DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

June 20, 1997

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN
DEPUTY SECRETARY SUMMERS

FROM: KARL SCHOLZ X~
: DEPUTY ASSIS SECRETARY (TAX ANALYSIS)

SUBJECT: Distribution Tables

Following this memo are new distribution tables for Senate tax packages.

o The first two tables show the major provisions of the bill that was passed by the Senate
Finance Committee. -In contrast to the previous distribution tables you have seen, these

tables jnciude the revenue raisers.

- Including raisers make the distnbutions less progressive than they would otherwise
be. Most of the raisers are excise taxes, which are treated as being borne by
consumers. Consumption is more equally distributed than income, making excise
taxes (mildly) regressive.

o As a basis for comparison, we include two older tables showing the distnbution of the
President’s FY98 budget proposals, again including all raisers. Not surprisingly, the
Budget package is much less generous 1o high income families than the Senate Finance
package.

o Tables 5-8 in the package show the major tax cut provisions (raisers have not yet been
specified) i1l evolving Senate Democratic Leadership package. The package cuirently
- conlains

- A Kidsave-type child credit of $350 through 1999 and $500 thereafter, where
taxpayers receive $100 less if a contribution ts not made to a Kidsave account. The -
credit has the President’s income phaseouts ($60k-$80k) and the credit covers

_children under 13 through 2002 and children under 18 thereafier. The new credit is
partially refundable, but only to the point where the EITC and refundable credit do
not exceed income taxes plus the employer and employee share of payroll taxes.

- The education package gives a credit of $1000 and 50 percent of additiona! expenses
" up 10.5200 through 1999, $400 in 2000 and $1,000 thereafter. When a student is no
longer eligible for the HOPE scholarship, there is a 20 percent tuition credit on
expenses up to $4,000 through 1999, $7,500 in 2000 and $10,000 thereafter. The
package includes a permanent extension of Section 127, student loan deductibility,
. prepaid tuition, a repeal of the $150 million tax-exempt bond cap, school
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construction, and a subéiéy for Intemnet acgess for K-12 schools.

They are now considering a broad-based 30 percent or 40 percent capital gains
exclusion. The tables include both variations. The package slso includes the
President’s home sales provision and an expansion of Section 1202 for small
businesses.

The Daschie estate tax package is included as well as the President’s other budget
fritiatives, such as brownfield, the éz&ize&&ed areas initiatives and extensions of
expiring prwzszons

- The tables show that the Democrats packﬁge is sharply more progressive than
the hill passed by the Finance Committee.

o The final tables show the distribution of current tax payments by families by income class,
It shows, for example, that the top quintile of the income distribution pays 62.6 percent
of federal taxes, The new tables for the Senate Finance bill show that 68.2 percent of the
tax cuts go 1o the top quntile,

If you are asked about ths, 1 suggest making the point that the economy has done
extremely well over the last four years, but all groups have not shared
proporiionately in the prosperity, 'We believe the butk of the tax cuts in this package
should be directed to working middle class families who have not shared as fully in
the growth of the economy. Doing so, would modestly increase the gveral
progressivity of the tax system, but would help millions of families at crucial points
in their lives (when they have children, send them to college ).
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Major Tax Provisions in the Bill Passed by the Senate Finance Committee {1}

(1998 Income Lavels)

il -

) Total Tax Change Tax Change 25 8 Pecosrt ol

Numibe: Curent Exemity

of Aversge * Percent Fedesst Ecarusmic

Family Econunic Famkies | Tax Change | Amount(3) | Distibution | Taxes {4j income

ieome Quintile () ) {miliions) 3] {$M) (%) (%} %) .
Lowest [5) - s b 478 0.8 3.80 0.22
Secand oz 37 813 15 -1.32 .15
Third . 223 -2 5216 88 23 -0.5%
Fourth ' 23 520 -11573 212 278 D72
Higghest 2.2 -1867 37127 582 -4.08 -0.60
Toka) (5) - 113 -488 54451 1000 375 0.74
Top 10% 131 «21658 «24150 44.4 -365 -0.83
Top 5% : . 56 -2907 -16209 258 -3.32 0.7
Top 1% 11 6634 -7443 127 286 - AN

Bepariment of the Treastry : June 20, 1957

Cfice of Tax Analysis

{1} This table distributes the estimatt change In tax Dyrdens due to fhe majos Tax pravision inthe bill passed by the Senale Finance
Commitios which include the tollawing, § a thild eradit; i) » modified HOPE sehotarship tu cregt; il) a deduction for student loan
irtaast; i) . chectuntion R aducation expensas paid theouph Stetssporsarsd prepsid tition (rograms; v} parmensnt extansion of
Section t27; v edueation investrent secounts and privats prepaid witor programs; ¥} expanded from-lozded and new back-
kiarcinct BRAs il Capital geina provisions, {lower indiviguat sates, swiersion of 5. 1202, and $500,008 axclirtion for guins on & pringipal
resciancel; wiik charges in the indindus! AMT, ixj » reodification of tha traatsent of compary-owned s inswrance; and x} sxciss tax
provisions (aisport ird siweys wxtises, tobaccn mucises, end the extension of LUST thtough 20673,

{3 Family Evorern income (FED 15 & droash based incoms concept. FE i constructend by sdding o AG| ursaperisd and undes-
epartd incorne; A and Keogh deductions; nortaxasble tanster payments sush &3 Sarist Securiy ang AFDC; smpioyer-
provited frings benefis Inside buldup on pansions, (RAs, Kaoghs, and e insumnce; mx-exampt inferssi; and impuded rent
or; pwnet-oceapied bousing, Lapinl Gri we computod on a0 sconal Dasis, acdiosied for infation & e extant thai zaliable
data wilow, WSationary kouses of Jaesztars wes subtrasted s gaina of borrowens ¥75 acidet, Thars i efso an adjustrent for
aczalnraisd dapraciation of noroorporabe businemsas. FEI by cbvmin o 5 fnily rether tues ¢ Gueeobum basis. Tha aconomic
¥ o all bwvs o % tamily and wre it £ aivhow 8 B Sianilys enomornic income trsed in the datibutions.

3% Thr change i Faciesi St & ssBimaied st 108 inconve levely n axsursing iy phazed in 2007) tew and behavior. For tw
A prendisdonss wewd achalion seookids, e chinge Iy maasurnd s B prosent vRive of e Bix saving from one yaer's
goniibations, i ofact of T coplind gelng provieion jx hosed o G level of 22001 oRiny reslizations unde: cuntet lew.

¢ The foxes Incluaied aen luivicand st aorponnie incoive, eyl (Socint Security s ynampioyroentl. snd exsises. Exviate and -
g faxes andt customs duties mre sxciuded, The individuat noome tex &5 sasumed 1o B DOMe Dy sevors, the corporate
incorns B by CapERT income gerarally, payroll Uees {senployer s employes shaies] by D07 fwages and sef-employment
inoome}, sxcioes on puthades by incididusly by D purchaser, and i oo Srthases by bukiness in praportion R tota!
eansumption axpendifures. Feceral taxies sk eximatoct 8t 1558 income lovels bt ssating 2007 tuw gngd, therefore sxciude
presdsions Sat axplon pAor S the wixd of the Buipet padod snd are stjustind B the sltects of unindaxed parampterns.

55 Familins with negatve ienmes wte sxchaded Fom te kowws quiniiie bt inctuded i 559 400 ke,

HOTER: Guinties bogin siFERof, Senond $16.050 Third 32,560 Fowre 354,758, Highest $83.222 Top 0% 3127373
Top §% $Y70.103, Top 15 §408 881,
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Very Prel iminarx

Major Tax Provisions in the Bill Passed by the Senate Finance Committee (1)

(19958 Income Levels)

Total Tax Change Tax Change a5 8 Percent of:
' Numnber Curmenl Family
Family Economic of Averape .Percent Federal Economic
income Class (2) Famlies | Tax Change | Amourt 3) | Distribution | Yaxes{4) | income
(000} (miions) ($) (M) (%) (%) (%)
‘0-15 18.5 24 442 048 474 0.28
15-30 21.8 -3 501 09 -1.00 010
30-40 121 -120 -1447 27 -2.33 0.5
40.50 9.7 -270 -2623 48 -159 0.60
50-60 7.9 =372 -2929 54 -3.73 0.68
60-75 . . b4 438 4124 7.6 344 065
75-100 1.7 -736 -B509 158 -4.29 085
100 - 200 156 -1345 -20980 ES -4.84 -1.02
200 & over 35 -3444 -12479 248 -3.18 £0.75
Tolat (5) 1113 -489 -544514 100.0 375 074
Depariment of the Treasury June 20, 1897
Office of Tax Analysis

(1) This table disiributes the estimated change in tax burdens due to the major tax provision in the bill passed by the Senate Finance
Committes which mclude the fallewing: 0) a child eredit; i) a modified HOPE scholarship tax credit; ii)) a deduction for student foan
iterest; i} 8 deduction for education wxpensss paid through State-sponsared prapaid tultion programs; iv) permanent axtension of
Section 127, v} education investman| accounts and privats prapaid tuition programs; vi) axpanded front.Jeaded and new back-
joaded IRAS; vii} Capital gains provisions (lower individual rates, extension of S. 1202, and $500,000 sxclusion for gains on & principal
residenca); viii) changes in the individual AMT; ) » modification of the trestment of compamy-owned |dfe insurence; and x) axcise tax
provisions (eirport and sirways excises, tobacco excives, and the axtension of LUST thru 2007),

Family Economic Income (FE!) is & hasd-based income concept. FE| i3 constructed by sdding to AG| unreported and undar-
raportsd income; IRA and Keogh deductions; nontaable transfer payments such sa Social Security snd AFDC; employar-
provided fringe benefits; inside build-up on pensions,- IRAS, Keoghs, and lifs insurance; tax-exemnpt intefeosi; and imputed fen
on owner-occupied houting. Capital gains sre compuiad on an sccrusl basis, adjusied for inflation to the exiant that relisble
data aliow. Infationary losses of knders are Bubltracied and geins of borowsrs are sdded. There is also an adjustment for
sccelerated depreciation of noncorporate businesses. FEL @ thown on a family rather then a tax-ratum basls. The sconomic
incomes of all members of a family unit are sdded to pive af the family's scohomic INcome Laed in the distributions.

@

Thimitlemuisntin-mllIMimmummwmwhmnhlﬁmm‘ For the
IRA provisions and sducation sccounts, the change &5 measured as the prasent value of the tax savings from ona year's
contributons. The effect of the capital gains provision is based on the level of capital gsing realizations undef current Lw,

.3

(€)' The taxes included ara individusl snd corporats income, payroll (Soclal Security and uremploymern), snd sxclses. Estate and
pifi taxws and customs duties are exciuded. The individual income tax is wxsumed to be borna by payors, the corporats
incorne tax by capital income generally, paytoll taxes (smployer snd smployse shares) by labor {wages and seff-smploymeni
ncome), exc3es on purchases by individuals by the putchaeser, and sxcises on purchases by business In prepartion to total
consumption expenditutes. Federal taxes ate sstimated at 1998 incoma levets but assuming 2007 Law and, thersfora, sxclude
provisions thet expire prior to the end of the Budgel period and sre sdjustad for the sffects of unindexed parameters.

Families with negative incomes wre included in the total ine Bt not thown separately,
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Tax Proposals in the President’s FY1898 Budget {1}

{4808 income Levels)

Total Tax Change Tax Chenae as o Percent of:

Mumber » Current fFamily
of Averags Percent fFederat Economic

Family Economic Fumfies |Tax Change | Amount {3} | Distibution Taxes {4) inpome

income Quintlle (2 {milliorig) % {30 {%} {%l %)
Lowest (5) 216 12 251 43 2.00 0.12
Second 222 - 88 - <1898 1c2 ~3.24 037
Third . 223 L L33 27.3 ~3.38 056
Fourth 23 -377 8384 4£3.0 212 0,52
Highest 223 ~1B2 w054 20.8 .45 - 310
Total (5] 113 AT5 49518 100.0 434 036
Top 10% 11.1 34 . 38 8 £0.05 8.0%
Top 5% . 58 235 1.313 87 027 X3 53
Tap 1% 1.1 G35 1.048 -5.4 440 810
" Department of the Treasury Fobraary 13, 1957
Office of Tax Analysis

{1} This {able disicbutes (e sstingted change in fax burdens due 1o the B proposals i the Peesident's FY 1998 Budgel.

{#} Family Economis income (FET} is » broad-based income concepl. FEl s constructed by adding to AGI unreported end under.
tepoted ncome; 1RA and Keogh deductions] nontaxabie transler payrments suoh ss Sociat Security and AFDE; employer.
provided fringe benafils: inside build-up on pensions, IRAs, Keoghs, amnd ife ingurance, tan-exernpt interest; snd imputad rend
an ewner-cccupied housing, Capital gaits are compuled o an acorual hasis, adjusted for inflation 1o the extent that refiable
data alfiow. Inflationary losses of nders are sublzacied and gains of borrowers mie wstied. There is aiso an adjustivent for
ncowleraled depreciation of noncorporate basingsses. FELis showet oa & family rater than & tacretum basis. The soommnic
ncornes of ali nembers of & Earmily anit are added to mrive 81 the fnily's oontiomid incovne ysed s the distriizdions.

{4 Thechange in Faderal taxes is estraiod 51 1998 mncome jevels it xssuming futly phased in {2007 law and bebavior, Fo the
iRA propesal, the change is meanred 83 1he presant value of the t2x savings Trom ore years coniibulions.

