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I. Description of Proposal


Having watched the presentations made at the last Hearings, the FairTax Proposal, as described in HR 25, is by far the best solution that has been offered to date.

It is the fairest, because it supports the notion that those who consume the most resources should pay the most tax.
· Tax Base – it taxes every dollar spent by an individual for a new product or service, whether the dollar was earned legally or not

· Exemptions – All the basic necessities for living – food, clothing, medicine, shelter, etc. – are exempted through the monthly prebate.  Used goods and business-to-business transactions are exempted (just as they are now in most states.)  And Education Expense is exempt, providing the incentive to create a smarter workforce to compete in the new “Global Economy.”

· Tax Rates – one rate that is paid by all

· Tax Distribution – those who spend the most (i.e. use up the most resources) pay the most in tax.  What could be fairer than that?

· Charitable giving – based on past economic studies, this will not change.  Most charitable giving is made without regard to potential tax breaks.

· Home Ownership – Although the tax on a new home would be sizeable, it would be offset by a significant reduction in the purchase price as a result of the elimination of embedded payroll taxes, etc, that are built into the cost of all goods and services under the existing plan.  Also, individuals would have more 

Roger Alley

income to spend under the FairTax.  Buyers of resale homes or property would pay no tax.  With more money to spend, more people could become homeowners.

· Collection methods – Of all the tax reform plans put forward, the FairTax is far and away the easiest to implement.  As the owner of a retail business, it would take me literally five minutes to reprogram my cash register from 5% to 30%.  Submitting the monthly tax receipts to the State would take no longer.  It would only involve a bigger check!

· Businesses – do not pay taxes. Only people pay tax. As in most states, sales of goods for resale are exempt from sales tax.  Under the FairTax, all business-to-business transactions would be exempt from being taxed.

II. Impact of Proposal Relative to Current System

First and foremost, the FairTax would be the least impactive of all the plans proposed, because it requires no action whatsoever from the taxpayer!!

· Simplicity – What could possibly be simpler for the average citizen to understand than a flat sales tax?
· Fairness – The FairTax ensures that every dollar spent is taxed, regardless of whether the dollar was earned legitimately or not.  Eventually all money is spent.
· Economic Growth and Competitiveness – Since our manufactured goods would have no embedded tax cost, our exports would be far cheaper and thus
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far more competitive in the world economy.  Our economy should grow    rapidly as a result.

· Compliance and administration costs – Under the existing system the IRS spends billions of dollars to ensure that millions of taxpayers are paying their fair share.  And every year, because of the existing quagmire, compliance becomes a bigger problem for obvious reasons.  Under the FairTax plan, the existing state taxing authorities, in partnership with a Federal Taxing Agency (pared down IRS), could more easily ensure compliance from the businesses tasked with collecting the tax since there would be far fewer entities to audit.  Since businesses would be compensated, or rewarded, for collecting the tax as they are now in most states, non-compliance would be greatly reduced.  Administration costs would be a fraction of what they are now, not to mention the money saved by the taxpayers who would no longer have to file taxes under the current system.
III. Transition, Tradeoffs and Special Issues

The transition could be accomplished in less than 24 months, allowing time for planning, implementing, and out-placing IRS employees, tax accountants, tax attorneys, and lobbyists.  Special issues include the necessity of revoking the 16th Amendment to ensure that an income tax cannot be reinstated on top of the sales tax, creating a system for more rigorous vetting in the issuance of business licenses, and accurately verifying family size and composition for the monthly 
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prebate check. Srict limits would have to be placed on transfers of money to offshore accounts.  Any adjustments to the projected revenue stream to ensure revenue neutrality subsequent to implementation could be made with fractional 

adjustments to the tax rate.  It only takes five minutes to reprogram a cash register.

IV.  Conclusion





Although a change of this magnitude certainly implies a level of risk, the potential benefits far outweigh the perceived risk.  I would hope the Panel has the courage to take the leap and recommend the FairTax to the President, and that our Congress has the courage to pass it.  Be assured, however, that any of the proposals presented to the Panel would, I am sure, be an improvement over the existing system.

Respectfully submitted,

Roger Alley

Business Owner

