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Dear Chairman Mack and Tax Reform Panel members,

I am responding to your request for comments regarding specific proposals to reform the tax code.  My proposal descriptions for comprehensive reform are included on the following pages.

Thank you.

Gary M Donaldson

Description of Proposal

I.1
the tax base (income, consumption, hybrid)
The FairTax (HR 25 / S 25)

A consumption tax. 

A National Retail Sales Tax (NRST) on all new goods and services purchased by the end consumer. 

I.2
exemptions, deductions, credits and exclusions
There should be no exclusions, deductions or credits associated with the FairTax for any item purchased as new by the end consumer or for any service purchased by the end consumer.  

The only items purchased by the end consumer should be exempt from the consumption tax are those purchased as used or previously owned.

The FairTax considers tuition paid for education to be an investment expense (i.e. an investment in human capital) which is exempt from the consumption tax.  Tuition at all education levels (primary, secondary, and college) is exempt as well as job-related training fees.  

A credit based on family size is paid in the form of a monthly rebate to every American to offset the taxes on spending up to the poverty level (as defined by the Dept. of Health and Human Services). 

I.3
tax rate(s)

The FairTax percentage specified in HR25 / S25 for the consumption tax should be determined such that it is revenue-neutral (i.e. should produce the same amount of revenue to the government as the revenue sources that it is replacing).  There should be no change in total tax revenues as the result of this change in the tax system.

I.4
distribution of the tax burden (including provisions for relief for low-income individuals)

The tax burden should be spread among the estimated 290 million Americans.  It should also be spread among any and all in America that are not citizens; including visitors, tourists and undocumented aliens.

Americans should be free of a tax burden on all spending up to the government-established poverty level.  This will ensure that lower-income individuals pay much less tax than they do under the current system.

I.5
treatment of charitable giving 

Under the current tax system, contributions to charities can be made on a partially pre-tax basis by those who itemize deductions.  Contributions are only partially pre-tax because they are made with after-payroll tax dollars. 

Under the FairTax, everyone (not just those who itemize) can give to any charity on a totally pre-tax basis with no limits or restrictions established by the federal government.  The FairTax is MORE gift friendly than the current system, not less.

I.6
treatment of home ownership

Under the current tax system, mortgage interest can be paid with partially pre-tax dollars by those who itemize deductions.  Mortgage interest payments are only partially pre-tax because they are made with after-payroll tax dollars.  

Under the FairTax, everyone (not just those who itemize) can make mortgage interest payments on a totally pre-tax basis with no limits or restrictions established by the federal government.  In addition, mortgage principle payments will also be made on a totally pre-tax basis. 

Home ownership will be much more affordable under the FairTax.  Used homes will sell with no tax consequence.  New home prices will be reduced when the 20 to 25 percent hidden tax cost is eliminated.  Mortgage interest rates will be lower.  Many more Americans will be able to afford a home.

The FairTax is MORE home ownership friendly than the current system, not less.
I.7
collection method(s)  

The consumption tax will fit into point-of-sale tax systems already in place in almost every business in almost every state.  With slight modification, they will serve to collect the consumption tax.  Any cost to modify those systems pales to insignificance when compared to the billions spent annually to comply with the current income tax system.  The cost to upgrade them would be a one-time expense by business and tax-free as well.

States would be compensated for their efforts to collect, report and submit federal funds – ¼ of one percent of total collections.  That expense will be miniscule in comparison to current income tax reporting requirements.  

I.8
treatment of businesses 

Under the FairTax, businesses would pay nothing in taxes.  Any business-to-business transaction would be free of any tax consequence.  Businesses would be free to do business, create product, make money and create jobs.  They would be unleashed to serve as dynamos for the American economy and job creation.

With the FairTax, businesses would be relieved of their current onerous reporting responsibility.  This would free the hundreds of billions of dollars they now spend on tax record keeping and reporting to be spent growing their business and creating more jobs.  

The FairTax does give business the responsibility to collect sales tax from retail customers and send that tax money to the government on a monthly basis.  That would be the beginning and end of their responsibility.  They would otherwise be left alone to create product, make sales, grow their business and create more jobs for Americans.

The FairTax is industry neutral.  No industry would get any break.  Under the FairTax, no business or industry would need it.  No business would pay any taxes.  American businesses would be free to invest in their businesses, increase the GDP and create more jobs.   

I. Impact of Proposal Relative to Current System
II.1
simplicity (including transparency and stability) 

The FairTax would be the most simple of tax solutions.  Everybody would pay exactly the same percentage sales tax on the purchase of new goods and services.  

The FairTax would be completely transparent to all that use it.  All would see the percentage tax they paid as sales tax on every receipt, every time.  No sneakiness there.  No way to hide any sneakiness either.

The FairTax would make the tax code understandable.  Citizens would be able to understand how much they are paying in taxes every time they get a receipt for their purchase.  The sales tax amount listed on the receipt would replace the 60,000 pages of inscrutable IRS code we now endure.  

The FairTax relies upon the historically proven stability of a consumption tax.  A consumption tax has been statistically and historically proven to be more stable and reliable than an income tax.

II.2
fairness

The FairTax would enable all Americans to participate in funding government.  We would all be given the opportunity to participate.  Nothing could be more fair.  The poor would pay nothing in taxes up to the poverty level.  Nobody else would pay taxes up to the poverty level as well.  Nothing could possibly be more fair.

The FairTax would eliminate all possibility of anyone taking unfair advantage to avoid paying their fair share of taxes.  The rich, the poor, tax dodgers, those in the underground economy and undocumented aliens would all participate equally.

Anyone buying new goods or services would pay the tax.  They would pay their fair share no matter what.  The rich wouldn't be able to find their way around it, the underground economy wouldn't be able to escape it, illegal aliens and other visitors who enjoy the services provided by the United States would be required to contribute as well.

II.3 
economic growth and competitiveness

The FairTax would eliminate the bias that the current system provides in favor of foreign producers; would put US producers (esp. agriculture and manufacturers) on a level playing field with the rest of the world.  By raising 95% of the federal government’s revenues with a totally border adjustable mechanism, the USA would go from one of the worst tax systems in the world with respect to international trade to one of the best.

The FairTax 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 national sales tax would attract the return of trillions of dollars to our economy that are currently kept offshore.  Tax consequences now keep that money offshore.  The FairTax 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 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 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.

II.4 
compliance and administration costs 

The FairTax would reduce 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 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 under the FairTax.  The same would apply to all American businesses.        

II. Transition, Tradeoffs and Special Issues

III.1 
Transition
The transition to FairTax 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. 

III.2 
Tradeoffs
The FairTax would require no "tradeoffs".  The FairTax 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 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 goes into effect, will qualify for a transitional FairTax credit if the sale of the inventory is taxed under the FairTax and is sold within two years.    

The transitional inventory credit is equal to the cost of the qualified inventory times the FairTax rate.  The credit may be claimed on the monthly sales tax report when the inventory is sold subject to the FairTax.  
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