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The American Council of Life Insurers (ACLI) is pleased to submit this statement for the record for
today’s hearing titled “Member Day Hearing on Fundamental Tax Reform Proposals.” We thank
Chairman Charles Boustany and Ranking Member Richard Neal for holding this hearing. ACLI would
like to take this opportunity to respectfully comment on the American Business Competitiveness Act
(HR 4377) and suggest ways in which it can be improved.

ACLI is a Washington, D.C.-based trade association with approximately 300 member companies
operating in the United States and abroad. ACLI advocates in federal, state, and international forums
for public policy that supports the industry marketplace and the 75 million American families that rely
on life insurers’ products for financial and retirement security. ACLI members offer life insurance,
annuities, retirement plans, long-term care and disability income insurance, and reinsurance,
representing more than 90 percent of industry assets and premiums.

On behalf of the U.S. life insurance industry, we share Congressman Nunes’ goal of encouraging
economic growth. HR 4377 proposes a systemic change to a new basis for taxation of business
income. It is referred to as a cash flow system where taxable receipts exclude investment income and
business expenses are 100 percent deductible. To achieve this, the bill would place all taxpayers on a
cash accounting basis. Section 3(b)(1) of HR4377 imposes a tax “for each taxable year on the net
business income of every corporation.” Section 4(a) of the bill defines “the term ‘net business
income’ . .. [as] the amount by which the taxable receipts of the business entity for the taxable year
exceed the deductible amounts for the business entity for the taxable year.”

HR 4377 provides that transactions between financial institutions—including life insurers—and any
entity or individual not engaged in a business activity are “covered transactions,” the proceeds from
which are taxable receipts. Therefore, premiums from life insurance, annuity, long-term care and
disability income insurance policies issued to individuals for non-business purposes constitute taxable
receipts for life insurers under the bill. Currently, there is no provision in HR 4377 accounting for life
insurers’ primary business expense — the increase in the liabilities required to pay policyholder claims.
If premiums from individual policies are included but business expenses are accounted for only when
benefits to policyholders are paid - in most cases many years or even decades later— life insurers’ net
business income under Section 4 of the bill would be significantly accelerated and taxed prematurely.
Consequently, the bill in its current form is unworkable for the life insurance industry.

The unique nature of the business of life insurance is different than that of a manufacturer or retailer
in that it involves the satisfaction of long-duration promises. However, while HR 4377 accounts for
business expenses incurred by other industries, such as manufacturers and retailers, it does not
account for increases in life insurers’ liabilities—our largest business expense.
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Manufacturers or retailers incur expenses first in producing or acquiring the goods they sell, and
receive income from their customers later upon sale of such goods. For life insurers, the order of
expenses and income is reversed. Life insurers receive income in the form of premiums from their
policyholders and pay expenses in the form of policyholder claims, often decades later. Current law
treats premiums as income and, to address this unique difference in our business, allows a business
expense deduction for the present-day value of future liabilities, using actuarially appropriate
assumptions regarding future risks and returns. Life insurers are required to calculate these business
expenses annually under state law. This annual measure of the change in life insurer policyholder
obligations, known as statutory reserves, is recorded in the statutory accounting annual statements
that life insurers must file with financial regulators and, should serve as the starting point for life
insurers’ reserve business expense.

Under HR 4377, premiums from individual policyholders would be net business income, with no
business expense for reserves to properly reflect the net business income of life insurers. The bill
must account for life insurer reserves—our largest business expense—so that life insurers receive
equal treatment as other business taxpayers.

Only life insurers provide products with guarantees that protect individuals and families from life’s
financial risks. These protections and guarantees are not available from any other financial services
companies. Without accounting for life insurer reserves with respect to policies issued to individuals,
HR 4377 would significantly misstate and accelerate life insurer net business income.

Additionally, HR 4377 repeals the alternative minimum tax (AMT) for corporations without providing
any opportunity for use of corporate taxpayers’ existing AMT credits. The bill should allow a transition
period so that corporate taxpayers are able to fully use their AMT credits. Without such a provision,
taxpayers will not be able to recoup these pre-paid taxes.

ACLI and its member companies look forward to working with Congressman Nunes and his staff to
address our industry’s concerns on these very important issues.

Thank you.

Maurice Perkins
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March 20, 2016

Charles Boustany
Chairman,
House Ways and Means Tax Policy Subcommittee

Re: “Fundamental Tax Reform Proposals”
Dear Representative Boustany:
This letter 1s a response to your 2016 request for “Fundamental Tax Reform Proposals”.

RECOMMENDATION: My single recommendation, made on behalf of our organization (see below) 1s that
Congress repeal “citizenship-based taxation”, imposed on United States citizens living outside the United
States, and switch to “residence-based taxation” - in keeping with the approach accepted by the rest of the
cwvilized world.

SUPPLEMENTARY MATERIAL. In the past I, and hundreds of others, have already made submissions to
the Senate Finance Committee and to the House W&M Committee i support of this recommendation.

This includes a comprehensive April 2015 submission my colleague John Richardson and I made to the
“International Tax Committee” of the Senate Finance Commuttee.

The “International Taxation Committee” released its report on tax reform in 2015. In spite of the fact that
more than 3/4 of the submissions were from overseas “Americans”, the committee acknowledged, but failed to
address, the mtolerable treatment of Americans citizens abroad and those deemed only by the United States to
be United States citizens or “persons” abroad.

The committee did include however this statement, which we ask you to consider:

“According to working group submissions, there are currently 7.6 million American citizens living outside of
the United States. Of the 347 submissions made to the international working group, nearly three-quarters dealt
with the ternational taxation of individuals, mainly focusing on citizenship-based taxation, the Foreign
Account Tax Compliance Act (FATCA), and the Report of Foreign Bank and Financial Accounts (FBAR).

While the co-chairs were not able to produce a comprehensive plan to overhaul the taxation of individual
Americans living overseas within the time-constraints placed on the working group, the co-chairs urge the
Chairman and Ranking Member to carefully consider the concerns articulated in the submissions moving
forward.”

OUR ORGANIZATION. I submit this proposal on behalf of myself (I am a United States citizen residing in
Canada for more than 40 years who will be forced to renounce United States citizenship should the tax laws
affecting Americans overseas not be repealed) and on behalf of the “Alliance for the Defeat of Citizenship
Taxation” (ADCT; www.citizenshiptaxation.ca), a non-profit corporation, for which I am Chair.
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Given the reluctance of the Senate Finance and House Ways and Means committees to remedy the situation
for overseas Americans, the objective of ADCT 1s to fight your U.S. citizenship-based taxation laws by litigation
i the U.S. courts.

The provisions of the Internal Revenue Code, including various reporting requirements and punitive taxation
of non-U.S. resident retirement vehicles, have forced many Americans abroad to renounce U.S. citizenship for
their financial survival.

It is the view of ADCT that these direct actions of Congress result in violation of the guarantees of the 14"
Amendment of the U.S. Constitution as confirmed by the United States Supreme Court in Afroyim v. Rusk.

As a result, our organization will be bringing a lawsuit in the United States to enforce the Constitutional rights
of all American citizens - and specifically those who are attempting to live a normal life outside the United
States.

Your subcommittee may wish to consider whether Congress has the Constitutional authority to continue to
mmpose such tax laws on “overseas” United States citizens that compel such persons to renounce their
citizenship.

Your subcommittee also needs to understand how the community of U.S. citizens abroad (the best
ambassadors that America could ever have) 1s being destroyed.

This 1s not about tax compliance. It’s not about accountants and lawyers. It’s not about academics. It’s not
about partisan politics. It’s not about class warfare. It 1s certainly not about tax evasion and offshore accounts.

It’s about people. It’s about people with real lives, who are trying to exercise their constitutional liberties to
pursue happiness in the form they desire. Instead they are being forced to renounce (either formally or
mformally) their U.S. citizenship.

It’s about the right of people to live normal lives. It’s about being able to “live as a U.S. citizen abroad”.

Sincerely,

Stephen Kish John Richardson

Chair, ADCT ADCT Legal Counsel and Co-Director,
Patricia Moon Carol Tapanila

ADCT Secretary-Treasurer ADCT Director

Alliance for the Defeat of Citizenship Taxation
405-50 Rosehill Avenue

Toronto, ON CANADA
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Submission to:
House Ways and Means Tax Policy Subcommittee
Hearing on Fundamental Tax Reform Proposals

The United States should join the rest of the world and REPEAL citizenship based taxation in favor of
residence based taxation. If only to cut the costs of the excessive paperwork on all sides that comes
from tracking citizens who reside abroad.

Every other country in the world except for Eritrea taxes based on RESIDENCE rather than
CITIZENSHIP. Citizenship based taxation disadvantages US Persons residing outside of the US, which
disadvantages the country as a whole. These disadvantages come from:

® Excessive compliance costs: The reporting requirements on non-US bank accounts and
financial assets for US persons residing outside of the US are excessive and intrusive.
Accounts and investments held in the country (or economic area) of residence are not tax-
motivated, and should not require the same level of disclosure as the non-US accounts of US
residents. It is not unusual for a moderate-income US expatriate to spend hundreds of
dollars or more to prepare a US tax return showing a US tax liability of zero.

e Double taxation: Tax treaties cannot eliminate double taxation for US expatriates. This is
because US persons living in another country must follow the tax rules where they live,
which will certainly be different from US tax rules. Retirement savings, mutual fund
investments, and capital gains taxes on personal residence are common areas of difference.
Where the tax rules are different, US Persons residing outside of the US end up paying the
higher tax rate on each category.

e Competitive disadvantage: due to excessive US reporting requirements for non-US assets
and double taxation, US persons working outside of the US will pay more in taxes and
compliance costs than their non-US peers in their country of residence. This will
disadvantage US persons in seeking employment overseas and will reduce the number of US
persons who have international work experience. This, in turn, makes the United States as a
whole less competitive in international markets.

Support for the URGENT need for reform in the area of the taxation of US expatriates can be found
in the last few reports of the Taxpayer Advocate Service, including a recommendation in the recently
released 2015 Report to Congress that foreign bank account reporting exclude accounts held in the
country of residence.

Finally, | would like to call the Committee’s attention to an international perspective on US
citizenship based taxation in an article written by Professor Allison Christians of McGill University
entitled “Uncle Sam Wants ... Who? A Global Perspective on Citizenship Taxation” available at
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2717367.
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March 21, 2016

The Honorable Charles Boustany
Chairman, Subcommittee on Tax Policy
Ways and Means Committee

1100 Longworth House Office Building
Washington, D.C. 20515

Dear Chairman Boustany,

Thank you for holding hearings on tax reform and its impact on growing the U.S. economy.

By way of introduction, the American Craft Spirits Association (ACSA) is a non-profit trade association
representing the U.S. craft spirits industry. The craft spirits industry is growing across the U.S. Our
Association estimates there are as many as 1200 new, craft distilleries in every State of the U.S.

The growth of craft distilling is supporting main street, small business job growth, tourism and locally
sourced products, much like craft beer and small wineries. Craft distilling has the potential to grow
even more with a change in tax policies in Washington, D.C.

Nearly thirty six years ago, the Congress enacted legislation to provide a reduced Federal Excise Tax
(FET) for small brewers and vintners. This led to a boom in craft brewing and boutique wineries.
Unfortunately, this tax treatment was not extended to small distillers, likely because our craft products
in our industry did not exist then. In order to advance the continued growth of the craft spirits industry,
however, similar excise tax relief is urgently needed now. For distilled spirits, currently all producers
pay a FET of $13.50 on each proof gallon and this tax is already significantly higher than on beer and
wine. As mentioned above, compounding the problem is that small distillers receive no reduced tax
rate.

A reduced tax rate will help our businesses grow. Some estimate each small distiller could add one or
two employees immediately and increased production will further the progress of the industry.

No less than five bills have been introduced in this Congress, all of which would reduce the tax for small
producers from $13.50 to $2.70. In the House, H.R. 2520, introduced by Rep. Todd Young (R-IN) would
reduce the FET for craft distillers and bring more overall fairness for the spirits industry. H.R. 2903
introduced by Congressmen Erik Paulsen (R-MN) has over 165 co-sponsors and would reduce the FET for
craft spirits, as well as for beer and wine.



We would encourage the Subcommittee to hold a hearing on Federal Excise Taxes and/or proceed to a

mark-up on the various proposals that reform the FET for craft beverage producers, with particular
attention to the inequitable treatment for spirits.

Thank you for your consideration of this request. For further information, please contact me at 845-
797-9010 or our Counsel in Washington, James Hyland at 202-756-7745.

Sincerely,

Thomas Mooney
President
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‘ Working for America’s Retirement

American Retirement Association
Statement for the Record
House Ways & Means Tax Policy Subcommittee Hearing on
Proposals Relating to Fundamental Reform of the
Income Tax System
March 22, 2016

The American Retirement Association (“ARA”) thanks Chairman Boustany, Ranking Member Neal,
and the members of House Ways & Means Subcommittee on Tax Policy for the opportunity to
submit a statement for the record on the importance of preserving the current tax incentives for
employer-sponsored retirement plans as the Subcommittee examines proposals that would
fundamentally reform our income tax system.

The ARA is an organization of more than 20,000 members nationwide who provide consulting and
administrative services to American workers and sponsors of qualified retirement plans. ARA
members are a diverse group of retirement plan professionals of all disciplines, including: financial
advisers, consultants, administrators, actuaries, accountants, and attorneys. The ARA is the
coordinating entity for its four underlying affiliate organizations, the American Society of Pension
Professionals and Actuaries (“ASPPA”), the National Association of Plan Advisors (“NAPA”), the
National Tax-deferred Savings Association (“NTSA”) and the ASPPA College of Pension Actuaries
(“ACOPA”). ARA members are diverse but united in a common dedication to America’s private
retirement system.

The tax incentives for employer-sponsored plans in place today do an efficient and effective job in
allowing Americans across the income spectrum to build a secure retirement. In fact, a workplace
retirement plan is the single most important factor that determines whether or not workers accumulate
significant savings for retirement. Data from the Employee Benefits Research Institute shows that
workers earning between $30,000 and $50,000 per year are fifteen times more likely to save at work
that to go out and set up an IRA to save on their own. Because moderate income earners almost
exclusively save at work through plans like the 401(k) — the most widely known section of the tax
code — it is not surprising that Internal Revenue Service data shows that nearly 80% of participants in
401(k) and other profit sharing plans make less than $100,000 per year, and 43% of participants in
these plans make less than $50,000 per year.



Simply stated, saving at work, works. That is why the American Retirement Association would
caution that repealing all income taxes in favor of a national consumption tax would discourage
businesses, especially small businesses, from maintaining a workplace retirement plan and seriously
undermine the private employer-sponsored retirement system.

The current income tax incentives are a primary reason small business owners consider offering a
retirement plan. In addition, qualified retirement plans are subject to coverage and non-discrimination
rules that require employer contributions on behalf of employees if the owner wants to maximize his
or her contributions. These employer contributions provide significant retirement benefits to rank
and file employees. For a small business owner, the tax savings on his or her contributions to a
retirement plan generates part of the cash needed to pay for the required contributions for other
employees.

If there is no income tax, the small business owner will have no tax incentive to establish or maintain
a workplace retirement plan. There will be less opportunity to save at work, and lower employer
contributions made on behalf of workers who still have access to workplace savings. That, in turn,
will undermine the retirement security of the tens of millions of American workers who currently rely
on these plans for a secure retirement.

The current private employer-sponsored retirement system works well for those that have access to
these plans in the workplace. Expanding the availability of workplace savings even further is key to
improving the ability for Americans to save for their retirement. The ARA would be pleased to work
with this Subcommittee to further develop proposals to expand small business participation in our
current system and we thank you for the opportunity to submit these comments.
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Governmental Relations
March 21, 2016

The Honorable Kevin Brady

Chairman, Committee on Ways and Means
1102 Longworth House Office Building
Washington, DC 20515

The Honorable Sander Levin

Ranking Member, Committee on Ways and Means
1106 Longworth House Office Building
Washington, DC 20515

Dear Chairman Brady and Ranking Member Levin:

For years, the American Veterinary Medical Association (AVMA) has urged Congress to pass the
Veterinary Medicine Loan Repayment Program (VMLRP) Enhancement Act, H.R. 3095. AVMA strongly
backs H.R. 3095 which is championed by Representatives Adrian Smith and Ron Kind and is referred to
the Ways and Means Committee.

This important legislation brings parity to the tax treatment of loan repayment awards provided under
the VMLRP and the National Health Service Corp (NHSC) Loan Repayment Program. At present the
VMLRP awards are subject to 39 percent federal tax withholding — the highest marginal rate. Congress
set a precedent for exemption in 2004 when it passed the American Jobs Creation Act (PL 108-357).
Prior to that bill’s passage NHSC awards had been subject to 39 percent federal tax withholding.

VMLRP incentivizes licensed veterinarians to practice in federally designated veterinary shortage areas
that are identified by each state’s Animal Health Official. Veterinarians participating in the USDA-
administered VMLRP deliver high qualify veterinary care throughout rural America, primarily for
livestock — beef and dairy cows, poultry, swine, dairy and meat goats, sheep, farmed aquaculture, and
working farm horses. Also, they practice public health — epidemiology, pathology, bacteriology, virology,
serology, and perform important roles in foreign animal disease preparedness. Veterinarians play a vital
role in protecting food safety and overseeing the use of antimicrobials in food-producing animals.

