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To: Tax Reform Panel

Thank you for the opportunity to provide input into a complex and politically “hot” item, recommendations for taxation of the American citizen.  You have a great and important challenge before you and you will be criticized by some, no matter what the outcome of your recommendations.  I would like to recommend something that is completely foreign to government and government agencies, and that is to keep the tax process simple.

To provide input, I have listed each in order of your requests.

I.1
The Tax base...should be a consumption, or National Retail Sales Tax (as recommended in HR-25 / S25, the FairTax). This tax will collect from the approximately 300 million residents of the United States and the 50 million annual visitors who enjoy our tax funded infrastructure instead of collection from the 140 million wage earners thereby reducing their income and lifestyle.

I.2(a)
Exemptions...from a consumption tax should only be for previously owned items.  No FairTax consumption taxes would be applied to business to business transactions (see I.8).  This would eliminate hidden taxation and reduce manufacturing and wholesale cost.  By reducing production cost, the base cost of items would be reduced lowering the cost of new items for everyone.

I.2(b)
Deductions...no deductions for anything sold as new.  

I.2(c)
Credits...A FairTax credit, based on family size, is provided in the form of a monthly rebate for taxes up to the poverty level as established by the Department of health and Human Services.  The “poor” and all other Americans would receive a pre-payment recompense for the sales tax they would pay on basic necessities.

I.3
Tax Rate...numerous, well-respected and world recognized economist have independently determined that a 22.8% FairTax consumption tax would fully fund the government at the level that it is presently funded.  In addition, a FairTax consumption tax would grow the economy, which would ultimately increase spending, which would by default of the FairTax consumption tax, increase available funds for future mandated funding.

I.4
Distribution of Tax Burden...All Americans and visitors (tourist and illegal) enjoy the benefits of living in America and we should all be equally obligated to pay for what we enjoy.  This is only accomplished through a FairTax consumption tax tax.  In addition, the tax burden is distributed by everyone’s ability to pay.  The poor pay little to nothing because of the rebate (I.2(c)) and the rich pay more because their lifestyle requires more expenditure.  A FairTax consumption tax also eliminated the “class envy” promulgated by the present tax code.

I.5
Charitable giving...By eliminating the tax on income and allowing the American worker to take home their entire paycheck, more spendable income is available and charitable giving would increase.  Scholarly studied have touted this fact and it was recently proven by the “Reagan” tax reduction when charitable spending increased and the government coffers swelled.  With a FairTax consumption tax, everyone, not just tax itemizers, will give to charity.

I.6
Home Ownership...new home prices will be less once the embedded taxes in construction materials and labor is removed from the price.  Only new homes will be taxed and this tax can be financed in the mortgage, thus making home ownership more affordable for everyone.  With a FairTax consumption tax, the working American will have more take home pay to spend on housing, boosting home ownership.  Used homes will have no tax consequences.  No longer will a homeowner have to file a 1040 Schedule A to try to recoup a small portion of his/her money through a “tax break”.  Savings are not taxed with the FairTax consumption tax providing an incentive for Americans to save.  These savings can then be used for down payment on a home instead of funding the IRS with ½ of the savings.

I.7
Collection Method...A FairTax consumption tax will fit nicely into the established state sales tax system.  Only one additional line will be required.  As a small business, I spend no more than 10 minutes a day doing my sales tax, but spend on average2 hours per day considering present Federal tax ramifications on business decisions.  Businesses and States will be compensated for their tax collection efforts by being allowed to deduct ¼ of 1 percent from what they send in.  This entire process will be miniscule in comparison to the present system.  Some state that an underground cash system will evolve.  This is already being policed by the states that impose a sales tax.  Therefore no new Federal Department will need to be formed, thereby reducing the cost of government.  The IRS can also go away because the states are already performing this job, placing the IRS budget of more than a billion dollars back into the Federal coffers.

I.8
Treatment of Business...Business to business transactions and investments would be free of any tax consequences.  Businesses would be free to do business, create products, make money and create jobs.  The more jobs, the more spendable income and the more taxes generated.  Business would be unleashed from the burden of tax compliance to focus on the business.  This would make the American economy boom creating jobs.  Businesses now spend billions of dollars on tax compliance.  With a FairTax consumption tax, this money would be freeded to grow the economy.  A FairTax consumption tax does require a retail business to collect sales tax from retail customers and send it in on a monthly basis.  That is the total responsibility of the retail business.  A FairTax consumption tax is industry neutral.  No industry is penalized, or given a a special break as no business would pay any taxes, but be free to invent their capital in their business increasing the GNP and create more and/or better paying jobs.

