it should promote economic growth by reducing marginal tax rates and eliminating the tax bias against savings and investments. 
Second, it should promote fairness by having one tax rate and eliminating all loopholes, preferences and special deductions, credits and exclusions. 
Third, it should be simple and understandable. Simplicity would dramatically reduce compliance costs and allow people to truly comprehend their actual tax burden. 
Fourth, it should be neutral rather than allowing misguided officials to manipulate and micromanage our economy by favoring some at the expense of others. 
Fifth, it should be visible so it clearly conveys the true cost of government and so people would not be subjected to hidden changes in the tax law. 
Sixth, it should be stable rather than changing every year or two so people can better plan their businesses and their lives. 
In remarks made in March, 2005 before the President’s Advisory Panel on Federal Tax Reform Federal Reserve Chairman Alan Greenspan stated, “Many economists believe that a consumption tax would be best from the perspective of promoting economic growth particularly if one were designing a tax system from scratch because a consumption tax is likely to encourage saving and capital formation.” 
Consider the compelling advantages of replacing the current income tax code with the FairTax. 

· Gross Domestic Product would increase 10.5 percent in the first year and level off in succeeding years at approximately 5 percent annually. 

· Consumer prices would decrease an average of 22 percent on goods and an average of 25 percent on services by eliminating the corporate taxes and compliance costs currently imbedded in the costs we pay for goods and services. 

· A single national sales tax rate on all new goods and services of approximately 23 percent would be revenue-neutral and would replace the current annual tax revenues of nearly $2 trillion. 
· The annual amount of tax avoidance, according to IRS estimates, is nearly $300 billion. This amount would not escape the FairTax. 

· The annual cost of compliance with the tax code is estimated at over $250 billion. In addition, businesses and taxpayers spend nearly seven billion hours each year filling out their IRS forms and many more calculating the tax implications of business decisions.

· The annual amount of tax loss due to illegal activity is estimated between $500 billion and $1 trillion. Under the FairTax, those engaged in illegal activities would no longer avoid paying their fair share. 

· Imported goods would be treated the same as domestically produced goods. This means U.S. businesses would be much less likely to locate their plants overseas. 

· All taxpayers would have an equal voice, not just people who can afford tax lobbyists and skilled tax accountants. 

· The FairTax would effectively untax the poor, due to its rebate provision. 
· The FairTax does not punish those who work second job to improve their family’s economic situation.  

· The FairTax untaxes education, by allowing parents to save and invest for their children’s futures.  
These advantages of a national sales tax on consumption have been well researched, analyzed and documented by some of the most respected business people, economists, and academicians in the country. Hundreds of thousands of citizens are now actively supporting a change from an income tax to a national sales tax on consumption. The FairTax will unleash the full potential of the U.S. economy, and the potential inside businesses and individuals to pursue economic freedom. 
II. Description of Proposal
The FairTax is a non-partisan proposal that abolishes all federal income taxes, including personal, estate, gift, capital gains, alternative minimum, corporate, Social Security, other payroll, and self-employment taxes, and replaces them all with one simple, visible, federal retail sales tax. 
The FairTax dramatically changes the basis for taxation by eliminating the root of the problem: Taxing income. The FairTax taxes us only on what we choose to spend, not on what we earn. It does not raise any more or less revenue; it is designed to be revenue neutral. The FairTax is a fair, efficient, and intelligent solution to the frustration and inequity of our current tax system.
Collection Methods

Retail businesses collect the tax from the consumer, just as state sales tax systems already do in 45 states; the FairTax will simply be an additional line on the current sales tax reporting form. Retailers collect the tax and send it to the state taxing authority. All businesses serving as collection agents will receive a fee for collection, and the states will also receive a collection fee. The tax revenues from the states will then be sent to the U.S. Treasury. 

Impact on Businesses

Today, too many layers of business, income, payroll, capital gains and estate taxation provide numerous disincentives to expand businesses and hire new workers. According to Harvard University Economics professor Dr. Dale Jorgensen, imbedded costs from various forms of taxation account for an average of 22 percent of the price of goods and an average of 25 percent on the price of services. These imbedded costs are of course passed on to consumers like any other cost of production. 
To remain competitive, each year businesses are forced to ship manufacturing plants and jobs overseas. Stifling self-employment taxes and the paperwork required to comply with them discourage individuals from exercising the entrepreneurial spirit and pursuing their American dreams. 