Unfortunately, fewer than 25 percent of federally designated VMLRP shortages are filled each year
because VMLRP is subject to the 39 percent federal tax withholding. All funding allocated for this small
federal program should be maximized. Since 2010, the USDA has awarded just 340 awards to
veterinarians practicing in 45 states; however, if program awards were exempt from withholding taxes
then one additional award could have been made for every three currently awarded. More veterinarians
would be practicing in rural areas where farmers and ranchers badly need their services.

The importance of veterinarians practicing in rural areas cannot be overstated. The VMLRP is the only
federal program offering an incentive to livestock and public health veterinarians to choose practice in
designated shortage areas. Rural America has ongoing and growing needs for veterinarians to help keep
their livestock and poultry healthy and their operations profitable. Animal agriculture is a major
economic driver in the United States having an impact of $440.7 billion' in 2014. The recent animal
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disease outbreaks have cost billions in production losses and response costs; for example, in 2015 the
response to the highly pathogenic avian influenza outbreak cost over $1 billion. Researchers have
estimated that the annual economic impact of porcine reproductive and respiratory syndrome is $664
million. An uncontrolled outbreak of foot and mouth disease could have a $200 billion impact over 10
years.

We urge you to pass H.R. 3095. Veterinarians participating in VMLRP merit the same exemption enjoyed
by physicians, dentists and other health care providers participating in the National Health Service
Corps.

The American Veterinary Medical Association represents more than 88,000 veterinarians engaged in
every aspect of veterinary medical science. We look forward to working with you on this very important
issue. If you have any questions, Gina Luke on my staff can be reached at 202-289-3204 and
gluke@avma.org.

Sincerely,

D7y Vi) 51

Mark Lutschaunig, VMD MBA
Director, Governmental Relations Division
American Veterinary Medical Association

MTL/ggl

'2004-2014 Economic Analysis of Animal Agriculture, U.S. Soybean Association, published September 2015,
http://unitedsoybean.org/wp-content/uploads/Economic-Analysis-of-Animal-Agriculture-FINAL-Low-

Resolution.pdf
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Written Testimony Submitted by Steven L. Hayes, Chairman
Americans For Fair Taxation

To the House Ways and Means Tax Policy Subcommittee
Hearing on Fundamental Tax Reform
March 22, 2016

Chairman Boustany, Ranking Member Richard Neal, and Members of the Tax Policy Subcommittees:

The Americans for Fair Taxation (Fairtax.org) welcome the chance to submit this written testimony to the
Subcommittee on the FAIRtax, a national consumption tax.

With more than 600,000 supporters, FAIRtax.org is the nation’s largest grassroots citizens’ organization
dedicated to fundamental tax reform. As a nonpartisan organization, we have engaged some of the nation’s
leading scholars and tax policy analysts to explore the infirmities of the existing system and the best means of
correcting them. The product of our effort is the FAIRtax, which has been introduced by Representative Rob
Woodall as H.R. 25 and in the Senate as S.155 by Senator Jerry Moran. The House bill now has 73 cosponsors
and the Senate bill has 6. With the benefit of our research and our efforts towards fundamental tax reform, we
respectfully offer the following insights within the scope of this hearing.

What is the FAIRtax?

The FAIRtax Act of 2015 (H.R. 25) is comprehensive legislation that replaces all federal income and payroll
taxes with an integrated approach including a progressive national retail sales tax, a prebate to ensure no
American pays federal taxes on spending up to the poverty level, dollar-for-dollar federal revenue replacement,
and, through companion legislation (H. J. RES. 16), repeal of the 16™ Amendment. The FAIRtax abolishes all
federal personal, gift, estate, capital gains, alternative minimum, Social Security, Medicare, self-employment, and
corporate taxes and replaces them with one simple, visible, single-rate federal retail sales tax — collected and
administered in cooperation with the federal government by existing state sales tax authorities.

Purchase of Living Essentials Tax-Free via the Prebate

Under the FAIRtax, all Americans consume what they see as their necessities of life free of tax. While permitting
no exemptions, the FAIRtax (HR25) provides a monthly, universal prebate to ensure that each family unit can
consume tax-free at or beyond the poverty level, with the overall effect of making the FAIRtax progressive in
application. This is not an entitlement, but a rebate (in advance) of taxes paid — thus the term prebate. Everyone
pays taxes at the cash register.

Although everyone pays the same tax rate at the cash register, the effect of the prebate is to increase
effective tax rates (annual taxes paid divided by annual spending) as the level of spending increases, a progressive
tax rate structure. For example, a person spending at the poverty level ($32,040 for a family of four) has a 0%
effective tax rate, the prebate rebates all of the taxes they paid. Whereas someone spending at twice the poverty
level has an effective tax rate of 11.5%, and so on.

Administering the prebate under the FAIRtax would also be far simpler than administering the EITC,
credits, or deductions under the current system — far cheaper and far less intrusive. The cost to administer the
prebate is miniscule compared with the combined compliance costs and administrative burden of the income tax.
When the state sales tax authorities process the prebate applications they will validate all names and Social
Security numbers against the Social Security Administration (SSA) database. States already do this in relation to
the administration of other state/federal cooperative programs such as unemployment benefits and child support
enforcement. The states will submit the prebate distribution file to the SSA which will provide the prebate in the
form of a paper check via U.S. Mail, an electronic funds transfer to a bank account, or a “smartcard” that can be
used much like a bank debit card—already in use to provide other federal benefits.



The estimated number of households for 2015 is 124.6 million. Assuming 100 percent participation by
all eligible households (lawful residents), the maximum cost of the prebate would be $589 billion. For
comparative purposes, this amount is only 44 percent of total tax expenditures (standard deductions, personal
exemptions, Earned Income Tax Credit, mortgage interest and charitable contribution deductions, and various
other tax preferences and loopholes) doled out under the current federal income tax system that are repealed when
the FAIRtax is enacted. For 2015, the total of all of these tax breaks is estimated to be $1.339 trillion." The
FAIRtax provides for both civil and criminal penalties for knowingly filing a fraudulent prebate application. The
civil penalty is equal to the greater of $500 or 50 percent of the claimed annual prebate amount not actually due
plus repayment of any falsely due prebate amounts. A criminal penalty of imprisonment for up to one year may
also be imposed.

Taxation of Government Consumption

Public finance economists realize that the current system imposes taxes on government, albeit indirectly through
the higher wages government must pay its employees, the payroll taxes it must pay, and the higher payments it
makes to government contractors, than would otherwise be the case if there were no federal income tax system.
They further realize that when you shift from an income tax to a consumption tax you must maintain the same
“tax wedge” in government. Not doing so would distort the private marketplace, creating an incentive to consume
through the medium of government. Federal taxation of units of government has already been upheld by the
Supreme Court when it affirmed that the federal government could require all units of government to pay payroll
taxes on wages paid to its employees.

FAIRtax.org acknowledges that increased revenue from taxing federal government consumption is
exactly canceled by increased costs in the federal budget (as pointed out by the tax panel). What the tax panel
neglected to point out is that this accounting method is used today by the Office of Management and Budget and
the Congressional Budget Office.

The FAIRtax taxes all consumption, including government consumption, once. Today, the income tax
and payroll tax are imposed on government consumption by taxing government employees and government
contractors, making government pay more than it would in the absence of these taxes. This tax revenue appears
in the receipts column in the federal budget, and the added expense is counted in the federal budget as spending
(exactly canceling each other out). Fortunately, at least in this respect, the federal budget is honestly presented.

This tax revenue currently “paid” by the federal government is part of the tax revenue that the FAIRtax
replaces. The federal government could artificially reduce both spending and tax revenues by exempting its
workers and contractors from both income and payroll taxes and lowering wages paid to employees and amounts
paid to contractors accordingly. Similarly, the FAIRtax taxes government consumption and, like today, the
expense and revenue would be reflected on the federal budget as such. If the FAIRtax were to exempt
government from tax and if federal spending were held constant, then the purchasing power and size of the federal
government as a share of the economy would be dramatically increased. Further, not taxing government
consumption would artificially make government consumption appear cheaper and promote increased
consumption via government. So, though a wash, there would be negative economic consequences if the FAIRtax
did not continue the practice of taxing government consumption.’

Transition

Transition issues under the FAIRtax are more easily handled than under a flat tax or business transfer tax
(subtraction method VAT). To prevent the double taxation of inventory held on the effective date of the sales tax,
the FAIRtax provides a credit when the inventory is sold at retail. ~With respect to unused income tax credits and
deductions, some form of transition relief is appropriate under a flat tax or reformed income tax, since firms and

! Office of Management and Budget, Analytical Perspectives: Budget of the U.S. Government, Fiscal Year 2015, at Tables
14-1 to 14-4, Feb. 2015.

*For a detailed description of the FAIRtax base and step by step explanation of the rate calculation methodology, see Paul
Bachman, et. al., “Taxing Sales Under the FairTax: What Rate Works.”
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investors are going to continue paying tax. Under the FAIRtax, corporations and investors don’t need transition
relief; after all, how can a corporation or an investor be worse off because it has been relieved from having to pay
income tax altogether?

With respect to property owned when the sales tax is enacted, the FAIRtax exempts the sale of used
property from tax as the simplest approach. The upshot of this is that market demand will bid up the price of used
property, especially homes, until the price of the exempt used property (adjusting for wear and tear) is the same as
the cost of new taxable property (inclusive of the tax). Taxing used property as well as new property would
eliminate these windfall gains; however it would violate a basic tenet of the sales tax: that the value of the
property be taxed only once. It would also result in tax cascading every time the same property were sold. No
transition relief is necessary for savings distributed from pension plans, IRAs and other qualified plans because
neither the contributions nor the earnings on the plan would have been subjected to income tax. Income earning
assets that are currently subject to income tax will not now be paying tax, causing the market value of these assets
to climb considerably to reflect the repeal of the income tax. And finally, the FAIRtax provides that the cost of
living adjustment for Social Security benefits be computed on a tax-inclusive basis.

The FAIRtax does incorporate two transition rules. First, since inventory is not deductible under the
income tax until it is sold, that inventory will have been acquired from after-tax dollars. To then subject that
inventory to a sales tax would constitute double taxation and disrupt markets. Accordingly, the FAIRtax provides
a credit to businesses for the inventory equal to the value of the inventory on the last income tax return and the
sales tax rate. Second, the FAIRtax pushes forward the effective date in order to allow time for the economy to
adjust to a consumption tax.

Businesses that have inventory held on the date prior to the enactment of the FAIRtax qualify for a
transitional inventory credit if the inventory is sold subject to the FAIRtax within a two-year period. Qualified
inventory shall have the cost that it had for federal income tax purposes for the active trade or business as of the
end of the final income tax year. The credit is equal to the cost of the qualified inventory times the FAIRtax rate.
Businesses may sell the right to receive the inventory credit, so the credit can follow qualified inventory through
the supply chain. Qualified inventory includes work in process. The transition credit indirectly allows for a
transitional period for production and retail to adjust to pricing without the inclusion of income and payroll taxes,
corporate taxes, and compliance costs that before the FAIRtax were a large percentage of the cost passed along to
the consumer. This means being able to keep some prices the same immediately after the effective date and then
change prices over time consistent with new-found production and retail savings as tax burdens are lifted.

Administration of the FAIRtax by the States

The simplicity and efficiency of the sales tax is what has caused its spread from its inception in 1932 in
Mississippi to 45 states and Washington, D.C. Today, 98 percent of the population is covered by state or — in
Alaska — local sales taxes. State governments have the structure and databases required for implementing sales
taxes, which would definitely lower the “startup” costs of administering a national retail sales tax than if it were
done by the IRS.” State sales tax authorities have amassed great expertise in the administration and collection of
sales taxes, performing these activities much more efficiently than could be done by a centralized agency of the
federal government. Likewise, there is no reason why the states cannot keep the data on households necessary to
administer the prebate. Federal-state cooperative programs already exist for the verification of social security
numbers, a noteworthy example is the federal unemployment compensation program which is federally funded
but has been administered by the states for more sixty years. To provide federal oversight, the FAIRtax creates an
office in the Treasury Department to monitor enforcement of the FAIRtax by the states, to resolve disputes
between states and a place to appeal enforcement actions. The Secretary of the Treasury is given the authority to
promulgate regulations, to provide guidelines, to assist states in administering the FAIRtax, to provide for
uniformity in the administration of the tax, and to provide guidance to the general public. States are provided an

? Dronenburg, Ernest J. SAFCT: State Administered Federal Consumption Tax: The Case for State Administration of a
Federal Consumption Tax, paper presented at NYU Annual State and Local Taxation Conference, New York, Nov. 30, 1995.
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administrative credit of % of one percent of the sales taxes they collect, totaling about $6 billion overall, to
compensate them for the costs of administration.

Research demonstrates that if the FAIRtax was in place and administered by state sales tax agencies, it would
have saved $346.5 billion in administrative costs in 2005 when compared to the administrative costs associated
with the federal taxes it replaces. This implies a saving of $14.70 per $100 of the gross revenue the FAIRtax
would collect. These estimates are robust enough to ensure that even if any additional spending is needed under
the FAIRtax to have the levels of avoidance and evasion needed to bring in the estimated revenue, it would never
overcome the savings it provides in lower administrative costs when compared against the current federal system
of taxation it replaces.”

Administering states would enter into a cooperative agreement with the U.S. Treasury Department governing the
administration of the FAIRtax by such state. Such an agreement includes provisions for the speedy transfer of tax
monies collected, contact persons, dispute resolution, information exchange, confidentiality, and taxpayer rights.
States that do not have a state sales tax or states that do not want to administer the FAIRtax have two options:
They may contract with another state that has a state sales tax to administer the tax, they may contract with the
federal government to administer the tax or they may do nothing and the federal government will directly
administer the FAIRtax within that state. If a state is collecting the FAIRtax on behalf of another state, both states
and the federal government must sign the agreement. Each state may choose whether or not to conform its state
sales tax base to the FAIRtax base; however, doing so enables the conforming states to collect state sales tax on
sales made by remote sellers outside the state to a destination within that state. The National Conference of
State Legislatures estimates that states lost an estimated $23.3 billion in 2012 from being prohibited from
collecting sales tax from online and catalog purchases.

What about the IRS?

The IRS will remain in place until September 30", three years after the FAIRtax is enacted. This allows the IRS
to carry out all tax processing and enforcement activities relating to income tax returns for the final income tax
year, and prior years. The IRS will be processing annual income tax returns for the individual income tax,
corporate income tax, estate and gift tax, and the self-employment tax. It will conduct its normal collection and
enforcement activities, including audits. The IRS can focus its attention on collecting taxes for the final income
tax year taxes since there will be no time devoted to getting ready for another income tax year. At the end of the
three years, no appropriations for expenses of the Internal Revenue Service, including processing tax returns for
years prior to the repeal of the taxes repealed by HR25, shall be authorized.

Why the FAIRtax?
The FAIRtax is fair, efficient, transparent, and greatly reduces tax code complexity, compliance costs, and
noncompliance.

The very nature of the income tax breeds complexity.

In the long-running experiment of the income tax, it is fairly well demonstrated that it is the nature of the income
tax that breeds complexity. No one political party can assign blame or take credit: The nature of the income tax
as a hidden tax invites complexity through special-interest provisions. The constantly growing complexity of our
tax system is part of a trend that began in 1913 and has only accelerated with the nearly perennial enactment of
new tax legislation with 4,428 changes to the tax code in just the last decade. As of 2015, federal tax laws and
regulations have grown to over 10 million words in length. This figure includes the federal internal revenue code
(2,412,000 words long) and federal tax regulations (7,655,000 words long). It does not include the substantial
body of tax-related case law that is often vital to understanding the tax code.

To most Americans, the direct expenses of the IRS or abstract measurements are not the central compliance
problem. Most important is the mandate imposed on the American taxpayer to act as tax collector. According to
an analysis of IRS data by the Taxpayer Advocate Service (TAS), individual taxpayers and businesses spend an

* Tuerck, David, Paul Bachman, and Alfonso Sanchez-Penalver, Tax Administration and Collection Costs: The FairTax vs.
the Existing Federal Tax System, The Beacon Hill Institute at Suffolk University, Sept. 2007.
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estimated 6.1 billion hours each year complying with the filing requirements of the Internal Revenue Code
(henceforth called “compliance costs”).

Based on an extensive research review, Fichtner estimated that hidden compliance costs range from $215
to $987 billion and that the tax code results in a $452 billion revenue gap in unreported taxes. These economic
costs are substantial relative to the $2.45 trillion in revenues raised by the federal government in 2012.°

Small firms bear the lion’s share of these fixed costs that stem from paperwork and record keeping,
tracking wages, and interpreting the law — costs which, while disproportionately falling upon them, cannot be
passed along. Small firms in particular, according to the National Commission on Economic Growth and Tax
Reform, are forced to waste 3 to 4 dollars complying with the law for every dollar they pay in taxes.

Paperwork is the most visible compliance cost, but it is clearly not the only cost, and perhaps not the
largest cost. Return processing, determining liability, record keeping, and other burdens are an estimated 13 to 22
percent of the total revenue raised by the income tax system.

The monetary cost of compliance with the income tax code is only half of the problem. We pay for our
income tax system in equally wasteful ways. The income tax is collected with a heavy hand and much contention.
In 2015, our government has embroiled its citizens in more than 69,165 litigation actions, with 77 percent of them
involving small businesses. Taxpayers sustained more than 2 million levies.

Another measure of complexity is shown by looking at the record of the IRS’s own centers established to
help people prepare their tax returns. According to the Taxpayer Advocate Service, the IRS received 110 million
calls in each of the last two fiscal years; 25 percent of which the IRS was unable to answer. In addition to the
telephone calls, the IRS must process more than 11 million pieces of taxpayer correspondence annually.