43 The laxes inciuded are mvdivithua! ang eponale ncore, payTol (Socsl Securily and unemployment), and excises. Estate and
[0 tawes and Tustoms duties are exchuded. The individual ncome tax is assurmed 1o be borne by payoes, the corpoents
_income Bax by capitat income generally, payroll taxes {employe: and employee shates] by labor fwages and sell-employment
aome), excises on purchiases by individuals by the purchaser, and excrses tn parchases by business in gropoction 1o (ofal
cutiumplion expenditures. Federal taxes are estimated al 1298 neome kvl bl sissusrsing 2007 fve and, therefore, exchuade
provisions that eupire prior to the and of the Budget period and are sdpssted for the affscts of ivindaxed paramelerns

{5;  Farnhes with negative ricsmes dre zxciated irom the lowes! quintie Ind ¢chadnd In the s e,

NOTE: Dhirdies begins al FEI ofr Becondd 316 350, Thed $32 563 Founh 354758, Highest 383,722 Top 10% $127.373;
Top &% $176.163, Top 1% 34085 55
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Tax Proposals In the President's FY1998 Budget (1)

{16938 Income Loveis)
Total Tax Change Tax Charge us 9 Pacoent of:
Number Curnwet Fardy
Family Economic of Avorage Parvent Focersnt Eooroeic
Income Class (2) Funlios | Tax Change | Amount (3] | Duvibuton |~ Texs (4} Ecome
{000) {milions) s {38 {%;} (%3 {%;)
D-15 185 15 214 Ry 2.64 67
15.30 21.8 30 ~1526 78 3,04 oM
230 - 40 123 -162 4952 0.0 214 047
43-50 ¥ 258 202 133 © 456 .80
$0- 80 79 <337 51 136 A3 £ 61
8-75 g4 -366 3441 7.6 263 £75
75- 100 "y 403 ¥ty \ 242 242 £.42
100 - 200 15.6 2r2 A246 21.8 om 0.06
200 & over 39 342 1537 6.9 000 0.00
Total {5} 1113 -17% 19518 1000 -4 34 825
Departroont of te Treasury Feboyary 13, 1987
{itfce of Tax Ana'yeis

{1

&

o

4

™

iz {abla giginbutes the ssimaiad changs i Isx burdens due 10 the tax prapossis in the Prasidents FY 1995 Budipel,

Family Econnmic incorne [P i 8 broad-brswd income concept, FE it constructed by adding (o AGI unreported and urdei-
ropacted incorma; 1RA Knd Keogh dedugtiony: nomtaxably transfer payroents such ms Social Security and AFDC; srnpdipnr-
providad finge benefits] Inside Build-ap oo pentiont, 1RAs, Keoghs, and lHe lnsuranca, tax-exempt intecast; and innpafed eendt
Gt pwner-occupied Bousing, Capital gaios are computed on an aconsd| basis, sdjsted for ioftation tn the sxient thal exfiabis
dats sliow, Infiationary kesses of erdurs sie sulfirssted snd guin of holrowers sra sodad. Thste i sits s egustmenyt for
sccelarated doprecialion of ORCHPOTILE Bisivesnes. FE( s shown on 8 firnily aether Sn a Geratiom basis,  The sconomic
incomas of all membets of 3 family und Kre Sdged 1o amive a1 Lhe family's sconenic incomse s in D gistdbutions.

i changa in Fecamt (nxes & estirnaiad st 1958 incoma leveis bt assurming Addly phasad in (20Q7) iew ent behavior. Fusthe
HA propesal, Bhe changs is measured ¥ 156 gresent vaius of the tax amvings fom oo peas CONEDUan..

Toa taxws inciuded sre indwiduet snd sorparate focome, Payof {Social Securty wnd unemployment}, and axcises. Estats snd
git Laxes and customs dutis aie sxcluded. The individus! intorme Lix it sstuined 10 e bome by payors, the corponsle
incorre inx by capfal incorms Geneially, payroil tases femployer and empioyes sharss) by Wbor (wages and sall-errpboprrnt
Prcorow], excisas on pursheses by ESiviglisls by this porchassd, snd excises oo potchases by basiness in poportion 1o Fotal
wansmption wxpanditures. Fadsisl taxes ore sslimated sl 1998 incoms devels but sesaming 2007 lw i, thwralors, smolude
prowisons thal wxpite prior o Ik» #ref of the Budget period and ais sdjusted Tor Gw effects of urindssed prracnelars,

Fuityiers wath negative incornes wee incluted in B oinl lirve B not shown separately,
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Major Tax Cut Provisions In the Senate Democrats® Altemative (1}
{with 40% general capital gains exclusion}

{1598 Inexme Lm_!s}

Tetal Tax Change Tax Thange 5 s Percent of:
' Number Curert Farmily
ot - Average 1 - Prresnt Federsl 1 Boeonomiz
Famity Enoromic Famiies  Tax Change  Amoat {3} | Dislabedtion | Taxes {4} Iiscrrve
Income Quintis (2 {mifiions} {83 58] &) %) {%)
Lowest {53 218 54 o 554 47 A48 £.99
Seocord ze2 285 Ha34 147 S10.45 A48
Trird 23 A% -3H03 226 €827 «1.04
Fengrth 23 LT »1 2858 294 -4 17 £3.80
#ghest 3 L5551 A2267 280 138 03,30
Tedst {3) i11.3 «393 A3 1000 <3 355
Top 10% 1A £ <T3535 16% -1.12 025
Top 5% 56 DK HEGY 128 21,85 32
Top 1% 11 w3 1IN <3485 BG .34 £33
Degatment of the Treasury Jure 20, 1997
Office o Tax Aralysis .

{11 Tnis able distribuies the satmated changs in fax burdens dow t5 fhe msjor tax o1t Drovisions in the Sefude Demeerais” ARurristive
. propessl which Inchadte the Tollowing: § x 2hild crodit {refuncable Io Sv soaent of payrol taxes): i a modfied HOPE seholarship
e cragi and modHied fudion iax deduction; i) » dedustion for siudent lan intoresi; i 8 “Kidsave™ A provision: ¥) permsnent
setpasion of Soction 127, ¥} $£T chairs mark stale-sponsored prepait beion provision; nnd vil) capital gains pravisiony (s
$50C 000 sxcrision or pRing on a principai residoncs, 40% capita) pains exchusion anc 24% AMT rate, a small business caprat
2o praforetics, ant # $100 3200 joint) dividend exclusion).

{2) Famity Economic incame (FED) it s broad-based incoma concapt. FEL is cpostructed by aading to AGE unreparted and under.
repoited incorne, IRA and Keosgh deductions; nontaxabls thirster gty slch xs Socini Srcurity and AFDC: sraployes.
provided Kinge benefits; insicde bulid-up on pensions, IRAS. Ketghs, and He Inpurancs; tax-axempt interest and impidod tan
oh panal-setipind housing Cupltal gains ars computed o a0 seersnl hasis, sdusted ke infistisn 12 s sxiant thal ralisble
data mliow, InSationisry lasses of Senders ars sublracted et goina of horowers ste midagt, There B aiso an sdiustment for
senelarpiod dupiocistion of pormie bis FEL s s gy o farnily rather Pan 3 loretum basis. The sconomsic
neomes of 31 teeenbers of & famity onit are added to arrhee 8t Tha family's seonomic IGO0 Leed in the distributions

G} The chengs in Faders! baras b astimaiod 81 19493 income Ivvais Dot mssurning Rty phawad in (H007) nw and behavior, For the
Ridsave prowision, the change i3 dj Bs Tw presant value of The Bax skvings fom vne vear's tovdribubions. The effact
<F the taptiel gains provision is based on the lovel of capital gains realizasions wader cutrert lew.

14 T st indhiedt are dendividunl 2nd corporete income, payioll {Socis! Security and unempkryment), and sxcses. Estars and
o7 Enos &0 tustomns duties mre kxeciuded. The indivitus! incorme B is assurwd to be buete by payers, the corporalz
income i by tapitsl incorce gensrally, payroll tares (amployer and employwe shares) by laber {wagss and se¥-smploymert
income), auvizes b6 purchasas by indhviduals by the purchazer, ind exciaes on purchases by business in peoportion to Lstal
consumption mpenditares, Feder) taxes sre estimalad ot 1998 incama M it assurning 2007 law end, therafore, exciude
provisiang thal expire pricd o the snd of e Hudget perod and mrs yld)miad fae tre elfucts of ynisdaxed ‘

Fy

(5)  Familias with rugative incames are sxcludad fom the icwest guirdiie tut inckuded in B todal Sies

NOTE: Ouirnlles begn 8 BE| of. Second $YE.950: Third $32 563, Fourth 354,758, Mighest $82 222 Top 108 $127 373,
Tep 5% $17015%; Top 1% 4408 BRY,
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Very Preliminary

Majer Téx Cut Provisions in the Senate Democrats' Alternative {1}
{with 40% general capital gains exclusion)

{3996 Income Levets)

Total Tax Change Tax Change as a Percent of.
Nuinbef Currant Femily
Family Ecoromic of Avesage Fercent Faderal Economic
income Class [} Familes | Tax Change | Amount (3) | Distibution | Taxes (4) income
o0 {mitions) ] {$M) (%) (%) (%)
4.5 158 B3 ~A536 15 ~16.46 059
15-33 L ¥ 28K AL 130 -11.32 -1.17
Az. 40 12.4 A5 AT 04 107 -7.57 -1.12
40 - 53 a7 5% ~E 300 1540 4.0 -1.01
53. €} % 37 v oy -5.38 008
8- 75 g4 B3t 74 BT i b 455 .88
5. 1K 117 Hh3 4583 150 -3.28 L83
00 - A . 56 374 AEeT 133 +1.34 .28
200 & oy .3 3577 ~E585 114 +1.48 .28
Total (5} $14.3 353 A 34 1000 381 59
Depariment of the Treasury June 20, 1997
Otfice of Tax Analysis

{1} This table distritutes Ove estimated change in 4 Dardans due & B maior tax & prowisions in the Senate Democrals’ Atermative

prapeial which inchuds e followinig: i3 # child cred’s {retuniabie & e extint of paproll tuet), I 8 modifisd HOPE seholarship
tax credit and modifiad tuition tue gaductian; ) w dedustion for student leen imarest; i # “iidiaes® A piovizion; ¥} parmanant
svtenzion of Saction 137 v} GG ehairs mark state-sponsacad ponpsaict wion pravision, snd vi} apiat §ais provisions s
500,500 exciusion fr gaing on e principsl residence, A0% castal gains wxhrsion s 24'% AMT e, 3 smaf business tapitst
gains prafacenca, and & $7100 (5200 joirt) diviclend xshusion},

{2y Family Ecanomiz income {FEL) is » brond-based income concepl, FEI is construcied by sdding b AG! unfepcriad and under-

&

repewrind income FLA and Keogh daduztions: nontaxable transtfer payrmanis such as Socil Sseurity snd AFDC: empioye:-
peavidad Sings bunefits; Inside builup on pansions, (RAs, Keoghs, and fife insurance; tax-exempl inferesl; and imputed rers

"ot owerer-oce upiod bausing. Sepial gaing sre computed on an scoruat basis, adjusied for inflation (o the axtent thal reisbie
datn sfiow, Irdationary lowses of lnnders see subirsctesd sodd geins of bomowers are addad. Thers i3 also sn adjustmant for
scoainraied depracimion of noncovporste Susinesses, FEL s shown on s family mither than e lsxTetum: basis, The sconomic
Inzorrws. of 2l membens. of & Iity Gk sce sdded 1o arriee &t tha family's sconomic incoms ussd in the distributions,

T changs i Fadersd et iy estinaied ot 1958 tnooam levels Bt asauming fulty phosed in (2007) rw snd bebavics, For the
Mdsave Deovision, B chanpe i massuted »S tha passnt vitus of the fax savings from one ywar's contribidions, T effect
. ot tye capital Gaing peondsion b basact on e fevel of capitsl gaine realizadions umder cuurent law,

Theo taxes INCEid R1e Wntiigusl sod coporate incoma | payrall Ghocial Security snd unemploymend), and excrses. Estate and
o tmres and pumdoms dutins s wmttodad, Thw individiual incom taz 15 masiamadt to ba borme by payors, the corparata

noome 3k by rapits] inconse genecally, payroll faxes (smpioyer wndd smployes shares) by tabor fwages and sel-amployment

i 1, WXCIEES on purthses by iwdiiduals by the porchases, snd sucises on purchaies by busineys in pioportion to tolal
consumption wpeniitutes. Faderst taxes sre welimatad o1 1958 income levers but sssurming 2007 taw snd, mstelery, sueluda
prowitions Sud sxars o o thar wexi oF the Bodped paviad sodd 518 ednstad for the ofledts of unindaxed patamaiers.

Faenflios with regativs incombs st inctuded in e total Bne but 0ot shown separsicly.
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Very Proliminaey

Major Tax Cut Provisions In the Senate Democrats' Alternative {1)
(with 30% general capltal gains excluslon}

{15998 income Levels)
Tota! Tex Change Tax Change as a Percent of.
Mamber Currem Family
of | HAverage Perceant - Federal Econmmic
Famiy Economic Famitez | Tax Change | Amount{3) | Distrission Tazes (4} Income
Income Guanfils {23 R {milions} [£3; M) %} (%} %}
Lowest 53 218 82 4854 81 <587 057
Second 232 -285 £33 63 550 <158
Thiedd 223 437 G 20 £ 17 -1.02
Fourth 23 -568 -12588 323 4 08 L7E
Highest =3 -363 -Boes Zi8 £ 85 820
Yotal (B} 1113 =350 36537 HYXLG 258 453
Top 0% 1. 309 =340 B8 .52 .12
Top 5% 56 -338 -1684 48 D38 D09
Top 1% 1.4 499 580 14 D22 0.05
Depariment of the Treasury June 0, 1997

Office of Tax Analysis

{1} This zhis tintritefes the estimeted schange in Bx brdens due 1o the major ax ¢ provisizes in the Senate Democrats’ Alemaiive
propasal which inclide the followang: 6 chid cradit refundatle i the sxiard of payrok faxes); i} » mogifind HOPE sehalarship
X precki ane maifing hation tax decuction; iE) a deduciion for elutent joan inferes?, bey » "kidsawe® IRA provizion; ¥ permanent

wEension of Gaction 177 wi} SFL ohir's rusrk state.xy

d prepaid ution provision, wrl il sapdial gains provisions {6

506G 000 exciusion for pains on o printioe residence, 30% caphial gains exchusion, & xmall business capita! gains prafamsnce
and & 3100 (300 jomt) ghs exshusiont,

£2y Fumity Eooneesc Ingzans FEE b » broad-bosed incoms concept. FEL & constructed by sdding io AGH unvepotiad and under
Taparied income; A and Keoph defuciiony: fontawebie Fansfer payments saok x2 Socksl Sacurlty and AFDC amployes-
prowided frings banslite: iy bulldup on pensions, IRAS, Kaoghs, sng s bnswanes; et inisrest; snd imputed rent
S g oeeusing houing  Caplal ghing ars compisted on an scorual betis, edstad b infation to e axdert el rabkabis
et wliow, infatiormry esses of Hnders wra sublracted andd gains of borrowers are wdded. Thase i aise an stiumtmant for
peceinrated sepraciation o rotRoepoiaie usinesses, FES i chows: oo s fenily rethar than » acoelurn besis. Tea sconomic
{ncotrs of wil msenimrs of w family unit are mcklod to arrive &t the famity's ecoooesic incoos weed I the distribotions.

