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Dear Mr. Chairman and Members of the Committee:

Let me begin with an observation leading to a commgiht. My observation? The debate over
America’s tax system is not about one problemis #bout a bundle of competing problems searching
out competing solutions. Although all Americansrgha fervent disdain for the tax system, theyalo s
for many reasons. Before policymakers can malkegragress in discussing the effectiveness of
various alternatives in achieving reform goalsreéfare, they must first agree upon the common ssue
reform is meant to address. Stated another way,ittust decide “what are the central problems with
our current system?” before they can intelligeagi “how well the ideas for reform address those
problems?”

My compliment? The Committee insightfully titleli¢ hearing How American Tax Policy Affects
U.S. Businesses.” Shrift was doubtless giventliagiit “WhetherJ.S. Tax Policy Affects Business.”
U.S. Tax policy affects, and unfortunately disafédousiness, in ways well beyond the tax expeneBtur
purposely designed to effect that resulf short, our tax regime influences business ftbencradle to
the grave: whether or not to start a business, Whsiness to start, how to organize it, where tate it
(here or abroad), how to fund and run the busingsen and how to expand it, when to hire, when to
terminate it and how to unwind it.

Over the course of the last 25 years, | have seantéix policy affects business from many anglesa as
practitioner, an advocate, a federal prosecutoadfumnct professor, an author of treatises ando& ba
the policy process, and as a Congressional coudsel.from these differing perspectives, | cannelph
but see the discouragement of many economists woises of reason are ignored, not because they
are discordant, but because they are drowned otltebgieafening din of lobbyists. Our tax system ha
in a nutshell devolved into an unholy trinity obloyists, industry seeking relative advantage and
Members who seek campaign contributions, all of mvlveould sacrifice at the altar of a public auction
our national prosperity for personal advantage.

The good news is that Tax reform is coming. H t&de that if resisted by this Congress will begeal
by their replacements. But the bad news is trettrection of tax reform remains to this day utener
What will reform look like? What are the critebg which reform will be adjudged? Will reform be
accomplished in name only, to leave to another igeio@ the ultimate fix when the economy has
worsened?

1 1974CongressionaBudgetand Impoundment Control Act (PL 93-344).



Understanding how we have gone astray is as edsyaasg the central chorus of economists, as
discordant as they sometimes sound. You will bigarthe critical maladies of our current system ar
three-fold:

* its complexity, prolixity and crushing compliancests;
* its high marginal rates which trample productiveame, stifle growth, job creation and wages;
* an anachronistic international tax system thaelisfeagellating.

And many will tell you, as | will today, that thelsition to this crisis is a consumption tax thatkees
the taxes we pay visible, ensures all Americanstaleeholders, is neutral as to savings and invegtm
lowers marginal rates, reduces compliance costsendves the anti-competitive nature of our non-
border adjustable extraterritorial tax system. st of these is the FairTax, which stands in staik
contrast to theausus malef our current system that it illuminates the piils Nation must take to
regain the trajectory of our prosperity.

|. The Maladies. Three Ways Our Tax System Hurts Business

A. Compliance Costs Impose a Crushing Weight on Bess.--As we think about the ways (and
degree to which) the U.S. tax regime adverselyctdfbusiness, it is helpful to see the issue dgster

of antibiosis maladies In case one missed thantibiosisis the opposite asymbiosis What it means is
that each factor combineswmrsenthe negative contribution of the other; and tkat perfect
description. Complexity begets costs, begets lotgs begets evasion, begets high rates, begets mor
lobbying for loopholes, which begets more evasvamch begets a perception of unfairness, which
begets even higher rates, more evasion, more ecomoefficiency, and so on.

Understanding the tax regimes harmful effects keegirth the compliance costs it imposes. To begin t
understand how ludicrous these costs are, visutddez&967 movie, Cool Hand Luke. Then imagine the
taxpayer personified by Paul Newman as he comp&bosit breaking rocks and moving them back and
forth from one pile to another, for no apparensagsin the prison yard. When Newman approaches
expiration, the response of the guard is "What /gt here is... failure to communicate.” The gsavi

of the problem has been heard by this very Comengéxeral time$

One aspect of compliance costs are administratgesc The IRS directly employs about one hundred
thousand employees. The IRS budget is about $iitieh®, which has grown by 323% since the Tax
Reform Act of 1986 in order to, among other thingandle 1.7 billion pieces of paper annually. All
told, Americans spend more on IRS enforcement they do to administer the nation’s environmental,
labor or other laws combined.

2Joint Economic Committee, Report #109-353, Repotthe 2005 Economic Report of the President, N2Q05.
® The Internal Revenue Service Data Book, 2010, a8l
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But theseadministrativecosts are themselves negligible when comparetetbroader federal mandate
thrusts upon the IRS’s “customers.” These arectimepliancecosts, borne by businesses and
individuals in their efforts to calculate, substate and pay the taxes owed.
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While the economic burden occasioned by complidrasebeen estimated many ways by many
researchers, with a correspondingly large rangalfes, the most recent credible study shows th@at U
taxpayers waste as much as $431.1 billion annoalligx compliance. If this figure is near corréit,
means that we pay about 30 percent of total indaxes collected, just to ... well ... pay those takes.
Of the 431.1 billion, 88% is the time value costsrie by taxpayers: $161.7 billion by businesses a
$216.2 billion by individuals.

4 Laffer, Winegarden, and Childs, “The Economic BamdCaused by Tax Code Complexity, April, 2011.



How much is $431.1 billion? It is more than theldoValue ofall the finished goods and services
produced in the states of Virginia ($427.7 billipNprth Carolina ($407.4 billion), and Georgia (84
billion); in fact, more than the GDP of 42 of th@ &ates. It is more than the GDP of 171 othépnsf
It represents more workers than employed by Walti8tores, United Parcel Service, McDonald's,
International Business Machines, and Citigroup ciowexh.
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The drivers of these costs are several-fold. Cargtsncreased by the complexity of the law, by the
numbers of taxpayers, and by the taxable evenysiticer.

The legendary complexity of our tax system is p&d protean trend that has accelerated over aigent
with the nearly perennial enactment of new taxdiegiion (4,428 changes to the tax code in justabie
decade). In 2010 alone there were 579 changes, tnan one per d&yThe continuous tinkering with

the tax code has resulted in tripling the lengttheftax code, now a mind-boggling 3.8 million wafd

As shown graphically above, the combined federabine tax code, regulations, and IRS rulings have
exploded from 14,000 pages in 1954 to 72,536 phg&911l — an increase of 518 percent. Consider as
well the sheer volume of returns: 236.5 millior2®10 (excludes informational returns).

Who pays these costs? Not surprisingly, small fidisproportionately absorb the lion’s share of the
$161.7 billion in fixed costs that stem from paperkvand record keeping, tracking wages, and
interpreting the law — costs they cannot passeagaldén 2007, researchers at the IRS estimatetbthk

%« ist of Countries by GDP (nominal).” 2010 estiraat Wikimedia Foundation, Inc. Nov. 11, 2011.
http://en.wikipedia.org/wiki/List_of countries byD®_(nominal).

® Taxpayer Advocate Service, 2010 Annual ReportdadBess, “The Time for Tax Reform is Now,” Dec. 3010, p. 4.
The IRS’s own centers established to help peoppae their tax returns show the complexity. Adawg to the Taxpayer
Advocate Service, the IRS received 110 million<alleach of the last two fiscal years; 25 peroémthich the IRS was
unable to answer. In addition to the telephonksctide IRS must process more than 11 million meddfdaxpayer
correspondence annually.

" Ibid.




costs of complying with the income tax for busiressef varying size¥. They found that the cost of
compliance consumed from 15 to 18 percent of reseiior very small businesses—those with receipts
of $50,000 to $100,000. For businesses with resdigtween $100,000 and $500,000, that ratio fell to
about 5 percent. For businesses with receipts leet$800,000 and $1 million, it was about 2 percent.
And for businesses with receipts greater than $tlomj it was only 0.5 percent.

What effect do these costs have on business? rBalasted on compliance are directed away from
hiring, reinvestment, plant or equipment, R&D artlden productive activity; all to fund an industriy o
tax attorneys, accountants and financial planretsgroduce nothing that adds to our economic well-
being. The estimate of $431.1 billion in tax coimpte costs does not include any of the behavioral
changes that misallocate resources from their emmtomically efficient uses toward their most tax-
efficient uses. Nor do these compliance costs aredke lost economic opportunities due to the
uncertainty created by our complex tax cOdiedeed, increases in business uncertainty areiassd
with prolonged declines in economic activify.

There is also collateral damage not always meakumalgurrency. Our system is so complex the IRS
does not understandifand tax-writers don't try to). One survey fouthdt only 58% of the public
agree that the IRS and its staff are experiencddkaawledgeable, while 37% do not. The findings are
the same for perceived trustworthiness (59% ve38@s, respectively}> Even Warren Buffet, with the
most sophisticated tax advisers money can buyasyiears'-long dispute over its federal tax bifisBut
that fact does not prevent the income tax to blectad with a heavy hand. In 2010, our government
embroiled its citizens in more than 71,696 litigatiactions, with 7 of 10 involving small firms.
Taxpayers sustained more than 3.6 million levidhat same year, the IRS assessed 37,055,841
Americans $28.1 billion in civil penalties (27.1Ikain penalties for the individual income tax aljne
The corporate income tax required the issuanceldf51931 penalties and the employment tax had
7,838,423 penalties issued to businesses with gmgdo The IRS data on civil penalties also shows
that13% of these penalties (representing 36% op#malty amounts) were ultimately abated.