The efficiency costs of the federal tax system dwarf compliance costs. Efficiency costs occur when tax
rules distort the decisions of individuals and businesses regarding work, savings, consumption, and investment.
By changing the relative attractiveness of highly taxed and lightly taxed activities, taxes alter decisions such as
what to consume and how to invest. When taxpayers alter their behavior in response to tax rules, they often end
up with a combination of consumption and leisure that they value less than the combination they could have
achieved if they made decisions free of any tax influences. This reduction in value is a welfare loss or efficiency
cost. According to research by the Government Accountability Office, efficiency costs are on the order of
magnitude of two to five percent of Gross Domestic Product (GDP).® Based on GDP of $17.947 trillion in 2015,
efficiency costs are an additional $359 to $987 billion.

All of that complexity disappears with the FAIRtax.

With a national retail sales tax, the Tax Foundation, the oldest national tax research organization, has estimated
that compliance costs drop more than 90 percent.” Anyone who professes to despise the complexity of the income
tax should embrace the FAIRtax. No other tax reform plan would eliminate wasteful compliance costs quite like
the FAIRtax. By imposing taxes at the cash register, the FAIRtax wholly exempts individuals from ever having
to file another tax return. The FAIRtax taxes only final consumption making business-to-business transactions
fully exempt; thus, businesses that serve other businesses will neither collect nor pay taxes. Sellers of retail goods
and services, most of which already pay state sales taxes (in the 45 states that have them) are provided an
administrative credit compensating them for the costs of sales tax compliance. The self-employed engaged in
providing goods and services for final consumption are the only individuals that would have to file tax returns.

> Fichtner and Feldman, The Hidden Costs of Tax Compliance, Mercatus Center, George Mason University, May 20,2013.
6 «Tax Policy: Summary of Estimates of the Costs of the Federal Tax System,” U.S. Government Accountability Office
Report No. GAO-05-878, August, 2005, p. 20.

7 Hall, Arthur P., “Compliance Costs of Alternative Tax Systems,” Tax Foundation, Testimony before the House Ways and
Means Committee, June 6, 1995.



The FAIRtax reduces the more than 700 incomprehensible sections of the Internal Revenue Code to one simple
question. As all goods and services for final consumption are taxable, the retailer need answer only “how much
did I sell to consumers?” The twin advantages of simplicity and visibility produce another benefit: Greater
enforceability with less intrusiveness.

In fact, it is this simplicity that recommends the FAIRtax over the VAT. Under a VAT, all businesses
would be forced to keep records on every purchase and submit detailed forms to the government with much
higher compliance costs than the FAIRtax. The administrative burden of the VAT would be especially severe if
policymakers chose to exempt certain goods and services. Compliance costs would also rise if politicians chose to
apply different rates to different goods and services. Most nations with VATSs not only exempt certain products
altogether, but also tax certain goods and services at different rates. The FAIRtax prebate untaxes living
essentials thereby eliminating the need for exemptions and differential rates and the resulting complexity.

Likewise, appeal of the flat tax is mostly in simplified returns, but the flat tax ends up with a slightly
more simplified tax return than the current 1040 EZ for individuals. Income still must be tracked and reported;
indeed, one must continue to determine taxable income. Both individuals and businesses must file returns. The
fear that the flat tax would eventually revert to a complex income tax system would remain. Under the FAIRtax,
there is no need to track income and expenses, no need for an IRS, and a high probability the tax will stay simple,
since sales taxes are by their nature single rate taxes, and cannot be reverted to an income tax (as it repeals the
income tax code and has companion legislation to repeal the 16" amendment).

Compliance rates are a function of enforcement costs, and those costs are at their limit.

Compliance is, in truth, a relativistic notion that compares the rate of voluntary payment of taxes to the costs
imposed on taxpayers to make those taxpayers acquiesce, conform, or yield. To understand this relationship in
the extreme, consider how we may be able to achieve an acceptable compliance rate, even if a tax system is
widely viewed as unfair — such as a per capita tax — if we were only willing to impose enough penalties at a high
rate, take away civil liberties, require enough substantiation, or provide enough resources for detection.

If we were to try to reduce the interrelationship between compliance and enforcement to a very simple
balancing act, we might express our goal for the tax system as trying to minimize one function (compliance costs)
at the same time we maximize another (the voluntary compliance rate). Then, in optimizing the compliance rate,
we would choose a system for which the voluntary compliance payment rate is acceptably high relative to the
costs required to obtain that compliance. Hence, as policymakers evaluate our current system and various reform
initiatives, they must do so within a framework that takes into account how much revenue the current system
raises as a function of the costs to maintain that system.

You can begin to understand how poorly the current system achieves its compliance rate by comparing
the compliance rate to the high administrative and, more importantly, compliance costs (see below). And it can
only speak about compliance if it recognizes that the correct manner of viewing compliance is as a function of
compliance and administrative costs.

Compliance costs are at an all-time high and dwarf the administrative costs of the IRS. The tax gap is a
major, continuing and growing problem which is getting worse, notwithstanding a much larger Internal Revenue
Service (IRS), more burdensome information reporting requirements, increasingly stiff and numerous penalties
and a host of legislative initiatives. The current system requires taxpayers not only to absorb substantial cost but
also to lose fundamental civil liberties. Further escalation of compliance costs may actually spawn further
noncompliance. As the GAO has stated, ““...some of the ‘tax gap’ may not be collectible at an acceptable cost.
Such collection might require either more intrusive record keeping or reporting than the public is willing to accept
or more resources than IRS can commit.”® Despite this poor compliance rate, we may have reached the limits of

¥ Willis, Lynda D., “Taxpayer Compliance: Analyzing the Nature of the Income Tax Gap,” United States General Accounting
Office, Testimony Before the National Commission on Restructuring the Internal Revenue Service, GAO/T-GGD-97-35,
January 9, 1997. Higher compliance costs can reduce voluntary compliance at a certain level. See, e.g., Sheffrin, Steven M.,
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what we are willing to pay in monetary and non-monetary costs to increase compliance. In a report on the tax
gap, the General Accounting Office stated:

Almost every year since 1981 has witnessed legislation to address tax gap issues. These legislative
actions generally required information returns [1099’s] reporting on income and deductions, imposed
penalties for tax noncompliance, or reduced opportunity for noncompliance by eliminating certain tax
write-offs. [The] IRS estimated that some of these provisions resulted in additional 1990 tax revenue of
$3.4 billion. Even so, [the] IRS' estimated tax gap increased $50.7 billion in current dollars from tax
years 1981 to 1992.°

With 2.6 billion informational returns filed and roughly 40 million civil penalties assessed in 2015, there is
little question that the FAIRtax plan would inspire greater compliance at lower cost.

The FAIRtax: Higher compliance rates at lower cost

Empirical evidence: State sales taxes are enforced at an equal or higher compliance rate than the income tax with
lower overall administrative and compliance cost. One means of looking at the possible compliance rate of the
FAIRtax is to compare relative compliance rates of various tax policies with the administrative and compliance
costs of those forms of taxation.'' Researchers have found the administrative costs of state sales tax vary as a
percent of revenue received from between 0.4 and 1.0 percent, and average 0.7 percent of revenues received.
The compliance costs imposed on businesses from state sales taxes have been estimated to fall between 2.0 and
3.8 percent of revenues.”” Based on similar methodology, researchers have estimated that the costs to comply
with a national sales tax would be as low as 1.0 percent of collections, compared with the flat tax at 1.2 percent of
collections and a consumed-income tax at 4.6 percent of collections."

Not only are the administrative and compliance costs of a sales tax much lower than an income tax per
dollar of revenue received, the compliance rate is higher. A Minnesota study in the year 2000 compared input-
output data to taxable sales and estimated how much tax should have been collected. The difference between
estimated and actual collections was 9.9 percent. The sales tax gap was therefore an estimated 9.9 percent in
Minnesota. This compares favorably to a federal tax compliance gap (and therefore a state income tax
compliance gap) nearly double that amount, despite the imposition of much higher administrative and compliance
costs. Overall, the noncompliance rate is from 15 percent to 16.6 percent of the true tax liability, according to the
IRS, and that same rate of noncompliance can be expected to apply to the state tax system that relies on the
federal enforcement apparatus.” In the broadest aggregate, assuming the gap of $450 billion, gross
noncompliance is about 17 percent of revenues.'® The evidence at the state level suggests that income taxes have
twice the noncompliance level of sales taxes — even those at the state level that are largely very complicated and
which cascade — at a fraction of the cost.

and Robert K. Triest, "Can Brute Deterrence Backfire? Perceptions and Attitudes in Taxpayer Compliance,” in Why People
Pay Taxes: Tax Compliance and Enforcement, Joel Slemrod, ed., Ann Arbor: University of Michigan Press, 1992, pp. 193-
222.

? “Tax Gap: Many Actions Taken, But a Cohesive Compliance Strategy Needed,” United States General Accounting Office,
GAO/GGD-94-123, May 1994 (hereinafter “GAO”).

' IRS Data Book, 2015. See Tables 14 and 17 respectively.

' Admittedly, this is not ideal since state sales taxes are designed in a manner that requires greater compliance costs than the
FAIRtax.

2 Due, John F., and John L. Mikesell, Sales Taxation, State and Local Structure and Administration, Second edition,
Washington, D.C.: Urban Institute Press, 1994.

" Research summarized by Cnossen. Cnossen, Sijbren, “Administrative and Compliance Costs of the VAT: A Review of
the Evidence.” Tax Notes International, Vol. 8, No. 25, June 20, 1994, pp. 1649-68.

'* Hall, Arthur P., “Compliance Costs of Alternative Tax Systems,” Tax Foundation Special Brief before the House Ways &
Means Committee, June 1995.

15 FS-2005-14, supra.

' IRS Releases New Tax Gap Estimates, January 6, 2012.



The tax gap not attributable to fraud will improve through the FAIRtax’s simplification of the system.

To understand how a simple plan reduces the tax gap, policymakers must distinguish between two components of
the tax gap: Fraud and non-fraud contributions. There are, in effect, two distinct components of the tax gap. The
tax gap is certainly comprised of taxes not voluntarily paid because the taxpayer violated a known legal duty
(evasion), but it is also comprised of failures to pay that are unintentional, such as those caused by mathematical
errors or confusion. The tax gap is at the same time a measure of the burden and frustration of taxpayers who
want to comply but are tripped by tax code complexity and of willful tax cheating by a minority who want the
benefits of government services without paying their fair share.'”

The portion of the tax gap attributable to mistake and confusion is high, as high as 80 percent. Almost 40
percent of the public, according to the IRS, is out of compliance with the current tax system, some unintentionally
due to its enormous complexity. Periodically, the IRS conducts a series of extremely intrusive audits of taxpayers
selected at random and requires those taxpayers to document every item on their tax return to the minutest detail.
These audits are part of the Taxpayer Compliance Measurement Program or TCMP. The 1988 TCMP statistical
sample included audits of over 54,000 individual taxpayers, theoretically representing 104 million taxpayers.
TCMP data showed that if all 104 million taxpayers had been audited, 42 million (40 percent) of them would have
seen increases in their tax liabilities."

The General Accounting Office, in its recent tax gap report said: “The TCMP data showed that an
estimated 33 million of the 42 million taxpayers (82 percent) were not assessed a fraud or negligence penalty,
suggesting that much of their noncompliance was unintentional.”

The reasons for noncompliance are instructive: (1) taxpayers lack the requisite knowledge of the tax law
— of course, even tax lawyers and IRS agents cannot grasp the entire tax code these days; (2) taxpayers interpret
the law differently than the IRS — but you can depend on the IRS to almost always make aggressive
interpretations in favor of the government; (3) taxpayers lack record keeping sufficient to satisfy the IRS — this
from an agency that has such poor internal records that it cannot even be audited; (4) taxpayers do their math
wrong or they rely on professional return preparers who get it wrong — if professional tax preparers can’t get it
right, how are ordinary Americans to do so?" The largest percentage increase in the tax gap from 1981 to 1992
was attributable to math errors, a 212.3 percent increase.

This portion of the tax gap attributable to confusion and mistakes is largely dependent on the number of
taxpayers and the level of complexity, and both diminish under the FAIRtax. Under the Fair Tax, certain
transactional areas still require special rules. For example, the treatment of financial intermediation services, the
treatment of mixed-use property, and transitional considerations will add some complexity. However, when fully
operational, the main decisional juncture is reduced to the analysis under one current code section — section 162.
Was a purchase an "ordinary and necessary" business expense? Any tax system that does not seek to tax business
inputs (meaning any well-considered tax system) must make this essential distinction. The FAIRtax need not
make the tens of thousands of other distinctions we now draw in the code. In place of an almost
incomprehensible regime of statutes and regulations, businesses will need to answer one question to determine the
tax due: “How much was sold to consumers?”

Furthermore, two other factors reduce this non-fraud component of the tax gap. The increased
transparency of the system induces more compliance because it increases the likelihood that tax evasion is
uncovered. The FAIRtax draws a clear line between cheating and innocent mistake, and eliminates the plausible

" The IRS defines the tax gap as “the difference between the tax that taxpayers should pay and what they actually pay on a
timely basis.” The gap is broken down into three components by the IRS: Non-filing (failure to file a tax return),
underreporting (understating income, overstating deductions) and underpayment (failure to fully pay reported taxes owed).
" GAO, supra.

' The annual Money magazine survey in which 50 accountants prepare a hypothetical middle class couple’s tax return and
come up with at least 45 different answers each year is a major indication that our tax system is simply not administrable.
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deniability that taxpayers misunderstood the law. Few, if any, taxpayers will be confused by the FAIRtax
requirements. Second, the roughly 90-percent reduction in filers enables tax administrators to address more
effectively instances of noncompliance.

The FairTax improves upon all known factors that bear upon compliance.

To understand how it does so, policy makers need to look at the several factors that bear upon compliance — both
fraud and non-fraud — from the scholarly research. The five most important of these are as follows:

. the number of taxpayers in relation to enforcement resources;

. the marginal tax rates;

. transparency or the risk of detection/ability to hide defalcation;
. the magnitude of punishment if caught; and

. perceptions of unfairness.

Number of taxpayers in relation to enforcement resources. The 2015 IRS Data Book gives the number of tax
filers under the current system as a whopping 159.6 million. As individuals are removed entirely from the tax
system, the FAIRtax reduces the number of filers by about 85%. Thus, enforcement authorities can catch cheats
by monitoring far fewer taxpayers. Because the number of collection points is so much lower under the Fair Tax,
if enforcement funding is held equal then the audit rate for potential evaders increases considerably and the
likelihood of apprehension is correspondingly higher. The perception of risk as a deterrent should also increase
commensurately. In other words, the risk of detection increases and the risk-adjusted cost of evasion increases.

Marginal tax rates. Second, compliance is inversely proportional to the marginal rate or the reward for being
noncompliant. Because marginal tax rates are the lowest they can be under any sound tax system, cheaters profit
less from cheating. Marginal rates are also important as a factor of evasion, since they set the reward for cheating.
All other things being equal, the motto that "every man has his price" applies to encourage more attempted
evasions as the reward increases. Lower marginal rates, if the risk and motivation are the same, imply lower
evasion rates because the benefit from evasion declines while the cost of evasion remains comparable. Research
has confirmed the intuitive relationship between higher marginal tax rates and higher rates of evasion. Lower
rates, all other things being equal, imply lower evasion because the benefits from evasion decline while the costs
of evasion remain comparable. However, precisely because of the larger base and lower marginal tax rates, the
benefit from lawful tax avoidance or illegal tax evasion under the FAIRtax is much less at the margin relative to
either the current system or competing alternative tax systems that have higher marginal tax rates.

For some low- and middle-income households, their total marginal tax rate under our current tax system is 47.6
percent, given their loss, at the margin, of the Earned Income Tax Credit from earning extra income, and their
exposure to marginal FICA taxation.

Transparency or the risk of detection/ability to hide cheating. Visibility was specifically mentioned by the
Government Accountability Office as affecting compliance. The transparency of the FairTax increases the
likelihood that tax evasion is uncovered and leaves little room to hide between honesty and outright fraud (to say
nothing of the well-established efficiency of current state sales tax authorities, well experienced in detecting such
infractions). When an individual claims exemption, he has to do so in a very visible way at the cash register.

Magnitude of punishment if caught. The severity of applicable penalties is also a factor, but this would be
expected to increase. This is not to say that the FairTax adds to the impressive array of penalties now in the code;
but rather, that it becomes quite transparent when someone is cheating as opposed to "gaming" the system. When
a retailer fails to pay over trust funds, he does so at great peril and with the knowledge that he is violating the law
(i.e., committing evasion). Few excuses apply.

Perception of unfairness. Perception of the fairness of the tax system is increasingly regarded as an important
consideration. Studies have persuasively shown that attitudes are important determinants of compliance. Having
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both a negative attitude towards the tax system and perceiving other taxpayers as dishonest significantly increases
the likelihood a person will evade taxes. Today, cheating is encouraged by the perception that one's neighbor is
not paying his or her fair share. Under the FAIRtax, as the costs of compliance shrink and the perceived fairness
of the tax system increases, some of the hostility to the tax system will decline.

Enforcement resources. State tax administrators can focus enforcement resources on far fewer taxpayers, using
consistent and vastly simpler forms, with far fewer opportunities to cheat, diminished incentives to do so, and a
far greater chance of getting caught if they do.

The FAIRtax eliminates a major problem with non-filers.

Today, an estimated 18 million wage-earning Americans have dropped out of the income tax system entirely as
“non-filers.” As noted above, non-filers alone accounted for $28 billion of the tax gap in 2006, more than 2.5
times the amount in 1992. Under the FAIRtax, nonbusiness non-filers find it very difficult to avoid the tax. This
aspect of the underground economy is successfully taxed at the retail level under the FAIRtax.

