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Executive Summary - The Fair Tax Plan
· Tax Reform Requirement – Simple without complexity of the current plan.

· Previous attempts at reform of Current System have led to a more complexity. 

· Flat Tax is not the answer, the current system started as a flat tax of 1%. 

· Value added Tax not the answer already have a 20-25% tax built into Cost of Goods. Economic disadvantage in the world markets.

· Fair Tax taxes consumption, not income. 

· Simplicity of the Fair Tax Plan - no forms to file, no records to keep. Productive time lost due to current tax requirements will be recaptured.

· Truly a progressive tax – more consumption – higher tax burden

· Current System Problems

· Penalizes Savings and Investments

· Tax Avoidance and Reduction drive much of system

· Easy to cheat by under-reporting or under table payments

· Fair Tax drives out compliance costs and market place squeezes out built-in tax burden out as corporate income tax are gone. 

· Collects taxes from illegal immigrants as consumption is taxed.

· Under Fair Tax Plan, tax payer receives:

· 100% of Income in every pay check

· Pre-bate of taxes based on poverty level to all tax payers

· Fair Tax Plan is an idea whose time has come.

· Critics of the Plan usually show ignorance of the plan through wild comments.

· Must repeal the 16th Amendment to make plan work.

· Current System encourages Class warfare – Fair Tax Plan eliminates it.

The Fair Tax Plan

President Bush charged the Tax Reform panel with looking at the current tax code and determine if the system can be reformed or whether a new system is needed. The President’s requirement was that any new system be easy to understand and administer. With this and other charges in mind, the Tax Reform Panel the Tax Reform Panel heard various proposals. I would like to comment on the Fair Tax Plan also referred to as the National Retail Sales Tax Plan. 

I consider myself to be fairly intelligent, but I shudder every time I have to prepare my income tax. With all of the changes that occur every year, it is almost impossible to feel confident about your tax preparation after you complete all of the forms. The hours spent gathering the information and then filling out the forms is the least productive time of the year. Any system that eliminates the need for the taxpayer to file tax forms is less complicated.

The Fair Tax Plan is simpler because an individual does not have to keep useless records or spend endless hours pouring over the Income Tax forms because there are no forms. The tax is collected at the point of sale. An individual’s need to file is gone.

Various proposals for reforming the current system were presented. Reform of the current system is doomed to failure because it will only add to its complexity as previous attempts at reforms have clearly demonstrated. Special interest groups will quickly undo any attempt at reform. The current system is clearly beyond reform a new system is needed.

The Flat Tax is another proposal made to the panel. It is important to remember that our current system started out as a flat tax, a one percent tax on income. The one percent flat tax did not last long. It took less than one hundred years for a simple one percent flat tax to turn into the monster we currently have. Another flat tax would take less time to be screwed up, the special interest groups and the Congress have learned a lot about putting their hands in the Tax Payers’ pockets. Somehow the idea that the money belongs to the people that earn it gets lost when people are sent to Washington to take care of the people’s business.

Some have called for a Value Added Tax. Reputable economists have stated that the built in tax burden on all goods and services is approximately 20 – 25%. How much more taxes can the Cost of Good Sold Stand without putting the United States at a greater economic disadvantage than it already faces in world markets.  

There was one tax reform proposal presented to the panel that meets the President’s requirement that reform must simplify the current structure. This plan is the Fair Tax Plan (HR 25/S 25). The Fair Tax Plan eliminates a number of problems that the current system produces. It is eminently fair because it taxes consumption and not income. It is truly a progressive tax in that the more an individual or family consumes, the more taxes that individual or family pays. 

One of the major problems with the current system is that it penalizes savings and investment. The truth of this statement is demonstrated in the existence of the 401K Plan and its ilk, the IRA Plan, the RRA Plan, Corporate Deferred Income Plans, etc. The one thing that all of these plans have in common is the near term avoidance of tax on savings and investments. Most of the plans seek to defer taxes until such time as the earners taxable income is less and therefore taxed at a lower rate. Even the sacred deductions for mortgage interest, charities, and others are touted as a way to avoid income tax. Those that cry out that the Fair Tax Plan would eliminate these deductions ignore the fact that if the taxpayers were not paying taxes on income but on expenditures, these deductions and special saving plans would not be needed. If an individual or family chooses to invest extra income to create personal wealth and boost the economy, there is no tax or disincentive to invest.