II   Impact of Proposal Relative to Current System

II.1
Simplicity...FairTax consumption tax is collected at time of purchase.  Simple!  Everyone knows what the tax will be, not convoluted like the present system.  The single line of tax on the sales receipt will replace the hundreds of thousand of pages of the present tax code.

II.2
Fairness...everyone would pay the exact same percentage of tax on the purchase of new items, no exceptions.  The rich, the poor, tax dodgers, the underground economy, illegals, undocumented workers would all participate equally.  The rich will not be able to find a way around it, the underground economy would not be able to escape it and visitors who enjoy the services provided by the United States would be required to participate as well. 

II.3
Economic Growth & Competitiveness...a FairTax consumption tax tax would eliminate the bias that the current system provides in favor of foreign producers.  This would put US producers on a level playing field with the rest of the world.  The USA would become one of the worst tax systems in the world to one of the best, drawing manufacturing back to US shores. The FairTax consumption tax is automatically border adjustable.  No sales tax is levied on goods or services exported to other countries.  Therefore, American produced goods and services would have no tax costs embedded in them making them competitive in the global marketplace.  The replacement of the income tax system with a nation al sales tax would attract the return of trillions of dollars to our economy that are currently kept offshore.  Present tax consequences now keep that money offshore.  The FairTax consumption tax would eliminate those consequences and allow for that money to come back and be added to the American economy.  The new money would enable increased investment, resulting in productivity improvement and job creation.  The FairTax consumption tax would mean a huge influx of money into the American economy.  Trillions of dollars that belong to Americans are currently invested offshore because of taxes.  The FairTax consumption tax would eliminate any reason for those dollars to stay offshore.  The American economy would boom with new jobs for Americans when those dollars come home.  The FairTax consumption tax considers education tuition as an investment expense – it is an investment in human capital and is exempt.  Tuition at all education levels is exempt (primary, secondary, and college) as well as job related training fees

II.4 
Compliance and Administration costs...The FairTax consumption tax would reduce business and personal compliance costs by 95%, according to the Tax Foundation.   That money would be freed up to be spent by businesses, as they see fit, to make their business more successful.  The FairTax consumption tax would eliminate untold hours of work and effort by elected officials, and their staffs, to deal with tax code considerations.  Their time would be freed up to consider other things of greater importance to the voters that elected them.  The hours, the work, the concern and the money spent by individual taxpayers would be freed up to more productive endeavors.

III   Transition, Tradeoff and Special Issues

III.1 
Transition...The transition to a FairTax consumption tax will be greatly simplified by systems already in place that collect state and local sales taxes.  Those systems can be easily modified to include a national sales tax by adding one single line to most forms already in place.  

III.2 
Tradeoffs...The FairTax consumption tax would require no "tradeoffs".  The FairTax consumption tax is very specific in that no special consideration would be given to any people, any industry or any business.

III.3 
Special Issues...The FairTax consumption tax will require that checks be sent to qualified households on a monthly basis.  The check would represent the tax "pre-bate" to cover tax on purchases up to the poverty level.  This would be done by the Social Security Administration, which has a good track record of accuracy in benefit payments.  Businesses that have inventory in stock on the close of business the day before the FairTax consumption tax goes into effect, will qualify for a transitional FairTax consumption tax credit if the sale of the inventory is taxed under the FairTax consumption tax and is sold within two years.  The transitional inventory credit is equal to the cost of the qualified inventory times the FairTax consumption tax rate.  The credit may be claimed on the monthly sales tax report when the inventory is sold subject to the FairTax consumption tax.  Businesses may sell the right to receive the credit, so the credit can follow the qualified inventory through the production process.  Qualified inventory includes work-in-process.  The National Retail Federation says it would cause “sticker shock”.  Not is the retailers purchase products void of all of the imbedded taxes and compliance cost associated with the present system,.

Comments:


I was downsized after 37 years of employment and had to use my 401-K funds to purchase a business.  The IRS took 52 % of those funds because I was not 591/2 years of age when it was withdrawn and a 10% penalty was assessed.  The FairTax consumption tax would not have penalized me for saving my money like the present system did.

The present system is irrevocably broken, as you have discovered in your meetings.  No amount of tinkering and repairs will make it viable.  Combining it with some other system like VAT or any other combination will not work.  It must be totally scrapped and a new system put in its place.  A viable system that has been researched for 10 years at a cost of over 20 million dollars is presently in Congress as HR-25 / S-25.  There is no reason to hesitate recommending it, as all of the work has already been done.  Please recommend HR-25 / S-25 as a replacement for the present tax system.

Thank you for your valuable time.

Fred F. Fleming, Jr.

9029 US Highway 19

Port Richey, Florida 34668

(727) 842-9324

fffnm@AOL.com
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