The Central Problem Ignored: Failure to Adopt a Border-Adjusted Tax System
The decline of U.S. manufacturing and the ascendancy of foreign competition have been due in large part to the
failure of the U.S. to adopt a border-adjusted tax base.

The current tax system harms the competitiveness of domestic producers and workers. The U.S. tax system
imposes heavy income and payroll taxes on U.S. workers and domestic producers whether their products are sold
here or abroad. As noted, U.S. corporate taxes are the highest in the industrialized world, with a top corporate
rate about nine percentage points higher than the OECD average.”” At the same time, the U.S. tax system imposes
no corresponding tax burden on foreign goods sold in the U.S. market. Moreover, foreign VATs, which are a
major component of the total revenue raised elsewhere, are rebated when foreign goods are exported to the U.S.
market. This creates a large and artificial relative price advantage for foreign goods, in both the U.S. market and
abroad.

Through WTO compliance means, the FAIRtax exempts exports from taxation, while taxing imports the same as
U.S. produced goods for the first time. It is the simplest plan that could be devised, without the inter-company
(and intra-company) transfer pricing problems present in an origin-principle income or consumption tax. It
reduces U.S. corporate rates to zero, ensuring the U.S. is the most competitive environment in which to produce
and from which to export. And it would stimulate economic growth by broadening the tax base and reducing
marginal rates well beyond any other proposal and do so in a way that does not tax the poor, punish savings and
investment or tax income more than once.

In summing up, we quote the President of the National Small Business Association, “Our members choose
the Fair Tax because it is the most efficient and least intrusive form of taxation. It would relieve small business
owners from their current role as proxy federal tax collector for income taxes and payroll taxes. Those retail
locations that did collect and remit sales taxes to the government would see their overall net tax paperwork
burden vastly reduced. The Fair Tax would treat all forms of small business entity the same by eliminating the
need for business owners to make the complex and costly choice of business entity for tax purposes.” And, it
would put American producers on an equal footing with their foreign competitors, fostering economic
growth and much needed job creation.

2" Edwards, Chris, “The U.S. Corporate Tax and the Global Economy,” Cato Institute, September 2003.
2 Prepared Remarks of Mr. Todd McCracken, President National Small Business Association, to the House Small Business
Committee, February 1, 2006.
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March 26, 2015

Tax Code Subcommittee
House Ways and Means Committee

Re: Individual Income Tax; American Overseas
Honorable Congresspeople,

I am an American citizen who has lived continuously in China and Hong Kong for the past 14
years. As a US citizen I vote in Portland, Oregon. US taxation and FATCA are making my and
my family’s life hell. One bank has already informed us they will close our account. Others
refuse us investment and mortgage services. We are ready to renounce our citizenship and
become Chinese citizens because of the way the IRS treats us like criminals.

I wish to make the following proposals for tax reform.
Regarding taxation of US citizens living permanently abroad:

This must end. I propose that any US citizen who remains continuously abroad for three (3)
years should be exempt from US income taxes and filing requirements (including bank account
filing requirements under FBAR and FATCA).

For example, the citizen is responsible for filing IRS forms (while still getting the 2555 and
foreign earned income exemptions) and paying taxes (if owed) for the first 3 years residence
abroad. Thereafter, he registers with the IRS as a Tax Exempt US Citizen Abroad, proves that
he/she has been compliant in all taxes paid and forms filed, and is from then on free of US filing
requirements, until he or she returns to work in the United States. This can be construed as
reasonable, since expatriates on 2-year contracts are generally only temporary in their intentions
and their thinking, and those staying longer are generally more committed to remaining outside
the US longer-term. I believe NO US person should file or pay US taxes when living abroad, but
I think redefining a “bonafide foreign resident” as someone abroad more than 3 years might
possibly be a solution palatable to all.

Regarding FBAR and FATCA:
Same as above. However, adding a three-year rule imposes even more complexity on foreign
financial institutions. For this reason, I strongly advocate the total repeal of FATCA.

Thank you for your attention.

Sincerely,
B. Quinton



March 21, 2016
Public Submissions For Record

Chairman Charles Boustany (R-LA)

House Ways and Means Committee

Hearing on Fundamental Tax Reform Proposals
Tax Policy Subcommittee

Dear Chairman Boustany:

Americans believe that our tax code is unfair, favors the rich and special interests and is
fundamentally broken. There is sufficient evidence too that the Federal Government and the
Internal Revenue Service have not been in legal compliance with our nation’s tax laws, U.S.
Constitution, Supreme Court decisions, Statutes at Large, United States Code (Internal
Revenue Code [26 USC]), and Code of Federal Regulations [CFR]. For these reasons, support
data provided below, | am in favor of a new alternative tax plan, The Fair Tax, based on
collection of tax revenue through consumption at the final point of sale.

| will attempt to focus my attention here on WHY the current tax system is broken from a legal
standpoint. (In order to offer support of any alternative [new) tax plan, such as the Fair Tax, or
Flat Tax, it is vitally important to know why the current system is non-compliant from what the
law authorizes in the U.S. Constitution).

A) The U.S. Federal Constitution recognizes two great classes of federal taxation in
America, DIRECT and INDIRECT, to wit:

1) The "Sixteenth Amendment" only authorized an INDIRECT [levy of] TAX on income.

2) Apportionment requirement is cited twice in the U.S. Constitution;

3) The 16th Amendment does not provide an exception to the constitutional rule of
apportionment for direct taxes. Such taxes must be levied according to the constitutional
rule of uniformity.

4) Any income tax which is inherently a direct tax is outside (without) the scope of the 76th
Amendment, and therefore must be apportioned among the several States according to
population.

5) Income taxes on wages and salaries are direct taxes and must be apportioned among
the several States.

6) See: U.S. Supreme Court: Brushaber v. Union Pacific Railroad; Stanton v. Baltic Mining
Co. and Pollock v. Farmer’s Loan and Trust Company.

B) Operational Practice of the I.R.S.: Under which legal authority (Standards of
Law) does the federal government justify their enforcement powers to collect income
taxes?

1) Sixteenth Amendment - income taxes (Does not have enabling enforcement clause);

2) Article |, Section 8, clause 18 - impost, duty or excise (Pursuant to Necessary and
Proper enabling enforcement clause).

The Fair Tax requires INDIRECT payment of the tax by way of "Withholding Agents" whom are
in this sense retail business throughout America. The Flat Tax alternative, would be DIRECT,




as shown above, is UNCONSTITUTIONAL. (The income tax described in the tax code
(Subtitle A of the IRC) actually require the "Withholding Agent” and the Federal Employer
in Subtitle C, not individual American citizens, to be "MADE LIABLE" to pay the federal
income tax collected from individuals).

26 U.S. Code § 1461 - Liability for withheld tax (Withhold Agent)

Every person required to deduct and withhold any tax under this chapter is hereby made
liable for such tax and is hereby indemnified against the claims and demands of any
person for the amount of any payments made in accordance with the provisions of this
chapter.

The missing role of the "Withholding Agent" cited in the tax code under Subtitle A of the IRC,
described above is the real cause and effect of WHY the abuses exist in the current system.

It is my view, that the Fair Tax alternative would best solve most of these sticky legal issues the
Tax Policy Subcommittee will be faced with. The FairTax bill - HR25, would dramatically
simplify the collection of tax by eliminating all income tax and simply applying a national retail
sales tax at the final point of retail sale. It would be more difficult for the American citizen to be
abused with the Fair Tax, a tax collection by an INDIRECT procedure, than our current system
and would broaden the tax base to include the black market economy and tourism in the United
States. It would allow products produced in the United States to compete fairly with those
produced abroad and bring an estimated 16 million new non-farm jobs to the US within the first
year of implementation.

| would like to urge the House Ways and Means Committee to pass the FairTax HR25 out of
committee and on to the House floor.

Sincerely,

Ronald K. Evans

District Director, FAIR TAX
District 15

Web: www.FAIRTax.org
4445 Valley Avenue, #F
Pleasanton, CA 94566
Phone: (925) 425-9592




EXHIBITS

Table 3-2: Versions of Proposed Sixteenth Amendment prior to approval

Version Text of proposed Amendment Vote on
proposed
amendment

Senate Joint “The Congress shall have power to lay and collect Rejected

Resolution (S.J.R.) | taxes on incomes and inheritances.”

No. 25

Senate Joint “The Congress shall have power to lay and Rejected

Resolution (S.J.R.) | collect direct[emphasis mine] taxes on incomes

No. 39 without apportionment among the several States

according to population.” [44 Cong.Rec. 3377
(1909)]

Senate Joint “The Congress shall have power to lay and collect

Resolution (S.J.R.) | taxes on incomes, from whatever source derived,

No. 40 without apportionment among the several States, and

Approved

without regard to any census or enumeration.” [This
is the version of the Sixteenth Amendment we have
now |




Legislative Intent of 16th Amendment

CONGRESSIONAL RECORD - SENATE - JUNE 16, 1909

[From Pages 3344 — 3345]
The Secretary read as follows:
To the Senate and House of Representatives:

It is the constitutional duty of the President from time to time to recommend to
the consideration of Congress such measures, as he shall judge necessary and
expedient. In my inaugural address, immediately preceding this present
extraordinary session of Congress, I invited attention to the necessity for a
revision of the tariff at this session, and stated the principles upon which I
thought the revision should be affected. I referred to the then rapidly increasing
deficit and pointed out the obligation on the part of the framers of the tariff bill
to arrange the duty so as to secure an adequate income, and suggested that if it
was not possible to do so by import duties, new kinds of taxation must be
adopted, and among them I recommended a graduated inheritance tax as correct
in principle and as certain and easy of collection.

The House of Representatives has adopted the suggestion, and has provided in
the bill it passed for the collection of such a tax. In the Senate the action of its
Finance Committee and the course of the debate indicate that it may not agree
to this provision, and it is now proposed to make up the deficit by the
imposition of a general income tax, in form and substance of almost exactly the
same character as, that which in the case of Pollock v. Farmer’s Loan and
Trust Company (157 U.S., 429) was held by the Supreme Court to be a
direct tax, and therefore not within the power of the Federal Government
to Impose unless apportioned among the several States according to
population. [Emphasis added] This new proposal, which I did not discuss in
my inaugural address or in my message at the opening of the present session,
makes it appropriate for me to submit to the Congress certain additional
recommendations.

Again, it is clear that by the enactment of the proposed law the Congress will
not be bringing money into the Treasury to meet the present deficiency. The
decision of the Supreme Court in the income-tax cases deprived the National
Government of a powerwhich, by reason of previous decisions of the court, it
was generally supposed that government had. It is undoubtedly a power the
National Government ought to have. It might be indispensable to the Nation’s



life in great crises. Although I have not considered a constitutional amendment
as necessary to the exercise of certain phases of this power, a mature
consideration has satisfied me that an amendment is the only proper course for
its establishment to its full extent.

I therefore recommend to the Congress that both Houses, by a two-thirds

vote, shall propose an amendment to the Constitution conferring the power
to levy an income tax upon the National Government without apportionment
among the States in proportion to population.

This course is much to be preferred to the one proposed of reenacting a law
once judicially declared to be unconstitutional. For the Congress to assume that
the court will reverse itself, and to enact legislation on such an assumption, will
not strengthen popular confidence in the stability of judicial construction of the
Constitution. It is much wiser policy to accept the decision and remedy the
defect by amendment in due and regular course.

Again, it is clear that by the enactment of the proposed law the Congress will
not be bringing money into the Treasury to meet the present deficiency, but by
putting on the statute book a law already there and never repealed will simply
be suggesting to the executive officers of the Government their possible duty to
invoke litigation.

If the court should maintain its former view, no tax would be collected at all. If
it should ultimately reverse itself, still no taxes would have been collected until
after protracted delay.

It is said the difficulty and delay in securing the approval of three-fourths of the
States will destroy all chance of adopting the amendment. Of course, no one
can speak with certainty upon this point, but I have become convinced that a
great majority of the people of this country are in favor of investing the
National Government with power to levy an income tax, and that they will
secure the adoption of the amendment in the States, if proposed to them.

Second, the decision in the Pollock case left power in the National
Government to levy an excise tax, which accomplishes the same purpose as
a corporation income tax and is free from certain objections urged to the
proposed income tax measure.

I therefore recommend an amendment to the tariff bill Imposing upon all
corporations and joint stock companies for profit, except national banks
(otherwise taxed), savings banks, and building and loan associations, an excise
tax measured by 2 per cent on the net income of such corporations. This is an
excise tax upon the privilege of doing business as an artificial entity and of
freedom from a general partnership liability enjoyed by those who own the
stock. [Emphasis added] I am informed that a 2 per cent tax of this character
would bring into the Treasury of the United States not less than $25,000,000.




The decision of the Supreme Court in the case of Spreckels Sugar Refining
Company against McClain (192 U.S., 397), seems clearly to establish the
principle that such a tax as this is an excise tax upon privilege and not a
direct tax on property, and is within the federal power without apportionment
according to population. The tax on net income is preferable to one
proportionate to a percentage of the gross receipts, because it is a tax upon
success and not failure. It imposes a burden at the source of the income at a
time when the corporation is well able to pay and when collection is easy.

Another merit of this tax is the federal supervision, which must be exercised in
order to make the law effective over the annual accounts and business
transactions of all corporations. While the faculty of assuming a corporate form
has been of the utmost utility in the business world, it is also true that
substantially all of the abuses and all of the evils which have aroused the public
to the necessity of reform were made possible by the use of this very faculty. If
now, by a perfectly legitimate and effective system of taxation, we are
incidentally able to possess the Government and the stockholders and the public
of the knowledge of the real business transactions and the gains and profits of
every corporation in the country, we have made a long step toward that
supervisory control of corporations which may prevent a further abuse of
power.

I recommend, then, first, the adoption of a joint resolution by two-thirds of both
Houses, proposing to the States an amendment to the Constitution granting to
the Federal Government the right to levy and collect an income tax without
apportionment among the several States according to population; and, second,
the enactment, as part of the pending revenue measure, either as a substitute for,
or in addition to, the inheritance tax, of an excise tax upon all corporations,
measured by 2 percent of their net income.

Wm. H. Taft



21 March 2015

United States House Ways and Means Tax Policy Subcommittee
Washington DC, USA

Subject: Tax Reform for USA Citizens Living Overseas

Chairman Charles Boustany and Distinquished Members of the US House Ways and Means Tax Policy
Subcommittee:

The 8.7 million American citizens living overseas face unfair and unjust taxation from the United States due
to their nearly unique and archaic policy of Citizenship Based Taxation (CBT). Note that the USA and Eritrea
alone practice CBT while all other countries in the world uses a much fairer Residency Based Taxation (RBT)
approach. Over the past decade, the US Government has ratcheted up the both the complexity and
enforcement of the myriad of unfair CBT laws affecting millions of law abiding citizens overseas.

My personal situation is that | left the US 25 years ago for work overseas and ended up living long term in the
Southern Hemisphere. As | left as a young man, the great majority of my assets have been earned while |
have lived overseas and | receive virtually no services from the USA. Imagine living in California for seven
years, then moving to Tennesse yet still being taxed by California for the next 25 years without receiving any
services or benefits from California — this is a good analogy of our situation.

Despite my ongoing efforts to diligently comply with annual US tax reporting and legislation, it is nearly an
impossible task due to the complexity and unforeseen consequences of trying to comply with two country’s
tax systems. This leads to unnecessary costs, double taxation, difficulties in procuring financial services and
challenging impediments towards simply provide long term financial security for my family and ensure a self-
funded retirement — all CBT tax system barriers that US resident taxpayers simply do not have to deal with.

A few personal examples of CBT issues that my family faces:

* QOur US tax reporting obligations are by nature highly complex and in many cases contradictory. This
is not surprising when tax systems of two countries clash. At the same time, the IRS has scaled back
international engagement and, as often documented by the US Taxpayer Advocate, the IRS has
clearly has done little to assist and educate overseas Americans. The end result is that US Tax
compliance becomes ever more costly, time consuming and, arguably, impossible to get right. The
issues are not only income tax, we also face complexities within the other two tax pillars of gift and
inheritance taxes. Even trying to prepare a simple will becomes a confusing, costly and complex two-
country exercise. We also are responsible for tax reporting and compliance in our resident country
which results in considerable time and cost managing a two country system.

* We, like many overseas Americans, face unfair double taxation in a number of areas (the latest
example being NIIT which is applied after the Foreign Tax Credit so therefore clearly becomes double
taxation).

* In many cases, we are unable to take advantage of legitimate tax concessions provided in our
country of residence yet we are also denied tax concessions available to US domestic residents in key
financial areas such as retirement and education savings. As another example, | was recently made
redundant from a company | have worked for the past 20 years. Australia provided a modest level of
tax concession on my redundancy termination payment yet | am advised that the USA treats this



payment as fully taxable general employment income and will therefore basically sweep up much of
the Australian tax concession through additional US taxes.

* We are either denied access to or face material impediments towards basic and legitimate financial
investment tools in order for us to provide for a (self-funded) retirement. US tax treatment of
Australian Superannuation is unfair given our compulsory Superannuation programme is not
recognised as a complying US retirement scheme. This is also not adequately addressed in tax
treaties and totalisation agreements. The PFIC rules designed to prevent Americans from investing
into overseas mutual funds have historically not been well communicated or enforced. It is very hard
to live overseas long term and not participate in these sorts of financial instruments for retirement
preparation but, if enforced, the PFIC taxation rules are absolutely draconian and possibly
confiscatory in practice when applied to long term foreign mutual fund holdings.