Ay The changs i1 Federal taxes b estimated st 1938 income kevels but assuming fully phased in (007) law s babavior, For the
kidsave povision, the change is measUred as tha presant valua of tha tax savings from oon ywar's contributions. The effect
of tive Gapital geins provision is bazed on the leval of capital gaing realizations under cument law,

() The taxes incipded are individus? snd corporme income, paytoll (Social Securty end unemploymeat), and excises, Estate and
S0 baowd aned customs duties gre exzioded, The mdbadus| camm Sax i sssumed 1 b borme by peyors, the corpatate
- Incore bax by caplist inconie generstly, payeol taxes (employer and employes thares) by abor (wages and selamployment
eorsel, wxpises oo purchases by buinddusls by S purchasar, and wrcises o purchases by biminesy i pgoportion & total
genzumpton sxpendiures. Faderel lmres ara sxlimated st 1554 income levels Bt sssuming 2007 b and, thorafore, exciude
proisions that explire prior 16 e and of the Budge! pevicd ang are sdjumied G e liacts of urindessd peiameters.

5 Famibes with regnth

Y Jmm’

RN

=t gintite bt included in the 1ot fne,

FOTE: Cranties bagin #t FEL o Bovand 316 950, Third 332 583 Fourth 354,758, Miphast 3T3.327; Top 10% 3127.377;
Tog 5% $375,103 Yop 19 $408 551
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mry Preliminary

Major Tax Cut Provisions in the Senate Democrats’ Alternative {1)
{with 30% general capital gains exclusion)

{1955 income Lavels)
Totad Tax Chunge Jax Change &5 & Percent of:
! Number T Current Family
Faerily Coongmic .3 Aversge © Percert Federal Econcmic
fncome Clags (D Famibes | Tux Change | Amount (3) | Distribwtion Taxes (4} Income
O - {eniffiores) % (BM) (%) (%} {%}
O-158 185 A1 B e 38 B0 .56
15- 30 Fal. 296 SR 4.4 +#1.14 «1.15
30 - 40 12.1 -3B5 403 N 3 «7.46 -1 41
40 - 50 97 445 43X 6 M.t & 81 £ 88
54 - 60 78 L5277 4147 0y B.2B o£3 55
60 -75 3.4 SHEG 5461 R T- X0 &% 55 L3856
75 - 100 1.7 545 -E381 1684 ~3.15 63
100G - 200 155 338 e 135 322 .26
I & oves is 354 -1&2:& 37 £ A4 «.08
Tatai 5} 1113 350 38937 100 268 D53
Department of the Treasury June 26, 397
Office of Tax Analysis '

{1} This mbile Sistritasos e wstmatd change st burdens doe to Sw major tax cut provisions in the 50\’\:&19 Daente ks’ Alinrnative
broposal which include e fotewing: 1) o chitd credd (refunizbie ic the extent of payroll axes); iij » modifind HORE schoiarship
terx gredt anet modifing Bation b deduction; i) 0 deductisn for xtudent loan interesi; vl m “kidsave® IRA provision; v} permanant

2

)

&5

axterssion of Daction 157 v SFC cheir's mark stais-sponsorad prapaid fuition provision; end vii) capial geins provisions (s
3500000 gxchrsinn for gains on K principal rasidence, 30% wapitat gains exclusion, & zmall business capitst geing oraforence,
andd 3 $10G (3200 joind) divend srslusion], .

Femily Econaimiz income (FEI) is 0 hroad-basmd Intoms concept. FEL i constructed by wdding t@miunmw s andine-
reported insome; [RA wnd Koogh dedirtions; nortaxable Tansiss fryreents such o3 Socisl Secuty end AFDL; senptoyer.
previded fringe banefits: irside tuild-ugp on pensions, #TAs, Keoghs, snd e insurance; oc-xempt interest: s inputed rand
oh ewier-octubind housing. Caplat goirs wre computed o wn secrusl basis sdiusted for inflation 1o He extent Fut relubie
data altow. infaticrary osses of londers wee subinasted and gains of borrowers are added. Thate i Siao an adiastreedt fv
accelarated Sepraciation of fpcrain b FE s shoven on ¥ Tamily rather then s tedetum bhanis. The scononsie
incomes of §1 mambars of & famity UnK ke addiad 10 wfiive ot thes taasii’s sconomic income Lxed in the distrititions,

Tha change ¥ Faclers! thies I sstimatod #% 1968 incoron mvsia Dt sssuming fully phased In 2007) taw anvd bebador, Fortha
Bdwave provision, e change &s mansurmt xx the grasend vaiue of the by seviogs fom one year's canlributions. The wiest
of the capitai gains provisicon & haved o the feest of capiial goims resiizutions ynder cutrent aw,

The tares inchuded sre indiadusl snd comporals mcome, payrol (Sacisl Security and unempicyment). snd sucises, Extats and
i taves an cuat diios s meshoded, T dndibvidind iIncome tax is aesumed to be bome by payors, the corpoaita
income tax by capial income gerweally, psyrol oo {enaploves end amplayss shacex) by labor (wages and self.employrment
income}, sacises on puichases by individusls by tw purchesar, and wkcises on purchases by business in proparton to tutal
consumption saxpenditures. Foders! faxes wes astimated ot 1938 incorte kvels bul assuming 2007 law wnd, thetafoo, exchudo
provisions that mxpirn poor 16 tha wed of the Budpst pernivd krd are sdjusted for the sffects of unindexed paramotans

Fernilips with regative incomes org intluded in tha total hna bt not shewn ssparutely.
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Distribution of Federal Taxes Under Current Law

{198 tnc_.ne Levels)

Percent Distribution of,
- Number Farmily Fedoral Taxas! Taxes as 2 Family ; Federal
of Economic [Under Cunent! Percent ot Economic | Taxes Under |
Famiiy Econtinic Families Intome (1) Law {2} ingome income | Current Law
ncome Quintiie (miltions) (58] {$8) {%} {%) (%}

Lowes! (3} A8, 2065 126 bon s G % 2.8 0.8
Second 2.2 5455 §1.8 1.3 7.4 42
Fhird 223 9543 1577 €85 12.9 058
Fourth 223 18044 3088 18.2 s 1.2
Highes! 223 4,123.8 809.8 22 358 8§26
Toiai {3} 111.3 73561 1.453.2 196 1600 EUNRS
Top 10% 11,4 28182 £61.8 27 384 455
Top 5% 56 23053 4887 3.2 285 3a8
Top 1% 1.1 10548 2599 245 143 7.8

I'I)epa;tmenz of the Treasury

Office of Tax Analysis

Eebrugey 5 1987

{1} Family Economic Income (FEI] is » broad-basad income concept, FEI s sonstructed by adding to AGH

anremrted and underepaited income; IRA and Keogh deductions, nontaxable transfer payments such
2% Social Security and ARGC, employer-pravided fringe banelis, inside Iulid-up on pensions, RAs,
Heoghs, and He msurance; W-sxempt imterest, and impsad rent on swner oocupmd howsing.

Cap#tal pains arn computnd on an acerus! Dagis, adivgted for mfation to the setent raliable dats gliow,
frfistionary lossas of lardiers are subtrasted wnd gaing of barrowsrs sre added, Thers is 2560
adjustnent Tor soceterated deprecistion of nontstporate businesses, FEiis shown on o farmily rather
than o tax-relsn basis. Yhe sconomic incomes of g members of o family unit are seided to mrrive ot
e Earaiy's BeRnonic intome UBed in he distribuions.

{23 The taxes inchaied am ndividual snd comorats ncorne, payroll (Social Security and unernployroent], and sxcises, Estate ad g4 taxes
ang cusioms duties are excihaded. The ivividual income tzx is assurmedt 1o be beme by payors. the sorporats inceme Sx by capaal
income penecally, pagroll taxes {employer and smpioyse shares} by tabor (wapes and seil-empicyment feome), Sxisas on purchases
by individualy by the prrchaser, snd sxcises on purchases by business in proportion 1o ttal gonsurption expandires, Taxes due &
provisions thal expics prior to the end of the Budpet peniad {i.e., before 2008} are excluded.

{3 Famiies with nagative insoenes are exchaied from tw keeest guintie but inchaded i the ttal kne,

HOTE: Quindles begio at FEf o) Second $16,950, Third §32 563 Fourth §54,758; Highest 323200
Top 10% $127.370; Tog 5% 3170503, Top 1% $408,551,



Distribution of Federal Taxes Under Current Law

»

(1958 income Levels)
_ Number Famniy Fodernl Taxes| Taxesess
Famiy Economic of feonomic  [Under Sument: Percentof
incoms {lass Famiies | Ingome (1) Law (2} income
(000 (mifons) (3B} ($B) (%)

D-15% 185 1567 83 890
15- 3i 218 4822 0.2 10.3
0. 40 121 4141 62,2 4.8
40, %0 8.7 436.0 734 B
5D 68 7.9 4314 788 18.2
60-75 g4 8321 1200 19.0
75-100 117 10148 2006 15,8
- 1090200 156 20576 £33.3 211
200 & over 39 18003 4232 235
Total {3} 131.3 739681 14532 19.6

Percent Distribytion of;
Family Federal
Economic | Taxes Under
income Curreni Lew
(%} (%)
2.1 0.8
8.6 3%
27 43
55 50
58 54
8.5 83
37 138
278 208
243 28.1
Eisis R 1088

Departiment of the Treasury
Office of Tax Ansysis

{1} Family Beonomic Incoms (FEI] is a broad-based income concept. FEiis wnstmc&d by adgding to AGH
unreponed erd underresosted incame; IRA and Keogh deductions: pantaxabie trangfer payrisnts such
Bs Sovial Securty and AFDC: empliaye-provided fringe benefits: insine baiki-up on pensions, RAs,
Kaoghs, and e wsurance; lax-exempl interest, and imputed rent on owner-gomgied housing,
Capda’ gains are compited on on scen2l kasis, sdjusted for infiation to the exter? reliable duta aliow.
Inflationary krsses of Jerdiers sre sublractes and guine ~ bormowers s:# sdded. There & siss an
adiustmert for acceletated deprecistion of noncomorste businesses. FETis shown on a family rather

_than a lax<elsm basis, The economic moomes of alt members of a family L &2 added to amive Bt

e Lariity's econanic income useyd in the dsintuions.

Febryary 5 1657

{21 The tazes inciuded are individua! #nd corporate intome, paymi {Social Security and unemployments, and excises. Estate and git (axes
and custoens dufses 2rs yciuded. The rxdnidual icome tix i assumed to be boene by payors. Bre coxporale incorae bax by tapial
incorne gemerally, payrol taxes (employer sndt employee kbades] by libor (wapes and sellamployment icome), excises on purthases
by exirdtiuals by the purchase: st excises on porahsases by busingss o proportion () sl consumplion expergidures. Taxes due in
provisions that expire peics 10 the end of the Budije! peend (e, befave 20063 are axeluded.

{3) Families with negative incomes are incluged i the total line bif nof shown separstely.