And at a deeper level of analysis, when compliaiosts and complexity are seen as a function of the
rate of compliance itself; we can see just how brot&ur system is. To understand the relationship
between compliance costs and compliance, consaeme may be able to achieve an acceptable
compliance rate, even with a tax system — suchpadl &ax — if we were only willing to impose endug
penalties at a high rate, take away civil libertregjuire enough substantiation, or provide enough

8 Donald B Marron, “Tax Policy and Small Businegge'stimony before the Subcommittee on Select Reviteasures,
House Ways and Means Committee, March 3, 2011gaisearch by Deluca, et.al., “Estimates of U.SeFa Income Tax
Compliance for Small Businesses.” Paper preseritdoe®2007 National Tax Association meetings, Cddus) OH.
°Adbiweli M. Ali, “Political Instability, Policy Unertainty and Economic Growth: An Empirical Investiion,” Atlantic
Economic Journal, March, 2001.

10 Bachmannet al, Uncertainty and Economic Activity: Evidence fr@usiness Survey Data, NBER Working Paper No.
16143, June 2010.

11n 1989, one out of three callers got incorrecvegrs. GAO accepts IRS testing that says in 1882RS gave the right
answer to taxpayer questions 88 percent of the tife IRS’s own centers labor hard to help peppdpare their tax
returns; however, even the IRS gave incorrect arsswer no answer at all — to 43 percent of thestioles asked by
Treasury Department investigators posing as taxgayehe investigators concluded that half a milliaxpayers may have
been given wrong information between July and Ddwar2002.

2Benno TorglerTax Compliance and Tax Morale: A Theoretical amdpfitical Analysis Massachusetts: Edward Elgar
Publishing, Inc., 2007.

13 According to Berkshire Hathaway’s own annual répersee Note 15 on pp. 54-56.



resources for detection. Reducing the interrefatip between compliance and enforcement to a very
simple balancing act, we might, therefore expressihterrelationship as a goal: our goal wouldde
minimize one function (compliance costs) at theséime we maximize another (the voluntary
compliance rate).

But today, despite these onerous compliance castsuch as one-fifth of all income taxes owed ate n
actually paid. The U.S. tax gap is a major, cantig and growing problem, notwithstanding a much
larger IRS, more burdensome information reportemguirements, increasingly stiff and numerous
penalties. In 2001, the IRS estimated that thegytax gap—the difference between taxes owed and
taxes paid on time—was $345 billion. Adjusting #©1 “tax gap” estimate to tax revenues for 2006
yields a gross tax gap estimate of $432 bilfibnFurther escalation of compliance costs may #gtua
spawn further noncomplianég An estimated 18 million wage-earning Americansehdropped out of
the income tax system entirely as “non-filers.” Nfders alone accounted for $30 billion of the wap

in 2001, up nearly 300 percent since 1992.

Theantibiosiscontinues because complexity breeds complexitytasget rich area for lobbyists to
mine the Code. In this year’s State of the Uniodrasss:® President Obama said:

Over the years, a parade of lobbyists has riggedtéix code to benefit particular companies and
industries. Those with accountants or lawyers tokviloe system can end up paying no taxes at atlaBu
the rest are hit with one of the highest corpotaterates in the world. It makes no sense, andstto
change. . .. So tonight, I'm asking Democrats Regublicans to simplify the system. Get rid of the
loopholes. Level the playing field. And use therggs/to lower the corporate tax rate for the fitishe in
25 years—without adding to our deficit.

But that was just before he proposed small firmgifeen a tax credit for hiring veterans, which of
course they already do. Who could possibly beresgamall business and veterans?

In summary, for business, compliance costs, conifyglerd the tax gap conspire as #dmibiotic

maladies Compliance costs impose dead weight. Complexitpduces unfairness. Both contribute to
the tax gap. And as the tax gap increases, betaxjsayers are not paying what the law requires,
further compliance costs are imposed. Honest basas pay in several ways: they pay higher taxes
because non-compliers evade or avoid them, theyigdner compliance costs to ensure the low level of
compliance that currently occurs, and they payragdien the complexity stimulates more lobbying,
more loopholes that result in higher rates thaghetdown investment and our national prosperitynd A
the beat goeson . . ..

B. The Anti-Growth Effects of Punishing ProductiviEénterprise

14 John O’Hare, Managing Principal, Quantria StraegLLC, an economic and tax policy consulting fiGeptember,
2007.

5 willis, Lynda D., “Taxpayer Compliance: Analyzitige Nature of the Income Tax Gap,” U.S. GeneraloAating Office,
Testimony Before the National Commission on Restmireg the Internal Revenue Service, GAO/T-GGD-%/-Banuary 9,
1997. Higher compliance costs can reduce volurdgamgpliance at a certain level. As the GAO hatedtd'...some of the
‘tax gap’ may not be collectible at an acceptalolst.cSuch collection might require either moretsive record keeping or
reporting than the public is willing to accept ooma resources than IRS can commit.”

16 Speech given to Congress on January 25, 2011.



High Marginal Rates and Triple Taxation of Savingand Investment Stifle Job Creation, Reduce
Real Wages and National Prosperity.Fo cite a general economic proposition and its ltamg no

form of taxes have a benign effect on the econdmaynot all forms of tax regimes inflict the same
degree of harm. There is a consensus in the edoaq@mofession that given a certain level of teomti
the two most important factors affecting investmeavings, output and real incomes are (1) thd l&ve
marginal tax rates and (2) the degree to whichidkdase penalizes savings, investment and progucti
activity.

What is emblematic of a good tax system? An opttaxaregime imposes the lowest marginal tax rates
that can be devised in order to raise a given le&xes (which themselves should be low), in
conjunction with a tax base that is neutral towaadngs and investmentd., does not favor
consumption), is neutral across industries andnatenal borders. Although there is spirited
disagreement about how large the positive effaet®fia system that lowers marginal rates or agsiev
such neutrality, no serious analyst would disagvitle the salient effects. And more importantly, no
serious analysis would find that the U.S. is gomthe right direction.

How High Are the U.S. Tax Rates?When the media, pundits and politicians use tha téax rate,”
they neglect to explain what they mean by that tevifhen economists refer to thational statutory
rate they always mean the government’s tax rate impbgddw and assessed on income/profits, and
they typically mean the top statutory marginal raies is very different from the effective taxeat
which is the total tax paid as a percentage of tot@me earned, and which accounts for all bragket
deductions, credits, depreciation, and preferemct® tax code and is a function of what the gntit
actually pays in taxes.

In the U.S., corporations that earn profits of mihian $18,333,333 are taxed at an outstanding top
statutory marginal rate of 35 percéht.The statutory combined rate adds to this staddacal tax rates
(on average 4.2 percent), yielding a 39.2 perdatat®ry combined rate. Owners of S corporations,
partnerships and sole-proprietorships based ooufrent budget proposal payational statutory rate

of 39.6 percent (not including payroll taxes) ocame over $383,350. But that same taxpayer pays 10
percent on income up to $8,600, and 15 percemaamie up to $34,900, etc. Depending on deductions,
a taxpayer might pay a relatively modest averag®tetotal earnings, yet nonetheless face a 39.6
percent marginal tax on any activities that couldipincome higher—such as extra effort, education,
entrepreneurship, or investment. The chart beloows where the U.S. ranks among developed
countries when considering corporate rates.

2010 Corporate Tax Rates, U.S. vs. OECD Countries

U.S. OECD Average U.S. Rank
National Statutory Rate 35.0% 23.4% 34thad B4
Statutory Combined Rate 39.2% 25.1% 33tcbbB4
Effective Rate 29.0% 20.5% 33rd out of 34

In short, the U.S. has the dubious distinctionpgafreng a national statutory rate of 35 percentand
statutory combined rate of 39.2 percent, compaiéuaverage OECD rates of 23.4 percent and 25.1

7 According to the 2008 SO, there were 1.8 milliCorporations for that year, 4.05M S Corporatiéh&4M Partnerships
(LLCs, LLPs, LP’s, et cet), and 22M sole-propristups.



percent, respectively. For tax policy considerajanarginal decisions (such as extra effort or
investment) depend mainly on marginal incentivesréeincome, after taxes). For this reason, thés
marginal rate that has the greatest negative effethe economy.

Mercatus Center Senior Research Fellow Veroniquewg has done excellent work in charting
corporate income tax rates. According to her figdi the U.S. has the highest national
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35
30

T T > 0© 0 O >T O o fU>~fUD.0(U_fU¥_V7'UE >"C>~fUCOCEQ)V’
c == £ =08z =z 0 ¥®cx 0o = © = o 'z o
fFGicecoB6odc T 2S5 058P FosEF5Ssax®3ceR
T g ECSCOSIPSs35308 LS 000459 E 28T T 2 500G wmo 8
T o S 2 0asgz2SHraxx 25 ELC-C @9 c 5 2 8 n X T =
N =g O 0320 OO 8 F g < g ooir £ 2 L =5 = Qo

= G) o T o - n S a o c c 2 N Z fos) ko)
3 < x x 9] - 2 2
n [S) [ 3 =2 () ] <
(7] > - =2 =)

8 S £

wn ]

Source : 2011 OECD Tax Database

statutory corporate tax rate in the OECD. In 20@itional statutory corporate tax rates among

the thirty-four members of the OECD will range fr@&?% percent in Switzerland to 35 percent in the

U.S. The chart below is derived from the OECDaldase. When sub-national taxes are added, the U.S.
has the second-highest statutory combined corptaatate — 39.2 percent — after Japan’s rate &f 39
percent. Marginal tax rates became the centrah¢hef a revolution in economic policy that swep th
globe during the last two decades of the twentetiitury, with more than fifty nations significantly
reducing their highest marginal tax rates.