This is not the first time that our politicians have called for tax reform submissions yet afterwards have failed
to engage and respond to these pressing issues. | attach for further information, a submission | made to the
United States Senate Finance Committee where once again, no action was taken to address these unfair CBT
issues faced by millions of Americans overseas.

Our family feels heightened levels of fear, anxiety and stress as a result of America’s increasingly aggressive
stance towards taxation of overseas Americans. This has resulted in a growing backlash of anger at our
country of birth. With the latest imposition of FATCA reporting to enforce US tax policy around the world,
millions of overseas Americans are increasingly becoming aware of the current unjust CBT regime and the
backlash is gathering steam (just look at the steeply increasing citizenship renunciations). Residency Based
Taxation is the clear and just answer, as most countries in the world have worked out. In the case of the US,
it is possible that moving to RBT could even be essentially revenue neutral.

Attachment: 14 April 2015 submission to the US Senate Finance Committee



Attachment 1 — Submission to US Senate Finance Committee

United States Senate Finance Committee
Washington DC, USA

Subject: Tax Reform for USA Citizens Living Overseas; Submission to Individual Income Tax, Savings &
Investment and International Tax Working Groups

To Whom It May Concern:

Almost 24 years ago, my wife and | moved to New Zealand for a 2-year work assignment. For numerous
reasons, we ended up living long term in the southern hemisphere, with the past 19 years spent in Australia.
| am employed by a large Australian company on a local staff basis and do not received company assistance
regarding my US tax obligations. Given that we have lived overseas long term, more than 90% of our assets
are within Australia and we do not maintain a US address. While in New Zealand, we started our family and
have raised two children, now young adults, who are also American citizens.

We have always diligently complied with our taxation obligations. When American Citizens Abroad informed
us that the Finance Committee was soliciting feedback on taxation from the public, | felt it was important to
share our experiences with the large number of challenges we have and, continue to face, as long term US
expatriates seeking to comply with citizenship-based taxation as mandated by US tax code. Citizenship-
based (as opposed to residence-based) taxation is rather unique in the world and presents significant
challenges to American expatriates far in excess of those faced by the great majority of US citizens who
reside within America. These challenges include:
1. Substantially increased complexity over US domiciled taxpayers leading to significant compliance
difficulties and costs
Double Taxation
Impediments to participating in the financial investment industry to provide long term security for our
family and ensure a self-funded retirement

In the remainder of this submission, | would briefly like to elaborate further on each of these challenges.

1. Tax Reporting Complexity & Compliance Difficulties and Costs

Citizenship-based taxation adds considerable complexity to preparing our annual tax returns, increasing
compliance difficulties and costs. The great majority of our income is derived from Australian employment
and investments, where Australia works to a financial year (June to June) reporting period. Australia has a
higher personal income tax regime than the USA, with my tax bracket approaching 50%. For many years, |
self-prepared our tax returns, spending many weekends working to re-characterise our income to US tax
code requirements. For example, Australian financial statements are prepared for Australian tax code and
financial year reporting conditions so the reports may not characterise income correctly or in the correct
time frames so that | can take advantage of, say, long term capital gains tax discounts.

| also must convert Australian currency to US dollars where income might be increased or decreased due to
exchange rate vagaries. This is frankly irrelevant to my actual income given | earned salary and participated
in the Australian economy rather than the US economy. The end result was that | often spent more than 40
hours preparing tax forms to owe zero tax in the USA. As my income and savings towards retirement grew, |
reached the point that | no longer felt confident with self-preparation and was forced to employ professional



US based tax preparers; still taking many hours of my time and increasing compliance costs. The tax
complexities have reached the point where, despite using tax professionals, the returns are becoming too
complex for our US based tax preparer.

2. Double Taxation

Citizenship-based taxation has also unfairly exposed us to double taxations. As previously stated, | am highly
taxed at a top ~50% tax rate which is in excess of current US income tax rates. Two examples include: 1) Net
Investment Income Tax which, apparently through poor drafting of the tax code, is applied after the Foreign
Tax Credit, which leads to double taxation in the USA on Australian investment income that | have already
paid a high tax rate within Australia; and 2) Difference is tax treatment of retirement investment accounts.
In the USA, retirement accounts like 401(K) accounts allow pre-tax contributions, incur tax free growth but
become fully taxable on withdrawal. On the other hand, Australian compulsory superannuation retirement
accounts have concessional tax rates for contribution and growth but provide tax free withdrawal. To the
best of my knowledge (barring tax treaty provisions), the US will treat the Australian distribution as taxable,
negating the tax advantages intended for all Australian residents.

One effect of citizenship-based taxation is that the many legit tax deductions, benefits and incentives
provided in Australia or USA tax codes are not generally recognised by the other country which
disadvantages my family in regards to other Australian or US citizens. It is possible that some relief may be
available through USA—-Australia tax treaties; however, | have found them to be inaccessible to a layman such
as myself and | am struggling to obtain affordable professional advice.

3. Impediments to Providing Financial / Retirement Security

As a long term Australian resident who earns an income and participates in the Australian economy, the US
tax codes presents formidable challenges to save for a self-funded retirement. In addition to the double
taxation discussed previously, US tax code throws up many challenges such as Passive Foreign Investment
Corporation (PFIC) rules that discourages US citizens from owning Australian based passive investment funds
through the application of punitive tax rates on disposal. This is further complicated by the fact that most US
Investment companies (ie Fidelity, etc.) decline to open US domiciled accounts for us given we do not
maintain a US residence. This results in a Catch-22 situation where our investment options are limited.

In closing, we love the life we have developed in Australia and remain proud citizens and ambassadors of the
USA. The taxation treatment of US citizens abroad is inequitable and unnecessary for people such as us
who virtually do not participate in the US economy or receive benefits or services from the United States.
The current approach creates stress, fear and inequitable costs.

| would like to encourage the Senate Finance Committee to consider the plight of millions of US citizens who
live overseas. The many inequalities of citizenship-based taxation are unfair to those of us living overseas
and increasingly alienate us from our much loved country of birth. | would also encourage members of the
Working Groups to read the recent survey-based research by Dr. Amanda Klekowski von Koppenfels,
University of Kent, on US citizens living overseas: Univ Kent study brief and US citizenship renunciation
Kent study summary.

| look forward to hearing how the Finance Committee proposes to address the unfair and inequitable
taxation issues faced by millions of US citizens living overseas. Thank you for reading this submission and for

your consideration.



Wednesday, October 26, 2016 at 10:14:06 AM Eastern Daylight Time

Subject: Hearing on Fundamental Tax Reform Proposals
Date: Tuesday, March 22, 2016 at 1:50:31 PM Eastern Daylight Time

From: Chuck Bailey
To: waysandmeans.submissions@mail.house.gov

Chairman Boustany,

A flat tax is fake tax reform that does not address the real tax problems like tax evasion, tax inversion and hidden
taxes. My input is that the 'flat' tax is still just an income tax with all its associated problems. We've had an income
tax since 1913. The 1913 law imposed a tax of 1 percent on income up to $20,000, for both individual and joint filers.
However, exemptions from the tax < the first $3,000 of income for individuals and the first $4,000 for joint filers <
meant "virtually all middle-class Americans" were excused from paying, according to W. Elliot Brownlee's

book, Federal Taxation in America. The law also put in place a graduated surtax on incomes above $20,000; the
highest rate paid, 7 percent, applied to Americans making more than $500,000 (about $11.4 million in 2011 dollars).
See:http://www.politifact.com/texas/statements/2012/jan/31/ron-paul/ron-paul-says-federal-income-tax-rate-was-

0-percen/

There were a total of 357, 598 tax filers in 1913 who "contributed" $28 million. By 1916, 336,652 "contributed" $68
million - more from less. But, this setup didn't last long. Today, over 150 million tax filers submit tens of millions of
forms, which is nothing more than a tax on our productivity: revenue taken out of the economy to perform non-
growth tax collection. View the following image to see what will happen to a 'flat' tax rate. Can you see that it will
just be "kicking the can down the road" for a future congress/generation to fix? FAIRtax is bold. Flat tax is just
"kicking the can down the road".

America's Big Solution to taxation is the FAIRtax. Learn more at www.BigSolution.org

H

(L]

(https://en.m.wikipedia.org/wiki/Income_tax_in_the United States#/media/File%3AHistorical Marginal Tax_Rate f
or_Highest and_Lowest Income_Earners.jpg)

Looking forward to an up or down vote of the FAIRtax on the House floor,

Charles & Mary Lynn Bailey
156 Hillsdale Drive
Gurley, AL 35748

Sent from my iPad

Page 1 of1
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Submission statement for the Ways and Means Committee 21 March 2016
FATCA processes, FBAR compliance rules, citizenship based taxation, the exit tax and the abuse of
birthright citizenship laws are causing misery, hardship and suffering across the accidental US citizen
diaspora. The Ways and Means Committee must examine the following issues.

1. The US government is extorting large fees, penalties and taxes from accidental Americans after
having forced dual citizenship on accidental Americans, even in circumstances where for decades
the State Department and the Border Control failed to recognise those individual accidental
Americans as US citizens and the State Department has never run an information campaign to
find these people and inform them of their rights and obligations. This looks like cynical
opportunism.

2. If we accept that US nationality law is a sacred aspect of the constitution, why does the US make
the process to exit the relationship so cumbersome, slow and expensive for accidental Americans?
Why force extreme disclosure requirements, high fees and lengthy compliance requirements on
this accidental diaspora and thus exploit and alienate them?

3. The US is the only country in the world to have accidental citizens and the only democratic
country in the world to impose citizenship based taxation thus making citizenship for those who
live outside the territorial limits of the US unbearably burdensome and now incompatible with
living a normal life in their country of residence.

4. Current US government policy is to force accidental Americans to provide documentary evidence
of their entire life outside the US in a deeply intrusive manner in order to acquire a SSN and then
access the only exit route of formal renunciation from this forcibly imposed citizenship. These
processes  have uncomfortable echoes of the proof of descent demanded by the fascist Nazi
German regime of the 1930s.

5. The US Treasury department has the current policy of forcing full disclosure of all the financial
assets of accidental Americans through the FBAR requirements. These are people who have
never lived in the US and have no assets in the US. This is deeply intrusive and a violation of the
right to privacy.

6. The application of the exit tax to accidental Americans is unjustifiable. Accidental Americans
have never accumulated wealth in the US. Why should the US treasury participate in the
property booms of Vancouver, London or Hong Kong vicariously feeding off its international
accidental diaspora through this pernicious tax? The exemption does not apply in all cases.

7. The standard form of FATCA Intergovernmental Agreement selects birthplace in the US as a
prime indicia for US persons. This is arbitrary as there are many other ways of being a US person
which will not be caught by the selected indicia and this method deliberately targets accidental
Americans, those born on US soil but otherwise with no connection to the US.



8. The current application of US law birthplace citizenship and citizenship based taxation by the IRS
and the State Department is an attack on the financial stability of accidental Americans. An
accidental American married to non-US persons will very often hold assets jointly with their
spouse, something a real US expat would always avoid because of the unfairness of the US
treatment of mixed marriages (which incidentally leaves US spouses resident outside the US asset
poor and financially vulnerable). The US laws then treat the jointly held assets as the assets of
the US person alone and the FATCA processes cause those assets to be contaminated by the US
person's status. For example, an accidental American-British citizen married to a British citizen
with two British citizen children has had all of the family's saving accounts blocked because
either they are held jointly with the spouse or the accidental US person has signing power over
the children's accounts. The accidental US person has contaminated the assets of the entire
family. This interferes with the right to a family life.

9. US tax law discriminates against mixed marriages (US person non-US person) failing to allow
assets to pass from spouse to spouse free of tax. Family ties should count more than nationality.

10. There is one further inestimable loss and cost for the US: its international reputation will now be
cemented as the bullying opportunist driven by an irrational greed for money. The US had
natural allies in its accidental diaspora. There are now thousands if not millions of accidental
Americans who are angry with the US, who feel exploited, humiliated and violated by the US and
its procedures. They feel that they have been forced to buy their freedom in order to carry on with
their very ordinary lives. The US has attacked their personal freedom, invaded their most private
affairs, caused great anguish and divided families. These actions will tarnish the view of the US
for this group of people and their families for generations.

I look forward to the day when the US discovers the ability to deal fairly, honestly and justly with its
accidental citizens and apologises to its victims and compensates them. I invite this Committee to do
SO NOW.



R CUNA

£01 Pennsylvania Ave., NW Phone: 202-508-6745
Jim Nussle South Building, Suite 600 Fax: 202-638-7734
Credit Union National Association President & CEO Washington D.C 20004-2401 jnussle@cuna.coop
April 12,2016
The Honorable Charles Boustany The Honorable Richard Neal
Chairman Ranking Member
Subcommittee on Tax Policy Subcommittee on Tax Policy
Committee on Ways and Means Committee on Ways and Means
United States House of Representatives United States House of Representatives
Washington, DC 20515 Washington, DC 20515

Dear Chairman Boustany and Ranking Member Neal:

On behalf of the Credit Union National Association (CUNA), I am writing in strong support of
the preservation of the credit union tax status. CUNA represents America’s credit unions and
their more than 100 million members. Credit unions are Americans’ best option for financial
services, and the credit union tax status represents one of the best investments that the
government makes in its citizens. We urge Congress to retain and reaffirm the credit union tax
status.

The importance of having not-for-profit credit unions as vibrant and viable alternatives in the
financial services marketplace is as significant today as it has ever been. Credit unions provide
accessible and affordable basic financial services to people of all means and encourage the
equitable distribution of capital across all individuals, families, communities and small
businesses. Credit unions infuse financial market competition with multiple and differentiated
competitive business models. They help keep financial services accessible - and affordable- for
all consumers, whether they are members of a credit union or not.

In the aftermath of the financial crisis, more Americans are choosing credit unions as their best
financial partner. In fact, more than 12 million Americans have joined credit unions since
2008. Some may have joined because their bank failed, moved or was acquired by another
institution; and others may have joined because they grew frustrated with the policies and fees
of the for-profit sector. What’s important is that consumers needed a traditional bank
alternative, a healthy credit union system with the capacity to grow was ready to serve them.

Credit union members benefit from conducting their financial services with an institution that
they own. The credit union tax status is crucial to encourage and support the continued
existence of this alternative, cooperative component of the financial system. This letter
provides a brief background on credit unions and their tax treatment as well as an overview of
the reasons that Congress should retain the tax status.

cuna.org OFFICE LOCATIONS Washington, D.C. ® Madison, Wisconsin



Congress should preserve the credit union tax status because:

* The tax treatment for credit unions continues to serve the purpose for which it was
conveyed,

* The tax status represents good public policy, because it causes the creation of substantial
benefits to the public, far in excess of its cost; and,

* Taxing credit unions represents a tax increase on 105 million Americans—and would likely
lead to the elimination of many, if not most, credit unions.

Background on Credit Unions and the Credit Union Tax Status

Credit unions are member-owned, democratically governed, not-for-profit cooperative
financial institutions generally managed by volunteer boards of directors, with a specified
mission of promoting thrift and providing access to credit for provident purposes to their
members, especially those of modest means.! Membership in a credit union is restricted to its
field of membership, a concept originally used as a creditworthiness tool. Today, credit union
fields of membership can include geographical areas in addition to employee, church or
associational fields. An individual is not eligible to join any credit union, but we believe there
is at least one credit union that every American is eligible to join. Some of the earliest credit
unions were formed to provide small business credit to members to fund entrepreneurial
endeavors. Over the years, credit unions have adapted to meet the credit needs of their
members; whether it is short term, small dollar personal loans, mortgage loans, car loans or
small business loans.

Credit unions were established at the Federal level during the Great Depression, but existed in
many states as far back as 1908; their inception, driven by a demand for access to basic
financial services — loans and savings. Through the enactment of the Federal Credit Union Act
and the credit union tax status, as well as enabling legislation in all 50 states, Congress and the
states have sanctioned and encouraged the development of a dual-charter credit union system
that provides an alternative to the for-profit banking sector, comprised of financial institutions
controlled by members and accessible to all.

The tax code from its earliest days has properly recognized the unique status and structure of
credit unions. From the beginning, credit unions’ tax treatment has been based on this
different structure and mission.” This basis has been reaffirmed several times since 1917,
including in 1937 when Congress made clear in statute, the tax status of Credit Union; and

'14USC 12 § 1751.

? Credit unions were first made tax exempt in 1917 through a ruling by the United States Attorney General. The ruling
noted that, “On examination of the purpose and object of such association, it appears that they are substantively identical
with domestic building and loan associations or cooperative banks ‘organized and operated for mutual purpose and without
profit’ [quoting from the 1916 statute]. It is to be presumed that the Congress intended that the general terms used in
Section 11 should be construed as not to lead to injustice, oppression, or an absurd consequence.” This served as the basis
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in 1998, when Congress enacted the Credit Union Membership Access Act. Today, federally
chartered credit unions’ tax status is made clear by Section 501(c)(1) of the Internal Revenue
Code; state chartered credit unions tax status is made clear by Section 501(c)(14) of the
Internal Revenue Code. These tax policies were reaffirmed by the Internal Revenue Act of
1986, an important distinction as other tax policies were not specifically affirmed by the Act.

The Tax Treatment of Credit Unions Continues to Serve the Purpose for which Congress
Conveyed it

Credit unions’ federal income tax treatment has been conveyed in order to support and sustain
a system of cooperative financial services in the United States. The existence of this thriving
set of alternative consumer-owned financial institutions benefits not only the members of credit
unions, but also customers of for-profit banks and other institutions. A safe, sound and
growing credit union system is a clear indication that the tax treatment of credit unions
continues to serve the purpose for which it was conveyed.

