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Prime Income Tax on Consumption
This paper addresses the issue of Federal Income taxes and specifically excludes all other Federal taxes.  Thus, salaries, wages, rents, interest, dividends and other unearned incomes are not considered part of this proposed Prime Income Tax on domestic consumption.  Nonetheless, by and through the grace of Congress an exclusion of a sum certain would be granted for these income items.  Hence, an excluded amount up to $10,000 for unearned incomes of rents, interest and dividends for each person annually.  In addition, personal exemptions for a sum certain in measure for salaries and wages as Congress deems necessary to remove or classify a proper level for personal living requirements.  In general, personal exemptions amounting to Fifteen, Twenty, or Thirty thousand dollars without any other aid or offset.  Again, this is not to say that Employment or payroll taxes (FICA, FUTA. SECA, RETA, HIT) would not apply, they would still continue to apply for those dedicated or trust fund purposes, it is the question of taxes on these incomes derived and tax as consumption that is the issue. 
Specifically note the proposed maximum $10,000 unearned interest and dividend exclusion is nothing more than was previously offered many years ago as a $100/$200 dividend exclusion and during the early 1980’s the same exclusion was increased to $200/$400 and also incorporated interest earned on bank accounts.  Furthermore, the personal exemption ranging upwards to $20,000 or $30,000 is a simple consolidation of all that is applicable now through a round-about way aggregating those same numbers.  The current additional blindness allowance as incorporated in current Federal Income tax system is burdensome – direct payment to those individuals via the Social Security system accomplishes the same thing at a cheaper cost wherein the benefits to those people could be increased through that cost savings.  The same holds true for the aged or over 65 additional exemption.  

Equality is of the greatest and most important element of a self-assessing income tax system.  A person’s declaration of income and self-assessment of the resulting tax can only be achieved if all the population believes each and every person is being treated equally.  

 Ultimately, then, a 10 cent tax on personal consumption over the person’s life-time rather than taxing it annually should be part of the answer.  In other words, the true answer lies in taxing and levying a boarder based income tax on consumption – the Contribution Margins!    

United States 10 cent income tax on consumption
This is a “Consumption” base tax on a business entity’s “Contribution Margin.”  Namely, Gross Sales of goods and/or services less Prime Costs (Direct Labor and Direct Materials only) equals the “taxable” Contribution Margin.  The contribution margin is not static and very much dynamic in the sense that the base-rate, 10 cents, is very much fixed by Congress but, the tax base would flux within economy as completion between business entities will drive the sales price, as well as, its prime costs downward through economies of scale and market efficiencies. 
Eventually, through time, the base-rate will reach its equilibrium as each market or industry matures although the sales volume or taxable base will increase.  
All economic activities of any entity whether they are corporations, partnerships, individuals or otherwise when making sales of Goods and Services would be required to collect the 10 cent levy on their contribution margin. 
In particular, exports of goods and/or services provided outside of the United States should be exempt although imports of the same would be subject to this national consumption tax.  Also, the truth of the matter is imported in-bound freight costs are included or deducted from sales as part of the direct materials cost – therefore consistent with domestic sales as a landed cost.
Consequently, the business community is in fact a collector of these taxes as measured on their contribution margin only – all other things being equal – there would be no other allowable deductions against the gross sales price.  No entertainment expenses or the like or excessive executive compensation packages just to illustrate a few.  In general, businesses will and must employ, engage, and otherwise compete in the market place and profit motives are paramount – not taxes!  The burden for the taxes they collect and remit are the costs they must and should bear as an expense for mining (achieving) those profits from its national customers.  After all it’s the consumers who reimburse and pay the businesses its profits, as well as, those imputed and embedded taxes!
The “Contribution Margin” restated and illustrated as follows:

National or domestic Gross Sales of Goods and/or Services less Prime Cost = Contribution Margin 

Gross Sales of Goods and/or Services   $$$

                    Less Direct Labor

                    Less Direct Materials





      Prime Costs                             -$$$

                             



----

                                 Contribution Margin                 $$$ 

                     Federal Income tax of 10%                  ¢¢¢ 






                                       ====
Consequently, Direct Labor and Direct Materials are the only deductions allowed against Gross Sales.  

Presently Americans are paying state and local sales tax on top of the imputed or embedded Federal Income tax contained within such sales.  The application of these taxes on the sales of goods and/or services is currently a “state and local” prerogative.  Notwithstanding, operating losses, the sales price also includes those other taxes such as Employment (payroll) taxes.  As such, the Federal Government should “not” confuse the tax issue by applying a competing “national sales” tax in competition with its member states.  Better said, the Federal Income tax should remain and continue as a value added (ad valorem) tax contained or incorporated within the sales price much as is the current Federal Income tax.       

 In the final analysis the other Federal taxes, such as Excise, Employment, Estate and Gift, and the like should, for the present time remain in the status quo.  This panel should only consider reforming or adjusting the Federal “Income” tax.  The Federal Government needs this particular type of tax embedded into the economy to adjust for the various business cycles such as, inflation, recession, etc.  Specifically, the Congress and the president would have something to use to improve or cool off the economic business cycles if needed and when necessary.  The Federal Reserve has its Monetary Policy – however the Federal Government needs its Fiscal Policy and the conforming Income tax.

Consequently, in the long-term for stability, the United States should levy the 10 cents as a life-time consumption tax on incomes.  Ultimately each and every year on the annual Federal Return a “person” would only be taxed on the residual portion of income that is spent on consumption.  The National savings rate will for certain rise accordingly!       
Thank you in advance for your considerations.
                                                                   D. Michael O'Meara
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