According to World Bank rankings, the U.S.' relatiranking on the "total tax cost" imposed on
businesses has gone from bad to worse, falling ft&th in 2010 to 124th in 2011. The total taxtcos
expressed a as a percent of before-tax profit6.B%4*® The U.S. effective corporate tax rate on new
investment was 34.6 percent in 2010, which waditieest rate in the OECD and the fifth-highest rate
among 83 countries. The average OECD rate waspE8dent, and the average rate for 83 countries was
17.7 percent?

18 The world Bank, Paying Taxes in 2011: The GlohatuPe, Table 4.
19 Chen, D. and Mintz, J. "New Estimates of Effecterporate Tax Rates on Business Investment." fiebBaudget
Bulletin, No. 64, February 2011.



How did we arrive at this point? We arrived heregwese Congress would rather trade influence in
doling out special interests tax breaks that redlneg¢ax base and raise marginal rates than hear th
chorus of economists. In 1990, the OrganizatigrEfmnomic Co-operation and Development (OECD)
average statutory combined corporate tax rate Wdspercent, higher than the U.S.’ rate of 38.7
percent. But while other nations have been racugy the past few decades to slash corporate tax rat
to welcome multinational corporations, the U.S. stagnated. Japan is the only country with adrigh
combined corporate tax rate than the U.S., anlhitspto reduce its statutory combined rate by rough
percent in the near future.
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Lowering marginal tax rates became the central ¢hefa revolution in economic policy that swept the
globe during the last two decades of the twentethitury. More than fifty nations significantly tezkd
their highest marginal tax rates on individual im& The U.S. was not among them.

And the U.S. income tax remains a modelvdrat not to dan more ways than just high marginal rates.
By double, triple, and even quadruple taxation,system inhibits economic performance and wage
growth by creating a significant bias against sg\and investment, in favor of leisure and consuompti
Initially, wage and salary income are taxed wheme@d Then, if wages and salaries are saved or
invested, the resulting earnings are taxed agalmagain and sometimes again still. All income ks
from investment is taxed. If an income-producisged, such as a stock or bond, equipment or real
estate, is sold for more than it was purchasednttrease in the value of the capital investmetine—
capital gain — is taxe®f. Corporate income (including capital gains) isedvat the corporate level and
again when it is paid to shareholders as dividerdi®rcorporate dividends are also often subj@tax,
creating yet another level of taxation. When theptayer dies, the estate and gift tax may tax hieeo
investments one final time. If what we tax we lgst of, then we have sought to punish savings,
investment, and entrepreneurial activity.

Why We Must Care: The Economic Effect.As bad as compliance costs are, estimates of &ffigi
losses of the federal tax system can dwarf compdianosts. Efficiency costs, deadweight loss, reduc
output, excess burden (all terms for the same }loogur when tax rules distort the decisions of
individuals and businesses regarding work or leiss@vings and investment or consumption. By
changing the relative value of highly taxed antttligtaxed activities, taxes alter decisions suckhat

2 Thus, both the future income streandits capitalization are taxed, constituting stilbéher layer of multiple taxation.



to consume and how to invest. When taxpayers #ésr behavior in response to tax rules, theyrofte
end up with a combination of savings, investmentamsumption and work, risk taking and leisuré tha
they value less than the combination they woulceh@eferred to make if decisions were freed of any
tax influences. According to a GAO study, effiagrcosts imposed on the economy on the order of
magnitude of two to five percent of Gross DomeBtieduct (GDP¥! Based on GDP of $14.551

trillion in 2010, efficiency costs can top $728libih. In fact, the economic loss increases with th
square of the tax raf@. Similarly, the economic gain from reducing masjitax rates increases at a
more rapid rate than the reduction in the tax rate.

What are some of the ways in which high marginasand triplicative taxation of savings and
investment create such distortions? As noted, thegte an incentive to consume now rather thaa sav
for the future. Although market interest rate®efively pay people to defer consumption into thteife
(i.e., to save), because the tax wedge reduces tfaysnents, people inevitably will choose lessritu
consumption (saving) and more current consumpfibis harms the economy because less saving
results in less investment, less innovation, slagvewth, and lower future living standards than igou
be enjoyed without a tax on saving. Future consiomps reduced by both the extra current
consumption and the forgone returns that greatengavould otherwise have produced. Some of this
loss is a deadweight loss to society; that issa to some that benefits no one. Eliminating taxes
capital income would eliminate the tax wedge onrggwvand total saving would be much closer to the
optimal amount. The tax system would be “tempotaigutral in the sense that it would not affect the
choice between current consumption and future gopson (saving).

Through this distortion and through confiscatiomef profits from which investments are made,
marginal tax rates and a biased tax base redudldampmation and the savings and investment
necessary to finance the higher levels of capegahporker that increase productivity, output,
competitiveness, and material well-being. Investhnieimportant to all wage earners because of the
relationship that exists between real wage ratdgslamlevel of capital investment per worker whigh
the most significant contributing factor to achmayihigher real wages. A worker or farmer, for
example, is more productive if he or she has maehmmery and equipment to work with, particularly
new equipment that incorporates the latest teclgmabdinnovations. Higher productivity leads to
higher real wages. Employers cannot pay workeyisdriwages than their productivity justifies withou
jeopardizing their businesses. Higher investmevels per hour worked explain as much as 97 percent
of the increase in inflation-adjusted wages sir@48] as can be seen in the chart befow.

2LeTax Policy: Summary of Estimates of the Costshaf Federal Tax System,” U.S. Government Accouhtaltffice
Report No. GAO-05-878, August, 2005, p. 20.

2 More formally, the increases with the square efttix rate. See almost any Price Theory textbook Hiscussion of why.
For a detailed and mathematically sophisticatedudision, see Auerbach, Alan J., and James R. Hifiasation and
Economic Efficiency,’'Handbook of Public Economic¥ol. 3, Chapter 21, sections 1-3. For a shamrsary, see
Economic Report of the President, February 2005p&r 3, p. 71.

% Robbins, Gary and Aldon@he Truth About Falling WageBstitute for Policy Innovation, Tax Action Anaiis,
Economic Scorecard, Third Quarter, 1995, p. 5.
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The Amount of Capital WorkersHaveto Work With Deter mines Wages
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As consumption is to savings, theory suggestsahancrease in the marginal income-tax rate makes
leisure relatively less expensive. This tends todase leisure relative to consumption and workthiss
happens, GDP falls. The evidence from econonsieaxeh indicates that high and increasing marginal
tax rates have serious negative consequences ansapply, as well as economic growth, and capital
formation?* A decrease in marginal income-tax rates on laimmme makes leisure relatively more
expensive. Thus, leisure decreases and consunipticases, which increases labor input and GDP.

Numerous studies have found that high marginatases not only reduce people’s willingness to work
up to their potential, but to take entrepreneursls, and to create and expand a new business (abl
surveyed by Karabegovit al?°(2004)). Personal income tax rates have a diféatteoon small
business profits, hiring, investment, and growtbc&ht research by Carrodf al, measured the impact
of marginal tax rate cuts under TRA86 on sole pirgpr revenue growth, They found that tax rate
reductions had a "significant influence" on firnogith rates and concluded that a tax cut that raised
taxpayers' after-tax share on marginal income gne. minus the tax rate) by 10 percent would cause
them to increase business revenues by 8.4 perteother paper by Carrolét al, examined changes in
sole proprietor capital investment before and afteA86. The authors found that "changes in matgina
tax rates have a substantial impact on entreprenievestment spending." For example, they fouiadl th
a five-percentage point change in marginal taxsrateuld cause a 10-percent change in capital
investment expenditures.

24 Federal Reserve Bank of Minneapolis senior adBEEWARD PRESCOTT, corecipient of the 2004 Nobel €iiz
economics, found that the “low labor supplies imr@any, France, and Italy are due to high [margited]rates” (Prescott
2004, p. 7).

Prescott attributes lower labor-force participatioisome European countries almost entirely to drigharginal tax rates.
Lower marginal income-tax rates, he suggests, winaiccase the labor supply and therefore totaldiitpthe process.
“Karabegow, Amelia, Economic Freedom of North Amerideraser Institute (Vancouver, B.C.), National CerfiterPolicy
Analysis (U.S.), 2004.

2" Robert Carroll, Douglas Holtz-Eakin, Mark RidendaHarvey Rosen, “Personal Income Taxes and the/rof Smalll
Firms,” Tax Policy and the Economy, Vol. 15. 2001.
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A third paper by the same authors examined thetefffiepersonal income tax rates on sole proprietor
hiring decisions® They found that a tax cut that boosts after-eoine by 10 percent would raise a
small business's likelihood of hiring by 12 percelnt summary, reductions in marginal income tdrsa
can be expected to have an expansionary impacnueriéa's small business sectbr.

