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I. Description of Proposal – Fair tax

a. the tax base (income, consumption, hybrid) – Tax new items sold for personal consumption only. 

b. exemptions, deductions, credits and exclusions - All valid Social Security cardholders who are U.S. residents receive a monthly rebate equivalent to the FairTax paid on essential goods and services, also known as the poverty level expenditures.

c. tax rate(s) – 23% 

d. distribution of the tax burden (including provisions for relief for low-income individuals)  - Those who spend more will pay more.  The wealthy purchase $100,000 in goods a year and pay $23,000 in taxes.  The family with a lower income of $50,000 will only pay $11,500 in taxes for the year.
e. treatment of charitable giving – We don’t need nor want any special treatment for charitable giving.  It is a common misconception that giving is directly related to the tax code.  Statistics show that giving is directly related only to the economy.  For a first look at this, consider that only 1 out of 3 tax filers itemize, which is the only place they can get a tax deduction for their gifts.
treatment of home ownership – We neither need nor want any special treatment for home ownership.  It is another misconception that home ownership is related to the tax breaks for it.  Again, only 1 in 3 itemize, which is where mortgage deductions apply.  Let’s take an example of Mr. and Mrs. Fair.  He receives a salary of $40,000 per year and she is self employed working part time and receiving $20,000 per year.  

	Mr. & Mrs. Fair’s spendable income analysis
	Current Income Tax System
	FairTax System

	Combined income before taxes
	$60,000.00
	$60,000.00

	Less Mr. Fair’s Social Security and Medicare taxes (7.65% of $40,000.00)
	$3,060.00
	$0.00

	Less Mrs. Fair’s Social Security and Medicare Taxes (15.3% of $20,000.00)
	$3,060.00
	$0.00

	Less their combined 2003 federal income taxes: $1,400 + 15% * (60000 – 14000 – 13,484.85[First yr mortgage interest deduction])
	$4,877.27
	$0.00

	Income after taxes
	$49,002.73
	$60,000.00

	Add the fairtax PCA rebate they receive
	$0.00
	$5,575.00

	Their combined spendable income
	$49,002.73
	$65,575.00

	Yearly house payment: 200,000 @ 6.75%=1297.20/mon.
	$15,566.40
	$15,566.40

	House payment as a percent of spendable income
	31.8%
	23.7%


Note that the above scenario also shows the “best case” for the current income tax system because the mortgage interest  of $13,484.85 is the first year of the mortgage.  After the first year, the amount of interest paid will decrease as the principle decreases.  Under the fair tax system, the numbers don’t change as the mortgage is paid off!  
f. collection methods(s) – Each state collects the fairtax from businesses and the IRS simply receives the payments from each state.
g. treatment of businesses – Businesses pay no taxes, they only submit the taxes they collect to the taxing authority in the state.
II. Impact of Proposal Relative to Current System. 
a. simplicity (including transparency and stability) – Because it eliminates all deductions, it couldn’t be simpler.  It is not transparent, nor should it be.  People should be aware of how much they are paying in taxes and they should know exactly when they are paying them.  It is stable because people need goods and services and therefore will purchase them.  Furthermore the fairtax will make China and other countries with what we call “cheap labor” pay taxes because their goods sold here will be charged also.

b. fairness – Those who spend more will pay more.  That’s the way it should be.

c. economic growth and competitiveness – This is the only concern because the economy will likely explode under such a tax structure.  American companies will no longer be paying taxes on goods they produce, so American exports could easily double, triple, or even quadruple under the fairtax because they will be so much cheaper when sold in other countries.
d. compliance and administration costs – Because it is so simple, compliance enforcement costs will nearly disappear compared to today.  Likewise administration costs.
III. Transition, Tradeoffs and Special Issues. 
a. Impact of Transition – The impact will be a burgeoning economy and people free of worrying about documenting all income and expenses so they get their taxes done right.  The impact will be on the tax lobby (which will disappear) and many IRS agents who will lose their jobs because of a simpler system.  However, the economy will be growing so much that America still won’t have enough workers to fill the available positions.  Oh, and Intiut will probably lay off hundreds of workers because they don’t need to figure out exactly how all the tax laws fit into TurboTax.  The major impact to be expected is that people will dramatically increase spending in the month prior to implementation of the fair tax in order to avoid it.  Much of this can be remedied, however, by stating that when the fairtax is implemented, any goods received after the fair tax is implemented will be taxed.  i.e. Individuals can’t pay now and take possession after implementation.  If they do, then they’ll have to pay the tax on the goods.  This will, however, be balanced by businesses who will put off making purchases until after the fair tax is implemented in order to purchase cheaper goods.
b. Tradeoffs – Many in the IRS and many workers who make sure they and their companies comply with the tens of thousands of lines of tax code will lose their jobs.  In exchange our country will dramatically increase exports, which will employ millions more workers in productive jobs rather than regulatory jobs.

c. Special Issues – No industry nor economic sector in the country will receive any favors under the fairtax.

IV. Revenue Neutrality – The fairtax is designed to be revenue neutral.  Most of the data necessary to analyze the size of the fairtax base and the required revenue neutral rate are available either in the National Income and Product Accounts (NIPA) published by the Department of Commerce or the Federal Budget.  A number of adjustments to NIPA personal consumption expenditures need to be made to arrive at the base which the fairtax actually would tax.  NIPA personal consumption expenditures include as consumption by homeowners the amount for which owner-occupied housing would rent.  This imputed amount of consumption is not taxed by the fairtax and, therefore, it is subtracted for purposes of calculating our base.  Similarly, NIPA treats education expenses as a consumption item but under the fair tax education is treated as an investment and not placed in the taxable base.  Conversely, because the fairtax would tax all consumption, not only personal consumption but also consumption through government, government consumption is added to the tax base.  The fair tax would replace individual and corporate income taxes, payroll taxes and the estate and gift tax.  Accordingly, the amount that these taxes raise ($1.7 trillion) is the amount that the fairtax would need to raise.  Therefore, the rate required is 23%.
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