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Individual Investment Accounts (IIAs)

Proposal Description:  Establish Individual Investment Accounts.  Basically the proposed initiative changes nothing other than the removal of self-defeating constraints otherwise found in traditional IRAs.  In effect, IIAs transform the income tax into an easily understood and voter loved form of progressive consumption tax.

INDIVIDUAL INVESTMENT

ACCOUNTS

THEY OPERATE LIKE TRADITIONAL IRAS

Anyone Can Participate Regardless of Age, Employment or Income

Unlimited Tax Deductible Contributions Into Accounts

Taxes Paid Solely Upon Withdrawals by Owner or Beneficiary

No Penalty Taxes on Any Withdrawals

No Forced Withdrawals at Any Age

No Estate Tax at Death

This is Proper Taxation of

Your Saving and Investing

Representative Jim McCrery (R-LA), Sponsor

HR 339

Commentary On The IIA Tax Proposal

This non-partisan Individual Investment Account legislation is of national and international significance.  As cited above, IIAs can be fully described in just six easy to understand sentences.  This is most important for the public’s ready, enthusiastic acceptance of a major tax reform.

Every member of this panel, every legislator and every voter can recognize that IIAs will significantly increase personal saving thereby lowering the cost of capital.  This, therefore, will continually create more GDP, and create more jobs, and IIAs will provide increasing standards of living for everyone, even for those that don’t or can’t save and invest.  

IIAs encourage as much as possible personal saving for as long as possible to the tremendous advantage of all concerned.  Duration of investment and diversification of investment are the solid keystones for the accumulation of wealth.  IIAs provide these requirements.  IIA legislation is eminently sound tax policy.  

It is most important to recognize also that IIAs are a major supplement to social security regardless of how future revisions to social security are structured.  IIA tax deductible savings are not an expense of government.  Tax deductible IIAs have no impediments to new and old savings, e.g., limits, penalties, taxes and forced distributions.  This will result in significantly greater new savings and more tax efficient old savings.  The deferred taxes are held in trust and invested in our free-market enterprise system.  Each IIA owner strives to have his or her IIA account grow in value.  Free market rates of total return within IIAs will exceed the directly related costs of government borrowings.  The government becomes a silent partner of each IIA owner.  The government’s tax bracket share increases as the IIA account distributions grow in size via unfettered by taxes investment growth.  IIA deferred taxes are an asset of the government invested in the dynamic free market, not an expense (i.e., not a “tax expenditure”).  The government can cry all the way to the bank.  In due course (sooner than most expect) voters’ increasing IIA wealth will result in voter pressure upon legislators to decrease the spread between high and low tax brackets—an entirely appropriate result.

It is increasingly being recognized by everyone that “third party” qualified plans (pensions, 401(k)s, etc.) can crumble even though funded directly or indirectly by the workers themselves.  Times change, concepts change, good faith promises can’t be kept.  Past and current examples: the coal industry after WWII, then the railroads, steels, telephones, airlines, autos, Enron stock in the employer 401(k), etc.; even the government’s PBGC, social security and medicare are in very tough shape.  Our voters increasingly understand that real financial security can best come from personal and family saving and investing throughout life that is unfettered by senseless, self-defeating taxes and legislated curtailments.

Past polling results in Democrat and Republican Congressional districts have shown that all voters love IIAs.  It’s a winner for everyone, including the government.

It is well known that the government’s “static” revenue estimates of IIA legislation will show ever-increasing major tax revenue losses.  Static revenue estimates of “tax expenditures” make a farce out of the concept of “revenue neutrality” in regards to tax deferred savings legislation.  It is also well known that the government’s tax expenditure listings become a “hit list” to pay for real spending initiatives.  As one highly respected actuary wrote in regard to pension tax expenditures—they could only be good by accident!

It has been estimated by respected economists that within ten to fifteen years, initial federal tax revenue losses from IIAs will cease and annual tax revenue gains will ensue thereafter.  Interim annual revenue losses will gradually range up to and then down from $10-$15 billion over those relatively few years.