Lifetime family work effort and entrepreneurshig arot the only things affected. Nobel laureate Robe
Lucas emphasized the deleterious effect on econgrowgth of high tax rates on capital. Philip Trdste
focused on the impact on Human Capital, finding thgh marginal tax rates on labor income reduce
the lifetime reward from investing time and mone\education. There are evidently many channels
through which high marginal tax rates may discoaradditions to personal income, and thus also
discourage marginal additions to national outpet,economic growth). Countries in which the
combined marginal impact of taxes and benefite jgunish success and reward indolence often face
“capital flight” and a “brain drain.” And finallythe U.S. tax code — high rates with a bounty of
subsidies, shelters and special breaks — has magidan multinationals world leaders in tax
avoidance. Loopholes (the result of lobbying thdwes) severely distort market behavior, influencing
behavior based on tax preferences rather than etoraoice®

The bottom line is simply this. People react toitecentives or tax increases for the same redsen t
react to price incentives or increases. Supplhefiit and investment) and demand (for government
transfer payments) respond to marginal incentiVesncrease income, people may have to study more,
accept added risks and responsibilities, relocadek late or take work home, tackle the dangers of
starting a new business or investing in one, amahs®eople earn more by producing more. Because it
is easier to earn less than to earn more, margioahtives matter. To the extent to which a coustr

tax system punishes added income with high marggxalates, it also punishes added output—that is,
economic growth.

C. Our International System is Anachronistic.

The U.S. international tax system is today an emalsang anachronism. When it was shiny and new in
1918 — the year President Woodrow Wilson donneddpidat to become the first president to leave
North America -- we led the way in enacting a systehere income taxes duly paid to a foreign country
could be credited against U.S. income taxes. Bamsyafter that, in 1928, the League of Nations
introduced draft model income tax treaties, basethis formulation.

Time has passed us by. As our tax code remairtsoast in the past, developed at a time when the U.S
was more insular in trade and a dominant capitaberr, before the age of consumption taxes, the
world economy and our role within it has transfodnd hroughout the 1920s, the U.S. was running
budget surpluses. Today, of course, the U.S. & debtor nation running huge budget deficits, and
trade deficits with nearly every major partnereéany every traded good. In the 1920s, we wereta n

Zcarroll, et.al., “Taxes and Entrepreneurs’ Use @lbdr,” Journal of Labor Economics, Vol. 18, NopB, 324-351, 1999.
29 This is important because small businesses filligue role in the economic growth process. Whimynsmall
businesses stay small, some will grow to becondelesain whole new industries. New firms often obradje existing firms
with untried ideas and thereby generate greatepetition and efficiency. Evidence suggests thatlkfinas perform a
disproportionately large share of radical innovasiin the economy.

30 bonald Marron, Urban-Brookings Tax Policy Cente&Zutting Tax Preferences Is Key to Tax Reform anfidie
Reduction,” Testimony before the Senate Committe¢he Budget, February 2011.
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creditor nation. While in 1961, the U.S. exportastjunder $21 billion ($159 billion real terms tgila
and imported approximately $14.5 billion in merctiiae ($110 billion today), we exported $1.4 tritlio
of goods and services and imported $1.8 trillimnfrJanuary to August of this year aldhe During

the 1920s, federal revenues averaged about 4 perfc&DP. In recent history, from 1971 to 2010,
revenues have averaged 18 percent of GDP. Techoalagprovements in communications and
transportation, and the opening of formerly closetkets have created permanent interdependencies
among nations that will exponentially increase tlukime of trade and with it the need to get our
international tax regime right with the times.

Our failure to evolve with the international econohas been succeeded only by our failure to keep
pace with evolutions in its tax laws. Today, th&Us:
* in the minority in trying to tax its multinationabrporations on their foreign earnings.

» virtually alone in imposing some of the highest tates in the world
» and virtually alone in failing to adopt a bordefjtedable destination based consumption tax.

High Rates Diminish Foreign Investment and Discouga Repatriation.—How do these
anachronisms perversely influence corporate deuisaking and impede competitiveness?

At the core of our international tax system, as tntas policy gurus know, is the principal of
extraterritoriality. What this principal meanstire context of outbound transactions is that tr& U.
system will tax its individual residents and citiseand corporations on their worldwide income wunde
the rates specified in IRC section 1 and 11 (tkevidual and corporate rates), regardless of wteak
income is derived. U.S. taxpayers engaged inidesvabroad generally compute taxable incomeén th
same manner as U.S. taxpayer producing solelytiwehJ.S. Because the norm of international
juridical taxation, with the U.S. generally folloywsedes the primary taxing authority to the couwniry
territorial connection (i.e., where the incomeasred) and the residual taxing authority to thentpof
residence, the U.S. seeks to avoid double taxatyarediting any income taxes paid to the foreign
country, against the income tax otherwise dueénts8>* One of the largest exceptions to deferral is,
of course, Subpart F, which was introduced in tearkedy Administration in exchange for lowering
rates, and is intended to discourage U.S. cormorafirom redirecting income outside the U.S. ineord
to avoid immediate U.S. taxation.

While the extraterritorial credit system is at keiastheory straightforward -- by crediting the éggn
taxes paid on the foreign income up to the ratevofimposed on that income we seek to avoid taxing
the same income twice -- it is ridiculously compiexapplication. That is because before one can
determine what credit can apply, the U.S. residgnhzen or corporation must first determine whtre
income and deductions are sourced under an elaetbdf rules, modified further by treaty and the
intercompany transfer pricing rules. One musteitee whether and to what extent the foreign taxes
are even creditable. One must then compute tleetdand indirect credit (on dividends) by distribgt
the income within more than nine separate “basKetsivhich the foreign tax credit is individually
limited — enough baskets to turn any sane indilidua a “basket” case. And neither least nor,last
before determining the credit to which one is é&ditone must determine if deferral from a subsydia

3L http://www.census.gov/foreign-trade/Press-Releasegnt_press_release/ft900.pdf
32 A U.S. parent of a foreign subsidiary is generathy taxed on the earnings of the subsidiary wisiributed at which time
the credit is imputed. (IRC section 951-960.
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must yield to any one of the separate rules undbp&t F pertaining to Controlled Foreign
Corporations.

Because the U.S. is virtually alone in trying te i@ multinational corporations on their foreign
earnings, it incentivizes companies to avoid theges indefinitely by keeping profits overseas.aflin
turn encourages companies to use accounting marsetavehift profits to low-tax countries and to
invest profits offshore. However badly U.S. mutilonal corporations who earn money overseas want
to bring that money back home to the U.S., ouriatonal tax system discourages, and some would
say “penalizes” repatriation of foreign earningsitoposing a 35 percent residual U.S. tax at the tfn
repatriation. As a result, several high-profile Lh&iltinational corporations are sitting on largieg of
cash earned from foreign operations. Yet these samp®rations are actually borrowing money rather
than repatriating their offshore cash.

How much money is trapped offshore? U.S. multoral companies MNCs currently hold an
estimated $1.4 trillion in foreign earnings ovesseAbout $581 billion in after-tax dividends wllée
distributed to U.S. shareholders, according torecent study> And that same study stated that
spending could increase gross domestic producili@g Hillion to $336 billion and will add 1.3 millio

to 2.5 million jobs if we were to offer a temporagprieve from the repatriation tax, as well asdtoo
U.S. tax revenues. About half of OECD nations dblrave this problem because they have “territorial
tax systems.

Our extraterritorial income tax system affects le&tities and corporations in more ways than by
frustrating their effort to repatriate earning<litheir competitors based in lower taxed jurisditsi can
do. That is, in a manner of speaking, just a spmpt The greater infirmity is that rate of the ta&
impose makes the U.S. one of the least favorabktilins to base international operations.

Again an understanding of the U.S. internationalsigstem is critical. Broadly stated, nonresidsi@n
individuals, unincorporated entities even corparadiare taxed like U.S. taxpayers on most U.S.
Business income. An individual is taxed when gmgaged in a trade or business on income effégtive
connected to that trade or business (IRC sectid(d7 A foreign corporation is likely taxed und&s
section 11 on its taxable income effectively cot@éaevith the conduct of a U.S. trade or businedR€(l
section 882). But nonresident individuals are alsigject to U.S. taxation on some types of recgrrin
investment income. And a corporation who is cotidgca trade or business may be also subject to the
Branch Profits Tax?

Paradoxically, despite having the highest natistetutory rate, the U.S. raises less revenue ftem i
corporate tax than do the other members of the OB&Bverage. In fact, federal corporate income
taxes raise little revenue compared with otherr@dexes; roughly comprising 11.6% of total federa
tax revenues. At $191 billion, they were equal ® percent of the nation’s gross domestic product.

The combination of high rates, worldwide taxatiow @ competitive global marketplace makes our
corporate tax system extremely punishing. But ihesmarginal tax rate -- the rate on the lastaaf

33 “The Benefits for the U.S. Economy of a Temporaax Reduction on the Repatriation of Foreign StibsjdEarnings,”
by Laura D’Andrea Tyson, Ph.D.; Kenneth Serwin,0IRhEric Drabkin, Ph.D. (October 13, 2011).

3 The branch profits tax is an extra income tax ingglisy the U.S. on foreign corporations which eaofipfrom their U.S.
investments or U.S. business operations.
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income earned (which is very different from therage tax rate, which is the total tax paid as a
percentage of total income earned) — that matbersnost. The rate at which we tax decisions at the
margin matters in at least three regards: it disages foreign corporations from locating their cogte
offices or subsidiaries in the U.S. and in locajpants, facilities here for production purposes. {iit
influences the location where capital is deployady (2) it encourages outsourcing of plants, itaesl
and production facilities of domestic multination&b jurisdictions where the taxes imposed are*fess

Border Adjustable Taxes Act as Unanswered Trade Subsidies.-- Add to this the fact most of our
trading partners effectively rebate their taxethatborder and provide for themselves a powerfpbetx
trade subsidy and benefit for consumption of doroggtods that is unanswered by the U.S. Itis a
widely understood proposition that the U.S. shawddtarget a particular trade deficit level, subrdts
exporters or impose tariffs on imporfBhe reason, established clearly in economic thesthat doing
so interferes with mutually beneficial transnatioe@onomic exchanges, to the disadvantage, in the
aggregate, of both countries’ economies. HoweherlJ.S. government should not, as a matter of
policy, accord a huge advantage to foreign compgacoenpeting in the U.S. market or impose a huge
disadvantage on American producers and workensige¢heir goods and services in the U.S. and
foreign markets. That has been the effect, howefdyorder adjustable VATS.