As the years have passed, the financial services sector has evolved, and the entities providing
financial services—including credit unions—have adapted. Some have suggested that given
the expanded services now offered by credit unions, they have become simply untaxed banks.
That position ignores the very real differences that distinguish investor-owned and cooperative
firms. The fact of the matter is that even though credit union services have evolved, their
structure and mission have remained the same. Precisely because of their cooperative
structure, credit unions behave differently from investor-owned financial institutions, and that
difference in behavior produces substantial benefits both to the nation’s 105 million credit
union members, and also to non-members and the economy as a whole.

Two features of the cooperative structure are crucial in generating substantial benefits to
society: Their total focus on member value and service, and their tendency to risk aversion.
Because of credit unions’ strong member focus, driven by their democratic governance
structure, credit unions have every incentive to not only “pass on” but also to leverage the
benefits of their tax status rather than divert it in some form of expense preference.” The
cooperative structure also discourages excessive risk taking by credit unions. Because they

for the exemption of state chartered credit unions from federal income tax until 1951, when mutual savings banks lost their
tax exemption because they were deemed to have lost their mutuality but credit unions retained their tax exemption
because, as is the case today, they hold firm to their mutuality and cooperative principles. Federally chartered credit
unions were made exempt from federal income tax in 1937.

? Expense preference refers to managerial behavior that places the preferences of managers (inflated salaries and benefits,
perquisites, lavish offices, etc.) ahead of the otherwise recognized goals of the firm. In an investor owned firm, expense
preference behavior would result in sacrificing profit (investor value) for managerial preferences. For tax-exempt credit
unions, expense preference behavior would imply providing excessive managerial emoluments rather than using or
leveraging the tax exemption for the benefit of members. There is NO evidence of expense preference resulting from the
tax exemption: Comparing similarly sized banks and credit unions, both have expense-to-asset ratios in the range of 3 to
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accept less risk, they tend to be less affected by the business cycle. Therefore credit unions can
serve as an important counter cyclical economic force in local markets, softening the blow of
economic downturns in local economics.” In addition, credit unions’ member focus and the
absence of a strong profit motive allow them to offer significant advantages to their members
of modest means.

Credit Union Tax Status Is Good Public Policy and the Benefits Vastly Outweigh the
Costs

As a consequence of their member-focused, cooperative structure, credit unions confer on their
members--and the rest of society reaps--benefits that far exceed the amount of revenue the
Treasury would ever gain by imposing a new tax on credit unions. These benefits are multi-
dimensional and include financial benefit, high quality member service and financial
education.

The financial benefits that credit unions provide to both members and others amount to an
estimated $11 billion in just 2015. Their tax status is leveraged because credit unions do not
pay dividends to stockholders, generally do not compensate their directors, and do not
compensate senior executives as highly as banks do when stock options and grants are taken
into consideration.

Credit unions provide benefits directly to their members in the form of lower fees, lower rates
on loans, and higher yields on deposits than those available at other financial institutions.
Applying rate differentials from a third party source (Informa Research Services) to the
volumes of various loan and deposit accounts at credit unions, and applying fee differentials to
credit union non-interest income, allows us to calculate the total amount that members benefit
from using credit unions. In 2015, we calculate the total of member benefits at nearly $8
billion.

In addition, several independent researchers have found that credit unions have a moderating
influence on bank pricing: Raising bank deposit interest rates and lowering bank loan rates.’

3.5%; the aggregate 11.0% credit union capital ratio is four percentage points higher than the level regulators consider to
be “adequate” but is no higher than the aggregate bank equity capital ratio. Also, as noted elsewhere in this letter,
compensation comparisons between banks and credit unions show lower compensation for credit union senior executives at
similar sized institutions — and substantially lower compensation when data on bank stock options, grants and similar non-
cash compensation is considered.

* James A. Wilcox, The Increasing Importance of Credit Unions in Small Business Lending, Office of Advocacy, Small
Business Administration, September 2011. p v.

> Robert J Tokle, The Influence of Credit Unions on Bank CD Rate Payments in the US, New York Economic Review, Fall
2005. Timothy H. Hannan, The Influence of Credit Unions on the Rates Offered for Retail Deposits by Banks and Thrift
Institutions, Federal Reserve Board of Governors, September 2002. Robert M. Feinberg, The Competitive Role of Credit
Unions in Small Local Financial Services Markets, Review of Economics and Statistics, August 2001. Robert M.
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Based on this research, we estimate that bank customers saved about $3 billion in 2015 from
more favorable pricing due to the presence of credit unions in their local markets.

Compared to historical measures of these consumer benefits, the total of $11 billion in 2015,
was relatively subdued because of the unusually low level of most interest rates during the
year. When all interest rates are compressed near zero, there is less room for typical
differences between credit unions and other rates. Prior to the financial crisis, the combined
member and non-member benefits totaled more than $12 billion annually. These levels are
likely to be achieved again once interest rates rise.

In addition to these quantifiable benefits, credit unions also provide consumers of financial
services significant intangible benefits. As member-owned and governed institutions, credit
unions focus on providing exceptional member (customer) service. This too places competitive
pressure on banks to follow suit. In the 21 years from 1985 to 2005, the American Banker
newspaper published an annual survey of consumers of financial services, and each year credit
unions scored much higher than banks in customer service. We are aware of sessions at bank
conferences with titles such as “Emulating the Customer Service of Credit Unions.” This is
just another way that the existence of a cooperative alternative to investor-owned banks has
value not only to credit union members but also to bank customers.

Credit unions offer full and fair service to all of their members, and credit union membership
tends to be concentrated in the working class of Americans. Over half of credit union
members who rely primarily on their credit union for financial services have incomes between
$25,000 and $75,000. Credit unions also do not shy away from serving their members where
they are most needed. Nationwide, 49% of credit union branches are located in CDFI
investment areas, compared to only 42% of bank branches in such areas.

Compared to other providers, credit unions offer services to lower-income members at prices
that are very attractive, and with less of a price differential to services offered to higher income
members. In fact, credit unions sometimes charge their lower-income members less for a
service than banks charge even their higher-income customers. For example, a recent study
found that the fees banks collect on an annual basis on low balance checking accounts ($218)
are two and a half times what they collect on their high-balance accounts ($90). In contrast,
fees credit unions collect on low-balance accounts ($80) are less than a third of those collected
by banks on low-balance accounts, are even less than what banks collect on high-balance
accounts, and are less than twice what they collect on their own high-balance accounts ($42).
In other words, consumers generally get better deals from credit unions than from banks, and
this is particularly true for lower income members.

Feinberg, The Effects of Credit Unions on Bank Rates in Local Consumer Lending Markets, Filene Research Institute,
2001.



In addition to providing access to financial services, credit unions also endeavor to provide
financial literacy education to their members, and to encourage individual and family level
thrift and saving. 69% of credit union members belong to a credit union that offers some form
of financial education and 57% of credit union members belong to a credit union that offers
financial literacy workshops. Twenty percent of credit union members belong to a credit union
that operates one or more in-school branches. Credit unions engage in this activity not just
altruistically, but also because it is in the credit union’s best interest to have members who are
educated regarding best use of the cooperative. Through these and other activities, credit
unions employ the tax status to fulfill the purpose for which it was created. As a result, the
credit union tax status has proven not only good public policy but represents an incredible
return on the government investment.

The incentives faced by credit union management (generally uncompensated volunteer boards,
the absence of stock options for senior management and board members, the absence of
pressure from stockholders to maximize profits) induce management to eschew higher-risk,
higher-return strategies.® As a result, credit union operations are less risky, and subject to less
volatility over the business cycle. For example, from 1992 to 2015, the average annual net
charge-off rate on credit union loans was 0.60%, with a standard deviation of 0.22%. In
contrast, the similarly computed average at banks over the same period was 0.93%, with a
much greater standard deviation of 0.61%.

Loan Loss Experience at Credit Unions and Banks

1992 to 2015
Source: FDIC, NCUA, CUNA.
0.93%

B Credit Unions
M Banks

Loan Net Chargeoff Rate Standard Deviation

% Edward J. Kane and Robert J. Hendershott, The Federal Deposit Insurance Fund that Didn’t Put a Bite on U.S.
Taxpayers, Journal of Banking and Finance, 20 (September, 1996), pp. 1305-1327. Kane and Hendershott describe how
the cooperative structure of credit unions presents credit union decision makers with incentives that are strikingly different
from those faced by a for-profit financial institution, making it less feasible for credit union managers to benefit from high-
risk strategies.




Because of this lower-risk profile, credit unions were able to continue lending during the recent
financial crisis while other financial institutions failed or had to curtail operations due to
damaged balance sheets caused by riskier practices leading up to the crisis. Homeowners
benefited from having credit unions in the market during the financial crisis. As the secondary
market for residential mortgages collapsed in 2007, the amount of first mortgages originated by
credit unions actually rose by 11% in 2007 and 18% in 2008.

Likewise, credit unions were an oasis for small business owners when banks withdrew their
offerings and exited the market. From June 2007, the onset of the financial crisis, to December
2015, small business loans outstanding at credit unions grew by 130.4% while such loans at
banks actually declined by 10%. A Small Business Administration study found, “that credit
unions are increasingly important sources of small business loans as a longer-run development
and in response to fluctuations in small business loans at banks.”’

The tax status, by fostering the continued existence of credit unions as a cooperative alternative
in the market, supports this countercyclical lending role for credit unions.

Taxing Credit Unions Would Increase Taxes on more than 100 Million Americans and
Likely Lead to the Elimination of Many—if not most—Credit Unions

Some in the for-profit financial services sector would like to see Congress repeal the credit
union tax status. Doing so, however, would undoubtedly result in negative consequences for
savers and borrowers, the most severe of which would be the erosion of a credit union option
for millions of Americans. Iftaxed, a very significant number of larger credit unions are
expected to convert to banks to take advantage of the much greater flexibility of a bank charter,
and an equally significant number of smaller credit unions would simply liquidate. The
remaining credit unions would have to pass the burden of taxation to their members, because
they are wholly owned cooperatives. This would substantially increase the cost of accessing
mainstream financial services to American households, exceeding by far, additional revenue to
Treasury.

One of the motivations behind comprehensive tax reform is to reduce distortions of resource
allocation caused by preferences and exemptions, thereby allowing a reduction in corporate tax
rates by expanding the tax base. There would be little to be gained by imposing a new tax on
credit unions. For the past two decades credit unions have accounted for only 6% to 7% of the
assets in US depository institutions. Nevertheless, more than 105 million working-class
Americans benefit in an amount much greater than any possible amount the Treasury could
collect from a misguided new tax imposed on credit unions. If credit unions were taxed in
2015, the receipts would have accounted for only 0.05% of 2015 federal government spending
— an amount that would have funded U.S. government operations for five hours. It makes no

" Wilcox. pv.



sense to wipe out the substantial benefit Americans receive from having a credit union option
for five hours of government operation. We encourage Congress to retain and reaffirm the
credit union tax status.

On behalf of America’s credit unions and their more than 100 million members, thank you
very much for your consideration of our views.

Sincerely,

sident & CEO

’,



April 9, 2016

Honorable Kevin Brady, Chair, & Members

Committee on Ways and Means

United States House of Representatives

Washington DC

Submittal mode: Via email to waysandmeans.submissions@mail.house.gov

Re: Submittal for Committee Consideration, Upcoming Hearing on Tax Reform,
April 13, 2016 in Room 1100, Longworth House Office Bldg.

The following piece outlines, in part, some of the benefits that will accrue to our
citizens by scrapping the income tax, and replacing it with the FairTax, HR 25, S 122.

A Tax System That Can Unite Our Citizens

By Daar Fisher as published in “End Class Warfare (FairTaxers)” group
https://www.facebook.com/groups/endclasswarfare/

How do we rid ourselves of the suspicion that those who have more than we do are
not paying their fair share of taxes? How can we stop the vitriol and the ranting that
saturates our political consciousness - pitting citizen against citizen? How do we
quench the core of class warfare?

FairTaxers believe that it starts with identifying the primary mechanism which

e promises to take from the rich and give to the poor.

supports the control of wealth in the hands of the few.

erodes the substance of the middle class by increasing wealth stratification.

churns continuous class strife through this "politics of envy."

is cloaked in complexity and misdirection.

e enables politicians to play "two ends against the middle" for personal gain. (It has
been estimated that 53% of the lobbyists in Washington, DC are there to seek
income tax code favors. Passing the FairTax legislation would end the income tax
code, and the lobbyists who are there to exploit it on behalf of their special
interests.)

e fundamentally reverses the roles of "government-servant" and "citizen-served."
¢ punishes wealth-creation while encouraging debt-driven consumption.
e drives jobs offshore, while favoring imports over exports.

e punishes hard work, investment, making it harder for citizens to "get ahead."



¢ results in unpredictable and varying outcomes for persons in similar circumstances.
e elevates the power of a "political elite" (*) above the needs of the citizens.

Could it be that what has evolved as a very-Marxist-like "class struggle" for acquiring
capital and the "means of production" has done so as an outgrowth of the Marxist
tax on INCOME signed into law by President Woodrow Wilson in 19137

FairTaxers believe that the INTERNAL REVENUE CODE and the TAX ON INCOME is
that mechanism that continues to foment class strife. (*)

Millions of dollars have been spent by concerned citizens who have long been
concerned at the correlation between our current tax system and the decline of
economic opportunity in America and consequent wealth stratification. That research
led to development of a progressive consumption model of taxation that, by its
nature, is FAIR to ALL - poor and rich, alike.

The "FairTax" is a federal tax system REPLACEMENT that will

e ensure that the wealthy pay their fair share:
http://whatyoupayunderfairtax.blogspot.com/

e encourage productivity, savings and investment.
e untax ALL poverty-level spending, by ALL legal households.

e make it far easier for working families to prosper, and become stake-holders in a
capitalist system that will no longer be self-destructing under the weight of a Marxist
tax system.

Is it possible that the FairTax plan could be THE KEY to ending the political
polarization that besets us, as we struggle for social justice and greater access to
economic opportunity? We, as FairTaxers, believe so.

e Warren Buffett, the billionaire "Oracle of Omaha," and advisor to President Obama,
has stated that America's income tax system has been increasingly corrupted over
the "last ten years" to the benefit of the wealthy.
http://www.youtube.com/watch?v=Cu5B-2LoC4s

e Mike Gravel (D), former Senator from Alaska who served on the powerful Senate
Finance Committee for eight years, agrees with Buffett and laments how "taxing
business is a canard," that we end up paying business's taxes hidden in higher
prices.

http://www.scribd.com/doc/45443206/Gravel-YouTube-Part-2-Transcript

e Mike Huckabee (R), former Governor of Arkansas, used to believe that America
needed a "flat" income tax, then he visited Americans for Fair Taxation, and learned
about the FairTax; Gov. Huckabee made it the center-piece of his 2008 run for
President.



Let us commit to mend our Land by WORKING TOGETHER, with RESPECT for each
other, irrespective of political affiliation or advocacy positions on issues outside of the
FairTax. Let us be relentless in spreading FairTax information and illumination. Get
educated on the FairTax. Suggested key-word searches are yours for the taking at
http://bit.ly/fairtaxanswers

Watch as we ignite a new "Golden Age" - a REAL "Golden Age" - with increased
economic opportunity for all of our citizens.

(*) Aaron Russo's presentation provides insight into WHO constitute the "political
elite" (Oligarchs), and why it was important for them to saddle the People with an
income tax. See it here: http://bit.ly/freedomfascism

Simon Johnson describes the Oligarchs to Bill Moyers here:
http://www.pbs.org/moyers/journal/02132009/profile.html

Respectfully submitted,

Daar Fisher (on his own behalf, as an ardent FairTax advocate since 2005)



Politicians of the government, by the government, for the government of corporations, only care
about corporate interests for their own personal financial gain. This was demonstrated after the
Senate Finance Committee coldly ignored 347 international tax reform submissions made as of April
30, 2015. Likewise, Senate Finance Committee coldly ignored submissions made in January 2014.

If the Committee on the Ways and Means was seriously interested in real tax reform, then it would
read the past submissions submitted instead of requesting their resubmission to be ignored again.

So, let’s be honest. The Committee on Ways and Means will continue to ignore the needs of the
people in favor of corporate lobbies for political profit. It will seek for territorial taxation for
corporations only while ignoring the plight of unrepresented Americans living abroad, just as how
such has always been done with corporate representation. Corporate interests for political profit is
the Way and Means of how the government represents its corporate persons. Anyone who thinks
that the government cares anything about the people is a fool.



Statement for the Record:
House Ways and Means Tax Policy Subcommittee hearing on
‘Fundamental Tax Reform Proposals,” Tuesday, March 22nd at 2:30 PM

From: David H. Leake, CAPT, USNR-Ret
4012 38" Ave. W
Bradenton, FL 34205
Constituent of Rep. Vern Buchanan (FL-16)

To quote a famous voice, “America’s chickens are coming home to roost.”
Not talking about 9/11 here; rather, the 1913 decision by Congress to
switch funding of the U.S. government -- from a consumption base to direct
taxation of income. Not much good has come from that decision.

The good:

-- Helped fund WWI and WWII (with the additional major help of war
bonds).

-- Used to extract “contributions” from workers to fund Social Security and
Medicare.
(It worked back when there were dozens of workers for each
recipient; now at about 2:1, and Social Security is going broke)

-- Helped fund numerous government programs (which worked pretty well
on a rising tide of income when we had a growing workforce).