4 e ma b s

Preliminary Assessment of Major Provisions of Competing Tax Packages, June 20, 1997 (Scoring through 2002}

ftemn Administration Package Ways and Means Packape Senate Finance Commiltee
Package
Education $1,5300 (phased in, initially st Maodified HOPE scholarship - Meodified HOPE scholarship --
£1,200). HOPE scholarship and 50% of expenses up to $3,000 - | 50% of expenses up to $3,000;
$10,800 {phased in) tuition {phasecut $40,000-530,000 75% of up to $2000 for
deduction ($34.4b) singles/$80,000-100,000 joint) community colleges and technical
(£22.3b); deduction for schoo! students (phaseout
undergraduate expenses paid £40,000-50,000 singics/$80,000-
through state-sponsoead prepaid | 100,000 joint} {$2x7)
tuition program of up 1
. $10,0007yr., $40,0600 max. per
T student {$0.9b)
Allocable tax credits for K-12 None Raise small issuer arbitrage

, gchmi constsucsion

sonstruction ($3.0)

exemption for education facilities
(8.03)

Secnion 127

Permanent exteasion of Seetion
127, for both graduates and
undergraduates (§3.5)

Six month extension of Scetion
127 for undergraduates ($0.2)

Permanent extension of Section
127, for both graduates and
undergradustes($3.5)

Computer wehnology | None, Enhanced deduction for Exclude centain teacher training

K-12 corporate conributions to {inchuding 1echnology waining)

. schools (50.2) expenses from application of 2%
flocr on miscellaneous itemized
deductions

Student loans $2500 above-the-line student loan | None $2500 above-the~line student foan

interest deduction. ($1.1)

iterest deduetion. ($1.1)




Maeia el R BaR =

LSTRPY

3130 million bond None, Raise by $10 million per year Repeal bond cap. (§.32)
cap for private until it reaches $200 mitlion
colleges and ($0.13)
wnversities
IRA withdrawals Mo change in IRA rules Penaliy-free IRA withdrawals Penalty-free IRA withdrawals for
for undergraduate, post- undergraduate, post-secondary
secondary vocational, angd vocational, and graduate education
graduate education exXpenses expenses (30.8)
($0.8)
Education saving Included as part of the Kidsave Education investment accounts | Contributions of up to $2000 (plus
incentives praposal (Create backloaded IRA | for children under 18 (maximurn | $500 child credit) per year to
for educational saving -- limit £5,000 annual contribution, Education IRA-~ tax-free inside
contributionsw $.. ...} $50,000 aggregate bulldup and tax-free withdrawals
:. contributions), private prepaid if used for higher education; allow
tuition plans; deduction for private prepaid tuition plans $2000
undergraduate and post- {plus $3500 child credit) per year;
secondary vocational expenses | tax-free withdrawals for prepaid
of up 1 $10,000/yr., $40,000 State-sponsored programs.
max. per student {$7.0) '
Middle-Class Tax Refundable Kidsave Credit under | $500 (3400 in 1598) child credir, | $500 (3250 in 15970nly for
Relief 13 {8778}, stacked before the non-refundable, under 17 children under 13} child crediy, for
EITC {$71.3), stacked afler the EITC, | children under 17 (18 after 2002);
S0% offset with dependent care | mandatory Kidsave for children
credit! age 13 and above; stacked afier
half of the EITC ($)

! Chaleman Archer aanounced this week that he would drop the dependent care oifset before consideration of the bill on the

House floor,




Nonge

Index dependent eare tax credit
expense limit, $75,000-$100,000
AQGI phaseout (30.1)

None

Alternative Minor reform of individual AMT, | Increase individual AMT Increase individual AMT
Minimum Tax phased in starting 2003 exemption amount by $1,000 gxemption amount by $600 (joint)
every other year from 1999 for 2001-2002; $950 (joint) every
through 2007, index thereafter yeay thereafter (3.35)
L)
Corporate AMT {Bxcm_ptian from AMT for small | Exemption from AMT for small | None
. corporations -~ included as part of | corporations ($0.6)
Administration Simplification
Proposal) ‘
None Prospective repeal of AMT None
depreciation ($11.8)
Capital Gaing No broad-based proposal Separate 20/10 rate schedule, Neparate 20710 rate schedule, 24%
Provisions 26% maximum rate on maximum rate on depreciation

depreciation recapture, indexing
starting in 2001 (raises $2.73;
phase down of top corporate
capital gains rate to 30% for
assels held at least 8 vears.,

recapiure, no indexing or
corporate capital gains. ($.98)

Homae Provision

President’s Home Sales Provision
{(31.4)

President’s Home Sales
Provision (inchuded above)

President’s Home Sales Provision

($1.4)

Small Business
Provisions

| Variant of Bumpers-Matsui

targeted small business relief
($0.4)

None

Slightly expanded version of
Admimistration’s proposal (30.7)




IRAs none Create backloaded Amencan Expand income phaseouls for
Dream [RA’s, penalty free deductible IRAs; expand
rollovers from IRA (which raises | availability of spousal [RAs;
raoney), special purpose create backloaded IRA Plus
withdrawals for first time home | accounts; special purpose
purchase {$.03} withdrawals for first time home

, purchases ($3.3)
Home Office Increase availability of home Home office provision ($1.1) None
office deduction ($0.6)
Estate Tax Daschie qualified family owned [ncrease unified credit to $1.0 Increase unified credit 10 34,0

business estate wax relief (§2.3)

million by 2007 (§7.5)

million by 2006 ($77). Modified
Daschle proposal with $1 million
exemption for qualified businesses
($3.1). Upto $1 million exclusion
for conservation easements ($0.2)

Urban Initistives

Distressed areas and welfare-1o-
work {($29)

Modified welfare-to-waork
provision {30.1); no brownfields
or EZ/ECs, “

Restricied brownfields ($.25); no
welfare-to-work or EZ/ECs,

Other Presidential | Equitable wiling, Puento Rico, Modified D.C. package (30.3}; Modified D.C. package (377}, FSC
Initigtives FSC software, and DC ($1.3} no equitable tolling, FSC software {377); no equitable

. software, or Puerie Rico tolling or Pueero Rico
Extenders R&E, contributions of appreciated | 1-1/2 year extension of R&E, Two-and-g-half year extension of

stock 1o private foundations,
WOTC and orphan drug credit
{82.2)

and contributions of appreciated
stock to private foundutions; one
year exlension of modified, two-
tier WOTC, and permanent
extension of orphan drug ¢redit
(54.1)

R&E and contsibutions of
appreciated stock to private
foundations: modified two-tier
WOTC and permanent exiension
of orphan drug credit ($77)




Independent
coptractors

None

Liberahized independent
contractor rules (81.0)

Provision re: clagsification of
secunties brokers.




1. Protecting Paychecks.
» Taxes:

Ensure 1ax ¢uis benefit working families:

~ Distribution test o Tax Bill {i.e. bulk of tax cuts on fully phased-in basis should go 1o
taxpayers making less than $80,000).

- Insist $100 billion of the Tax Bill over § years will be allocated 1o the education and ehild
credits.

- Release Treasury distnbutional maivms of tax proposals,

- Request CBO distributional analysis of Roth and Archer Tax proposals,

- Highlight CRS report that disputes JTC methodology for assessing winners and losers
from Capital Gains cuts,

- Make Child Credit refundable.
- Highlight any Republican deviation from informal Budget Deal agreements on EITC,
education cradits total, etc,

- Add safeguard to Tax Bill that will automatically reduce 1ax cuts in case of oul years
explosion, Insist the gimmicks that balloon in out years be dropped (i.¢. capital gams
indexing, phased-in cstate tax cuts, backloaded IRAs).

- Highlight CBPP report exposing delayed revenue losses in GOP tax proposals.

Close corporate tax loophales and use as offsets for agenda priornitics above. Citizens for Tax
Justice has identified $69 billion in corporate tax breaks, $23 billion go to speaific iadzﬁ;mes like

ot & yas, insurance, timber and minerals, or benefit compasdes diai vpnaale abz d, or allow for
entertainment and meal deductions. {need more specifics]

Force giggfgjbgaz_qj!_gggm@i_es to pay the $440 million in royalties they owe the federal
govermment. {Boxer)

Demoeratic tax simplification alternativg to GOP proposal.

IRA payroll deduction for workers whose smployers do not provide pension benefits.
(Daschle/Kennedy/Bingaman)

Make health benefits for self-emploved tax deductible.
Expand tax deductions for home offices,



. Job/Wape Security:

Profitable companies that use mass downsizing schemes must pay 6 months severance or training
before they may pay dividends or executive raises or bonuses, (Reich)

Penalties for companies where executive compensation exceeds 50 times the average employee
saiary. (Bingaman)

Companies that receive federal subsidies or contracts must keep a majority of gmplg_ym_lm
1.8, not overseas. (Reich) or Eliminate tax break that encourages companies to move jobs '

overseas. (Dorgan}
Stronger and better enforcement of the Egual Pav Act. (Daschle)

Impose Hability on companies and retaiters that sub-contract 10, or knowingly buy from sweat-
shops. (Kennedy); Ban mports made with child labor; (7} Develop labeling to reward products
made without child or ex abor, (Harkin)

» Workplaces that work for workers:

Make ghild carg mose accessible by providing 1ax incentives 1o empioyers 1o create on-site day
care centens, or help subsidize employees’ off-site arrangements. (Dodd) (Kohl/Hatch)

Allow unpaid Jeave for school or medical appointments. (Murray)
Extend Family and Medical Leave Act to cover small frrms with less than 25 emplayees, (Dodd)

Flex time to give employees more contro! of thair work scheduler. Prcscm: the 40
hour work week. (Baucus/Kerrey)

T Consumer Protfeciion

Lower the ¢ost of basic financial services by protecting consumers {rom excessive automated
teller, on-line or telephone banking charges. Mo bank fees {for those who carry no balance on

credit cards.,

Authorize FCC reregulation of cable rates in markets where nio competition has taken hold.
Moratorium on gable TV rute increases. (Wyden)

Protect consumers from computer junk-¢c-mail. (CT Atty General); Prevent or limit trading

of credit information over the Internet; Protect Internet privacy for children (FTC); Child-safe
labelling of Intemnet sites (Murray); Develop V-chip tvpe technology to block all non-child-safe
Intemet siles,



Insurance reform 1o climinate Lifetime Limits. (Rockefeller)

Improve service and standards of managed care insurance by with incentives and nule changes 1o
help health care professionals become managers of managed care plans; Set minimum standards
of quality care 10 be observed by all managed care plans (Kennedy); iisia?zhsiz standards and
procedures to give policy-holders consumer information about anaged care

Aviation safety issues (?)

2. Empowering Parents — Protecting Children. .

mbling schools !zy reducing the costs of financing school construction for local
auﬁ&omm sz{x ihz: ;}(}pzxiar COPs program, local aufhontlcs would retain control. (Mosley-
Braun}

hildren {paid for with tax on cigarciies].

Fund HeadStart for all eligible 3 and 4 year-olds by adding a fee, or reducing the tax break, for
advertising on children’s television programs.

Expand gchool lunch and breakfast program/child nutrition, -

Provide grants to local communities to improve the quality of ghild ca ;}mgrams [set quality or
licensing standards]. (Dodd)

Improve technolowy training for teachers (Murray): Increase § icati
netamnrk s, hardware axzé soﬁware (Rockefeller/Bingaman/Murray)

Pratect Internet privacy for children (FTC), Child-safe labelling of Internet sites (Murray);
Devclop Y-chip type technology to block all non-child-safe Internet sites.

Guarantee community Right-to-kno . {Baucus/Boxer)

Child s

. Safer Streets.

Gun standards to combat “lunk guns” would extend the same safety and quality standards
currently used for import. (Boxer)

Child safely Jocks on guns. (Kohl)



Provide incentives to local communities to create Afler sehoo

Provide assistance for local communities {o kes ) en wntil Spm with optional programs
for kids with parents who work — also eases child care pmb{f:ms Gives kids an alternative to the
street and gives working parents peace-of-mind to know their children are in a safe, supervised

epvironment. {Boxer)

Juvenile anti-gang initiative; Juvenile sentencing option for non-violent offenders; Expanded
drug courts and drug treatment. {Daschle)

] Cleaner Communities,

Make polluters pav for clean-up. [nesd specifics]

Protect kids from toxic poisens by cleaning up all SuperFund sites within 4 miles of any child’s
home are cleaned up by 2005, Today 10 million ciuiémn izvc within 4 miles of & major 1oxic

wagie site,

ic exposures. (Baucus/Boxer)

Guarantee congnunity

3. Making Retirement More Secare,

Exiend Social Security solvency by increasing rate of retumn on investments and instituting other
reforms. [need better description]

Protect pensions from being used o prop up company stock — Color Tile, (Boxer)

Provide women who stay at home or work part-time with access 1o pension benefits. (Mosiey-
Braun)

IRA payroll deduction for workers whose employers do not provide pension benefits.
(Daschle/Kennedy/Bingaman}

ake pensiens portable. (Bingaman)

mpaverishment for Jong-term care.

Protections against ¥

Crackdown on Pharmacuctical price gouging on drugs. (Pryor} Prescription drug ¢
Medicare beneficiaries. (Rep Engel)

Health insurance coverage for cagly retirees abruptly dropped by insurers. (Daschic)
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Incentives for states that lower legal blood aleohol levels.
Increase allies bu:d_cnshaaag of defense costs,
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~ Kemp Commission Report

The Kemp Commission has clearly read the polls. Instead of coming vp with a clear
statement of principle, they have produced instead a trojan horse in which to hide a flat tax
proposal that will sock the middie class,

The Commission is vague on specifics, but its main policy prescription is adoption of a flat
tax. Since they don't have any specifics in the report, we can only draw on the one proposal
for a flat tax with enpugh detail to analyze —~ the Armey flat tax proposal,

The Republican flat tax is the wrong way to go. [t is not fair. 1t would raise income taxes
on low and middle income Americans in order to pay for lowering taxes on the wealthy.

In many ways, it is merely an extension of Republican budger proposais 10 raise taxes on
working families in order to pay for a tax cut for the wealthy, In the Repubiican budget, they
propose creating new special interest loopholes, a1 billionaire expatriates escape U8,
taxation, and skew their tax <uts so that searly half the henefit goes o the top 12 percent,
thase earning mare than $100,000 3 year, By contrast, the President’s plan closed ¢orporate
loopholes by over $46 billion and provided a tax cut focused on the middle class.

Now they are at it again, raising taxes on working families to pay for tax cuts for the rich.

The Repubiican flat tax would raise income taxes on the wages of those who must work to
garn their living, but would exempt interest, dividends, and capital gains income.

The Republican flat tax would end deductions and exemptions for middle income Americans
while ¢reating new loopholes for the wealthy and for corporations,

- For exampie, under the Republican flat tax, employer provided health insurance would be
taxed, but capital gains, interest and dividends would not be taxed,

- Under the Republican flat tax, bome owners would lose their morigage interest payment
deductions, but corporations would be able to deduct costs of buildings immediately, even if
the buildings have a life of 40 years. Home owners would be doubly hit, because according
t some Studies, real estate values would decline under theic fiat tax.

Republicans always talk about the impottance of state and local governance, and about the
need for charity t0 replace welfare, bat the Republican flat tax would also end deductions for
state and local income and property taxes and for charitabie contributions.

Like their earlier budget proposals, the Republican flat tax would exacerhate the already
growing income inequality in the United States,

— Families in the bottom 60 percent of the income distribution have experienced 4 deciine in
real incoms between 1979 and 1993, The lowest fifth saw their real income falf by almost 15
percent while the highest fith enjoyed an 18.4 percent gain. The top | percent saw real
ingomes nearly double over this pericd.