Consider this. The U.S. tax system imposes heagnie and payroll taxes on U.S. workers and
businesses producing goods in the U.S. whetheethosds are sold in the U.S. market or abroad.
Recall U.S. corporate taxes are the about nineepgage points higher than the OECD averigéhe
U.S., however, imposes no corresponding tax buotieioreign goods sold in the U.S. market.
Moreover, foreign VATS -- a major component of thgenue raised in most developed countries -- are
rebated if foreign goods are exported to the U.&ket. This creates a large and artificial relafivice
advantage for foreign goods, in both the U.S. ntaake abroad.

The table below illustrates this point. Americangucers pay two sets of taxes when selling into
foreign markets. Conversely, in U.S. markets,ifprggoods bear no U.S. tax and the foreign value
added tax is forgiven. Thus, a most manifest unésis in the U.S. tax system is that it places U.S.
producers — including businesses and workers irufaaturing, agriculture, mining, and forestry -aat
large competitive disadvantage relative to theieiign competitors here and abroad. Our failure to
counteract these border adjusted taxes expliaityperages consumption of foreign, goods. And it
converts many of our nation’s retailers into taeeftrade zones for foreign produced goods.

Advantage for Foreign Producers

Sold in U.S. market Sold in foreign markets

U.S. production Pays U.S. income and Pays U.S. income and payroll tax &
payroll taxes. foreign VATS.

Foreign production Pays no U.S. income or | Pays foreign value-added tax.
payroll tax and no foreign
VAT.

35Salvador Barrios (European Commission), Harry Hhgat (Tilburg University and CEPR)

Luc Laeven (International Monetary Fund and CEPR) @aétan Nicodeme (European Commission, CEB, OE®id
ECARES), International Taxation and Multination@inf Location Decisions (April 2009). See also GlauA. Agostini,
"The Impact of State Corporate Taxes on FDI Loggti®ublic Finance Review 20035; 335.

3% Edwards, Chris, “The U.S. Corporate Tax and theb@l Economy,” Cato Institute, September 2003.

15



The U.S. has adopted this self-destructive politypart, because of our entirely laudable commitmen
to free enterprise and our rejection of mercamtlisAt least since WWII, American business and
political leaders have viewed free trade as théesldasinternational peace and prosperity. As the
dominant economic and military power, the U.S.tleelmovement to dismantle trade barriers, both by
setting the example and by supporting a New WordeDof international trade regulation (GATT and
WTO), economic cooperation (OECD), and customsnsiguch as the European Union and NAFTA).
According to the OECD, its members have reduceid &verage tariff rates from 40 percent at the end
of World War Il to 4 percent today. The averag@am duty on goods in the U.S. is currently 1.7
percent.

Today, the 29 of 30 OECD countries have enacteddveadjustable tax regimes. America stands
nearly alone as the sole developed economy whickes to adopt a border-adjustable tax system. The
European Union 15 has an average standard VAT pki&nt, and the average OECD standard VAT
is 18.5 percent. During the 1990s, Mexico and @anacreased composite rates to 15 percent from 10
percent and 7 percent, respectively, and Chinatadapl17-percent VAT in 1994. As foreign
governments have increased the VAT, they haverathaced effective corporate income taxes.
Meanwhile, high U.S. corporate tax rates today igvith our custom of taxing the foreign income of
corporations based in the states causes the @fgtdrporations' headquarters to countries thatgte
taxation of overseas income. In effect, the Ua%.dystem is distorting the international marketpla

and literally driving plants and good jobs outlmtcountry at a devastating and unsustainable pace
There are, after all, only so many assets we datodereigners before the entire financial system
enters into a severe crisis.

Some economists mistakenly argue that if Americgpsetl a border-adjusted tax systemy relative
price change would be eliminated by an offsettipgraciation in the dollar. If the FairTax were
implemented, for example, they hypothesize thaptiee change would be offset by a 23 percent
immediate appreciation in the dollar. The apptemmain this case, they contend, would be caused by
reduction in U.S. demand for foreign currency tquace (the now more expensive) foreign goods and
an increase in foreign demand for U.S. curren@ctyuire (the now less expensive) U.S. goods.
However, the arguments are dubious. The probletmtvat logic is that the demand for U.S. dollars i
not limited to the traded-goods market. Nearly $8on in U.S. assets owned by households ana no
financial businesses are denominated in dollainsari€ial institutions trade trillions of dollars in
securities and currency each day based on expmwtaind guesses. Furthermore, the non-traded goods
and services sector is also denominated in dadiaisexceeds the traded-goods sector in*4ize study
by Profe%sor Jim Hausman of the Massachusettsutestf Technology is helpful to understanding this
problem:

37If, however, these economists are right and tieene increase in the competitiveness of U.S. gtedsuse of a 23-
percent increase in the price of the dollar (markess precisely) relative to foreign currency rthieat means the FairTax
will have succeeded in increasing the wealth ofAherican people by something on the order of $&®h (23 percent of
$90 trillion) relative to the rest of the world, arstantaneous increase nearly equal to the vdlak the goods and services
produced in the U.S. over two years. That woulddason enough to enact the FairTax. UnfortundgelAmerican asset
owners, it is impossible for the traded-goods seita@ominate the currency movements, since thkaidasset markets are
perhaps 100 times as large as the annual tradedsgoarket (net basis). See B. 100 and B. 102, Bfdwnds Accounts,
U.S. of America, Fourth Quarter 2004, Federal Res&ystem, for statistical information on assetkats.
#professor Hausman found:

(1) That the existing disparity in treatment of corgermcome taxes and VATS for purposes of bordarsadjent leads
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Border-adjustable taxes are, quite simply, the mposterful weapons foreign producers have against
U.S. producers and workers. Our failure to adagi¢stination-based consumption tax sends a clear
message to American producers: Please, move Yyantsgnd facilities overseas, hire foreign workers
and then market your products back to the Ameramarsumers who are punished for saving and
rewarded for overspending. It sends a clear signadtailers: stock foreign inventory. It senddear
signal to consumers: buy foreign products. Thélam is that American industry and consumers are
taking the Congress’ tax policy advice. Market#s do work. And the burgeoning trade deficitrie 0
of the consequences of our failure to confront tbaity. The decimation of our domestic producer
base results in job losses for America’s middiss|dost opportunities for the young, suffering ttoe
poor and a widening wealth gap.

II. TheMedicine: Three Waysthe Fair Tax Helps Businesses

As we lament the maladies of the current systenmg@ss has clear options. The best example of a ta
regime that would permanently save compliance deste FairTax. The FairTax has been introduced
in the House by Representative Rob Woodall as BBRand in the Senate as S. 13 by Senator Saxby
Chambliss. The House bill now h@8 cosponsors, more than any other tax replaceptamin a

century. The Senate bill has 8 cosponsors. Soenerathis Committee.

The FairTax is an integrated tax replacement systat repeals all current taxes imposed by the
Internal Revenue Code on income and wages, ingjyaiensonal, gift, estate, capital gains, altermativ
minimum, Social Security, Medicare, self-employmemtd corporate taxes. In place of these taxes, th
FairTax imposes a single-rate tax on the finalirestde of new goods and services used or consumed
the U.S. at the revenue-neutral rate of about 28deom every dollar spefit.The FairTax plan also
amends the U.S. Constitution so that the incomehapter of American taxation is closed forever.

To ensure the FairTax does not cascade, busindasstness transactions are not taxed under the
FairTax. Intermediate goods and services are piopeated as inputs into goods and services abld
retail. Unlike the current system that taxes ineamultiple times and on an inconsistent basis, the
FairTax taxes income only once, upon consumption.

A. TheFairTax Would Reduce Compliance Costs Morethan Any Other Tax
Replacement/Reform Proposal.
Compliance Costs Are Reduced an Estimated 90 Perthrder the FairTax.—The Tax Foundation,
the oldest national tax research organizationgstimated that compliance costs would drop mone tha

to extremely large economic distortions.

(2) That U.S. exporters typically bear both domestamme taxes and foreign VATSs in selling abroad.

(3) That foreign exporters in countries relying largetyVATSs typically receive a full rebate of suclea upon export
to the U.S., and are not subject to U.S. corpanateme taxes.

(4) That this situation creates a very significantaad cost disadvantage for U.S. producers in intemal trade with
significant impact on investment decisions — legdmthe location of major manufacturing and otterduction
facilities in countries that benefit from currentas on the border adjustment of taxes.

(5) That elimination of the current disparity in WTOasl (by eliminating border adjustment for eitheedt or indirect
taxes) would increase U.S. exports by 14 to 15qreror approximately $100 billion based upon 2b0dort
levels.

% This isa tax-inclusiverate, the same means by which the income, pagmalicapital gains taxes it replaces are measured.
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90 percent under the FairT&%.No other plan that has been developed or couttelreloped would
eliminate wasteful compliance costs quite likeagTax. Consider that by imposing taxes at ttehca
register, the FairTax wholly exempts individualsnir ever having to file a return. Since business-to
business transactions are fully exempt, busingbs¢serve other businesses will neither collectpay
taxes. Retailers, most of which already colleatestales taxes (in the 45 states that have them) a
provided an administrative credit compensating tii@nthe costs of sales tax compliance. It reduces
the more than 700 incomprehensible sections ofintieenal Revenue Code to one simple question asked
of retailers: How much did you sell to consumers?

