William H Clark - Arizona
1
4/28/2005

Chairman Mack and Fellow Panel Members,

This document describes highlights of the FairTax.  The FairTax has already been introduced into Congress as The FairTax Act of 2005 (HR25/S25).  I refer the Panel to the Bill for reference. 

The FairTax is the most sensible tax reform proposal to be offered in many years.  It is bipartisan, originally introduced by Rep John Linder (R GA) and Rep Collin Peterson (D MN).  It is designed to totally replace the current income tax system and abolish the IRS.  There is also a companion Bill in Congress that will repeal the 16th Amendment, making the income tax illegal.

The FairTax offers the most freedom and financial privacy to the American taxpayer.  Under income tax systems, privacy is not possible.  The government must be intrusive into taxpayers financial affairs to confirm compliance.

The FairTax is simple.  The code consists of only 133 pages and it offers no special treatments for certain industries or specialty groups.  It is immune from lobbyist tweaking and special “pet” provisions for members of Congress.  The current code is about 60,000 pages and invites lobbyists and special interest groups to offer annual “improvements”.  The result is impossible to meet accurate compliance.

The FairTax is the right tax system for America for the 21st century.  

Highlights of the FairTax

Part I

Description of Proposal

I.1
The tax base (income, consumption, hybrid)

· The FairTax, a consumption tax.

· A National Retail Sales Tax on all new goods and services by the end consumer.

· The FairTax Act of 2005 (HR 25 / S 25) has already been introduced.

I.2
Exemptions, deductions, credits and exclusions

· No exemptions, deductions, credits or exclusions on new purchases, under the FairTax, to the final consumer.

· Used or previously owned items would not be taxed.

· Education expenses would not be taxed – considered to be investment expense in human capital and would be exempt.

· Business-to-business sales would be exempt from the FairTax.

I.3
Tax rate(s)

· The FairTax (sales tax) percentage specified in HR25 / S25 for the NRST is such that the tax retains revenue neutrality.

· The FairTax would remove corporate taxes and compliance costs, which are currently hidden embedded components of consumer prices and account for approximately 22% of the prices.

· The FairTax rate would be totally visible at the time of purchase and NO other federal taxes would be hidden in prices.

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

· The tax burden would be distributed to a base that includes all consumers of new products and services.

· The base would include visitors, tourists and undocumented aliens

· The base would also include those elements of society that now avoid taxes under the current system.

· Lower income Americans would be free of taxation as described above.

I.5
Treatment of charitable giving 

· Under the current income tax system, approximately 70% of taxpayers who make charitable donations do not itemize, therefore claim NO charitable deductions.

· Under the FairTax, all contributions would be made with pre-tax dollars.

· Americans make charitable donations based on ability and need, not by tax “breaks”.

· The FairTax would make more funds available for giving.

I.6
Treatment of home ownership

· 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 current 20 – 25 percent hidden embedded tax cost is eliminated.  

· Savings for a down payment will be tax-free therefore will grow faster.

· Purchase and payments for homes will be with pre-tax dollars.

I.7
Collection method(s)  

· A National Retail Sales Tax will fit into point-of-sale tax systems already in place in almost every business in almost every state.  

· Slight modifications with minor cost would be necessary at collection sites.

· Cost would be one-time and minimal compared to current annual compliance costs.

· States would be compensated with ¼ of one percent of the total collections.

I.8
Treatment of businesses 

· Corporate, payroll and self-employment taxes would be removed by the FairTax.

· Taxes and compliance costs would be removed from prices.

· Businesses would have more funds available to grow and provide new jobs

· No industry would receive preferential tax treatment as exists under the current income tax system.

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

· The FairTax would be the most simple of tax solutions.  

· Everyone would subject to 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 hidden taxes, no avoidance.

· The FairTax would make the tax code understandable.  Consumers 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 fairer.  

· 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 fairer.

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

· The FairTax is progressive.  Above the poverty level, those consumers who purchase more, pay more tax.  This makes the tax fair across all classes.

 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 is 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.

II.4
Compliance and administration costs 

· The FairTax would reduce compliance costs by 95%, according to the Tax Foundation.   That money would be freed 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.        

Part III 
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
· tax report The FairTax will require that checks be sent to qualified households on a monthly basis.  The checks 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 when the inventory is sold subject to the FairTax.  

· 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.  

