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Comments are being made by Gregory Haggquist, CEO of TRAPTEK, LLC. The comments are from both personal and business tax experience.

1.
Description of Proposal

a) H.R. 25: Consumption tax, National Sales Tax at point of purchase of new items.

b) Repeal all other taxes; Income, Social Security, Medicare, Death, Capital Gains, Gift Tax.

c) Tax rate 30%.

d) No deductions (home ownership, charitable giving, etc.).

e) Corporations and individuals both pay the same.

f) Each person is given the same monthly rebate check; the amount is determined by the amount of tax that would pay at the poverty line.

g) Social Security and Medicare payments are part of this collection.

h) All American citizens receive the same Medicare and Social Security benefits starting at age 68. Social Security payments are not based on what you pay in, they are based on what is needed to keep people above the poverty line.

i) Collections are made by each State. A small Federal agency coordinates the collections from each State.

j) Every Citizen and visitor pays the tax. No one is exempt.

2.
Impact of Proposal Relative to Current System

The proposed system is the simplest tax system that could potentially exist. Compared to the present system, a National Sales Tax would be understood by every citizen. They would know how much tax they are paying based on what they are buying. Presently, Americans are forced to waste time each year determining how much money they owe the Government (average of 26 hours per person for 1040 form). This wasted time and money would be completely eliminated. The collections for a National Sales tax would be straight forward requiring less employees to collect the tax compared to the present system. The system would be fair to all citizens. Low-income wage earners will be getting a huge tax break based on the elimination of payroll taxes. Social Security and Medicare are regressive taxes burdening low-income workers. The proposed system would allow low-income workers to get a rebate on potential taxes paid. This means the low-income worker would get a check each month no matter what he spends. No paper work is required to get your check. High income earners would be rewarded for saving their money, they could grow their money tax-free. The only time they are taxed is when they purchase new goods.

The proposed tax system would also give American manufactured goods an added edge. The present system puts American goods at a disadvantage because American goods have the present taxes build into the price. Other goods come into the country with their own countries taxes built in; in some cases the taxes built in are much less compared to American taxes. In the proposed tax system, American goods and imported goods would all be taxed at the same rate at the point of sale. Thus American goods would fairly compete with foreign imports. Further, American exports would not contain any US tax built into their price, thus lowering their price making them more competitive in world markets. As an example, the price of a GM car built in the US contains all the payroll taxes from the employees who made the car. If those payroll taxes were eliminated, then when that car is exported the price would drop based on the tax savings.

Compliance of the present tax code requires an agency which is expensive to run and has to intrude on American lives. Even with the IRS, Americans can find ways to not pay their fair share of tax. The proposed system will require a sales tax to be collected at the point of sale of new items. Compliance would be at the level of compliance that State sales tax is collected without the need of the IRS. People who want to spend money will purchase goods where it is convenient.

One major impact the proposed system would have would be the level of savings in the US. Americans would turn their spending ways around and focus on savings again. The code would penalize spending and encourage savings. The savings level in the US has been steadily declining over the past several decades. It is important for the stability of our economy to increase the savings rate and thus stimulate the investment rate, which in turn drives the economy.

The level of spending in the US is less volatile compared to income generation. Spending fluctuations are generally smaller compared to income changes during recessions. Spending remains constant because people will still require living expenses.When they loose a job they will still spend from their savings. Thus revenues generated from spending would not fluctuate as drastically as revenues generated from income.

The proposed tax system could also have a major impact on the present Social Security problem. In the future, more and more tax dollars collected are going to be used to pay for entitlements. Entitlements will shift from being 16% of the current expenditures to 30% in 2042. The proposed tax system, coupled with a change in the way Social Security payments are made – everyone receives the same check versus the more you pay in the more you get out – would reduced the Social Security liability level. This is accomplished by not paying out a large amount to those who were paying in a larger amount. The high-income earners would be compensated by not being taxed on their savings and their inheritance. High-income earners also will not need the Social Security check to be a major part of their retirement because savings would be higher because their returns would grow tax free.

The proposal also simplifies the types of savings accounts everyone has. The present system allows you to have IRAs, Roth IRAs, SIMPLEs, SEPs, 401K, 529 College Savings, UTMAs, Medical Savings. 403bs, and some that I don’t even know. The present system requires a person to predict the future, deciding how much should go into each account and how fast that account will grow. Nobody can predict his or her future needs. The proposed system allows you to have one savings account for all your needs. As a need arises, each person can use the funds for that particular need. Further, with one account it would be easier to manage the investments within that account, increasing diversity of investments. As an example I have 529 accounts for both children and UTMA accounts for them. I did this to grow savings tax free. What if I put too much in those accounts or too little? What if I didn’t put enough in my retirement accounts? I am forced each year to calculate how much I should add to each account to achieve an unknown goal. Wouldn’t be easier if I had one account that grows tax free that I can use for education, medical and retirement?

3. Transition, Tradeoffs and Special Issues

With all proposals there are tradeoffs and transitions. A National Sales Tax would reduce the need for Tax Accountants and Tax advisors. These professionals would immediately be affected. However, their skills would be absorbed into the workforce by companies looking for accountants and finance skills. Further, IRS workers would be released by the Government. Other minor issues would be the political parties would no longer be able to argue about the tax code every election. The code would be so simple, tax credits and tax cuts would become a non-issue. The tax code couldn’t be used to force the public into certain practices, such as, charitable giving, homeownership or whatever the Congress feels Americans should be doing. But the proposed code would encourage Americans to save, and with the ability to save money and grow money tax-free there would be more money for each American to use. Thus, young Americans can save money to purchase a home, others would have more disposable money to give to charities. Americans would be freer to keep their money and used it how they see fit.
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