If the Fair Tax Plan was enacted the cost of new goods would be reduced significantly as the market place squeezes the cost of the tax burden out of these goods and services. The overall impact on the tax payer would be neutral or slightly positive, assuming that the Fair Tax Plan as implemented would have an approximately 23% tax rate. The economists have also stated that the impact on the American economy would be unbelievable, doubling the size of the economy in approximately five years. Concerns about jobs going overseas would not disappear, as lower skill jobs continued to move to lower skilled labor pools, but the higher skilled job market would boom, as the United States became the Land of Business.

It is easier under the current system to cheat by under-reporting income or by being paid under the table for services. The decision not to report the income is an individual choice. Under the Fair Tax Plan, it requires a conspiracy of the buyer and seller to cheat. An audit of the seller’s inventory will demonstrate if sales are under reported, the same type of audit that states with sales tax currently perform.

In addition to attracting new business to the United States because of the business friendly climate, the compliance costs associated with the current tax code would be driven out of the Cost of Goods Sold. Many tax payers erroneously think that corporation are paying taxes to the government, and that more revenue can be generated by raising corporate taxes. This is totally untrue. The cost of those taxes are embedded in the Cost of Goods Sold and the taxpayer ultimately pays those taxes. Eliminating Corporate Income Tax is a good thing.

There are several added side benefits of the Fair Tax Plan that are easily overlooked. Illegal immigrants and legal visitors to our shores would have to pay the 23% on retail goods. Currently, the illegal aliens do not pay Income Tax, but they receive benefits from our government. This free ride would be eliminated. The additional tax burden placed on illegal immigrants may discourage many from crossing our borders illegally. Our neighbors to the South would have to find ways to fix their economic problems besides the billions of dollars set home every year by illegal immigrants to our country. So an additional side effect of the Fair Tax Plan is helping to secure our borders. 

The Fair Tax Plan would also allow for adequate funding of Social Security. The so-called payroll tax would be eliminated under the Fair tax Plan and Social Security and Medicare would be paid out of the general revenue received from the tax. There would be no more hidden taxes and Members of Congress and Senators would have to vote openly to increase the Fair Tax.

The pre-bate provision of the Fair Tax Plan specifically addresses problems that lower income earners might have with cash flow. It is important to remember that the wage earner now has a chunk of his/her wages withheld, but under the Fair Tax Plan every income earner would receive 100% of his/her wages. The pre-bate provision reimburses all taxpayers the amount of taxes they would pay based on the Federal poverty guidelines. So basically a low-income wage earner would receive 100% of their wages plus the pre-bated taxes the government estimates they would pay for basic necessities of life prior to expenditure.  The low wage earners might actually have an opportunity to save some money for a home, or an education, or retirement.

The Fair Tax Plan is an idea whose time has come. Texas and Florida function very well without income tax as does Tennessee and Nevada. It is time to make the government live within the means of the American people. The Fair Tax Plan is about taxation only. It is not political in that neither party wins or loses with its implementation. If it has some beneficial side effects like solving the funding problems for Social Security, or lowering transfer payments to the poor, or making America a less attractive place for illegal immigrants, who are we to complain.

I believe that if the Tax Reform Commission put its collective ears to the ground they would hear the ground swell of support for the Fair Tax Plan. The people who speak against the Plan usually display their ignorance of the plan through the statements that they make. They usual wild claims include that the plan is another “tax the poor, for the benefit of the rich” plan. Remember the Tax is only levied when an item is purchased new. So if a low-income earner buys a used car without paying the Fair Tax and buys a previously owned home without paying the Fair Tax, how does this plan adversely impacts the low-income earner? It the low-income earner receives his/her whole pay check instead of 75% of it, how does this adversely impact the low-income earner? If the low-income earner receives a transfer payment from the government for the taxes they would pay for the basic necessities of life, how does this adversely impact the low-income earner? The current system with its built-in breaks encourages class warfare; the Fair Tax on consumption eliminates class warfare.

One critical element that must be included in any legislation to implement the Fair Tax Plan is an amendment to repeal the Sixteenth Amendment. Without the repeal of the Sixteenth Amendment, the American Tax Payer is open to confiscatory tax rates that will undoubtedly lead to a New American Revolution. A lack of meaningful reform could easily lead to that same revolution.