Examples of provisions in the tax law that causagcomplexity but no longer exist under the FairTa
include the uniform capitalization rules for inveryt; the qualified plan rules that establish vasitop-
heavy, non-discrimination, participation, vestiagd other rules for approximately a dozen different
types of retirement savings accounts; the paseas&limitation rules; the alternative minimum tthe
gualified dividend rules (for determining whethke tL5- percent rate applies to dividends); thescaffit
depreciation rules applicable for regular tax, ANMd earnings and profits purposes; the complesrul
governing whether mergers, acquisitions, and ligiiichs are tax free; and, in the international aitea
separate basket limitations; income sourcing ameese allocation rules; controlled foreign
corporation; branch profits tax, and passive fareityestment company rules.

The FairTax would be a much more efficient taxasgstem from the point of view of the
administration, collection, and filing costs thiatvould bring about when compared to the
administration, collection, and filing costs of thigrent tax system it replaces. Researchers loawelf
the administrative costs of state sales tax vawy parcent of revenue received from between 0.41ahd
percent, and average 0.7 percent of revenues eet&ivThe compliance costs imposed on businesses
from state sales taxes have been estimated toefalieen 2.0 and 3.8 percent of reveriieBased on
similar methodology, researchers have estimatddhkacosts to comply with a national sales tax a/ou
be as low as 1.0 percent of collections, compariéd tive flat tax at 1.2 percent of collections and
consumed-income tax at 4.6 percent of collectfdns.

According to the IRS, historically about 12 percehall C and S Corporation returns were filed by
retail firms** Retail trade accounts for about 12.9 percentl dfusiness establishments in the U.S.,
according to the industry statistics as well. Ehare approximately 25 million business establisitse
in the U.S. FairTax.org estimates that, includieigilers and service providers likely to sell to
consumers, the number of businesses remittingdh@dx is, therefore, approximately 13 million fism
A study by Beacon Hill Institute, found that theiffax saves $346.5 billion in administrative casts
2005 when compared to the administrative costh@ttrrent federal tax system it replaces. This
implies a saving of $14.70 per $100 of the grosemae the FairTax would collect.

40 Hall, Arthur P., “Compliance Costs of AlternativexX Systems,” Tax Foundation, Testimony before tbag¢ Ways and
Means Committee, June 6, 1995.

*1 Due, John F., and John L. Mikes@hles Taxation, State and Local Structure and Atnation, Second edition,
Washington, D.C.: Urban Institute Press, 1994.

2 Research summarized by Cnossen. Cnossen, Sifdeministrative and Compliance Costs of the VAK:Review of

the Evidence.Tax Notednternational Vol. 8, No. 25, June 20, 1994, pp. 1649-68.

*3 Hall, Arthur P., “Compliance Costs of AlternatiVax Systems,” Tax Foundation Special Brief beftwe ouse Ways &
Means Committee, June 1995.

4IRS Statistics of Income, Table 1.--2001, Corpioratncome Tax Returns: Selected Balance SheeatnecStatement, and
Tax Items, by North American Industry Classificati®ystem (NAICS) Sector and by Asset Size.
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Under the Fair Tax, certain transactional aredigstjuire special rules. For example, the treaiinod
financial intermediation services, the treatmentnofed-use property, and transitional consideration
will add some complexity. However, when fully oggonal, the main decisional juncture is reduced to
the analysis under one current code section —aset62. Was a purchase an "ordinary and necessary
business expense? Any tax system that does rfotségx business inputs (meaning any well-
considered tax system) must make this essentiahction.

In summary, the savings from the reduction in tgeps, the reduction in decisional points by
simplicity, and the reduction in the events of tax@ are robust enough to ensure that even if any
additional spending were needed under the Faird &old avoidance and evasion to their current Evel
this increased spending would never overcome thiegathe FairTax brings when compared to the
current taxation systerf The Laffer study on tax code complexity previgusientioned finds that

over 10 years, an increase in our annual econoroigth rate between 0.45 percent (the low-end
estimate from a 50 percent reduction in tax conmipleand 0.9 percent (the high-end estimate fro@® a
percent reduction in tax complexity) becomes sigaift. By the 10th year, per capita incomes woed b
$2,800 to $6,000 higher. So enacting the FairTar,pvhich reduces compliance costs by 90 percent
would create an increase in income growth anddegrues more than double what would be expected
with other tax reform plans that only bring abodGapercent reduction in compliance costs. Ansl thi
of course would inure to the advantage of businaasicularly small business which again bears the
lion’s share of these costs.

Of course, higher economic growth by itself wowddse tax revenues as well. The benefit from reduced
tax complexity could significantly reduce our nai@b debt. Due to enhanced economic growth, over
the entire 10-year period, increased tax revenuesreent tax rates are between $650 billion and $1
trillion in net present value terifs

The Ratio of Cost to Actual Compliance Would Grgatinprove.--The twin advantages of simplicity
and visibility produce another benefit: Greatefoeceability with less intrusiveness. Recall that
compliance costs are only the price to achieve damge.

It is true that some people will evade taxes naenathat the governing tax system. The difficufy
enforcing the income tax (a tax based on a contglickegal concept of income, deductions, credits,
exclusions, deferrals, exemptions, and allocati@nisonly worsen in the digital age without much
more stringent and onerous regulation.

Analytics and empirical evidence suggests thaftierax would increase voluntary compliance at the
same time compliance costs are reduced. For exammpich of the tax gap today is attributable to
mistakes caused by the complexity of the law. &kiss and confusion would be all but eliminated
under a system that creates no exemptions, andrdisp with the complex issues present today. And
the FairTax improves all the known factors thatrhggon noncompliance, including reducing the rate
and the number of focal points. The more thanddry of practical experience in administering sales

5 Tuerck, David, Paul Bachman, and Alfonso SanchezaRer, Tax Administration and Collection Cost§he FairTax vs.
the Existing Federal Tax System, The Beacon Hétitate at Suffolk University, Sept. 2007.
“° Laffer, Winegarden, and Childs, “The Economic BarrdCaused by Tax Code Complexity, April, 2011.
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taxes at the state level supports the assertidariitbdairTax would be administrable at higher
compliance rates relative to administrative and gilance costs

Not only are the administrative and compliance co$ta sales tax much lower than an income tax per
dollar of revenue received, the compliance ratégher. A Minnesota study in the year 2000 comgbare
input-output data to taxable sales and estimatedrhach tax should have been collected. The
difference between estimated and actual collectress 9.9 percent. The sales tax gap was therafore
estimated 9.9 percent in Minnesota. This compiaesrably to a federal tax compliance gap (and
therefore a state income tax compliance gap) neladyple that amount, despite the imposition of much
higher administrative and compliance costs. OVidired noncompliance rate is from 15 percent t® 16.
percent of the true tax liability, according to RS, and that same rate of noncompliance can be
expected to apply to the state tax system thaseln the Federal enforcement apparatus. In the
broadest aggregate, assuming the gap of $353mitlimss noncompliance is about 18 percent of
revenue$’ The evidence at the state level suggests sales taeven those at the state level that are
largely very complicated and which cascade — haweetthe compliance rate of the income tax at a
fraction of the cost.

To understand how a simple plan reduces the taxpicymakers must distinguish between two
components of the tax gap: Fraud and non-frauttiboions. The tax gap is certainly comprised of
taxes not voluntarily paid because the taxpaydated a known legal duty (evasion), but it is also
comprised of failures to pay that are unintentipeath as those caused by mathematical errors or
confusion. The tax gap is at the same time a measuhe burden and frustration of taxpayers who
want to comply but are tripped by tax code compeaind of willful tax cheating by a minority who
want the benefits of government services withoytratheir fair sharé®

The portion of the tax gap attributable to mistake confusion is high, as high as 80 percent. Atmo
40 percent of the public, according to the IRSuUsof compliance with the current tax system, some
unintentionally due to its enormous complexity.eTlasons for noncompliance are instructive alseo t
benefits of simplicity: (1) taxpayers lack the uesite knowledge of the tax law; (2) taxpayersiptet
the law differently than the IRS —; (3) taxpayexsk record keeping sufficient to satisfy the IRSq §4)
taxpayers do their math wrong or they rely on pssiienal return preparers who get’itThe largest
percentage increase in the tax gap from 1981 t@ #8% attributable to math errors, a 212.3 percent
increase.

Again, the GAO as well as others have indicatettti@simpler the rules, the better. Accordingh® t
GAO, "[t]his reflects the basic principle that thienpler the tax code, the more certain the results
applying it and the fewer the opportunities foradjieeements over the ‘fine points' of tax I&W.The
increased transparency of the FairTax system iredome compliance because it increases the
likelihood that tax evasion is uncovered.

*" The income tax gap of $353 billion/$1,952 trilliancollections for FY 2004.

8 The IRS defines the tax gap as “the differencevben the tax that taxpayers should pay and

what they actually pay on a timely basis.” The gaproken down into three components by the IR®n-filing (failure to
file a tax return), underreporting (understatingoime, overstating deductions) and underpaymerti(@aio fully pay
reported taxes owed).

*9 The annuaMoneymagazine survey in which 50 accountants prepasgathetical middle class couple’s tax return and
come up with at least 45 different answers eachigemmajor indication that our tax system is dymmt administrable.