— Now, the Republican flat tax could mean up to an estimated 71 percent tax hike for families
earning under. $20,000 a year; 2 32 percent tax hike for those earning between $20,000 and



$30,000 a year; and 5 9-13 percent take hike for those earning between $30,000 and $100,006
a year; while providing an estimated tax break of about 28 percent for those garning more
than $200,000 a year,

Some examples:

~ A married couple with two children earning twice the minimum wage would face 4 tax hike

o of $2,442,

~ A married couple with two children earning $50,000 in wages and with employer-provided
health insurance would face a tax hike of $1,604.

- & married couple with two children and two earners, each earning $50,000 in wages, and
with employer-provided health insurance and investment income would face 2 tax increase of
$2,683,

~ By contrast, a marcied couple with two children and one earner with $212,100 of AGH,
employer-provided health insurance, and investment income would get a tax cut of $10,943.

Claims that the Republican flat tax would promote growth and increase savings are also
misguided. First, there is oo simple correlation between growth and 1axation. The most
rapid period of growth in the United States occurred prior to 1973, when top marginal tax
rates were highest, Second, in the 1980s, taxes on savings were cut, but savings fell o,
Third, today, equipment investment as & share of GDP is the highest it has been since records
began 10 be kept almost 70 years ago.

By contrast, the Administration has already made a major contribution to tax fairness and
deficit reduction with the passage of the 1993 Act. Republicans leaders predicted that the Act
would sead the United States into a recession, In fact, the legislation cut the deficit nearly in
half over the last three years, and led to the strongest fow-inflation, investment-led recovery
since John F. Kennady, while cutting ingcome taxes for low and moderate income working
Amenicans through expansion of the earned incoms tax credit. Now the Republicans want to
repeal not only the Clinton gxpansion of the EFTC, but also roff back the tax credit expansions
of Ronald Reagan, George Bush and their predecessors,

We share the view that the Current tax systern is overly complex. We suppori reform that
will make the tax system fairer, wili help promote economic growth, and will simplify the tax
system. A main tenst of tax fairness is that income taxes shonld not be increased on Jow and
middle income Americans while they are being decreased for the weaithy.

It issue of double corparate taxation is raised;

4

At @ time whan corporate tax rates have fallen from by about one-third from the 19705 as 3
ratio to ceal profits, from about 50 percent to 35 percent today — reducing the burdes on
corporate profits is not the highest priority, and the question of who pays for these lower
corporate taxes is ingvitably answered: middle income Americans,

If IRS is criticized:

9

We have been working hard to modernize the IRS, make it more efficient and user-friendly,



and there is a national commission currently stidying this problem. What will really make
taxpayers upset, however, is if the Republican flaf tax passes and thelr income taxes go up
while those of the wealthiest taxpayers decline.

If issue of supermajority for taxation is raised:
0 We do not need to tinker with 200 years of constitutional process in order L0 ensure tax

fairness. We just need to stop the congressional majority From continuing to try to raise
income taxes on working Americans in order to pay for tax cuts for the wealthy.



“’é»\ac,i d
£let To¥

On July 19, 1995, Representative Armey and Senator Shelby introduced 2 new flat tax
proposal as H.R, 2060 and 8. 1050, "The Freedom and Fairness Restoration Act." The
Armey-Shelby proposal would replace the current individual and corporate income taxes and
the estate and gift taxes with a flat-rate consumption tax that includes three major elements:
{1} a flat 17 percent rate on wage and pension distnibutions, (2) a flat 17 percent rate cash
flow tax on businesses {with 2 deduction for wages, but without 3 deduction for non-pension
fringe benefits}, and (3} a standard deduction for all filers {310,700 for single filers, $21,400
for joint filers, and 314,000 for head-of-household filers), and an additional standard
deduction for cach dependent ($5,000),

SUMMARY

The Treasury Department’s Office of Tax Analysis estimated the revenue and
distributional effects of the Armey and Shelby proposal. The principal conclusions and
findings of that analysis are the following:

* At the proposed 17 percent tax rate and standard deduction amounts, the Armey-
Shelby pmpc-sal would reduce tax liabilities by appmxlmateiy $138. 3 billion per year
at 1996 income levels.

s The revenue loss could be larger if Congress added transition rules to relieve the
proposal’s large lump-sum tax on existing assets. The proposal would deny about
$600 billion of depreciation deductions on existing assels in the first year alone.

L To make the proposal revenue-neutral, the reduction i tax Habilities ($138.3 billion)
could be offset either by increasing the flat rate 10 20.8 percent, lowering the standard
deduction by over half {to $5,100 for single filers, $10,200 for joint filers, $6,700 for
head- of—hnusehold filers, and $2,400 for each dependent}, or some combination of
bo[h

- A revenue-nevtral Armey-Shelby proposal would reduce axes for the group of
families with income of $200,000 or more and increase taxes for the group of families
with income below $200,000. A 20.8 percent flat tax with Armey-Shelby's proposed
standard deductions would reduce Federal taxes for the group of families with income
of $200,000 or more by 28.1 percent and increase taxes for the groups of families
with income under $200,000 by between 5.0 percent and 70.7 percent.

o The analysis also illustrates the impact of the Armey-Shelby proposal on typical
families by six examples which show the cffect of the faxes collected at the business
level and the tax paid directly by families, While a single person earning the
minimom wage would have a small tax cut under the Armey-Shelby proposal, couples
with two children and eamings of twice the minimum wage for one eamer, couples
with earnings of $50,000 for one camer, and couples with earnings of $100,000
divided equally between two eamers would have significant tax increases. High

¥



income families, in contrast, would have sigmificant tax cuts. The examples show that
under the Armey-Shelby proposal:

- The total tax burden for a single worker carning $8,840 per year would
decrease $132 because the proposal provides higher standard deductions than
current law,

/

. The total tax burden for a married couple carning $17,680 with two children
would increase by $2,442, primarily because the propasal would repeal the
earned income lax eredit.

. The total tax burden for a married couple with $50,000 of wages, two
children, and employer-provided health insurance would increase by $1,804,
because the taxation of employer-provided health insurance and the employer's
contributions to FICA at the business level would more than offset lower taxes
on money wages. Employees would bear the burden in the form of cither
fower wages, reduced health insurance benefits, or substitution of taxable
wages for formerly tax-exempt health benefits.

- The total tax burden for a iwo-earmner married couple with two children,
$100,000 of total wages (350,000 for each earner), employer-provided health
insurance, and $4,000 of investment income would increase by $2,683,
primarily because of the effects of taxes on the employer's contributions to
FICA and health insurance.

- The total tax burden for families with two children and with income of
$212,100 (including investment income) would decrease because the Armey-
Sheiby proposal would exempt investment tncome of individuals from tax and
flatten the rate structure. . The total tax burden for a two-earner married couple
with each spouse earning $100,000 and a total of $12,100 of investment
income would decrease $3,469, even after taking into account the proposal’s
tax on the employers’ contributions to health insurance and FICA., A one-
carner couple with the same total income, but a larger share of investment
income ($139,100 in wages and $53,000 of investment income) would have a
tax reduction of 310,943 for the same reasons.

3

Office of Tax Analysis
Ianuary 4, 1996



AN ANALYSIS OF THE NEW ARMEY-SHELBY FLAT TAX PROPOSAL

In October of 1994, the Department of Treasury's Office of Tax Analysis prepared an
analysis of Represeniative Armey’s original proposal to replace the individual and corporate
income taxes with a two-part flat-rate consumption tax (H.R. 4585, which he introduced on
June 16, 1994}, Initally, that analysis was necessanly quite tentative, because :
Representative Armey had specified few details of his proposal in the original legislation.
Treasury’s analysis was revised after Representative Armey’s staff clarified some features of
the proposal. The revised analysis was released in March 19935, in a letter responding to a
request by Senator James Exon for the analysis.

On July 19, 1995, Representative Armey and Senator Shelby introduced 2 new,
somewhat more fﬁiiy spec;ﬁed flat tax proposal as H.R, 2080 and 5. 1050, "The Freedom
and Fairness Restoration Act.” The Armey-Shelby propoesal would replace the current
individual and corporate income taxes and the estate and gift taxes with a flat-rate
consumption tax that includes three major elements:

l. a flat 17 percent rate on wages and pension distributions,

2. a flat 17 percent rate cash flow 1ax on businesses {without a2
deduction for non-pension fringe benefits), and

3. a standard deduction for all filers (310,700 for single filers,
$21,400 for joint filers and 314,000 for head-of-household
filers), and an additional standard deduction for each dependent
(35,0003,

This paper presents Treasury’s analysis of this new flat (ax proposal.  As was true of
the oniginal Armey proposal, the new proposal would lose substantial revenue and would
increase average tax burdens for families with incomes under $200,000 while cutting average
tax burdens substantially for families with incomes of $200,000 or more.

Revenue Estimates

No attempt s made in this analysis to estimate the tax-induced behavioral responses
of either individuals or corporations, Followlng the standard revenue estimating conventions
used by both the Office of Tax Analysis and the Joint Committee on Taxation, the
macroeconomic apgregates, such as the level of compensation, prices, employment, and
grass domestic product, have been assumed to be unchanged by the proposal. In addition,
we assume no shifts in other forms of behavior, such as portiolio allocatians, the aliocation
of investment, or realizations of capital gains, Because the proposal taxes all forms of
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income of non-financial businesses at the same rate and exempts realized capital gains,
mterest, and dividends, such behavioral shifis would, for the most part, not affect revenue. !

Estimates are for a single year, using the fully-phased in rate (17 percent). However,
the effects and details of the transition from current law to the flat tax have not been
considered. For example, unused foreign tax credits, general business credits, AMT credits,
depreciation on pre-1996 investment, and stocks of net operating losses from current law
would hikely be subject 1o transitional rules that could affect reverue by tens of billions of
dollars of tax liability during the transitional phase. ’

. The revenue estimates are presented in Table 1. The 17 percent flat tax, under the
assumptions described above, would increase tax liabilities by $615.5 billion at 1996 levels
of income -~ $335.8 billion from the wage tax on individuals, $16.3 billion from the fringe
benefits 1ax on tax-exempt entities, $91.2 billion from the tax on noncorporate businesses,
and $172.2 billion from the tax on corporations. Repealing the current corporate and
individual income taxes (including the eamed income tax credit (EITC)) and the estate and
gift 1axes would reduce tax liabilities by $753.8 billion at 1996 income levels --$586.7 billion
from the individual income tax, $149.7 billion from the corporate income tax, and $17.4
billion from the estate and gift tax. The proposal would therefore lose about $138.3 billion
per year at 1996 income levels.

Revenue Neutrul Proposals

Major proponents of replacing the income tax with a consumption tax, such as, for
example, Senator Domenici, have stressed the importance of maintaining the same level of
Federal revenues. The Armey-Shelby proposal does not meet the goal of revenue-neutrality
at the proposed 1ax rate and standard deduction amounts, To make the proposal revenue-
neutral, the $138.3 billion reduction in tax Habilities could be offset by either increasing the
flat rate or by lowering the standard deduclion {or some combination of both}. A 20.8
percent rate would be needed for the proposal to be self-financing, given the standard
deductions specified in the proposal.  Alternatively, the proposal could be made revenue
neutral at the 17 percent flat-rate by reducing the specified standard deductions by over half,
to 85,100 for single filers, $10,200 for joint filers, $6,700 for head-of-househoid filers, and
an additional standard deduction of 82,400 for each dependent.

Distributional estimates
The three major elements of the proposed fat tax are distributed separately o families

by income class, First, the flat tax on wages and pension benefits is assumed to be borne by
wage earners and pension beneficiaries, and is distributed proportionately (o recipients of

"There may be bebavioral adivstments, however, that reduce revenue.  For example, businesses would have
#n incenitve o provide cash wages istead of fringe benefits o low-wage workers because the former, but not
the latier, would be offset by the standard deduction,
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wages and pensions in excess of their specified standard deduction.” Second, the tax on
employer-provided fringe benefits (excepl pension contributions) is assumed to be bome by
employees and is distributed in proportion fo thelr receipt of these benefits. Third, the tax
attnbutable to the elimination of deductibility of the employer portion of the payroll taxes is
assumed to be borme by workers in proportion to the applicable wage base. Fourth, the
remaining part of the flat tax on businesses is assumed o be bome i proportion o capital
income generally. ‘

The $138.3 billion increase in the deficit under the proposal would have to be
financed in some way. Different assumptions about the method of financing the increase in
the deficit could result in quite different distributional estimates. For purposes of the
distrnibutional estimates presented here, it is assumed that the proposal is made revenue
neuiral either by increasing the flat tax rate to 20.8 percent, or by reducing the standard
" deduction amounts by over half {to about 48 percent of the amounts specified in the
proposall. An alternative assumption would be that the increase in the deficit is financed by
across-the-board reductions in expenditures for entitlement programs.  Since entitlement
benefits are generally distributed quite progressively (i.e., make up a much larger share of
the incomes of lower-income families), this financing assumption would make the proposal
more regressive.

The distributional ¢ffect of a 20.8 percent flat tax with Armey-Shelby's proposed
standard deductions appears in Tables 2 and 3. The twotal change in after-tax income of
adopting this proposal would be zero. The distribution tables show a small decrease in total
after-tax income because the proposed repeal of estate and gift taxes and the income tax on
fiducianes is omitted. Table 2 shows that the aggregate after-tax income for the group of
families with incomes below $200,000 would be lower under the proposal (e, 3 net tax
- increase), while the aggregate after-tax income for the group of families with incomes of
$200,000 or more would be bigher under the proposal {a net lax cut). Expressed as 2
percentage of after-tax income under current law, the proposal would cause 3 reduction in
aggregate after-tax income of between 1.4 percent and 6.8 percent for the groups of families
with incomes below $200,000 and a 8.7 percent increase for the group of families with
incomes of $200,000 or more, This amounts to a 28.1 percent reduction in Federal taxes for
the group of families with incomes of $200,000 or more and aggregate tax increases ranging
from 3.0 percent to 70.7 percent for the groups of families with income under $200,000.