The FairTax allows U.S. businesses to sell their exports overseas for approximately 22 percent less, on average, than they do now, and with similar profit margins. With the FairTax system in place, businesses can choose to expand their capital investments, hire more employees, pay employees higher wages, and lower consumer prices. 
Distribution of the Tax Burden

Under the FairTax, the tax burden falls on those who spend, and it falls greatest on those who spend the most on new goods and services. 

The FairTax also contains a rebate feature. All Social Security cardholders who are legal U.S. residents will receive a monthly rebate equivalent to the FairTax paid on essential goods and services. The size of the rebate is determined by the Department of Health and Human Services’ poverty level multiplied by the tax rate. This calculation includes considerations for food, clothing, shelter, and medical care. 
The rebate feature, which is funded from the sales tax revenues, effectively untaxes the working poor and those on fixed incomes. In addition to receiving the monthly FairTax rebate, these taxpayers are freed from regressive payroll taxes, the federal income tax, and the compliance burdens associated with each. They no longer pay the imbedded taxes on goods or services, and they can purchase used goods tax-free. 
Because of the rebate feature, those below the poverty line would have a negative effective tax rate and lower middle-income families would enjoy low effective tax rates. 

Under the FairTax, the tax burden would be fairly distributed. It would, in fact, be much more fairly distributed than under the current the income tax code. Wealthy people spend more money than other individuals. The FairTax will tax them on their purchases and as a result, they will pay more in taxes. 
The FairTax is premised on the notion that it is fairer to tax individuals when they consume for themselves above the essentials of life, rather than when they invest in their businesses and their children’s futures.  

Education is one of the keys (along with savings and hard work) to an improved standard of living. That certainly was true in my case. I was the first person in my family to attend and graduate from college. It took a lot of hard work, and a lot of sacrifice by my parents. The FairTax is education friendly and is dramatically more supportive of education than current law. The FairTax embodies the principle that investments in people (human capital) and investments in things (physical capital) should be treated comparably. The current tax system, in stark contrast, treats educational expenditures very unfavorably. 

For nearly every citizen, attainment of a quality education is an absolute minimum requirement for success in life, whether you measure success by economic status or virtually any other standard. Yet the tax system today punishes people who invest in education, virtually doubling its cost. 
Today, to pay $10,000 in college or private school tuition, a typical middle-class American must earn $15,540 based only on federal income taxes and the employee payroll tax.[1] The amount one must earn to pay the $10,000 is really more like $20,120 once employer and state income taxes are taken into account.[2] 
The FairTax would not tax education expenditures. Education would be paid for with pre-tax dollars. This is the equivalent of making educational expenses deductible against both the income tax and payroll taxes today. Thus, a family would need to earn $10,000 to pay $10,000 in tuition, making education much more affordable. The FairTax would make education about half as expensive to American families compared to today. 

[1] $15,540 less 7.65 percent in employee Social Security ($1,189) and Medicare payroll taxes less 28 percent in federal income taxes ($4,351) leaves $10,000. 

[2] Economists generally agree that the employer share of payroll taxes is borne by the employee in the form of lower wages. This figure assumes that employees bear the burden of the employer payroll tax and that they are in a seven percent state and local income tax bracket. $20,120 less $5,634 in income tax (28 percent), $3,079 in payroll taxes (15.3 percent) and $1,408 in state and local income taxes (7 percent) leaves $10,000. 

Exemptions, Deductions, Credits and Exclusions

Exempting items by category is neither fair nor simple. Numerous studies have shown that the wealthy spend much more on unprepared food, clothing, housing, and medical care than do the poor. Exempting these goods, as many state sales taxes do, actually gives the wealthy a disproportionate benefit. Also, today these purchases are not exempted from federal taxation. The purchase of food, clothing, and medical services is made from after income tax and after payroll tax dollars, while their purchase price hides the cost of corporate taxes and private sector compliance costs.

Tax lobbyists and special interest groups word hard every day to create and protect tax credits, loopholes, and deductions that benefit their clients. Those who have the money will send lobbyists to Washington to obtain special tax breaks in their own self-interest. This process causes unfair and inefficient distortions in our tax code and our economy and must be stopped.
Though the FairTax eliminates all credits, loopholes and deductions, homeowners and those who contribute to religious and other charitable organizations will realize a greater financial benefit than they do under the current system. 