0 willis, supra.
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Even if we are looking at the portion of the tay @dtributable to fraud, the FairTax reduces tkegep.
To understand how it does so, policymakers nedabloat the several factors that bear upon
compliance: both fraud and non-fraud. An objectinalysis of the FairTax demonstrates that itlédvou
have a much higher compliance rate than curren{ilaw substantially reducing the large currert23
to 353 billion “tax gap®™) — even with respect to those taxpayers who seekentionally violate a
known legal duty — because it improves upon alvkmdéactors that improve compliance. For example,
the FairTax reduces the number of tax filers bynash as 80 percent, as individuals are removed
entirely from the tax system and because smallsfimacount for only 14.9 percent of gross receipts b
all retailers, wholesalers, and service providérslore than 85 percent of the sales tax is coltebte
less than 15 percent of the retailers. Becauseltance is inversely proportional to the margiretkr

or the reward for being noncompliatitand marginal tax rates are the lowest they camber any
sound tax system, cheaters profit less from chgatin short, tax collectors focus enforcement
resources on far fewer taxpayers, using consistethtvastly simpler forms, with far fewer opportigst
to cheat, diminished incentives to do so, and gffeater chance of getting caught if they do.

B. TheFairTax Would Unleash Economic Growth, Increase GDP, Real Wages, the Number of
Jobs, Tax Revenue and Our National Prosperity

How does the FairTax address the problem of higlgimal rates and double taxation of savings and
investment? The short answer is that the FairBexrhore positive impact than any other tax reform
proposal because it has the lowest marginal t&s @tany plan, a tax base that is neutral toward
savings and investment, reduces compliance codtslaninates the bias against U.S. producers. It is
difficult, therefore, to conceive of a plan thatwe have a more positive impact on the economythed
material well-being of the American people than FagTax>*

In the final analysis, the FairTax has the broadestall base and the lowest marginal tax ratengf

tax reform proposal being considered today and dtiaally lower than the marginal tax rates under
current law.

Kotlikoff's research finds that the current tot#fleetive federal marginal tax rates on labor supply
appear to be either higher or much higher for atratbAmerican households than they would be under
the FairTax. The current system’s marginal wageadse exceeded the FairTax’s 23 percent marginal
rate for all of the 42 single and married stylitediseholds he considergd.

For some low- and middle-income households, thegmaktax on working under our current tax
system is more than twice the 23 percent FairTeet ficake, as an example, a middle-aged married
couple earning $30,000 per year with two childr&iven the level of their federal marginal tax ket
their loss, at the margin, of the Earned Income Ceedit from earning extra income, and their expesu
to marginal FICA taxation, their current total miaia effective tax on earning an extra dollar is647

*1 The difference between what taxpayers should paywhat they actually pay on a timely basis.

2 |RS Statistics of Income, reported in “Impact ana8l Business of Replacing the Federal Income Taaiht Committee
on Taxation, April 23, 1996, JCS-3-96, pp. 109-127.

%3 Clotfelter, Charles T., “Tax Evasion and Tax Ra#es Analysis of Individual Returns,The Review of Economics and
Statistics Vol. 65, No. 3, 1983, pp. 363-373.

> |n fact, only a head tax or per capita tax thguiees each person to pay a set amount annuatipiie pro-growth because
the marginal tax rate would be zero. Such a tawedver, would generally be regarded as unfair argblitically impossible
to enact. Thus, no serious analyst has proposed it

% Kotlikoff, Laurence J. and David Rapson, “Compgriverage and Marginal Tax Rates under the Faidrakthe Current
System of Federal Taxation,” NBER Working Paper M2633, revised October 2006.
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percent!

Since the FairTax taxes consumption at the sareeatmatter when it occurs, it imparts no incentore
consume now as opposed to later and, thus, nacdigive to save. In economic terms, the FairTax’s
marginal effective tax rate on saving is zerocdntrast, the existing federal tax system impogeg v
high marginal effective tax rates on saving. fer42 households considered here, marginal efeectiv
tax rates on saving range from 22.6 percent to pdreent.

In addition to imposing, in almost all cases, mlasker marginal taxes on working and, in all cases,
dramatically lower marginal taxes on saving, theTex imposes much lower average taxes on
working-age households than does the current systdra FairTax broadens the tax base from what is
now primarily a system of labor income taxatiorateystem that taxes, albeit indirectly, both labor
income and existing wealth. By including existingalth in the effective tax base, much of which is
owned by rich and middle-class elderly househdlus FairTax is able to tax labor income at a lower
effective rate and, thereby, lower the averagéitife tax rates facing working-age Americans.

Below is a summary of three independent reseatatiest on the economic impact of the FairTax plathibge
different groups of economists utilizing three aist modeling approaches. While the results vallythree
studies show that GDP growth is significantly higtiean it would otherwise be if the current fedesad system
remained in place. e FairTax plan would also improve wages and tloa@wic well-being of all
Americans.

First, Arduin, Laffer and Moore Econometrics fouhdt the economy fares much better under the
FairTax (see table below). The economy as measww&DP is 2.4 percent higher in the first year and
11.3 percent higher by the tenth year than it watitetrwise be. Consumption increases by 2.4 percen
more in the first year than it would be if the @nt system were to remain in place. The incraase i
consumption is fueled by the 1.7 percent incréasksposable (after tax) personal income that
accompanies the rise in incomes from capital abdrlance the FairTax is enacted. By the tenth year
consumption increases by 11.7 percent over whetutdd be if the current tax system remained in
place, and disposable income will be up by 11.8er®

Fair Tax simulation model results
Cumulativegrowth over current system Year 1 Year2 Year3 Year4d Year5 Year 10

Gross domestic product 2.4% 5.2% 7.0% 8.2% 9.0% .3%1
Employment 3.5% 5.7% 7.0% 7.7% 8.2% 9.0%
Domestic investment 33.0% 354% 36.9% 38.0% 38.8%l.2%
Income from employment (wages) 274% 31.8% %B4A5364% 37.7% 41.2%
Consumption 2.4% 4.1% 5.8% 7.1% 8.1% 11.7%

Disposable personal income
(adjusted for changes in the price level)

Units scaled 2004 GDP = 1.00. Capital and labor teeequal constant shares of 0.3 and 0.7, respelgti

1.7% 4.5% 6.4% 7.7% 8.7% 11.8%

%6 Arduin, Laffer & Moore Econometrics, “A Macroeconafnalysis of the FairTax Proposal,” Americans Fatir
Taxation Research Monograph, July 2006.
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Following the implementation of the FairTax plame higher take-home wage provides an immediate
incentive for people to work more. During the ffiyear, this will lead to total employment growth o

3.5 percent in excess of the baseline scenarighndontinues to grow through year ten such that tot
employment is 9.0 percent above what it would Hzeen under the baseline scenario. The impact on
total labor income is even more pronounced, inengedue to both an increase in after-tax wagesaand
increase in the number of people working. Totabtancome will rise 27.4 percent in the first yed&y
year ten, labor income will be over 41 percent bighan what it would have been under the baseline
scenario.

In the second study, Laurence Kotlikoff found thaitching to the FairTax (replaces all federal taxe
on income with a single rate tax on final consumptimproves capital stock, which is dramatically
higher in the long run under the FairTax than uridercurrent tax system. Indeed, the capital stiock
2100 is 96.2 percent higher. While the expansidhe capital stock proceeds relatively slowlysit
noticeable even by 2010. In that year, the capttadk is 12.8 percent higher. By 2030, the céapita
stock is 43.7 percent higher than would otherweeehbeen the case.

The increased capital formation also leads toainghe real wage per unit of human capital. Bath
than declining by 8.0 percent by the end of thawgnthe real wage now rises by 17.0 percent.s i
a 25.0-percent difference in real worker remuneratiAgain, the pace of the change is slow, but by
2030 real wages under the FairTax are 11.5 pelughér than they would otherwise have been. In
transforming the economy’s prospect from one ddgital shortage to one of capital deepening, the
FairTax also reduces real interest rates, witl2t@0 real interest rate ending up 160 basis ptomier
than under the current systém.

And the third study, by The Beacon Hill Instituteses alynamic computable general equilibrium (CGE)
model to estimate the impact of the FairTax planh@neconomy. Their main findings are:

» GDP is estimated to be 7.9 percent higher in tis¢ fiear, 10.9% higher in year 10 and 10.3% higmer
year 25 after enactment of the FairTax than whatlvotherwise be the case if the current system
remained in place.

» Domestic investment is 74.5% higher, 75.9% higlmer 85.2% higher in years 1, 10, and 25,
respectively.

» The capital stock is 9.3% higher in year 5, 14.18hér in year 10, and 17.3% higher in year 25.

* Real wages are 10.3%, 9.5%, and 9.2% higher irsy&t0, and 25, respectively than would otherwise
be the case.

» Consumption drops slightly in the first two yea®ds6¢6 and 0.8%), and then becomes 1.8% higher in yea
5, 4.3% higher in year 10, and 6.0% higher in yar

The findings for 2007 through 2031 are summarire@igble 1 below. The table shows the percentdfgrelice
in each indicator resulting from implementationtio¢ FairTax for selected years 2007 to 2031. dxample,
real GDP would be 7.9 percent higher in 2007 unbdderFairTax than under the “benchmark” current v
10.3 percent higher by 20%4..

" Kotlikoff, Laurence J. and Sabine Jokisch, “Sintinig the Dynamic Macroeconomic and MicroeconomiteEis of the
FairTax,”National Tax JournalJune 2007.