Too often those advocates of higher taxes on the rich argue that they are necessary to be sure the rich pay their fair share.  The so-called flat tax is often successfully challenged for that erroneous, but politically effective, argument.  Ironically, it is a fact that those most hurt by slower capital accumulations are workers and government—not the wealthy and business.

For example, the past long-run relationship among investors, workers and government on average has been approximately—

· Labor (workers) received, after taxes, 54% of national income

· Government (federal and state) received 39% of national income, and

· Capital (investors), after taxes, received 7%

In reality, capital is labor’s best friend.  Everything around us and what we use is there because a multitude of people in the past has saved and invested.  Further, money is fungible so that it makes little difference if the money for Mrs. Poor’s mortgage comes from Mr. Rich’s savings, or vice versa.  Does Mrs. Poor care, or know, that some of her apartment’s water happened to flow from Mr. Rich’s springs on his estate hundreds of miles away?  What matters is to keep the water supply flowing and plentiful.  The same applies to saving and investing.

Overview

· The key to successful, major tax reform is: keep it simple ● keep it simple ● keep it simple
· IIAs are loved by all taxpayers—of any age, of all ethnic backgrounds, all kinds of work, males and females, working and non-working

· IIAs are more than revenue neutral; they’re revenue positive over the longer term—which is, after all, the proper perspective for real, successful tax reform.

· IIAs are easy to administer.  The machinery already exists.

· Much of the tax code is rendered unnecessary by IIAs.  The unused, obsolete portions can be removed in due course.

· With IIAs, every taxpayer has the exciting opportunity to increase his or her wealth to levels they never thought possible.  

· IIAs are a needed, positive, life-long learning experience about the fruits of free markets and capitalism for all of our people; a most important attribute.

· Significantly more private savings via IIAs, accumulating to trillions of dollars, are a gigantic economic gain for our country.  Chairman Greenspan’s task is made easier.  Foreign governments, institutions, and individuals will recognize the economic and fiscal soundness of this legislation.  The value of our dollar will increase in international markets thereby helping to bring down the costs of oil and other imports.  The economic gains from IIAs are huge.

· IIAs open the door to sound savings plans for individuals and families, e.g. health savings accounts; self-funded, portable pensions; accounts at retirement can be annuitized in whole or in part; associations and unions, as well as employers, can offer sponsored plans thereby securing the economic advantages of group underwriting and competition.  The financial services industry can create new types of plans and investment opportunities not otherwise feasible.  The entrepreneurial opportunities are limitless.  

· It is appropriate to note that while IIA tax reform is truly dramatic in its opportunities for future wealth accumulation for everyone, it also dramatically illustrates how past wealth accumulations have been ignorantly curtailed via the many past decades of imposing the income tax on our people’s past savings and investing.  The measurable and immeasurable costs of curtailed wealth accumulations are astronomical.

· History is replete with illustrations of nations that have collapsed by ignorantly taxing away the accumulation of wealth of their citizens.  Unfortunately, there is no other sustenance for a government’s livelihood.  IIAs help avoid this fate.

· IIAs are the ideal companion to social security regardless of how social security is revised to strengthen its usefulness and funding.

Brief Kelly bio: 1948-1962 Advisor to major corporations on pension, health, and life insurance plans.  1962-1978 Founder and chairman of life insurance company specializing in Kelly-designed variable annuities.  1978-present Self-employed within variable annuity business and directly involved in legislation that corrects the onerous taxation of personal saving.  Inducted into the Variable Annuity Hall of Fame, 2003.

PO BOX 210 – 42 WINDLEBLO ROAD – MIRROR LAKE, NH 03853

(603) 569-8283 - FAX (603) 569-1595 – tkelly210@earthlink.net

Savers & Investors League

PO Box 210 – 42 Windleblo Road – Mirror Lake, NH 03853

(603) 569-8283 - Fax (603) 569-1595 – tkelly210@earthlink.net

2