The bad:

--All the above has changed. Our workforce is shrinking as Baby Boomers
retire. High paying jobs in mining, steel and industrial manufacturing are
being replaced by jobs that pay less, in restaurant, tourism, and retail
trades.

Simply, taxation on income is a well that is slowly drying up. Add to that the
fast-growing number of workers forced to work for themselves, and
switching from filing 1040 forms to filing Schedule C — where there’s much
more room to fudge the numbers — and government’s ability to tax income
is not keeping up with need (witness our federal deficit at $19 billion and
growing).



-- The IRS is corrupt and inefficient — consuming 25% of all it takes in.

The good news:

--Personal Consumption in the United States has continued a steady
upward trend since WWII — except for a single decline and quick recovery
in 2008 (as seen at https://research.stlouisfed.org/fred2/series/PCECA from
the Federal Reserve Bank of Chicago).

America’s Big Solution — HR 25, the FairTax Act of 2015 —is gaining in
support among the public (https://www.popvox.com/bills/us/114/hr25), in
Congress (https://www.congress.gov/bill/114th-congress/house-
bill/25/cosponsors), and among members of your own Ways and Means
Committee.

-- America’s Big Solution taxes the ever increasing stream of consumption.
It replaces all forms of tax on income and productivity.

-- America’s Big Solution gives every worker an instant pay raise when
enacted — ranging from 20 to 29% (the higher figure is for the self-
employed, who pay both sides of FICA)

-- America’s Big Solution protects all retirees, who will pay no taxes when
withdrawing funds from any source.

-- America’s Big Solution produces the same amount of federal revenue as
the current (broken) model.

-- America’s Big Solution carves out 34% of its revenues to fund Social
Security and Medicare.

-- America’s Big Solution protects the poor by refunding every legal
household its taxes up to the poverty line. Actually, the refund is paid
monthly, in advance, for taxes that will be paid in the coming month (See
“Prebate” section of the legislation).

-- America’s Big Solution encourages those here illegally to self-deport.
Because illegal households will not qualify for the prebate, they will find it
more expensive to live here.



-- America’s Big Solution reverses “corporate inversion.” Instead, it
welcomes American businesses to return home. It repatriates billions held
offshore to avoid our current 34% tax. It makes the USA the best place in
the world to build a business, and the best place to move a corporate HQ
to, instead of from.

Above are just some highlights of the advantages in switching entirely away
from taxing income and productivity, and switching to the system spelled
out in HR 25.

Respectfully submitted,
David H. Leake

http://waysandmeans.house.gov/boustany-announces-hearing-on-
fundamental-tax-reform-proposals/

and

http://waysandmeans.house.gov/committeesubmissions/




Committee on Ways and Means
United States House of Representatives

Re: Individual Income Tax; American Overseas
Honorable Committee Members,

Thank you very much for your solicitation of input from Americans on how to address
fundamental issues in our taxation system for United States Citizens and Residents.

[ write to you as a United States citizen who has resided continuously overseas since 1985, both
in the United Kingdom and, since 1991, in Hong Kong.

There are three issues that are critical to me as an American residing overseas:

* Residence-based Taxation
* Repeal of FBAR account disclosures to the Treasury’s Financial Crimes Enforcement Network
* Repeal of FATCA (Foreign Account Tax Compliance Act)

[ am sure others are providing more detailed analysis on these issues so | wish to provide you
some examples of how the USA’s practice of Citizen Based Taxation has significantly and
negatively impacted my life and decreased the ability of America to export goods and services.

[ have always faithfully filed my required US tax and bank account disclosure forms. Please note
that in 30 years overseas, only twice have I ever owed any US taxes, and even then the amount
paid was under $200. Yet the preparation of US tax forms has always been infinitely
complicated. However, the process becomes more complex each year, and with the
implementation of FATCA, my compliance to US tax laws has become an unbearable burden.

Why should I be required to fill null returns year after year? Why should I reveal private
banking information, being treated like a criminal, when I don’t owe any US taxes?

Why should I pay US taxes when I receive NO SERVICES from the US government when I
live and work full-time overseas?

In the past month alone:

* My bank has informed me that, because of FATCA, they will no longer offer me, as a US citizen,
investment services of any kind;

» Two venture capital groups I approached to fund/invest in a business proposal of mine have declined
to even listen to my proposal, as they are unwilling to invest in any business associated with
Americans, due to the nefarious reporting requirements and exposure to US tax that they and their
companies will be subjected to under the FATCA IGA with Hong Kong.

* My life insurance company, based in Switzerland, has made it clear that while they are “doing me a
favor” by not terminating my policy, they reserve the right to do so, as well as advising me that they
will not consider issuing me any further policies.

My case is nothing unusual. Every American expatriate I know is experiencing similar setbacks in
their lives and businesses as a result of FATCA and US Citizen Based Taxation.

In addition I would like to communicate my great concern about the future security risk which the
FATCA legislation presents. No one knows what will be done with the huge amount of extremely
private information collected by banks, financial institutions and governments under the FATCA



system (names and addresses of client and family members, account numbers and amounts, income
and tax information), and there is a great risk that this information could fall into the wrong hands and
be used against those of us who live and work abroad.

Regarding taxes themselves, my accountant has advised me that I face the possibility in a few years,
when I turn 65, of an enormous “windfall” tax when my local Hong Kong provident fund (similar to
401k) becomes available to me, which is tax free in Hong Kong, but regarded as non-tax deferred
“income” by the IRS.

The United States government, the only one in the world to impose taxation on citizens who are
permanently or long-term non-resident in the country, has been piling burden upon burden,
complexity upon complexity, and life-destroying punitive fines, on its citizens. Many are being driven
to renunciation of citizenship, not fo evade taxes, but to rid themselves of the utter complexity and
threat of draconian punishments for minor reporting errors of both taxation and financial reporting.

Finally, I wish to point out that the costs to the US government of collecting taxes and financial
account information, and investigating and prosecuting possible fraud far outweigh the benefit to the
government. Figures of “$150 billion in unpaid tax revenue” are ludicrous, and you will find that such
figures are not based on any study.

I strongly urge you to make the USA join the rest of the world by basing taxation on residency, rather
than citizenship, and to repeal completely the onerous FATCA legislation. If nothing is done about it
this year, then I and my family will join the renunciation exodus, forever removing ourselves and our
income and savings from the United States economy.

Sincerely,
David Nicol

P.S. On a personal note to every lawmaker: please remember that absentee ballots tipped the balance
of votes in Florida and other states in at least two recent US presidential elections. A brief visit to US
expatriate online forums will convince you that we are banding together, pledging our votes to
whichever candidates have taken action to repeal CBT, regardless of our other political affiliations or
leanings. There are millions of US citizens abroad. Just as your decisions in this committee will
directly affect us, our votes can affect you.



Deborah Lee Soloway
5117 lan Place
Nanaimo B.C. VIT 6C5
CANADA

(604) 352-8166
lawgrrl52@gmail.com

March 19, 2016

Dear Chairman Bustany and the House Ways and Means Tax Policy Subcommittee,

Thank you for the opportunity to provide input into your efforts toward much-needed tax reform. | am a US citizen living
in Canada. | came here three years ago with my Canadian husband to help care for his aged parents. | have never
begrudged him that, as he was there to support me in the States when my parents were dying.

Until our move, | was always happy and proud to be a US citizen. | was and continue to be fully compliant with all my tax
filings and reporting. Unfortunately, events that have transpired over the last few years have changed my relationship
with the US to the point where | find myself asking: Have | left the US or has the US left me? I've come to the conclusion
that the US has left me. When | look at how other civilized nations treat their citizens abroad, | feel ashamed for America
-- the so-called land of the free. Americans throughout the world, once proud to call themselves Americans, are
renouncing US citizenship in record numbers for the sole purpose of protecting themselves and their families against
aggressive and ill-considered tax enforcement policies. Some even say that the biggest single threat to US citizens

abroad is the US government itself. Could anyone really argue?

Since arriving in Canada, I've had to do what citizens living in the US don't need to do, that is to prove to the US
government at great personal effort every year that the local accounts | use to save for retirement, pay for groceries and
living expenses are not being used for money-laundering, tax evasion and terrorist activities. | must also prove, at great
expense and effort, that the taxes | pay locally aren't owed to the US where they could be used for services | don't and
can’t use (Medicare, for example). All for the “sin” of living outside the geographical confines of the US.

This barrier to American global mobility does nothing but hurt the American brand, in fact, is causing us to be shunned
by the rest of the world. Who wants to marry or become a business partner with an American to be subjected to all the
same expensive and privacy-invading reporting obligations to prove to the IRS and Treasury Department that they too
aren't money launderers and terrorists? Unlike America, many nations place value on their citizens who live abroad.
They do not cause them to become pariahs due to policies that no one could imagine exist in a free world. Some, like
France, even have their own legislative representation. Others, like Canada, allow their citizens to repatriate should they
choose to after they renounce. No country other than Eritrea, a despotic country in Africa, stalks their citizens for taxes
to cover services they are incapable of giving to those citizens.

The current US policies that encourage good, law-abiding people to renounce US citizenship MUST STOP! Will America
continue to wage war on her own people, or will she liberate those whose lives she seeks to destroy so that they may
continue to call themselves "American"? The US must move from a tax system based on citizenship to one based on
residency, and allow its citizens the freedom that citizens of all other nations enjoy and prosper from.

Yours truly,

Deborah Lee Soloway



HEARING ON FUNDAMENTAL TAX REFORM PROPOSALS
To: the Committee on Ways and Means
From: an American abroad who simply wants a normal life

Request: Adopt Residence Based Taxation, like the rest of the free and
modern world

Dear Sir or Madam,

[ am a middle-aged mother of two young children, married to the love of my life,
who happens to be Norwegian. We live and work in Oslo, Norway. [ was born and
raised in the US, but love and fate have moved me across the ocean.

My American citizenship is preventing me from living a normal life abroad.
FATCA is not the cause. The Internal Revenue Code and Citizenship Based Taxation
are to blame. This is a short list of the very real, very terrible things that are
happening to me, inflicted by the country [ was once extremely devoted to.

I cannot buy life insurance with a savings component in Norway due to punitive
taxation. Therefore, I cannot sufficiently provide for my children in the event of my
untimely death.

I cannot invest in mutual funds in Norway due to punitive PFIC taxation. I also
cannot invest in US mutual funds because I do not live in the US. Therefore, I have
no effective way to save for retirement.

My Norwegian employer’s contributions to my pension, as well as all growth, will be
taxed annually by the US. This is tax-deferred in Norway, much like an IRA, and I
will be taxed again by Norway when I retire. Therefore, I am clearly suffering
from double taxation.

[ can incur capital gains tax on my home simply based on the movement in the
exchange rate. The US considers my functional currency to be USD although my
entire life is transacted in Norwegian krone. Therefore, I cannot plan for my
future because [ have no idea what the FX rate can be when I sell my home.

I cannot advance in my career because my employer will not want an American to
have signature authority over financial accounts due to FBAR reporting. Therefore,
[ will not achieve my full potential, and my daughter will not see exactly how far a
woman can make it in the business world.

[ cannot guarantee that I have filed every form exactly as the complicated tax code
and guidelines demand, even though I pay $700 a year to have a professional file my



taxes. Therefore, there are nights I cannot sleep worrying about the draconian
fines that [ may incur, even for a non-willful mistake.

There is no way this situation can be fixed with Same Country Safe Harbor
Exemptions, or updating individual country’s tax treaties, or attempting to layer
additional tax code on top of the existing 77,000 pages. The only remedy is to
repeal Citizenship Based Taxation and implement Residence Based Taxation
like the rest of the free world. You can keep the complicated international asset
tax laws for Americans living in the US, but please do the right thing and free those
of us living abroad to live normal lives. We are not trying to avoid taxes; we are
simply trying to lead normal lives. We want life, liberty, and the pursuit of
happiness, as is our constitutional right, even if it we reside outside of the United
States of America.

Sincerely,

An American abroad who simply wants to have a normal life



Wednesday, October 26, 2016 at 10:49:48 AM Eastern Daylight Time

Subject: Prejudice of Citizenship Based Taxation
Date: Saturday, March 19, 2016 at 1:38:41 AM Eastern Daylight Time

From: Eric Hooper

To: waysandmeans.submissions@mail.house.gov

To Whom It May Concern:

Subject: Prejudice of Citizenship Based Taxation (CBT) System

I am writing this letter as an overseas American to highlight the complexity of the
current Citizenship Based Taxation (CBT) System. CBT configures discrimination
without a rational basis, and against a suspect class without a compelling interest. |
realize my letter on such issue will be one of the many letters sent to the U.S.
government and officials, including a letter May last year by a mother of an overseas
American in Sweden who committed suicide from the struggles of CBT and FATCA.
However, I need to have my voice be heard.

Taxation Without Representation:

After 150 years of taxation without representation, colonists revolted and created
America. Today, Americans living overseas are being subjected to 150 years of
taxation without representation.

Principles of due process and equal protection:

The 5th amendment to the US constitution states that *No person shall beS deprived
of life, liberty, of property, without due process of law?. The due process clause applies
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to any government level in the United States.

The 14th amendment states that *No state shallS deny to any person within its
jurisdiction the equal protection of the laws?. Although the equal protection clause
explicitly applies to the states, the Supreme Court has long maintained that the
principles of equal protection also apply to the federal government through the due
process clause.

CBT is unconstitutional under the due process clause of the 5th amendment because
citizenship is not rationally related to the purpose of taxation, and because nonresident
citizens are a suspect class and their taxation is not a compelling government interest.

My Background:

Born and raised in the United States, | was a fortunate beneficiary of the American
education system. After getting my degree at Embry-Riddle Aeronautical University, |
secured a job as a commercial pilot in Hong Kong, Asia. Living outside of the U.S. for
the past 5 years has informed me of the complexity and unjust of the current CBT
system. In addition, the Foreign Account Tax Compliance Act (FATCA) is on the front
burner of the adversity faced by Americans living overseas. The U.S. is the only
country in the world that practices such taxation, and this is unsustainable for long term
overseas Americans. The number of Americans renouncing their citizenship has grown
exponentially and there is an amplifying number considering renouncing in the near
future. It 1s the loss of America, that many outstanding and brilliant individuals have
decided to cut ties with the country.

No Retirement Fund:

It is absolutely discriminatory that my pensions earned and paid for in Hong Kong are
being taxed. What is your policy on the U.S. double taxation of over 8 million overseas
Americans who already pay full taxes where they live and work? My retirement fund is
not recognised by the U.S., and hence what was supposed to go into my (EHong Kong

Page 2 of 4



Retirement Fund' gets cashed out each month and is being taxed by the U.S. This
extends to all American pilots in my airline, and also each and every American expat in
Hong Kong, and also greater Asia. We are the only ones without a retirement fund,
while our coworkers of all other nationalities do not face such problem. The U.S. taxes
any retirement fund outside of the U.S. and left many hardworking employees who
work for a honest living with no retirement fund to depend on when they age.

Income Over International Waters Being Taxed:

In addition, such taxation law has complicated my career as a pilot. Each time I fly
over International Waters, I will be taxed as if [ am working on U.S. soil. I cannot
include my income over International Waters as Foreign-Earned Income, and that
means whenever I fly from Hong Kong to the U.S., 75% of my flight income would be
taxed, as opposed to my flight duty to Europe not being taxed at all. I felt being
penalised for flying (Ehome!, to the country that I belong to.

Overseas Americans Became Uncompetitive:

In low tax, high cost jurisdictions like Hong Kong and Singapore, it makes Americans
unemployable, if the employers consider paying their tax burden, or means Americans
have to choose to live with up to 25% less income than coworkers paid the same. This
result in Americans being hugely uncompetitive compared to their international
counterparts in these jurisdictions.

An American Citizen's Privileges:

Being an American citizen should be a privilege. Citizens should expect the U.S. to be
a country that values the idea of its citizens living all over the world and acting as
ambassadors for a country that protects its citizens abroad as opposed to complicating
their lives. CBT targets to make overseas Americans pay the same amount of taxes as
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if they were living on U.S. soil and it speaks to an injustice that can no longer be left
undiscussed. Overseas Americans including me derive no benefit from the services that
our U.S. taxes are directed towards. This sum of money in the long run could have
helped me raise my family, feed another child, or invest in my own education and
skills.

I respectfully write this letter to urge an open discussion and a potential repeal of such
double taxation. Overseas Americans should be treated as fairly and as impartially as
Americans residing in the U.S. It 1s high time for the U.S. to hear the voice and protests
of overseas Americans and renunciants, and to repeal an unjust policy that no other
country in the world had - apart from Eritrea. It affects not just over 8 million
Americans living overseas, but their families back home on U.S. soil. The continuation
of CBT would also affect our children, grandchildren and future generations to come
should they decide to live and work overseas. Many overseas Americans are denied
financial services with most local banks, you would not want to see your child in this
position. I do not wish to be one of the next (Erecord-high number of renunciants' who
decide to bid adieu to my roots.

I appreciate your time and attention dedicated to my letter.

Best regards,

Eric Hooper
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Wednesday, October 26, 2016 at 10:16:16 AM Eastern Daylight Time

Subject: HR25 the Fair Tax Act
Date: Monday, March 21, 2016 at 10:21:07 PM Eastern Daylight Time

From: Georgy Keating
To: waysandmeans.submissions@mail.house.gov

HR25 is the way we need to go.
Get this country back to consumption based, away from direct tax of income.

The good:

-- Helped fund WWI and WWII (with the additional major help of war
bonds).

-- Used to extract 3*contributions? from workers to fund Social Security and
Medicare.

(It worked back when there were dozens of workers for each
recipient; now at about 2:1, and Social Security is going broke)

-- Helped fund numerous government programs (which worked pretty well
on a rising tide of income when we had a growing workforce).