58 David G. Tuerck, et.al., “The Economic Effects lof tFairTax: Results from the Beacon Hill InstitM&E Model,” The
Beacon Hill Institute at Suffolk University, Febrya2007.
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The economic studies discussed above examine loalgftects caused by the reduction in the user cost
of capital and labor responsiveness to changesngimal tax rates and do not examine microeconomic
efficiencies gained from a more efficient allocatiaf scarce capital/labor resources, productiving

from lower private tax compliance costs, or gamsaompetitiveness from moving to a destination-
principle tax. They also generally make limitirggamptions about attracting investment from abroad.

Replacing federal income, payroll, and estate aftdaxes with the FairTax has a positive impact on
the stock and bond markets as well. The valu@giarate stock or a corporate bond is the present
discounted value of the expected future incomeastrnet of tax) of the stock or bond. Thus, alstc
value or a bond’s value is a function of two thing$e expected future income from owning the asset
and the interest rate. If a firm’s expected futme@me stream increases, then the stock will ammen
value. If a firm’s expected future income streamegdown, then the stock price will fall. If the
expected future income stream from a bond dectines for example, to a heightened risk of default,
then the price of the bond will fall. Changesnterest rates also dramatically affect the pricstotks
and bonds.

Similarly, lower interest rates mean that the pnésalue of the future income that a corporation is
expected to earn will increase. Thus, lower irgerates cause stock prices to rise. When intesitss
rise, the present value of the corporation’s futnoeme declines and stock prices decline.

The FairTax causes nominal interest rates to faterest rates will fall 25-35 percent under a
consumption tax like the FairTaX. Rates will drop immediately and quickly toware turrent tax-
exempt rate. Investors will no longer need to irera tax premium to achieve a particular afterrtte

of return. The impact of eliminating this “tax wgl or tax premium on interest can be seen eveyy da
in theWall Street Journal.Tax-exempt municipal bonds tend to yield aboup8ftent less than taxable
corporate bonds of similar term and risk.

As shown in the graph below, the demand for lodrag given interest rate will decrease. Thisaffe
would be brought about by the increase in costtduke elimination of interest deductibility. Ither
words, for any particular interest rate, fewer warll be demanded since the cost of paying a @aer
interest rate will have risen. Conversely, simterest is no longer taxable, the availabilitysopply of
loans at any given interest rate will increase.rikdaequilibrium will be achieved at a lower intstre
rate (i) and, in the short run, the same amount of capitabe supplied?’

Short-run impact of the Fair Tax on interest rates

Sig ’ pacttbynal”sales tax would have on interest rates@Gaeb, John E., “How
Would Tax Reform Affect Financi"al,,M e ’.E’Cgﬂ'bmic ReviewFederal Reserve Bank of Kansas City, Fourth @uart
1995. He estimates a 25-35 percert-drop (p>g@E also Feldstein, Martin, “The Effect of a Conptiom Tax on the Rate
of Interest,” National Bureau.of conor'hi.j.-Rese rking Paper No. 5397, December, 1995.

° The actual amount of loaps’may var,y"'éd‘mewha ' orrowers and lenders have different incomeates.
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C. TheFairTax Would Introduceto the World the Most Internally Sound and Competitive Tax
System

Effect on Direct Investment, Locational Decisionand Repatriation.—Consider what would happen
to the current international tax problems posedralibthe FairTax were adopted beginning with the
consequences of the U.S. being the world’s langasbnal market with a zero marginal rate of tax on
productive activity, investment and capital returi@ich a change would have profound relevance for
both foreign direct investment and domestic localahoices.

The U.S. would become the most attractive jurisoiicin the world from which to export, attracting
both foreign direct investment and domestic investitio base operations here. This, of course,
satisfies the fundamental policy goal of those &h®considering a territorial taxing regime for the
U.S., as many countries have adopted: that gaalessure that a choice between headquartering a
company in the U.S. or overseas would not be infted through the application of high U.S. marginal
tax rates to global income with no connection ®thS. save the fact that the location of the
headquarters of the company. The FairTax prowidegquivalent of a territorial taxing regime beszau
it does not tax foreign sourced income at all, trelefore cedes taxing jurisdiction to the couwtry
income source.

But it improves upon this choice dramatically. TreerTax would not also encourage investment
overseas as the territorial tax movement, by ita cationale, admits would occur. In fact, a zexi rof
U.S. tax would give foreign jurisdictions two chesc Reduce their tax rate on savings and investmen
(which will stimulate global economic reform anawith) or lose investment to America. Companies
now American in name only would repatriate invesitrand jobs back to our shores.

Adoption of the FairTax would also end the problemsed by deferral — which imposes a penalty for
repatriating income earned overseas. Companiesriosy in name only would repatriate investment
and jobs back to our shores without penalty, stheesarnings of subsidiaries would not be taxetid¢o
parent at all and the taxes paid to foreign natiwosld not be limited by the complex foreign tardit
rules. And since the U.S. would not tax foreigiunes to capital (as it would not tax U.S. returning
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U.S. market for investment in stocks, in businassegal estate and otherwise would effectively lmeeo
the world’s largest tax haven for investment cdpita

Answering the Problem Posed by Border-Adjustable<T@ubsidies.-There are two ways tax-writers
could confront the reality of global border-adjudéataxes: (1) encourage our trade representadives
trading partners to allow income taxes to be boeetfusted, or (2) adopt our own destination-based
consumption tax. The first will never happen.

To get some sense of the Herculean task involvéd twe former tack, consider convincing the WTQO'’s
Member countries to eliminate the admittedly asi#i distinction now drawn by the WTO between
direct taxes (income taxes) and indirect taxesggomption taxes) on which their trade subsidies
depend. These are the same nations willing tarsumeernational courts to get the U.S. to abanit®n
relatively minor export incentive worth about $4ibh annually (the Foreign Sales Corporations)aso
to preserve for themselves this unilateral advantag

Even if such diplomacy were to miraculously preveiiminating the indirect/direct distinction would
only countervail a sliver of the trade subsidy, #meh only for exporters. If the direct/indirect
distinction were fully eliminated, an export sulyswlould only allow exporters to defer or exempt a
portion of theirincome taxyhen payroll taxes constitute about 36 percenhefgross collections by
type of tax. And lest we forget, since America heord trade deficits, this does nothing to latel
playing field on imports which continue to compatginst domestic producers unfairly on our own. soll

The best alternative is to enact what the redt@fitorld has enacted — a destination-principle tax
system (also known as a border-adjusted tax systehgt incorporates our entire tax burd&vie need

to move to a tax system that taxes all goods cordumthe U.S. alike, whether the goods are pradluce
in the U.S. or abroad. We need to eliminate tlasgeects of the U.S. tax system that artificialbycel

U.S. production at a competitive disadvantage coatpto foreign production.

How would the FairTax accomplish this full-scaleder adjustability? As an indirect tax, fully WTO-
compliant, the FairTax would:

» repealall upstream federal taxes now embedded in the prquiioet of U.S. goods and
eliminates any business-to-business taxes, inajuatyroll taxes,

» completely exempt foreign consumption from taxati@nly goods and services for final retail
sale in the U.S. are taxed, and

- impose the FairTax on foreign goods entering ooreshfor final consumption.

Recall the table above which showed the unfairiegipbn of foreign and U.S. taxes on exports and
imports restively. In essence, under current faveign and U.S. taxes are doubly imposed on goods
produced in the U.S., while imports which compegaiast U.S. produced goods are exempted from
taxation. Now consider how under the FairTax,tdide would look entirely neutral as to whether
foreign or U.S. goods were consumed here or abroad.

The U.S. tax system under the Fair Tax
Sold in U.S. market Sold in foreign markets

U.S. production = Pays the FairTax. Pays foreigneraldded tax
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Sold in U.S. market Sold in foreign markets

Foreign Is exempted from the source countBays foreign value-added tax
production VAT, but paysthe FairTax

Only the FairTax can claim that under its reginmeeign manufactured goods and U.S. manufactured
goods will pay the same tax when the goods areataletail. Only the FairTax can make the claii th
U.S. businesses selling goods or services in foreigrkets will be fully relieved of federal tax
(including payroll taxes).

Conclusion

| conclude with an observation about tenor of distan for fundamental tax reform. Many who lack an
in-depth knowledge of the tax laws, their practigidct cling to an unfounded assumption that the
Income Tax System is somewhat of an American itdrece — devolved from a celestial body as highest
social engineering achievement of mankind. Perbi@psheory is bolstered by the ecosystem made
dependent upon it, where lobbyists, Members andsing seeking relative advantage combine in that
unholy trinity to conspire unwittingly against natal prosperity. But to mainstream economists
nothing could be farther from the truth.

Enabled by a political system that has literallidssach word, each deduction, each credit and each
exemption to the highest bidder at a private ancthwr tax system has been cobbled together by the
finest lobbyists America can produce, not our masidinest economists. The result has been
predictable: our tax code has enshrined politiex @ound policy, special interests over the intsrek
our national prosperity. And what is most troubleg, in this season of politics, it is justified by
political advisers who see the merits in advantiitg distributional tests without defining fairrses
even as the devastating effects of slower econgrnoith impact our national well-being. Must we be
reminded, lower income Americans are the firstedited when bad times come, and the last to be
rehired when good times return.

The beneficiaries of this broken discourse arenthe industry of American political divisivenesseth
losers are the American people, whose prosperdinmgnished. It is as if political leaders who vidu
rather sow the seeds of divisiveness than accadedform is essential to our national prosperitg.

the extent your hearing examines what we are donogg, how a tax system can be least destructive, i
is a breath of fresh air. To the extent you ate &dhmove the monolith, to effectuate these
recommendations, to define reform in a manner itepiday the chorus of economists, we applaud you.
You will be living up the trust that the Americaagple have given to you.
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