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			Book Presentation: Perfectly Legal by David Cay Johnston

			Book Abstract

			David Cay Johnston believes that today in the United States, taxes are more unfair than ever before. Despite all the fanfare given to “trickle down” economics, Johnston demonstrates in Perfectly Legal that under-taxing the wealthy is only making them wealthier to the detriment of everybody else in the country. According to Johnston, not one pundit or tax expert, whether conservative or progressive, has been able to dispute this conclusion regardless of their own views on taxation.

			Taxes are an integral part of living in a society and how taxes are implemented makes a great impact in how that society is built. Johnston believes that progressive taxes, based upon the ability to pay, help to level the playing field between the rich and the poor and create the means by which a middle class can be created. Because taxes are intimately interwoven into the nation’s quality of life, there is no principled argument that can justify tax cheating. According to Johnston, our elected officials have been the wealth’s willing conspirators in a scheme to insulate those who can well afford to pay taxes from having to pay any. Instead, Congress is loading the burden of supporting our country onto everybody else with disastrous consequences for the financial health of our citizens and our country.

			About the Author

			David Cay Johnston is a Pulitzer Prize-winning investigative journalist for the New York Times. He has written about business, taxes and politics for more than 20 years and he’s received three Pulitzer Prize nominations for his writing and analyses.

		

	
		
			Summary of Perfectly Legal (David Cay Johnston)

			Taxes In America

			Taxes are the core of our democracy. We pay heavy taxes, particularly when the costs of education and health care are added in. However, despite all the stories demonizing the IRS and taxes, the fact is that most urban legends about taxes are wrong. Many people have been led to believe that the wealthiest people in the country pay most of the taxes. That is not actually correct. Nor do our corporations and wealthy executives pay their share of the cost of the many services that they consume. Many corporations and wealthy individuals have mailboxes in Bermuda to avoid taxes. They get away with their schemes because the IRS doesn’t have the technology, manpower or time to wade through the camouflage created by $500-an-hour tax attorneys and offshore banks. So, the IRS goes after the easiest pickings, people who don’t have the knowledge or means to avoid taxes.

			“What surprised me the most was the realization that our tax system now levies the poor, the middle class and even the upper middle class to subsidize the rich… The idea that our tax system distributes wealth up will come as hard to swallow to some readers, as affirmation to others. Our government’s own documents reveal how our tax system today redistributes income from the middle class and upper middle class to the super rich.”

			Taxes - They’re Not for Everyone

			Only the very wealthy know him, his specialty is helping the wealthy escape the tax bite and he is very, very good at his job. Jonathan Blattmachr is a superstar in the tax attorney world. Blattmachr makes sure that inheritances are passed relatively intact from one generation of the super rich to another. Wealthy patrons hire him because he is absolutely unexcelled at finding ways to “navigate huge sums of money around the government’s many levies.” He can visualize the way that tax laws intersect and provide holes through which money can be thrust.

			“When governments set tax rules, they ar e making decisions about who prospers and who doesn’t. A government that takes 90 cents out of each dollar above a threshold, as the United States did in the Eisenhower years, is deciding to limit the wealth that people can accumulate from their earnings. Likewise, a government that taxes the poor people on the first dollar of their wages, as the United States does with Social Security and Medicare taxes, is deciding to limit or eliminate the ability of those at the bottom of the income ladder to save money and improve their lot in life.”

			At the present time, our Congress permits two sets of rules for tax treatment by the IRS. Business owners, wealthy executives, giant corporations, landlords and investors play by one set of rules and wage earners play by a completely different set of rules. Every dollar that a wage earner makes from a job, saves in a bank or receives from owning stock is reported to the government and taxes are withheld from every paycheck against future tax liabilities. Those who own businesses, by contrast, tell the government what they want it to know.

			Who pays for the taxes shirked? We all do. We pay through increased service fees, through having service fees imposed for things that were free (like the parks), through a rising share of the national debt and through tax incentives that motivate companies to move their jobs overseas.

			Americans in the 1960s were so wealthy across the board that many academicians warned that Americans could become so wealthy that they would never have to work again. Unfortunately, these predictions were wistful thinking. Over a 30-year period, 1970-2000, America’s economy grew rapidly, doubling in size. We own seven times more Mercedes than we owned in 1970. We have much larger houses. Yet, most of us don’t actually “own” these trappings of prosperity. We have bought them on credit and even the slightest disruption in our incomes could bring our house of cards down around our ears. Each 1970 dollar of debt that we carried has become $53 in 2000. There are a number of reasons for this. The middle class is being squeezed by inflation, lower wages, rising taxes and a very unstable job market. At the same time, executive compensation and wealth for the top one-tenth of America is growing at a phenomenal rate even as their taxes decline.