The distributional effect of a 17 percent flat tax with standard deductions reduced 1o
48 percent of their proposed values appears in Tables 4 and 3. Under this proposal, families
with incomes of $200,000 or more would receive a tax reduction of almost $117.3 bullion, or
about 37.1 percent of their current Federal income taxes (see Table 4). Income groups
including families with incomes below $200,000 would have corresponding tax increases
averaging between 1.6 percent 1o 86.3 percent. '



Examples

The impact of the Armey-Shelby proposal on typical families is ilustrated by six
examples. These examples are consistent with the distribution tables, showing the effect of
the taxes collected at the business level as well as the tax paid directly by families. While a
single person earning the minimum wage would have a small tax cut und?r the Armey-Shelby
proposal {example 1}, couples with two children and eamings of twice the minimum wage
for one camner {example 2}, eamings of $50,000 for one earner {example 3), or earnings of
$100,000 divided equally between two eamers (example 4) would all have significant tax
increases, High income families (such as those depicted in examples 5 and €), in contrast,
would have significant tax cuts. '

Department of the Treasury’
Office of Tax Analysis
December 20, 1965



Changes in the Aemey Flat Tax Praposal

On July 19, 1995, Representative Armey and Senator Shelby introduced H.R. 2060/5. 1050,
"The Freedom and Fairmness Restoration Act.” Like Representative Armey's onginal flat ax
legislation (H.R. 4385, introduced June 16, 1994), the new bill proposes to replace the
individual and corperate income taxes with a two-part flat-rate consumption tax, but it differs
from the onginal bill in several respects.

Individual-Level Tax

The basic standard dedoctions under HOR, 2060/8. 1050 are approximately 15 percent
lower than those in H.R. 4585, The new basic standard deductions are $21,400 for a
married couple filing jointly, $14,000 for a head of houschold, and $10,700 for a single
filer or for marnied individuals filing separately. The standard deduction for a dependent
remains $5,000. These amounts would be indexed for inflation. ‘

The new bill repeals the Eamed Income Tax Credit (EITC), whereas H.R. 4585 was
unclear on whoether the BITC was relained,

Under the new bill, taxable income for a parent includes the taxable income of dependent
children under the age of 14, ‘

H.R. 4525 defined "taxable eamned income” for individuals with reference to current-law
Internal Revenue Code section 211{d)32), which specifies that eamsd income cannot
include more than 30 percent of a business owner’s share of the net profit from a trade
or busincss. The sew bill contains no reference to section 91 1{dX2).

The new bill repeals the individual alternative minimum tax {AMT), whereas H R. 4585
wis unclear on whether the AMT was retaived.

Whereas H.R. 4585 repealed income tax withholding, H.R. 2080/S. 1050 does not.

The income tax on fiduciaries {trusts and esiates) appears o be repealed under the new
bill, but was not explicitly repealed under H.R, 4585,

Business-Level Tax

As under H R, 4385, the cost of noncash compensation (other than qualified pension
contributions) is not deductible to businesses, and is thus taxed at the employer level.
In addition, under the new bill exempt organizations and governments will be liable for
an excise tax equal to 17 percent (20 percent through 1997) of the value of noncash
compensation provided to their employees.

H.R. 2060/5. 1080 specifies that the value of financial intermediation services will be
included in a business” taxable income, but detailed rules are not provided.
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Y The new bill repeals the corporate AMT, whereas H.R. 4585 was unclear on whether
the AMT was retained.

Estaie and Gifl Taxes
. The new bill repeals the estate and gift taxes, whereas H.R. 4585 did not.
Department of the Treasury

Office of Tax Analysis
December 20, 1998



Table 1 )
Revenue Estimates of Armey-Shelby Flat Tax Proposal
1996 level; Static; Fully Phased-in
© {$8illicns)

Current law] Proposal | Change J
Individual Income Tax 1/
Taxes collected from individuals
Liability before Eamed Income Tax Credit 608.9 335.8 -273.1
Less: Eamed Income Tax Credit 29.2 0.0 -29.2
Liability after Eamed Income Tax Credit 579.7 335.8 -243.9
Taxes collected from fiduciaries ) 7.0 0.0 -7.0
Taxes collected from tax-exempt entities 0.0 16.3 16.3
Taxes collected from non-corporate businesses 0.0 91.2 91.2
Total, Individual Income Tax 586.7 443.3 -143.4
Corporate income Tax 2/ . © 1497 172.2 225
Estate and Gift Tax 17.4 0.0 -17.4
Grand Total 753.8 615.5 -138.3
Revenue Neutral Flat Tax Rate 20.8%
Department of Treasury Date: 12120095

Office of Tax Analysis

1/ For current law, it includes the tax liability from all business income received by
individuals while for proposal it inciudes only the tax liability from non-corporate
business income.

2/ For current law, it includes only the tax liability of C corporations, and for proposal,
it includes the tax liability of all corporations (including S corporations).



Table 2
Armey-Shelby Proposal with.a Revenue:Neutral Tax Rate
Replace Current Individual and Corporate Income Taxes (Including the EITC)
and Estate and Gift Taxes with a Revenue-Neutral 20.8% Flat Rate Tax (1)

(199G income Levels)

: e, Change in Alter-Tax [ncome U'nder Pioposal (4) Percenlage
f Alter-Tax {3) 20 8% Tax on 20 8% Taxon 20.8% Tax on Change
| Family Eesnomic  Income Under Repeal \Wages Over Fringes and Business Tolal Percentage In Total
. Income Class (2) Currert Law  Income Tax Stand, Ded, (5)Payroll Tax (6) Cash Flow  Change (7) Change Federal Taxes
N -/ U - - (58) (8) (98 B em L)
0-10 65.2 < -15 -09 -1.3 -03 -4.0 -G.2 707
10-20 2218 -3.5 -4.6 -4,2 -28 181 -G8 704
20-30 3256 114 -13.1 8.1 5.7 -158 49 31,7
30-50 7385 Gd.J -47.8 -209 2165 -21.0 -28 13.4
50.73 902.8 1040 -797 -250 -21.1 217 24 a7
75-100 7350 97.6 -807 -19.8 17 4 . F203 28 104
100 - 200 1.077.0 . 1809 -1398 2324 -8 -151 -1.4 50
200 & over 1.0190 2737 -1126 59 -68 1 891 8.7 281
Tolal (8) 50347 7294 -4803 07 7 1165 8§ -24.4 0.5 1.9
-D_ep;rir;wlézt_c;l't_he freasury ! Oilice of Tax Analysis ’ Cecember 20 1995

{n

@

(]

{4)

5

(6

n

(81

This table disiribules Lhe astimaled change in atter-tax mcome due Lo Lhe proposal wilh a revenue-neutral rale of 20.8 percent {approsimataly),

Family Economic Incame {FEN is a broad-based income concepl. FEl s cansirucled by adding lo AGI unreporied and undereported income; IRA
and Kepgh detluctions; nomtaxable lransfer payments, such as Social Secunty and AFDC: employer-provided fringe benefils. inside build-up ¢n
pansions, |IRAs, Kaoghs, and hfe insurance. las-evempl interest; and smpuled rent on owner-eccupiad housing  Capilal gains are compuled on

an accrual basis, adjusted for inffation o the exlenl reliable dato aflow, [nflahenary losses of lenders are sublracted and of borrowars are added,
Thara 1s alse an adjustment for accelerated deoreciaban af nancorpaiala busingssas  FEL IS shown on a famuly, rather than en a tas return basis, The

gconomic incomes of all members of a family unit are added (o arrive aY the farmily's econamic Income used in the distnbutions

The laxes inciuded ara individual and corporale incomea, payroll (Social Secunty and unemployment)  and excises Esiate and gift laves and cusloms
duties are excluded. The indwidual iIncome 1ax 13 assurmed 16 be baine by payors, the corparate Income tax by capilal income generally, payroll taxes
{employer and employee sl:iaresl by labor (wages and self-employment income|, oscises on purchases by individuals by the purchaser, and excises
on purchases by business in proporion Lo Lotal consumplion cxkpenddures  Toees dug [0 provisions That expire in Llhe Budgel penod are exeludad,

The changa in Faderal laxes is estimated at 1996 income levels bul assuming fully phased in law and stauc behawsor. The incidence assumplions fof
the rapealed income |3ves is tha same as [or the current low Lases Isee fagtngte Ji. Tha Mal laz on vages (plus pension benalils recewed) s assumed
to be boarne by wages plus pension benefits received in excess of lhe slandard deduchion  Tha Nat tar on the laber componont af self.employmant
meomea s 3ssumed lo be borre by that rnicome  The Mlat and escive tawew on employer-piowded Hinge benalits (excopt penson contnbulions] and

the (lat tax on payroll laxes are assumed Lo be boine by employeey i pigoodan 10 benchils of lases  The Mal 1ax on business cash Now {fwhich gugludes

the laber component of sell-employment iIngomer 1s assumed 10 o Bowmne by capial income genarally

The standard deduction is $21,400 {jeint) or $10.700 {sngtey plus §5 000 10: eanh gependent  The Hat tas on tne (abor componaent of sell-employment
incama is included 0 1his column,

The proposal would disallow 3 deductien lor employer-pravided linge benchils (excepl pensien contibubions) making thase banefits (ppmanly
employer-provided health insurance) subject to the 20 B percent Hal tax, and would impese an equivalent 2«cise lax on such benehits provited by

governments and nonpraht arganizations  The employer poihien of payioll taxes would ixevasa be nendeducuole

The proposal, in latal, 13 shown here 1o reguce after-tax incoma DNCIEAsEe 13208} bacause the distnbutions exclude the effect of the 3rmey prppesal to

tepeal the estate and @it 1a«cs and the ncome ta« an Niducianes tsee teetnote 131

Farmiligs woth rnegative incpmes are included i Lhe 17130 e Bat At shan separtol
¥
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Tahle 3
Armey-Shelby Proposal with a Revenue-Neutral Tax Rate
Replace Current Individual and Corporate Income Taxes {Inciuding the EITC)
and Estate and Gift Taxes with a Revenue-Neutral 20.8% Flat Rate Tax (1)

(1996 Income Levefsj

i L e Qﬁg_rjgg_nr'\ @_l"tpr_ ~Tax income Under Proposal (4] o Percentage
; After-Tax (3 208% Taxon 20 8% Tax on 20.8% Tax on - Change
Ii Income Under Repeal Wages Over Fringes and Business Tots Percentage in Tolal
i Farmily Econocinic Current Law  Income Tax Stand. Ded. {(5)Payroll Tax (6) Cash Flow Change (7} Change Federal Taxes
| Income Quintle; (2, _ _ (5B)  ($B). OB ¢B) 6B (m (%)
Lowest (8) 1711 .45 25 31 15 115 67 809
Second 4310 g9 -156 -103 271 231 5.4 77
Third €697.9 506 -44.5 197 -156 2201 2.9 137
Fourlh 1.091.9 1266 -97.6 2302 -255 267 2.4 98
Highest 26931 5367 3190 . -4a3 1161 57.3 21 -7.4
Total {8} 5.054.7 7294 -4B0 3 -107.7 -165 8 -24.4 05 19
Top 10% 1,899.8 4277 -228.5 234 971 789 472 -140
Top 5% 1.371.5 3412 -159.2 A1 7 -81.9 884 6.4 21,3
o Top 1% 8835 2027 -G8 7 2.4 515 801 N7 361
Depandment of the Treasury { Othice of Tax Analysis December 20 1995

(1] This table distributes the estmated change in aRer-1asy incomie dug 10 the propoesal vath a revenue-ncutial rate of 20.8 percent {approximately}.

(2) Famly Econornic Income (FEI) 15 a broab-bascd income coneept  FEls constiucted by adding 1o AGI nnieported and underiepaned income; (RA
and Keogh deductions; nontazable lransfm payments, sucn as Soctal Secunty and AFQC: empleyer-piswided funge benetils: inside build-up an
pensiens, IRAs Keaghs, and Wle insurance, las-ewempl interest: and impuled renl on ovner-9¢cupied housing. Capial gains are compulad on
an accrual basis, adjusted for inflalion Lo the extenl rehable dala altowe, tnilationary losses of lendors are sublracled and of barrewers are added,
There is alse an agjusiment lor accelerated depreci.allon of noncorporaie businesses, FEN s shown on a farly, rather Lhan on a tax return basis., The

oconomic incomuos of all members of 3 famuly unil are added lo anive at the family's economic income used 10 1he distubutigns,

{3) The taxes included are individual and corparale income, payroll {Social Secunty and unemployment), and excises, Estale and gift taxes and customs
dulias are excluded, The individual incama 1ax 15 assumed ta be boine by payots. (he coipatale income tax by capnal income generally, payioll taxas
{amployer and amplayee shares) by labor (ywages and self-employment income), exCises on puichases by individuals by Lhe purchaser, and axcises
an purchases by business in proportion Lo Yotal censumplion expendiures Taves due to provisions 1hal evpue in the Budgel penod are excluded.

r

{4} The change w1 Faderal taxes 15 esumaled al 1996 income levels but assuning fully phased in faw and stalc behavior, The incidence assumpliens for
the rapeatad income Lases is The same as for the cutrent Iaw taxes (see footncta 39, Thie 131 1a¢ on wages Iplus pension benehits received) 15 assumad
10 be bbrne by wages plus pgension benefils recerved in excaess of [he slandard deduchien  The flal lax on the labor compenent of sell-employment
income 13 assumed lo be borne by that income. The ftat and excise lares on employer-plovided (hinge benelts (except pension conlrbulions) and
the Mat tax on payroll taxes are assumed to be borne by employees in propastion to benefils of taxes  The flat tax on business cash flew (which excludes

the labar ¢comaanent of self-employmenl income) 15 assumed [o be Dorne by caplal income generally