Currently 70 percent of taxpayers do not itemize deductions on their income tax returns. Of the 30 percent who do itemize deductions, those who take the home mortgage interest deduction pay their interest with post-Social Security/pre-income tax dollars. They then pay their principal with post-SS/post-income tax dollars. The 70 percent who do not itemize receive no tax benefit at all. Under the FairTax, all homeowners make their entire house payment with pre-tax dollars.

With the FairTax, mortgage interest rates will fall by about 25 percent (about 1.75 points) as bank overhead falls; this is a huge savings for consumers. For example, on a $150,000, thirty-year home mortgage at an interest rate of 7.00 percent, the monthly mortgage payment would be $999.12. On that same mortgage at a 5.25 percent interest rate, the monthly payment would be $830.01. Over 30 years, the 1.75-percent decrease in interest rates in this instance would result in a $60,879 cost savings to the consumer. 

First-time buyers also benefit under the FairTax, which allows them to save for a down payment much faster. Under the FairTax, home ownership is a possibility for many who have never had that option under the income tax system. Lower interest rates, the repeal of the income tax, the repeal of all payroll taxes, and the rebate mean that people have more money to spend, and have an increased opportunity to become home owners. 

Contributions to religious and charitable organizations depend on one factor more than any other: The health of the economy.

For all of the money that pours into churches every Sunday and into a broad range of charities every day, only the 30 percent of donors who itemize deductions receive any tax benefit. The other 70 percent donate their money and receive no tax benefit.

The FairTax allows people to make charitable contributions from pre-tax dollars. As a result, those generally less affluent taxpayers who do not itemize see their cost of charitable giving go down under the FairTax. 

The wealthy make decisions on charitable giving based on the cause. Once they have determined the cause is worthy, their contribution is structured to maximize the gift and minimize the tax. But the intention to give comes first; taxes simply determine the structure – rarely the amount – of the gift. 
III. Impact of proposal relative to current system

The FairTax would encourage Economic Growth 

The FairTax would significantly enhance economic performance by improving the incentives for work and entrepreneurial activity and by raising the marginal return on savings and investments. 

Entrepreneurs and small business owners would be given greater access to capital, the life-blood of a free economy. Investments would rise, the capital stock would grow, productivity would increase and the output of goods and services would expand. The economy would create more and better paying jobs for American workers and take-home pay would increase considerably. 

Although the magnitude of the economic growth generated by a single rate, neutral tax system causes lively debate among economists, virtually all agree that the large marginal tax rate reductions with a national sales tax, combined with neutral taxation of savings and investments, would have a powerful positive effect on the economy. 

For example, Dr. Jorgenson conducted a research analysis in 1997 which showed that a national sales tax would produce a 10.5 percent increase in Gross Domestic Product, a 76 percent increase in real investments, and a 26 percent increase in exports in the first year of a national sales tax enactment. 

Those increases would level off at 5 percent, 15 percent, and 13 percent respectively over the succeeding twenty-five years. Nothing promotes the competitiveness of U.S. businesses more than growth in our national economy, more dollars to grow our businesses, and a level playing field for selling our products and services to other nations. 

The FairTax would be Simple 

The FairTax is a simple, single rate tax on the retail price of new goods and services. Individuals who are not in business would have absolutely no compliance burden, nor would they be subject to the discretionary interpretation of the current convoluted tax code. 
Businesses also benefit under the FairTax. There would be no more alternative minimum tax, no more depreciation schedules, no more complex employee benefit rules, no more complex qualified account and pension rules, no more complex income sourcing and expense allocation rules, no more foreign tax credit, no more complex rules governing corporate acquisitions, divisions and other reorganizations, no more uniform capitalization requirements, no more complex tax inventory accounting rules, no more income and payroll tax withholding, and the list goes on. Businesses would simply need to keep track of how much they sold to consumers. 

Compliance costs would, therefore, fall under The FairTax. Today, individuals and businesses spend about $250 billion each year, and an estimated 7 billion hours, filling out forms, hiring tax lawyers, accountants, benefits consultants, and collecting information needed only for tax purposes. To the extent these costs are incurred by businesses, they must be recovered and consequently are embedded in the cost of everything we buy. 
In addition, The FairTax is easy to collect. Retail businesses collect the tax from the consumer, just as state sales tax systems already do in 45 states; the FairTax will simply be an additional line on the current sales tax reporting form. Retailers simply collect the tax and send it to the state taxing authority. All businesses serving as collection agents will receive a fee for collection, and the states will also receive a collection fee. The tax revenues from the states will then be sent to the U.S. Treasury.
The FairTax would be Neutral 

Under The FairTax, all consumption would be treated equally. The current tax code punishes those who save and rewards consumption. Under the FairTax, the tax system would no longer be in the business of picking winners and losers. The tax code would be neutral in the choice between savings and consumption, neutral between types of savings and investments, and neutral between types of consumption. 