The bad:

--All the above has changed. Our workforce is shrinking as Baby Boomers
retire. High paying jobs in mining, steel and industrial manufacturing are being
replaced by jobs that pay less, in restaurant, tourism, and retail trades.

Simply, taxation on income is a well that is slowly drying up. Add to that the
fast-growing number of workers forced to work for themselves, and switching
from filing 1040 forms to filing Schedule C where there's much more room to
fudge the numbers and government's ability to tax income is not keeping up
with need (witness our federal deficit at $19 billion and growing).

-- The IRS is corrupt and inefficient consuming 25% of all it takes in.

The good news:

--Personal Consumption in the United States has continued a steady upward
trend since WWII except for a single decline and quick recovery in 2008 (as
seen at https://research.stlouisfed.org/fred2/series/PCECA from the Federal
Reserve Bank of Chicago).

America's Big Solution HR 25, the FairTax Act of 2015 is gaining in support
among the public (https://www.popvox.com/bills/us/114/hr25), in Congress
(https://www.congress.gov/bill/114th-congress/house-bill/25/cosponsors), and
among members of your own Ways and Means Committee.

-- America's Big Solution taxes the ever increasing stream of consumption. It
replaces all forms of tax on income and productivity.

-- America’s Big Solution gives every worker an instant pay raise when
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enacted ranging from 20 to 29% (the higher figure is for the self-employed,
who pay both sides of FICA)

-- America's Big Solution protects all retirees, who will pay no taxes when
withdrawing funds from any source.

-- America's Big Solution produces the same amount of federal revenue as the
current (broken) model.

-- America's Big Solution carves out 34% of its revenues to fund Social
Security and Medicare.

-- America's Big Solution protects the poor by refunding every legal
household its taxes up to the poverty line. Actually, the refund is paid monthly,
in advance, for taxes that will be paid in the coming month (See *Prebate?
section of the legislation).

-- America's Big Solution encourages those here illegally to self-deport.
Because illegal households will not qualify for the prebate, they will find it more
expensive to live here.

-- America's Big Solution reverses *corporate inversion.? Instead, it welcomes
American businesses to return home. It repatriates billions held offshore to
avoid our current 34% tax. It makes the USA the best place in the world to
build a business, and the best place to move a corporate HQ to, instead of
from.

Respectfully submitted,
Ms. Georgy Keating
Winter Park, Florida
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March 19, 2016
To the Ways and Means Committee,

| am writing to support measures to rectify the unfairly harsh, punitive and ultimately costly parts of
the U.S. tax code relative to citizens living outside of the United States. The current Citizenship-based
Taxation (CBT) puts Americans like me and the U.S. economy at a competitive disadvantage.

I am a U.S. citizen, born in Massachusetts and with my last U.S.-based residence in California. |
moved to France in 1994, to marry a French citizen, work and have a family. We are educated,
middle-class citizens; my husband is a project manager and | am a civil servant and tenured scientist
at the French equivalent to the National Institute of Health, on a salary approximately equivalent to
that of an American postdoctoral fellow at the N.I.H. in Bethesda (low-to-middling five figures).

My family and | already pay relatively steep income taxes in France, but at least the forms are easy to
file where our employers participate in declarations and the currency is the same. However, |
personally, and my children when they reach their majority, are also required by current US law to
file complex and time-consuming US tax forms as well as the Report of Foreign Bank and Financial
Accounts (FBAR) through a website run by the Financial Crimes Enforcement Network.

| have voted in every election | could both before and after | moved out of the U.S., | use my U.S.
passport, and | am in full tax compliance in both countries. Despite my exemplary citizenship, | am
penalized many days a year (for 22 years and counting) in my time assembling and translating papers
and converting currencies for no useful final outcome for either me or my country. | am likewise
penalized in the money | finally now must spend ensuring U.S. tax compliance with a professional
accountant. The accounting firm | use has specialized in people like me who never owe any money to
the I.R.S., because our salaries are far below the ceiling of deductible income, but who also must be
certain we are keeping up with the increasingly baroque and arcane U.S. tax code and filing correctly.
The penalties are very threatening in case of innocent errors, and even tax professionals commit
them for us residents abroad.

The solution to my situation and that of millions of Americans like me, from across the political
spectrum, is to exchange this outdated system for a simpler and logical residency-based tax
requirement. In addition, the United States should eliminate from Foreign Account Tax Compliance
Act (FATCA) reporting all financial accounts held in the country in which the taxpayer is a bona fide
resident, thereby saving countless productive hours of U.S. citizens abroad and uselessly spent
processing time within the U.S. government. An additional benefit will be that U.S. citizens will no
longer be penalized by foreign banks often to the point of being denied access to opening accounts,
through foreign banks not wanting to assume reporting obligations.

Please adopt the bipartisan proposals supported by the Association of Americans Resident Overseas
(AARO) and the American Citizens Abroad (ACA), presented both to Congress and to the Joint
Committee on Taxation, the House Ways and Means Committee and the Senate Finance Committee.

Sincerely,

Heather Etchevers, France



To: waysandmeans.submissions@mail.house.gov

From: James Foley, US citizen residing in Switzerland since 01.01.2013

19 March 2016

RE: Written Comments submitted to Committee on Ways and Means

1. Repeal FATCA

2. Repeal Citizen Based Taxation, implement Residency Based Taxation

3. For US citizens who show proof they reside outside USA, NO reporting requirement
of foreign bank accounts, retirement accounts, mortgage accounts, investments,
holdings, stocks, pensions, etc.

4. Allow one time tax-free withdrawl of all US held retirement accounts for purpose of
purchasing/paying off a primary residence for US citizens living overseas

5. NO US inheritance tax due on estates of US citizens residing overseas



To: All Members of the House Ways and Means Committee

From: James Stehr, retired public school teacher, volunteer for Americans for Fair Taxation
1752 Sea Oats Drive, Atlantic Beach, FL 32233
phone 904-314-1406, email prattstehr@bellsouth.net

Date: April 11, 2016
Honorable Committee Members:

While completing my Master’s degree in Economics in 1983, | researched the advantages and
disadvantages of replacing federal earnings taxes with a consumption tax. Since then | had over thirty
years to think about this issue and | have concluded that the Fair Tax, HR 25, is by far the best available
federal tax reform proposal. | will list the advantages of the Fair Tax followed by a description of the bill.

1. Whatever is taxed, less of it is produced by making it more expensive; our current tax system inhibits
earnings. This is especially damaging to low and moderate income earners where a combined 15.3%
payroll tax is taken off the top followed by an increasing income tax rate that further diminishes
earnings. The Fair Tax will remove significant barriers to economic improvement for families.

2. The Fair Tax promotes household savings which is essential to ameliorate the increasing Social
Security demographic imbalance. Personal savings are a necessary condition for individuals and
families to start their own businesses and to increase economic choices. Because the Fair Tax will not
tax earnings from any source, all savings and investment accounts will function as unrestricted IRAs with
no taxes or penalties for withdrawals.

3. The Fair Tax is a large transfer of power from the political class to individual taxpayers. Citizens will
have the power to control their federal tax payments when they choose their amounts of retail
spending. Tax preparers told me that some taxpayers know when to quit their jobs in order to maximize
the Earned Income Tax Credit. The late businessman Leo Linbeck Jr. wrote that 80% of business meeting
times were spent trying to estimate the tax consequences of alternative decisions. |and other public
school teachers declined to teach summer school because, in part, we worked at a higher marginal tax
rate than we did during the school year. The Fair Tax removes these distortions to economic

production.

4. Other advantages include: The retail sales tax is simple, transparent and has lower compliance costs
than income and payroll taxes. States’ sales tax collection agencies will replace the IRS unlike the Value
Added Tax which will require an expansion of the IRS (according to testimony before the House Ways
and Means Committee in July 2011). The monthly rebate makes the Fair Tax progressive. The Fair Tax
was designed by economists to be effective and efficient, not by lobbyists to serve their special interests
at the considerable expense of the rest of the citizenry. With the Fair Tax, the USA will become a tax
haven and a jobs magnet. For years | have tried to find real disadvantages but could not find any. The

following two pages contain an overview of the Fair Tax Proposal.

page 1 of 3



Description of the Fair Tax

House Resolution 25 (74 co-sponsors as of March 16, 2016) and Senate Bill 155 (7 co-sponsors), the Fair
Tax, would replace all Federal income, payroll, business, gift and estate taxes with a progressive retail
sales tax. When passed, these bills would abolish the IRS. The States would then be required to collect
the sales taxes. In order to un-tax spending up to the Federal poverty level, the Social Security
Administration (SSA) will issue a monthly rebate to all legal residents, $227.67 per adult and $79.41 per
child, adjusted for inflation every year. The SSA may either issue electronic deposits, smart cards or
paper checks. The retail tax rate would be 23% inclusive which means it is part of the retail price just as
gasoline excise taxes are included in the price of gasoline. Businesses to business transactions would
not be taxed.

Retail businesses will collect the sales tax and keep a 0.25% processing fee. Retailers will send the rest to
their State. Each State, after collecting from all retail businesses, would keep an additional 0.25%
collection fee which would provide the States with the incentive to enforce compliance. Each State
would send the rest to the US Department of Treasury.

Progressivity

The monthly rebate makes the sales tax progressive. For example, consider three different adults who

spend all of their earnings in one year:

A. Spends $20,000, pays $4600 minus $2732 rebate =51868 tax, or 9.3%

B. Spends $50,000, pays $11,500 minus $2732 rebate = $8768 tax, or 17.5%

C. Spends $200,000, pays $46,000 minus $2732 rebate = $43,268 tax, or 21.6%

When comparing these examples to the current system, remember to consider income tax plus payroll
taxes for Social Security and Medicare. The Fair Tax will replace all Federal income and payroll taxes

with one retail sales tax.
Embedded Taxes Eliminated

Under the current system, businesses pay income taxes, their share of payroll taxes and compliance
costs. For a business taxes are costs that are added to the price of its goods or services. Combined
embedded taxes in the prices vary, but the estimated average is 22%. With the Fair Tax, there will no
longer be payroll taxes or business income taxes to pass along. Competitive businesses will pass along
the savings in reduced prices to offset the sales tax.

Income Not Classified as “Gross” or “Net”

Withholding of income will not occur when Federal income and payroll taxes are abolished. Workers
will keep their entire paychecks; the Federal government will no longer take its share off the top.
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Changes in Tax Collection and Reporting

With the Fair Tax, households will not complete income tax forms. Instead, every year each household
will submit a list of names of members with birth dates and Social Security numbers. Businesses will
continue to report income of employees, because Social Security benefits are based on earnings.
Businesses will not pay income taxes. Retailers will forward the monthly sales taxes on to the States.

Tax Treatment of Savings and Earnings

The Fair Tax will abolish all Federal taxes on earnings. Under the current system, interest, dividends and
capital gains are taxed, and in certain accounts the taxes are deferred. With the Fair Tax, interest,
dividends and capital gains will not be taxed; taxes will be paid only when retail spending occurs.

Under the current system, a taxable event occurs when money is withdrawn from a tax deferred
account. Withdrawals will not be taxed under the Fair Tax.

Transition Period

HR 25 and S 155 as written will provide for a transition period from the current system to the Fair Tax.
The transition period is will be at least one year and not more than two years. For example, if the Fair
Tax is signed into law during 2016, the law will take full effect on January 1, 2018. Unsold retail business
inventories that exist on December 31, 2017 will be eligible for a tax credit for the sales tax paid when
they are sold after that date.

Repeal of the 16" Amendment

The Fair Tax will abolish Federal taxes on income, pay, business, gifts and estates. It will also abolish the
IRS. The Fair Tax will sunset in 7 years after enactment if the 16™ Amendment to the Constitution is not
repealed. If this occurs, then Congress may reauthorize the Fair Tax as the new practices will be in place
while the income tax apparatus will be dismantled.

Revenue Enhancement

The Fair Tax was designed in the mid 1990s to be revenue-neutral. Many tax cuts enacted since then
are still in effect. Economists predict that the Fair Tax will lead immediately to faster economic growth
and increased tax revenue. Former Representative John Linder estimated that if the Fair Tax had been
in effect in 2012, Federal revenue would have been 10% higher. The Fair Tax will not change Social
Security or Medicare programs, but it will fund these programs from a larger, more stable and more
predictable tax base. More information is available at fairtax.org, bigsolution.org, flfairtax.org and
fairtaxnation.org. You may contact me at any time to discuss this proposal.

Sincerely,

James Stehr
1752 Sea Oats Drive, Atlantic Beach, FL 32233
Phone 904-314-1406, email prattstehr@bellsouth.net
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Submission to: Committee on Ways and Means

Taxation without representation is unjust and against the values American claims to hold
dear. And it has been this way for over 200 years. Yet, in one of the most-obvious
hypocrisies, the U.S. Government obviously supports the practice of taxing citizens who
live abroad with no real representation.

Ask yourself why your government supports this. I encourage you to do that, if you do
nothing more. And then ask what can do to end it — and what you’ve done to end it.

I support the shift from what is commonly known as Citizenship-Based Taxation to a
system of Consumption-Based Taxation that would eliminate the unjust tax burdens and
discrimination that expats currently face around the world.

The United States has lost its sense of self when it comes to taxation. The United States
has lost sight of the FACT that its roots are buried deep inside the spirit of revolution

against taxation without representation.

And look where we are right now: Expat citizens taxed without representation.

Representatives have received letters from expats numbering in the THOUSANDS with
ZERO response. Silence. THAT is our representation.

As a result, the Quiet Revolution is underway. You might not be noticing it, because it
comes in the form of dissent, renunciation numbers, disgust on the part of citizens
abroad, and other things that the government has long-stopped caring about.

Thousands of U.S. citizens abroad have been renouncing and relinquishing their U.S.
citizenships. There are currently long waiting lists at all 300 U.S. consulates around the
globe.

Thousands more have given up their permanent resident cards.

The U.S. expat population has been ignored for far too long. Those who choose to
renounce or relinquish are not the Ex-Patriots America enjoys denigrating, belittling and
hunting in the name of taxation - these are persons of modest means who are being forced
to leave their U.S. citizenship in order to maintain their pursuit of happiness and their
personal financial security.

I urge you to carefully read all of the submissions that come from those of us who live
abroad. Reach out to us. Talk too us. We are more than happy to tell you what the data
has been telling you all along — that Citizenship-Based Taxation is WRONG and should
never have come to be in the first place.



The practice of Citizenship-Based Taxation and taxation without representation is
UNAMERICAN — and as long as it continues, America will remain the great taxation
hypocrisy of the world.

In short: Catch up to rest of the world and STOP taxing Americans who don’t live in the
United States.

I appear on behalf of myself:

Jason Pedley

3 Coral Court
Brantford, ON N3P 1L6
Canada

226-450-2150



March 19, 2016

Honorable Senators,

| am an American citizen, originally from Massachusetts, who has been living in Europe for the last
45 years. This was not planned, but | completed my education here, fell in love, married, raised a
family, worked, and am now retired.

| am writing to you concerning the unfair tax laws imposed on Americans living abroad. According to
current law, American citizens are required to file U.S. taxes even if they are living, working, and
earning income abroad. In other words, despite not benefitting from the resources available to
Americans living locally, Americans living abroad are required to essentially pay a citizenship fee.
Other than Eritrea, the United States is the only country in the world to impose a tax on its non-
resident citizens. Further, it is the only country to tax its non-residential citizens the same as its
residential citizens, despite the fact that non-residential citizens are denied the benefits of a
residential citizen, such as Medicare, unemployment benefits, certain investment plans, etc.

This broken tax system indiscriminately taxes its citizens abroad, double-taxing Americans who even
face higher costs of living abroad. For example, we pay much higher income taxes and sales taxes in
Europe than in the US. Yet because of the different national tax systems, this is no insurance that the
IRS will not demand payment. Moreover, we live in fear of errors or omissions because of the
extremely elevated fines (up to 3 times the amount in a bank account). Our foreign spouses do not
accept to declare their revenues to the U.S., so we cannot hold joint accounts (putting ourselves into
uncomfortable positions). Even more scandalous is the fact that the U.S. requires declaration of
revenue and bank accounts of "accidental Americans", children born abroad never having lived in
the U.S.

This broken tax system is also very expensive and very inefficient. It does not catch U.S. residents
with money hidden in tax havens, but it costs Americas abroad (international accountancy fees,
difficulties to hold accounts in local banks, and lost job opportunities), banks (cost of compliance
with FATCA), IRS (processing paperwork from potentially 8 million Americans abroad, the great
majority of whom end up not owing U.S. taxes).

| therefore strongly recommend an end to "Citizen-Based Taxation" and the adoption of
internationally recognized Residence-based taxation. Any US citizen who remains continuously
abroad for three (3) years should be exempt from US income taxes and filing requirements (including
bank account filing requirements under FBAR and FATCA).

Fairness in taxation is one of the founding principles of the U.S. It is up to you to make the U.S. tax
system fair again.

Thank you for your attention.



Wednesday, October 26, 2016 at 10:05:44 AM Eastern Daylight Time

Subject: Tax Reform
Date:  Saturday, April 9, 2016 at 6:02:48 PM Eastern Daylight Time

From: Jeffrey Locke
To: waysandmeans.submissions@mail.house.gov

To: The Honorable Members of the Ways and Means Committee
From: Jeffrey G. Locke of Kansas
Subject: Tax Reform

It is a honor to communicate by personal thoughts as a lawful citizen of Kansas in support of this Committees
commitment to pro-growth tax reform and replacement.

To solve any problem one must be clear of what c