Arizona Personal Flat Income Tax Myths and Realities

Myth – The Flat Tax simplifies filing taxes.  You can file on a postcard.
Reality - For some people filing tax may be a little simpler, but for others it will actually be more complicated.   It will not as simple as a filling out a postcard, however.   Since this in an Arizona tax, people will still have to complete federal tax forms.  For most working people filing state taxes under the current system is not very complicated because they just a fill in a few lines once the federal taxable income is calculated.    The simplicity comes in because people won’t have to put in deductions and exemptions but this also means they cannot advantage of lowering their taxes by deducting expenses such as mortgage interest, healthcare costs, or exemptions such as children or elderly parents. For people who do not have to file now, filing   taxes will be a new chore that may require help from a tax preparer since there is no federal form to start from.

Myth – The Flat Tax will reduce bureaucracy

Reality – The state’s bureaucracy may actually increase because so many more people will have to file tax forms that the Department of Revenue may have to hire new workers.

Myth – The Flat Tax encourages entrepreneurship because it rewards success instead of taxing people more because they are successful. 

Reality – There is no evidence to show that people will work less if the tax on their income above a certain level goes up.    If they pay at a slightly higher rate, they will still be making a lot more money than if they cut back their work to avoid a higher tax bracket

Myth – The Flat Tax will be good for the economy.

Reality – Many business owners think it may actually be harmful.   Lower and middle income people tend to spend most of their income on basics, while the rich tend to invest more in ventures such as the stock market, or spend it out of state on luxuries such as travel If the lower and middle income people have less spendable money, local businesses will suffer and communities largely dependent on sales tax will have less revenue. 

Myth – The Flat Tax is the fairest tax because everyone will pay at the same rate.

Reality - It depends on how you define “fair.”   If everyone pays at the same percent of income, the family just getting by on $20,000/year will pay  $666 which is a lot and could well make the difference between paying rent, going to the doctor, or buying food at tax time.    The family earning $200,000/year will pay $6,666 which sounds like a lot, but leaves that person with more than enough not only to buy food but take trips, pay the mortgage, buy a new car and still have plenty left over. 

Myth – All income is taxed under the current system and will still be under a Flat Tax system.
Reality – Under both systems the person earning hourly wages or salary is taxed on all that income through a withholding system.    They may get a refund at tax time, which is really a forced savings plan in which the worker gets no interest on the money he/she has given the government through the year.   In addition, payroll taxes are collected for Medicare and Social Security.  Further, some wealthy people take advantage of “tax shelters” or invest their money abroad, avoiding taxes.   People earning money through investments such as stocks and bonds or getting inheritances are paying tax on a much lower adjusted income than people who earn money through labor.  None of this would change under the proposed Flat Tax.

Myth – Almost half the people in the U.S. pay no taxes and they all should.

Reality - Studies show that most families and individuals under the federal poverty level do not pay any income tax and that some in the highest income levels also pay no income tax, nearly 50% of the population.    All of these people, however, pay other taxes especially sales tax and property tax (whether owners or renters).   Everybody pays taxes of some kind, even if they are homeless or non-citizens.
Myth – The Flat Tax will help solve Arizona’s budget problems.
Reality – The proposed tax will do nothing to solve the budget problems since it is “revenue-neutral.”   That is, it raises no more revenue than would be raised under the current system.  It would just shift the tax burden so most people will pay more and the very rich will pay less than they do now.

Myth – The Flat Tax will do away with all corporate loopholes and special tax breaks.

Reality – The proposed Flat Tax will not change anything for corporations.   This proposal applies only to individuals and very small businesses operated by individuals.    The three-martini lunch and foreign travel under the guise of doing business will remain.   

Myth - Everyone will pay less tax under a flat tax system. 

Reality - All the realistic flat tax proposals, including Arizona’s are "revenue neutral." That means the tax rate will be set so that the total amount collected under the flat tax will be the same as it was under the old system.   High income tax payers will get a significant tax reduction that will have to made up by low income and middle income tax payers.  There will be a few winners and many losers.

Myth – The Income Tax is the most burdensome of taxes.

Reality – Most people pay far more in sales taxes than they do in income tax.  Depending on where you live in Arizona, you are paying between 7% and 9% on every taxable item you buy in a store.    Some cities even tax food.   It is a tax on consumption not earnings.   The Income tax is a tax on earnings and currently is less than half the sales tax percentage on purchases.   

Myth – Lowering or even getting rid of taxes will mean more prosperity for all.   What we need to do is get rid of most government functions and make people more self-reliant.

Reality – We all benefit from most of the services government provides.   We all use the roads, rely on the military, fire and police to protect us, depend on someone to make sure our food and water are safe to drink, mail and receive letters, at least minimum security in old age, and benefit from as many people as possible getting educated and ready to enter the work force.    Sure, some government services could be streamlined and waste eliminated, but that is also true in the private sector where profits and earnings for stockholders may be more important than serving the public.   Government executives are almost always paid less then CEOs of companies and provide a good bargain.   The main task is to assure that everyone who is able pays a fair share and that there is enough money to pay for those services that are best served by government for the benefit of society.   

Myth – The Flat Tax is a Republican favorite while Democrats and Liberals hate it.  

Reality - While many Flat Tax proponents are Republicans, people of middle and low incomes of all parties are opposed to raising taxes on all but the rich.   People in the mortgage and housing business regardless of party are opposed to eliminating deductions for home mortgages.    Many in the military, regardless of party oppose removing deductions for military pay.   This issue crosses party lines.

