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Comprehensive reform of the existing tax system has already been proposed in the form of a bill that is currently in both houses of Congress, i.e., HR25 & S25, the FairTax.  This bill contains all of the provisions of the FairTax and, as such, will answer any questions you could have.  However, I will briefly address the cogent points.

This proposal would provide for more than reform – it would replace the existing tax system with a national retail sales tax, and it will repeal the section of the IRS code that authorizes the government to collect taxes on income, including wages, investment, estate, gift, capital gains, self employment, business, etc.  Currently, the rate prescribed in the bill is set at of 23% inclusive (30% exclusive), with no deductions, credits, or exclusions, and it would be assessed on all goods and services sold for final consumption.

This proposal makes no distinction in a person’s income level.  It provides for a rebate to be paid, to ALL qualified households (those with valid social security numbers) at the beginning of every month  The rebate will be the amount of the FairTax that would be paid on purchases up to the poverty level, as established annually by the Department of Health and Human Services.  A married couple with two children would receive $479 at the beginning of every month.  (see table 1).  Therefore, spending (on new goods and services) up to the poverty level will not be taxed.  Also, used goods will not be taxed.  Low-income individuals will benefit further, because payroll taxes will not be deducted from their wages.  These are the most regressive taxes under the existing tax system, hurting low-income individuals more than the income tax.  It should be noted that social security and Medicare will be funded by the FairTax.
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Many assume that charitable giving is highly motivated by the giver's opportunity to claim the gift as a federal income tax deduction. That turns out to be incorrect. Only 28% of Americans itemize deductions. The rest use the standard deduction, and their tax bill is, therefore, unaffected by their charitable giving. Most charitable giving is, in fact, done by the 72% who do not itemize. Following each of the recent big federal income tax cuts, charitable giving increased. One effect of those cuts was to reduce tax rates, thereby, reducing the tax incentive to give. But another effect was to leave more money in the pockets of taxpayers. And they gave more of it to charity. The lesson is that tax incentives do not drive charitable giving -- having money drives charitable giving. And the FairTax leaves taxpayers with far more of their money than today. Most people give to charity because they believe it to be a good thing to – do not because of any tax consideration.

The home mortgage deduction is simply giving back to the individual some of the money that was taken from their earnings.  With the FairTax, this is a non-issue, since individuals keep all that they earn and, therefore, can better afford to make mortgage payments.  It should be noted that home buyers generally save money to make a down payment on a house and that this will be easier with the FairTax, since they will have more money to save and earnings on savings and investments are not taxed.  Therefore, a ‘nest egg’ can grow faster.

The FairTax will be collected by the seller at the point of sale at the time of purchase.  As all but five states currently collect sales taxes, this will impose no great burden on most sellers and most states.  The technology and systems needed to collect a sales tax is readily available to those few 
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states not currently collecting a sales tax.  The FairTax provides for payment to retailers and states for their service of collecting the FairTax.

Business will be treated the same as individuals.  They will pay the FairTax on goods and services purchased for final consumption, only.  Business will not pay the FairTax on goods and services purchased for use in the production of other goods and services.  It should be noted that under our current system, although businesses are assessed an income tax, in reality, they do not pay an income tax – only people pay taxes, in the form of higher prices.

The FairTax is eminently simple and fair compared to our existing system.  Simple, because paying federal taxes will be no more complicated that paying for your purchases. Period!  Fair, because everyone will pay the same rate.  See above regarding how low-income individuals will benefit.  

The FairTax will be much more conducive to growth of the economy of the United States than our existing tax system.  When the tax component is removed from the prices of all goods and services, prices will fall – the free market system will ensure this.  The tax component of prices has been estimated to be 22-30%.  Combined with greater net pay, this will greatly increase the purchasing power of all Americans.  Removing the tax component from the prices of all goods and services will also make American goods and services more competitive relative to foreign goods and services, both here and abroad.  American businesses with operations in other countries and foreign businesses will be more likely to move their operations here, if they are not burdened with  the  cost  of  the  employer’s  share  of  payroll  taxes  and  the  enormous  cost of 
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compliance with our current tax code.  The time and money currently being spent on compliance will be better spent on increasing wages, lowering prices, and investing in the business.  No more time or money will be wasted on consideration of tax consequences.  Of course, with more businesses locating here, there will be more jobs.

The FairTax proposal was developed after $22 million dollars and nine years was spent on research conducted by eminent scholars and economists, such as Dr. Dale Jorgensen of Harvard,

to determine the best alternative to our current tax system.  This research concluded that the rate of 23% inclusive (30% exclusive) would be revenue neutral.

Transition to the FairTax will be relatively simple (probably simpler than implementing any changes to the existing income tax code).  Collecting the tax was addressed above.  The only other transition consideration is the cost of inventory on hand as of December 31 of the year prior to implementing the FairTax.  All such inventory, when sold, will be entitled to a credit in the amount of the FairTax that the inventory is subject to.

It is a certainty that whatever the outcome of the Tax Reform Panel, not everyone will be satisfied.  It is also certain that making changes to the current tax code would be a temporary fix(?) at best – witness the last 20 years of fixing(?) the tax code!  I am confident that President Bush and the Tax Reform Panel will act in America’s best interest and I am also confident that the FairTax will best serve America’s interests.

Thank you for your efforts on behalf of the American people.
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TABLE  1

2004 Family Consumption Allowance & Rebate
 Family
Size
[1] HHS
Annual
Poverty 
Level
FairTax
Annual
Allowance
(Single
Person)
Annual
Rebate
(Single
Person)
Monthly
Rebate
(Single
Person)
FairTax
Annual
Allowance
(Married
Couple)
Annual
Rebate
(Married
Couple)
Monthly
Rebate
(Married
Couple)

One
$ 9,310
$ 9,310
$ 2,141
$ 178
n.a.
n.a.
n.a.

Two
$ 12,490
$ 12,490
$ 2,873
$ 239
$ 18,620
$ 4,283
$ 357

Three
$ 15,670
$ 15,670
$ 3,604
$ 300
$ 21,800
$ 5,014
$ 418

Four
$ 18,850
$ 18,850
$ 4,336
$ 361
$ 24,980
$ 5,745
$ 479

Five
$ 22,030
$ 22,030
$ 5,067
$ 422
$ 28,160
$ 6,477
$ 540

Six
$ 25,210
$ 25,210
$ 5,798
$ 483
$ 31,340
$ 7,208
$ 601

Seven
$ 28,390
$ 28,390
$ 6,530
$ 544
$ 34,520
$ 7,940
$ 662

Eight
$ 31,570
$ 31,570
$ 7,261
$ 605
$ 37,700
$ 8,671
$ 723


[1] Source: Fed. Reg., Vol. 69, No. 30, Feb 13, 2004, pp. 7336 - 7338 