The FairTax would be Visible 

The FairTax is highly visible, because there would be only one tax rate. Moreover, all citizens would be subject to any tax increases, not just a targeted few. It would be much harder for Congress to adopt the typical divide-and-conquer, hide-and-disguise tax increase strategy it uses today. The FairTax would explicitly state the contribution to the federal government each and every time a new good or service is purchased. 

The FairTax would be Stable 

The FairTax would be more stable than the present system for two reasons. 
First, because it is so simple and transparent, it would not invite tinkering in the way that the current system does with its thousands of pages of code and regulations. The public would resist attempts to make it more complex and they would resist any attempts by Congress and special interests to reward certain groups or certain types of behaviors. 

Second, taxing consumption is a more stable source of revenue than taxing income. There are fewer fluctuations in the consumption base than in the income base. A recent study showed that for the years 1959 to 1995, a national sales tax base was less variable than the income tax base. Why? When times are unusually good, people will usually save a little more. People tend to smooth out their consumption over their lifetime. They borrow when young, save in middle age, and spend more than their income in retirement. 

IV. Transition, tradeoffs, and special issues

The FairTax is revenue neutral

The 23 percent tax rate has been carefully calculated to (1) raise the same amount of federal funds as are raised by the current system, (2) pay the universal rebate, and (3) pay the collection fees to retailers and state governments. Unlike some other proposals, this rate has been independently confirmed by several different, non-partisan institutions across the country. Detailed calculations are available from www.FairTax.org.

The FairTax pays for all current government operations, including Social Security and Medicare. Government revenues are more stable and predictable under a consumption tax than with the federal income tax, because consumption is a more constant revenue base than is income. 

If you were in a 23 percent income tax bracket, the federal government would take $23 out of your paycheck for every $100 you made. With the FairTax, if the federal government receives $23 out of every $100 spent in America, the same total revenue is delivered to the federal government. This is revenue neutrality. 

So, instead of paycheck-earning Americans paying 15.3 percent of their paychecks in Social Security and Medicare payroll taxes, plus an average of 18 percent of their paychecks in federal income tax, for a total of about 33 percent, consumers in America pay only $23 out of every $100. The FairTax is progressive, since it is collected only on spending above the federal poverty level. 
V. Summary
The FairTax is not new – most Americans come into contact with sales taxes daily, since 45 states currently use them to collect state revenues. It is easier to switch from an income tax to the FairTax system than it is to switch from gallons to liters or from feet to meters! Of course, those who depend on the structure and complexity of our current system (e.g., tax lobbyists, tax preparers, and tax shelter promoters) will have to find more productive economic pursuits. However, everyone will have enough advance notice to adjust to the new system. 
Under the FairTax, everyone will have to think about taxes in a different way. Income – what we earn – will no longer have to be documented, measured and kept track of for tax purposes. The only relevant measure of our tax liability will be the amount we choose to spend on final, discretionary consumption. Tax-related issues will suddenly become a lot simpler and more straightforward than they used to be. The aggravation and anxiety associated with “April 15th” will disappear forever after passage of the FairTax. 
Under the Fair Tax, job creation will boom. Residential real estate will boom. Financial services will boom. Exports will boom. Retail will prosper. Farming and ranching will prosper. Churches and charities will prosper. Civil liberties will be enhanced. In short, it is difficult to imagine all the far-reaching, positive effects of this change from taxation on income to taxation on consumption
The future stability of our nation’s economic infrastructure, and the future for our children and grandchildren, will be determined by the political will and courage in Congress to be aggressive with solving the big issues such as the tax code mess. The 92-year-old income tax code thwarts the natural, individual motivation of citizens to use their God-given talents to pursue happiness and their respective dreams.

Conversely, the FairTax allows all Americans to own all the returns on their sweat equity as the fruits of their labor. Ownership lets people realize their dreams and opportunities and is the key to the greatest nation on earth remaining the greatest nation. We have a moral obligation to protect our Founding Fathers' vision and to protect the unalienable right of ownership for our grandchildren. 

It's our unalienable responsibility. 
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