{5) The siandard deduchon is 321,400 {joint) or 310,700 |single} plus 55 000 for each dependent  The Mat Las on the labor component of self-employment
inceme is included in this column,

{6} Tha proposal vreuld disallow 3 deduction for employer-provided finge benghts (2.Copt cens.an caninbuyligns] malng these benelils (pomanly
employer-provided health insurance! subject (o the 20 8 porgen] 126 <20 and wegutd imp2ae an eaunealont 2Zise 1ax on sucn benehls prowvided by

governments and nonprofl orgamzaiions  The eriplo,or porlion ¢ payeclt Laesy wrsuld Pedvmie po nondeductible

{71 The proposal, in tolal, 3 shown here o reduce aher-ias sncame [Incredse ta«es| pecause e pislobuliens caclude the eflect of Lhe Armey proposal lo

repeal tha eslale and @ift taxes and the income (ar pn hducanes tsee toatnale (i)
{8) Families wath negative incomes are gacludad fram 1he towest duiniile Sutincluded in tho 1gtal ina

NOTE Cuwntdes o noat FEF o Secnnd $15 A0 TR S28 710 S SR B waigaedd 300008 Ton 08y L0 4 Trad Top 585 5140 432 Tan 1% 3045 438
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' Table 4
Armey-Shelby Proposal with a Revenuge-Neutral Standard Deduction
Replace Current individual and Corporate Income Taxes (Including the EJTC)
and Estate and Giflt Taxes with a Revenue.-Neutral 17°% Flat Rate Tax {1}

{299 Income Lavels

: e w,.,::::_- _-:.h Change i Ai?a{»'iaxjﬁggwneﬁaﬁé;ﬁzag;@sai o “““ " ” wm Fzﬁwtzn‘;%ge“
l Afrer-Taw {3 7% Yaroa  17% Tason  17% Taxon Chirigs
; Famiy Econorme  indome Under  Repeat Wages Dver  Fringes ang Business Toial Percerdage i Totst

« Income Class (2) - Curent Law  income Tar Siand. Ued (5iPayro Tax 5} CasnFiow Change (7} Charnge  Fagedal Taxes

o D B8 5B i Gt PO ¢ 1 A & FUUON 5. SN

G-10 65.2 .14 12 A0 G2 -4t &4 730

020 2219 35 83 "G 2.3 188 B4 263

2030 a5 - 111 218 R ac 4.7 225 HE 438

w050 7385 G4.1 H1Y A7.0 135 -34.3 A 28

5 .75 028 104 0 00 4 -4 72 340 -3 8 52

FEERIE 7350 576 B 16,1 -14.2 238 -3.2 2.4

100 . 2K 1G¥F 0 1805 -138.8 -183 278 -4.8 5.4 18

203 & over 15190 2737 RN -4 8 -556 11723 11.5 371

Tote! 8 50847 7294 B304 880 135 4 244 0.5 19

“Deparimant of ine Traasiirg/Ofice of Tax Analysis T Decartar

(1]

(2)

3

SH

{5t

i

33

This table gistihiules she esiimaled change in Mer-1a+ o dut 15 1the Doesd’ wih 2 (evenul-rouladl siandars deduthion,

Farruly Econoinic Ingame fF £13 i3 » broad-pased income goncapt  FEI s consieuctad By addng 1o AGE orvaporied and untsrrepdried ingome R4
and Kaagh dedustions. nertavable utanster payments, such as Soclst Seouidy anat AFIKL employer-provided Ringe benefity: Ingie pulidun an
pensinng, YRAS Keoghs, and hfe Insurance; (ax-oxompl @aleresh; 3nd mmpulesd tent on swnel-aosupicd hausing‘ Capual gaing g ponzangd on

an scooual basis, atpsted ler inflation (o the evlant relale gata aliove, [nfiaticrary losyes of innders are subuaciad and of Domgvenrs o wiided,
There is a'en 10 agjosiment for acceleraled depreciation of noncarperate lusingsees, FEL % shon on & tamdy, :@har 1930 00 & 1o« reftirn Bags, The
seenomic ingomes of ai seambers o 3 Tamedy wund e added W Arve 21 the faril's ecanomic ntome used in tHa slnduiens

The tanes nthdied #1e NCabudl 310 Corpoeale noome, iyl 1Socal Secunly and unempleyment). and c.cises  Bsiale ang guff Idves and sustems
duties e aviluded, The ndnadual incomio 1a+ 15 B3sumed (o be oo By Haydds, 1ha coiporate vwicomo Las by capital mgoma gueatally, payrolt tages
fwrnplioyes ard eapiovee siiafes) by 1300 lwages and soil-pmpioymeal mortsn), exdises £6 prichases by swdivigLdis iy The purchasee. god eccises
Gf BURCHEECE By Dusness i Sropotion 1D 1ial Sonsumphion erpenglities  Toas dub {0 prowsons that exnne i e Budge! period are excluded.

Toe ohange o Fodeeai 03 5 esimated 3 1588 ngome Rugls Dot pusomung fully ahased n isw dnd 120 behavier, Thanmidenge assurrptions lor
thie rapaalag e oma 13xe% s the same 25 for the Cunent 10w 1w 1560 lastnsie 31 The Haltox on wapes plus ponswn ponning raeived) i assumed
0 be Bore Uy wAGes Dlus ponsion benefts oo owad 1 croosy of the sinnglasd deducion. The 431 10% on tho Iahor componurd of soll-ampivymenm
it i assurmed (6 ba Borne Dy tnal income  The 55t ang axtre (3303 on ampioyerquonted lenge Donalis (ovce pengan guntnbulions: ard

thy fal tax an payrcll Jares ars assurmed o be Boing By enpiiynes ¢ poporiion (0 berells of tazos, The £3 1D on business vash fow feluch sagiudes
\he iabar comaangrl of seflempioyment ingeme) 5 sssumed 1 ke Do B Sl uscore generally,

The revenar reuwlrs| standard deduchion 5 $18.200 ol or 3% 18 tsingles plus $2.900 fer ooeh deperdent Toa Hal tar on e b0 Cormponent of
seit-employrrmal ingore ¢ included in this colurmnn

The proposai would isakow 5 daduchon for empipverpiovdiod longe tenohis (e ep pensien conlnbytnns Mmoxng Lhess Beoehis {prenidy
amioyer-plovited ReRTN IGSWARCE) SUDRCY 10 b 1T porcent fal i, Jng woldd wmpose 3n tquwalent Gufrse Lae 67 3uch Donelils provided by

weparnEals NG oonpeoht srgardzalions, The emiploves poitesn of payeoll 204 wowid hlievsse be nondoduclibie
g G ¥ Gy

Tra penpesdl, b torsl, s shovm hore 1o tedute sfeciyr income (nd/ease 1are3) Bocause the dnlnbuliens pecluge (hy eMecl of tMe Acmey pieposal fo
sepgt ihe pataie g gt 1319t and the ngomD 12+ on lgonnes fso Tepingte (39

Fatyphied vath nEganve waehmes 3o achioRd i1 e 1013l oo Dot ndt Srpen so0draicly,
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: Tahle 5
Armey-Shelby Proposal with a Revenue-Neutral Standard Deduction
Replace Current Individual and Corporate Income Taxes {Inctuding the EITC)
and Estate and Gift Taxes with a Revenue-Neutral 17% Flat Rate Tax (1)

{1996 tncome Levels)

: ) S . _ Change in Alter-Tax Incprpe‘g‘r;c_:ler Proposal (3) ) wmb;rcér:t;ge

: © After-Tax (3) 7% Taxon 17% Taxon 37% Taxon ' T Change
‘ Income Under Repeal Wages Over Fnnges ant Bursiness Totat Percenlage In Tolal

1 Family Econoinic Curtent Law  Income Tax Sland. Oed. (SiPayroll Tax (3) Cash Flow Change {7) Change Federal Taxes

i Income Quintle (2} - 8y 38y~  _(3B) 88 (58) {38y (%) (%)

Lowesl! (8) 1739 A5 -4.9 -2.5 «1.2 2130 76 920

Second 431.0 99 -26.7 -84 -58 310 7.2 507

Third 697.9 596 635 16 427 327 47 223

Fourth .1,081.9 1266 -1222 247 208 -41.1 -38 151

Highest 26931 5367 -3120 36 2 -94.8 Q1.7 a5 -120

Total (8) 50347 729 4 -530 4 -BB O -1354 -24 4 05 1.8

Top 10% 1,899 8 427 7 2123 1914 793 117 6.2 207

Top 5% 13715 3412 -142 4 96 -GG 9 1224 89 -29.5

Top1% GB35 2027 -58 4 20 -420 100 3 147 . 432
Depanment of tha Treasury ! Office of Tax Anatysis December 20, 1995

{1) This table distnbutes the estimated change in aflar-13x incoma duw 1o the proposal wilh a revenue-neulral standard deduchion,

{2) Family Econernic Incoma (FEI} is a broad-based income concepl. FEl s constructed by adding 1o AG) unteporiad and underreporied income; TRA
and Keggh deductions; nentazable lransler paymenis, such as Social Secunty and AFDC; employer-provided fnnge benefits; inside build-up on
pensions, IRAs, Keaghs, and Wfe insurance; tax-exempt inlorest; and imputed ient on cwner-cccupied nousing, Capital gains ate computed on
an accrual basis, adjusied for inflalion Lo (ho exient refable data allow  Inflationary losses of lenders are sublracted and ol borrowers are added.
Thete is alse un adjustment lor accelerated depieciation ¢f noncorporate busmesses FEl s shown an a family, rather than on a taz return basis, The
economic incomes of all members of a family unit are added to arrve at the lamdy's economic income usad in the distibulions,

(3) The laxes included are individual and carperale income, payiol (Social Secunty and unemployment), and exci3es, Estale and gift taxes and cusioms
duties are axcluded. The individual Incomie 1a« is assuined lo be boine by Payors, the coipdrde (NComa Lax by capital iIncoma generally, payroll laxes
{employer and employee shates| by labor {wages and sell-employnient ingome|, ewcises on purchases by indwiduals by Lne puichaser, and excises

on purchases by business in properion to lotal consumplion expenditures, Taves due 1o provisions thal eapire in the Budgel period are excluded,

{4) Tha change in Federal laxes is estimaled al 1996 income levels but assuming fully phased in law and siatic behoavior  The incidence assumplions for
lha repealed income laxes is tha sama as for the current law (aves (see foctnote 3). The N3t tax on wages (plus pension benefils received) is assumed
o be borne by wages plus pansian benafils recaved 1n excess of the standard deduction, The flal 13 on (he labor componant af self-employment
income 15 assumed lo ba borne by Ihat income  The lol and excise tares on employe-provded hinge benefils (excepl pension contnbulions) ang
the flat tax on payroll taxes are assumed lo ba borne by amployers in mropadion 1o banefits or taces, The Ml tax on bustness cash Now (which exdiudes

Ine labar comaonent of self:employment income) 1s assumed 1o be hoene by eapiab incamo geneally

15) Trne tevenun-neulral standard deduction s $10,200 fointi er $3 100 (wngler pfus 32 400 ter eacn dependent. Tne flat tax on the labor compaonant af

sell-emplaymaent income s included 1n this celurn
{6) Tne proposal would disallow a deduction far employer-piovided finge benelits {eccepl pensian contisbubians) makng aesa benefils (pnmarnly
employer-provided health insurance) subject (o lhe 17 percent flal 11, and would /mpase an equralent exeise 1ax on such benelts provided by

governments and nonprahl argamzations, Tae employer pothan of payiol Taves would hewise be nondeduchible

{7) The propesal, in Letal, 15 shown nere (o educe alei-las Income (INcrease Iases) because the dishibulians exclude the effecl of the Armey praposal to

reped! the esiate and gift Laxes and the income tas on fiucranas Isee (aainale (3))

{8) Families vatn negative inconies are escluded {1om the laves| guintile but tighuded n the totaf ine,

HOTE Cunbles begnat FENal Secormd 518504 TR 320 707 Cpen S48 000 connnat A7505T "o 5% 330R (0 Top 5% 5109 417 Tnp 1% 52345 238
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Cwurrent Law Income Tax Compared to Armey-Shelby Flat Tax with a Revenue Noutral Rate

Example 1

Single Worker Earning Minimum Wage
£18988 income Levels)

Revenue
Current Law Neytlral
: ' Income Tax JElay Tax (1)
A, Tax Paid Directly by Individual
income faxed at Individua! Level:
Wages . B840 8,840
Talal income &.840 8,840
Deducticns:
Personal Exemption © 2,880 ' 0
Standard Deduction 4,008 10,700
Teatal Deduclions & 580 18,700
Taxable Ingome ‘ 2.280 g
Tax at Individual Level
Yax Beipre Credils 344 0]
EITS {31 1]
Net Tax at Individual Level 288 G
B.. . Tax Borne by Individual but Paid by, Business
Empleyer Contributians: .
Emplover FICA Contributiong (2} 878 878
Tax on Employer Contributions:
Empiaver FICA Contribitions {3} ¢ 141
C. Individua's_Towal incoma or Flat Tax Burden
Net Tax af individual Level 293 g
Tax Borne by individual bu! Paid by Business Q 141
Total Tax Burden 293 41
Change from Current Law {152}
Depariment of the Treasury December 20, 1995

Clfice of Tax Analygis

(1) The revenue neytral rate ne the flat tax s 20 B2%
2y Employer FICA conmbulions o 1996 are 7.55% of wages up 1o 862 700 and 1 45% ofwages over 382 700
{31 The Hattax on emplover FICA contnbiwtions is 20 B2% of the contibiunons



Current iLaw Income Tax Compared to ﬁrmey»ﬁizeiby Flat Tax with a Revenus Neutral Rate

Example 2

Married Couple with Two Children Earning Twice Minimum Wage
{1986 Income Lavels)

