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Mr. Chairman and distinguished Members of the Committee, it is an honor and a privilege to testify before you today about an issue I’ve spent my career working on: Taxes.  

I would like to commend the members of this committee on the work you have already done and convey my appreciation for the hard work and difficult decisions you will face in the coming weeks and months.

As a CPA and small business owner, I have spent many long hours dredging through our complicated, convoluted, and inefficient tax code.  The number of pages of federal tax rules has increased by over 48 percent in the last ten years.  That equates to 60,044 more pages in 2004, than 1994.  I believe there is an inverse correlation between the growth of the federal tax regulations and the growth of economic efficiencies in the code.   

The inefficiencies and complexities of the tax code create a number of fundamental problems that must be addressed.  These problems can be traced to the tens of thousands of pages of tax code and the culture of confusion and inequity our tax code has created over the years. 

Our nation’s laws are based on voluntary compliance. The more complicated our tax system has become, the greater the incidences of noncompliance. While there are clearly bad actors that intentionally skirt and bend the rules to avoid their legal tax liability, the complexities that are inherent in our system lead to many taxpayers paying the wrong amount of taxes out of confusion, rather than malice. It is easy to see how most Americans would be confused about what portion of their income is taxable and what tax breaks are allowed. Additionally, the complexities built into the tax system over the years have fostered a culture of aggressive tax planning.  Since tax rules are subject to countless interpretations, they encourage taxpayers to take risks, hoping that their tax-cutting strategies are not illegal, and if they are, they will not get caught by the IRS. The correlation between aggressive tax planning and tax complexity has become abundantly clear in recent years and has been further highlighted by the recent high profile corporate tax accordance schemes.  As a CPA, I can honestly say, the most effective and efficient tax system is one where the average taxpayer doesn’t need an accountant to file his or her return.   

As a Republican, I’m a firm believer in the inherent efficiency of the market and the need to let the market operate without unnecessary government regulation. I come from the school of thought that believes less government and an easing of burdensome regulations, will create greater efficiencies and our economy will be better off.  Our current tax code is the best example of the opposite of this “hands-off” philosophy.  Current tax regulations impose unnecessarily high and burdensome administrative and compliance costs; not only for government, but also for individual taxpayers and businesses.  As a nation, we waste over 6.5 billion hours every year filling out tax forms, keeping records, and learning new tax rules.  For individuals, that can be time better spent with family and loved ones. For our nations businesses, the time spent on tax compliance is coming right off of the bottom line. The cost of complying with federal income taxes is roughly $200 billion annually.

One of the principal tenants of American government and society is equal treatment under the law.  This principal is clearly stated in the constitution and is an important lesson we try to instill in our children and grandchildren. However, equal treatment under the law has been circumvented when it comes to tax law. I urge this Committee to keep ‘equal treatment under the law,’ in mind as we begin the arduous task of tax reform.  I believe members of this committee will agree that under the current system, individuals are treated unequally. As a result of the many exemptions, deductions, and credits that have been built into the tax code over the years, we have created inequality and powerful constituencies that will fight to maintain their preferred exemption, deduction or credit. There are a myriad of examples of these constituencies and this inequality.  Congress’ reforms should create a tax system that is simple, transparent and provides equal opportunities to all Americans.
I believe we can craft a tax collection scheme that is fairer, more straight forward and easier to comply with than the current system. This new scheme should collect the minimum amount of money needed to fund the federal budget.
In that regard, I am a cosponsor of legislation that can replace our current tax system with a national sales tax.  I believe H.R. 25, the Fair Tax, is the type of comprehensive tax reform we need to bring simplicity and fairness back into our tax collection scheme.  A consumption based national sales tax would eliminate most of the burdensome complexities found in our current tax structure.  I believe the benefits of replacing income taxes with a national sales tax far outweigh the negatives. This type of tax system would prove to be a major catalyst for economic growth by eliminating the bias against saving and the constraints on business investment that are inherent to the income based tax system.  A national sales tax would be simpler and more equitable than the income tax and the compliance costs are only a fraction of what we currently face.  But, perhaps the greatest benefit of replacing our convoluted tax system with the Fair Tax is that the federal tax burden would be completely visible and transparent to all. 
However, before Congress begins the arduous process of comprehensive tax reform, it is important to extend the expiring pro-growth, pro-job creation provisions from the 2001, 2003, and 2004 tax bills.  The Economic Growth and Tax Relief Reconciliation Act of 2001 reduced marginal income tax rates, provided marriage tax penalty relief, provided temporary relief from the alternative minimum tax (AMT), and increased the child tax credit.  The Jobs and Growth Tax Reconciliation Act of 2003 provided for reducing the tax rate on capital gains and dividends.  The Working Family Tax Relief Act of 2004 extended many of the tax provisions scheduled to expire at the end of 2004.  All of these tax provisions were important to the economic growth we’ve experienced in the past years.   Since these tax provisions expire at some point in the future, we will have to face the issue of whether to extend and/or make the current provisions permanent.  But regardless of what action or inaction Congress takes with regard to these extensions, I think we can all agree that the economic impact has been positive.
Specifically, I want to champion the provisions that allow the deductibility of sales taxes in lieu of state income taxes. Not renewing this deduction before 2006, would amount to a tax increase for taxpayers in states that do not have income taxes, such as Texas.  The American Jobs Creation Act of 2004, reinstated the deduction of sales tax in lieu of income taxes.  Before the sales tax deduction was eliminated by the Tax Reform Act of 1986, taxpayers could deduct sales taxes in addition to income tax.  While I do not advocate returning to sales tax deductions “in addition,” I believe strongly that the deduction “in lieu” should be maintained. Taxpayers may choose to report actual sales tax paid, with verified receipts from purchases, or deduct an estimated amount by using tables provided by the IRS.   As you know, there are a number of pieces of legislation pending before the 109th Congress that would make permanent the sales tax deduction. Not extending this provision would be, in effect be a tax increase for taxpayers in my home state of Texas.  If we allow the sales tax deduction to expire at the end of this year, we will have to defend what is in effect a $1.5 to $3 billion dollar a year tax increase.
Another important stop gap measure Congress must make prior to enactment of comprehensive reform is the repeal of the alternative minimum tax (AMT).  Millions of Americans will soon discover that, the AMT is a complex income tax that operates in conjunction with the ordinary income tax and requires many taxpayers to calculate their taxes two different ways.   The AMT serves no economic purpose and its repeal has been recommended by tax and economic experts along the entire ideological spectrum.  Since the AMT has not been indexed to inflation, it is about to unintentionally hit millions of additional taxpayers.  Estimates show the number of taxpayers subject to the AMT will reach 35 million by 2010.   The original purpose of the AMT was to prevent individuals from gaming the system and taking “too many” tax breaks.  A full repeal of the AMT is preferred, however extending the current indexing “fix” until comprehensive tax reform can be addressed is an acceptable alternative.
In closing, I would like to reiterate my support for a comprehensive overhaul of our current tax collection scheme to bring clarity, transparency and fairness to the system. 
But in the meantime, I think it is important to extend the tax provisions from the 2001, 2003, and 2004 tax acts that are set to expire between now and 2011.
I thank the Committee for its time and I look forward to working with you in the weeks and months ahead to find a working solution to reforming our tax system.