			The Rich Get Fabulously Richer

			From the 1970s to the 2000s, the earnings of the top one percent of Americans doubled. During this same period, the earnings of the 55 million Americans in the poorest fifth of the population declined from $10,000 in ‘77 to $8,800 in 1999. The poorest people in the country saw their income drop by 22.5 percent. The top one-tenth of one percent increased their income by 412 percent. Clearly, nothing is tricking downwards at all.

			Compare the bleakness of that picture in which a small number of people, 28,000, earned as much income in 2000 by themselves as the entire cohort of 96 million of the poorest Americans. During the 70s, by contrast, the poorest 30 percent of Americans had more than 10 times the income of the super rich. Many of our current societal ills can be ascribed to this massive wealth transference from the poor to the super rich. Clearly, most Americans are worse off today than they were before any of this trickle down economics started. Why? Because our politicians pass tax bills that they don’t understand typically based on assurances from lobbyists for the super rich who are the people who fund our politicians’ campaigns.

			When the Old Man Is Dead and Buried

			President George W. Bush justified his interest in the “death tax” by saying that removing it was necessary to “save family farms.” To date, not one farmer has been located who lost his farm due to the inheritance tax. The fact is that people below a certain threshold (set in the low millions) are not taxed on their estates. Only very wealthy people are taxed on their estates and this is to prevent any family from acquiring so much wealth and power that they feel above the law. There are many wealthy people who support this tax. including Bill Gates, Sr., Warren Buffet, George Soros and Paul Volcker.

			“Without an estate tax, these rich men believe, America will have a growing concentration of power, not in the hands of the industrious or even the merely lucky, but in the hands of people whose only smart economic decisions were picking their parents and staying in their good graces. Repealing the estate tax, Buffet said, is ‘the equivalent in economic terms of choosing our Olympic team by picking the eldest sons of the gold-medal winners in the 2000 Olympics. We would regard that as absolute folly in terms of athletic competition. We have come closer to a true meritocracy than anywhere else around the world. You have mobility so people with talents can be put to the best use. Without the estate tax, you in effect will have an aristocracy of wealth which means that you pass down the ability to command the resources of the nation based on heredity rather than merit.”

			The Stealth Tax

			During the Nixon Administration, it was discovered that about 155 rich Americans paid no income tax. In an effort to squelch the public uproar, Nixon’s team developed the “alternate minimum tax” which was intended to catch anyone who fell through too many loopholes. The idea was that the taxpayer’s itemized deductions would be compared to a formula created by Congress and the taxpayer would have to pay the greater of the two tax amounts. The AMT payments will triple from $32.4 billion in 2001 to $96 billion by 2010. The vast majority of this will be paid by people earning from $100,000 to $500,000 per year while the extremely wealthy, whom the tax was intended for, will pay at a lower tax rate than everyone below them. In high tax states, the alternative minimum will virtually wipe out any gains that most upper and middle class families would have received from the Bush tax cuts.

			How Social Security Taxes Subsidize the Rich

			During the Reagan and the subsequent Bush presidency, Social Security began to become a real problem because there was so much unemployment that not enough was being paid into it. Eliminating the caps on annual payments for the wealthiest Americans could have fixed the problem. The other way would have been to raise the rates on everybody else. Of course, Reagan and Bush took the second path. Then, instead of actually putting the money into safekeeping, they began to borrow from it for the day to day operations of the government so that they would not have to rescind their tax cuts to the wealthy.

			Preying On the Working Poor

			Congress has mandated that the IRS audit the returns of the poorest Americans rather than the returns of the wealthiest. In addition to the IRS breathing down their necks, many poor people are preyed upon by unscrupulous tax preparers who make them “quick refund loans” at outrageous interest rates. A taxpayer due a $1,000 check might end up with $800 or less after all the fees are charged.

			Rossotti and Curnutt Try To help

			In an effort to improve the IRS

			
			
			Mr. Kellogg’s Favorite Loophole

			
			
			Mass Market Evasion

			
			
			Getting Off the Hook

			
			
			
			Profiting Off Taxes

			
			Profits Trump Patriotism

			
			Letters to Switzerland

			
			Gimme Shelter

			
			Only the Rich Deserve a Comfortable Retirement

			
			Is Reform Possible?

			
			Conclusions
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