Revenue
Current Law Neutral
: Income Tax Flat Tax (1)_
A, Tax Paid Directly by Famlly
income Taxed at Family Level!
Wages - . 17,680 17.680
Total incoms 17,680 17 6RO
Deductions:
Personal and Dependent Exemptions 10,260 10,000
Standard Cedustlion & 700 21,400
Totat Deductions 16,900 31,400
Taxable Income 780 g
Tax at Family Level
Tax Befora Credils 147 o
EITC {2,278} o
Met Tax at Family Levet {2.161) o
B._Tax_Borne by Family bt Paid by Business
Employer Contributions; ‘
Employer FICA Conirbutians {&} R 1353
Tax o Employer Ceatributions:
Employer FICA Coninbutinns {3} 0 282
. Eamily’s Tolal incame or Flat Tax Burden
Met Tax al Family Level {2,161 0
Tax Barne by Family but Paid by Busmgss 0 282
Total Tax Burden {2,161 282
Change from Current Law 2.442
&epagf;gg{ of i.hg:l'?é"ésu!y December 20, 1995

Office of Tax Analysis

{1 Tha ievenye neurret rate for the Nat lax is 20.87%
{2} Emplover SiICA contabulmns in 1085 are 7 85% of wades v 10 382,700 and 1 45% of wages over 582,700
{3} The fiat % on emplayer FICA contnbimons s 20 82% of the conthdulions



Current Law income Tax Compared to Armey-Sheiby Fiat Tax with a Revenue Neutral Rate

Example 3

Married Couple with Twa Children with $50,000 of Wages
and Employer-Provided Health Insurance

{1998 Income Lovels)

A._Tax Paid Direclly by Family

Income Taxed at Farmily Level:
Wages
Total income

Beductions:
Personal and Dependeont Exemplions
Hemized or Standard Deduction {2)
Total Deductinns

Taxable incoms

Tax at Family Level

B, Tax Bome by Famiiy but Paid by Husiness

Employer Contributions:
Emplover FICA Contributions (3;
Emplover Contribulions for Health !nsurance (4)

Tax on Employer Contributions:
Employer FICA Contributions {5)
Emplaver Cantritutions for Mealth Insurance (8)
Total Tax af Business Level
C. Family's Tolal Income of Flat Tax Burden
Tax at Family Level
Tax Borne by Family bul Paid by Susiness
Total Tax Burden

Change from Current Law

Depariment of the Treasury
Office of Tax Anglysis

(1} The revenus neulral rate for e fal tea g 260 B2

Current.iaw
Income Tax

30,000
50,000

10.200
12,504
22,7450
27.300

4085

3825
4 880

T O3

4.095

4095

Hevanue
Neutral
Flat Tax {1}

50,000
56.000

10,000
21,400
31,400
18,600

1,873

3,835
4 850

798
1,034
1,827

3,873
1,827
5,699

1,604

Dacember 20, 1995

{2} The average demized detuchions o a fow - parson famdly oninr S50 GO0 of wage moome ¢ abnet 25% ol ncome
{3} Employer FICA comabutons v 1998 are ¥ 65% of wages un to 382 700 ana 1 25% of wages over S82.700
(4) This is the esimated level iy 1998 of the employer coomicuton for 3 tyoire! famey's health iosurants

(5) The Nat tax on emptever FIGA contrbutons s 20 82% of tne coninpulans

(%) The Nat1ax on emplover heaith insuisnce contaduions 5 20 B2% 0! the contibulions
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CCurrent Law income Tax Compared o Armey-Shoelby Flal Tax witha Revenue Neutral Rate

Exampie 4

Married Couple with Two Children and Two Earners
Each Earner with $50,000 of Wages, and with

Employer-Provided Mealth insurance and Investment Ingome

¢ 15095 incoime | eveiss
T

A Tax Paid Directly by Fanuly

income Taxed at Family Lavel:
Wages '
Invesiment income (dividends, interes! elc.)
Teizl income .
Ceductions:
Personal 2nd Dependert Exemptions
itemized of Slandard Deduction {2}
Total Dedustions

Taxzble income !

Tax at Family Levol

B. Tax Borne by Individual but Paid‘by Business

Employer Contributions and Business Income:
Empioyer FICA Conirbutions (3]
Empioyer Contaiuuams for Heaith tnstrance 14
Investment and Othar Business ingoms 15

Tax on Employer Coniributions sad Business ncome:
Employer FICA Centatwnons (8]
Empiayer Cantributions lor Heaitl Insuianceg {7
Invesimart and Tlher Business negniz 1 8
Total Tax at Business Lavei

& ndividuars Totat Income or Flat Tax Burden
Tax 3l Indhadual Level
Tax Borne by Family cut Paig oy Business
Totai Tax Burden
Change trom Current Law

Depanment of the Treasury
Oifics of Tax Analysis

i1 The revenue neuiral cale o the fat 13- s 2D EDSR

Current Law
incorse Tax

WR.000
4,004
14,404

10,200
22,500
32700

71300

14 751

7AR0
4,550
14,500

1,327
1,337

14,751
1,327
16.U78

Hevenus
Meutrat
Fiat Tax {1}

0,000
0
HIC.O%0

10,000
21,400
1 400

88,600

14,283

7.650
4.6950
14,500

1,593
1031
1,855
4478

14283
4,478
48 780

2,683

Desemper 20, 1055

{21 The avorage dormzod doduchons i @ lour-porsan taenedy votn $ 100 (00 of vrage neomer o abaut Z7% of moame

{3y Empioyer PH0A conlribulinns w1958 are 70%% of ragos ue 1o 582,770 and 1 45% of wagas over T62.700,

14} Trus s 0 2stimaten lavel o 1355 of the omeiaper Cantnbulior 167 3 bype 3 lamndy's Doalih osurance

151 Tra ;wludes mwesirnen inoomd 12 3000 31 the Dammdy fovet under cunent ‘*aw‘ g BING SRTOOA oft (VERImBNIE

sugh 3% R4 Koagh, and ponden plant LR D8 -008 Akt ondialnbobhod SOTnm ale g G

15 Tho 83 13« o0 omplovey FICA Codebtawia s 2R EDY of 10 onnn. laang

171 Thg Hat fay o0 oropioyor PERUR ¢ISlrance SNnDGbang 3 10 IR of tne comtnbiuldine
181 For carront aw, 3us 18 100 pro-raid shide of 0 SAD0 IR H0eme 1A SH0Sai0 10 3 meusiinant and oiher DUSIRLEE mEoMmS,
For the 03118 Hug 15 1he 000010 shaie OF 10 48 {3+ 0% DUSMnesS ¢ash Ty Ieahuhing omployyr conmbubans and lbot

ernngs nohednd o ne 3k Bow of wrnooporaied Dutaioss0s) afocalod o 38 vrvorhiment 3nd oihor buninosg intome
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Current,Law Incame Tax Compared 1o Armey-Shoeiby £lat Tax wih o Rovenve Neutral Gale

Example §
Married Couple with Two Children and Two Barners
Each Barner with $100,000 of Wages, and with

Employer-Frovited Health Insurance and investment income
{1008 Indoung Levely

Revenue
Current Law Meutral
income Tax_ £iat Tax {1}
A, _Tax Paid Qirgctly, by Farmty
Income Taxed ot Family Level: .
Wages 200 000 200,0GG
Long-Term Captal Gains 2.000 ¢
Oher invesimaend Ingome {Cividenas interest. i} 10,100 0
Total ineome 212100 200,000
Deductions:
Personal anyg Dependen: Cremphons (ahgr mgaton) (2} 7344 . 0000
temized of Standand Deduchion {aker bmataont £3) 43D 23,408
Tota! Dedustions 29,544 31,400
Taxable [ncome 2588 168,650
Tax at Famity Level L2858 . 35 #03
8. Tax Boine by indiddual byt Pad by Susiness
Empioyar Contributions and Business inoome.
Employer FiCA Coninibuiions 143 NETE 19,875
Employer Comabitions (o Heahh Insuranss {%; 4 95 4,850
Investment and Othar Business Income i8) S8, 3G0 28360
Tax an Employver Cenlibutions and Businesgs nsame:
Employer FICA Contibilions (7} 0 2232
Empioyar Contnbutons for Health insurance (8} 0 1.03
inwasiment and Oiher Busingss ingome (8 25898 3 E20
Teoisl Tax ¢ Business Lavel 2.589 5873
C. Ingiagual’s Tola income o Fiat Tax Buden
Tax at Indwidual Level 42.85% 35103
Tax Borne by Family but Paid by Business 2488 §872
Total Tax Burden 4% A48 41,878
Change lrom Current Law 13.468;
Gepaament of the Treasuey December 20. 1995
Office of Tax Analyss
(13 Tre covers Ml ene Intne it tas s 20 §3%
(2} Under curtant lyw, @xcmohdns 3¢ reguced Dy 7 erseaigs poann 1 2aon 37 500 or Bachon wnprout by whith
AGHcrcends $117.200,
{3) Under eurrent kv slerrred doductions 3ro reducsd by M ¢f Ihe amounl by wntts 00 escoess $11E.100 The average
Aemized deduchons lafter redudtion) for a four pasars By vath $ 700 000 o wage mseme s aaul 20% of moome
{41 Emprmyac FHLA gantahatons it 1996 ae 7 65% ol wivges up io $62. 708 ang £.45%, of vages gvor $82 700
255 Thas of e entwnaned fevel 16 $988 of tnp omplawes conintoren bor 2 typesal bamdy™s ekt isnurinee
161 This inchitios ivestment mteme L3 akle al e £3sndy (Bvee wnder gorrenl lovw, an gihe wANNgs on invesiments
such 3% A Koogh 2 SONLTA plans, B0 s inge, g wndn e D01 g ame
7% Tre H3 e on ovietver FIDA corntutem v 2 EMa ¢ Mg comitgubiong
B3 Trne fial was onoomplioy el Dosih ASw SALE SO ILbons o 0 839 2 ine comnbutians
18} For gurram: v, 50s 15 U 2r0.raid Sh30 of 1RO Coisnrms sareme 12 2oc3iod o af wrupsimani 30t sthe! HuSMBSS NCOMW

Fan the 3517, 0% 53 0% Bro-r3ia share of the 831 i An DUSN0Ss Cash How {Retinatng tmplove!r combulinns and 12bor
v;ﬂnings prehel @ of w1 the cash Nlaw of amincaras: 3ol Hiutenasies; NoCTied 15 3§ melsiftont png other Susness MUgme



Current Law Income Tax Compared to Asmey.Sheiby Flar Tax with s Revenue Newulrai Rate

' Example 6
Married Couple with Two Childran and Gne Earper with $212,100 of AGH,

Employer-Provided Health Insurance, and Investment Income
F1998 Ingame §evelss

Revenue
Current Law Neuteal
theame Tax Flat Tax {4}
A, Tax Paid Directly by Famiy '
Income Taxed at Family Level:
Wages 159,100 155,100
Long-Term Capdal Galng 6.400 G
Clher investimen! Incoms dridends, inderes, @0 46,600 !
Towal incoma . 212,100 158,100
Seductiong:
Persuna andt Dependent Exemnpiom {slier imilation! (2} 7.344 10.000
temed o Swndant Daduciion talier Bmilston] {3 42 500 21,400
Total Deduchons 4G 844 31,400
Toaxable income 162 256 i 127 700
Tax at Family Lavet 42,385 26 587
B, _Tax Borng by Induehuat tad Pasd by Business
Employer Contribulions and Business income!
Emplover FOA Conphuhons 143 £184 £,194
Empioyer Contabubons (o Haslih suance {5 4 350 4 55{
imvestment ang Oirer Busngss intomp {8} 83500 . #9800
Tax an Emplover Contributions and Business income:
Employer FICA Contnbutionsg (7} & § 280
Employer Cortdbulions lo: Health Insuranes i8] o 1403
Invesiment and thar Busingss [reome (8] £.358 8,540
Total Tax at Business Lavel . 6,358 11,280
L, Individuals Totalingome or Flat Tax Butden
Tax &t Individual Leval 42 3495 28587
Tax Bome by Famiy but Pag by Busingss 8,396 11,288
Tolal Tox Burden 48 791 A7 843
Change from Current Law (10,940

Depariment o the Treasvry
Office of Tax Analygis

December 20, 1965

£43 The ievarer neuind iate for the ol 1w x 30 599,

i3 Under purent Iy, cremphans e secased by D prrcersgn pois tor vach $2,500 o raction therea! By which
AT erneady $17T HE

13 Undor gt R sdorrered Seriughons e seduced by 3% o7 Ihe amdunt by wheh A5 eeconds 318,100, The average
serrsadpdd SRt BUng afar reiinathant for 0 o -poraon faamtly e 3242 130 S ADHE o anowt 20% of o

4% Employr FIDA comtobubons i 1098 o 7 85% ofvages up i 382,700 and 1 35% of vaages over 562,700,

§55 Tris iy the esheniag el i B0 of 1ho gonpleye Conpituben lor 3 Lyl famuiy's ARakh msurance

55 Thus inChudes sentiinsnt IORIS DO B e Dund, 15,8 on3r CLannl B, 300 A0 23:1uR05 BN yesiTen S
sugh ax Koaudi, and oongn plane Ba aagatancs ang undoiioloten Zopaviaannante

£77 T fiad e o0 ernpdnent FICA contdngdOny o 10 827 3f (ne comprduihons

{81 Thw far tax on emplayer beain suance coninbubons 13 30 §7% of the contrbuhions .

19 For punent gnw, RIS 1% [ oDl $Hare of (50 SOID0IM0 EOME 13 SHe3ted 10 3 srvdsimant Jng DINKT DLNGSY INEDIME,
Far (T8 130, 198 o5 thg 2001358 share of e Hat 10 40 Dutniess Cosh Bow toaniugmg grvgioyer soaliliuions and b
exniegs mokided o the oash e of unmoordaiated busnesstel siocaiod to 3l investment ant sihar Dusess MComR
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