
Question: Where do embedded taxes 
come from?  

• Answer: Aggregation of the following at each level of the 
production cycle,  
– Hidden Withholding Taxes 

– Hidden Corporate Taxes 

– Hidden Compliance Costs 

– Cost of Tax Driven Business Decisions 

• The effects are illustrated in the following “Hammer 
Scenario” Slide 
– Notice the intensive reporting and support required on income tax side 

(Blue Bands + Tax Compliance = Wasted $$$ embedded in final price) 

– A single form is submitted by the Retailer on the AEFA side to report 
all taxes 

– No other known tax system is as simple, fair, visible, neutral, efficient, 
stable or fosters robust economic growth like the AEFA 
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THE HAMMER SCENARIO – A PER/UNIT ANALYSIS 
 APPLIES TO THE SALE OF ANY SERVICE OR PRODUCT BOUGHT IN FINAL PERSONAL CONSUMPTION 

Chart by Dan Borowicz, Realtor, MN 

R
A

W
 M

A
TE

R
IA

LS
 S

U
P

P
LI

ER
 

FA
C

TO
R

Y
 

D
IS

TR
IB

U
TO

R
S 

N
O

 M
O

R
E 

U
P

ST
R

EA
M

 E
M

B
ED

D
ED

 IN
C

O
M

E 
TA

X
 O

R
 P

A
Y

R
O

LL
 T

A
X

 IN
 P

U
R

C
H

A
SE

 C
O

ST
 

    
   

   
   

   
 C

P
A

 F
EE

S 
LE

SS
, T

A
X

 A
TT

Y
 F

EE
S 

M
U

C
H

 L
ES

S 
O

R
 Z

ER
O

 IN
 O

P
ER

A
TI

N
G

 E
X

P
EN

SE
S 

Materials Supplier 
Sales Price 

$            $ 

$            $ 

$            $ 

P
ro

fi
t 

P
ro

fi
t 

P
ro

fi
t 

P
ro

fi
t 

Ace Hardware 
Sales Price to Buyer 

C
o

n
s.

  
Ta

x 

P
u

rc
h

as
e

 C
o

st
s 

H
ar

d
w

ar
e 

St
o

re
 S

al
e

s 
P

ri
ce

 t
o

 B
u

ye
r 

P
u

rc
h

as
e

 C
o

st
s 

P
u

rc
h

as
e

 C
o

st
s 

O
p

e
ra

ti
n

g 
Ex

p
e

n
se

s 

P
u

rc
h

as
e

 
 C

o
st

s 

O
p

e
ra

ti
n

g 
Ex

p
e

n
se

s 

Operating 
Expenses, 
CPA’s/TAX TTY’s 

Income Tax 

Factory Sales Price 
to Distributor 

Distributor’s Sales 
Price to ACE 

Income Tax 

Income Tax 

Dist Income Tax 

TAX ATTY’s 

CPA’s 

TAX ATTY’s 

CPA’s 

Factory  
Income Tax 

Materials  
Income Tax 

O
p

e
ra

ti
n

g 
Ex

p
e

n
se

s 

O
p

er
at

in
g 

Ex
p

en
se

s 
P

u
rc

h
as

e
 C

o
st

s 

ACE Income Tax 

THE 
AEFA 

WORLD 

CPA’s 
TAX ATTY’s 

EXPORT PRICE/ 
BUSINESS-TO- 
BUSINESS PRICE 

W
it

h
 t

h
e

 6
.0

%
 r

e
m

o
ve

d
 a

n
d

 t
h

e
 C

o
n

su
m

p
ti

o
n

 T
ax

 a
d

d
e

d
 in

, t
h

e
 f

in
al

 r
e

ta
il 

p
ri

ce
  

is
 e

ss
e

n
ti

al
ly

 t
h

e
 s

am
e

, b
u

t 
Ex

p
o

rt
s 

ar
e

 6
.0

%
 L

e
ss

 E
xp

e
n

si
ve

! 
 

P
ro

fi
t 

THE 
INCOME TAX 

WORLD 

P
u

rc
h

as
e

 C
o

st
s 

01/12/19 2 


