
DEPARTMENT OF THE TREASURY 
WASHINGTON, D,C. 20220 

June 20, 1997 

, 
MEMORANDUM FOR SECRETARY ROBERT E, RUBIN 

DEPUTY SECRETARY SUMMERS 

FROM: 	 KARLSCHOL£{-J 
DEPUTY ASSlSi}.Nr 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 include the revenue raisers. 

Including raisers make the distributions 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 distribution of the 
President's FY98 budget proposals, again including all raisers. Not surprisingly, the 
Budget package is much less generous to 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) ill evolving Senate Democratic Leadership package. The package currently 
contains 

A Kidsave-type child credit of$350 through 1999. and S500 thereafter, where 
taxpayers receive $100 less if a contribution is not made to a Kidsave account. The 
credit has the President's income phaseouts ($60k-S80k) and the credit covers 

. children under 13 throug~ 2002 and children under 18 thereafter. The new credit is 
partially refundable, but only to the point where the EITe and refundable credit do 
not exceed income taxes plus tbe employer and employee share of payroll taxes. 

The education package gives a credit of$1000 and 50 percent ofadditiona1 expenses 
up to.S200 through 1999, $400 in 2000 and $1,000 thereafter. When a student is no 
longer eligible for the HOPE scholarship, ther~ 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 pennanent extension of Section 127, student loan deductibility, 
prepaid tuition, a repeal of the $150 million tax-exempt bond cap, school 

http:ASSlSi}.Nr


construetiOll, and a subsidy for Internet access for K-12 schools. 

Tbey are now considering a broad-based 30 percent or 40 percent capital gains 
exclusion. The tables include both variatiollS. The package also indude.we 
Presjdent's borne sales provision and an expansion ofSection 1202 for small 
businesses. 

The Daschie estate tax package is included as well as the President's other budget 
initiatives) such as brownfield~ the distressed areas initiatives and extensions of 
expiring provisions, 

The tabl,es show that the Democrats package IS sharply more progressive than 
the hill passed by the Finance Conunittee. 

o 	 The final tables show the distribution of current tax payments by familie;s by income class, 
It shows, for example, that the top quinlile ofthe income distribution pays 62,6 percent 
offedoral taxe,. The new ,.bles for tbe Sen.,e Finance bill show lhal 68.2 percent of the 
tax CUtS go to the top quintile. 

[fyou are asked about this, I suggest making the point that the economy has done 
extremely well over the last four years, but all groups have nOl shared 
proportionately in the prosperity. We believe the bulk of the tax cuts in this package 
should be directed to working middle cia.. families who have not ,hared as fully in 
the growth of the economy. Doing so, would modestly increase the overall 
pfogressivity of the tax system, but would help rrnlllons of families at crucial points 
in their lives (when they have children, send them to college,.} 
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Very preliminarY: 

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

(1998 Income U!¥eIs) 

l 	 Nunwo 
.~,.of 

FemUy EeonofnC , famhiK Tal( Change 
Ineort'H! Qulnti1f. 2 U~!!!!~) ... ..... CO, 

Lowell (5) 	 21.6 

Sec<m' 	 22.' 
Third 22.' 
'ruM 22.' 
Highttut 22.' 

Total (5) 	 111.3 

TOp 10'* 11.1 

Top 5% 5., 
Topl% 1.1 

[)epillr1mel"ll oflhe Treasury 
OffiC1! of Ta>: IIn.alYSI$ 
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·234 
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..... 

·2168
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Total Tax Change 

. Percent 

Amount (3) OisbiJ:JlA.ion. 
COM) • "" 

47. .".• 
1.5.." ".·5216 

·11573 21,3 

-37127 58' 

-54451 100 0 

·24150 44.4 

.16209 29,8 

·'443 13.7 

. 

TaxCha e as a PerGent or: 

C..,... F.mit~.""'" ."""".InoomoTues(41

"., '''' 	. 
3.80 

-1.32 
-3.31 

-3.15 
-4,08 

-3.75 

-365 

-3.32 
-2.86 

0.23 
.0.15 

"'.55 
.0.12 

"'.00 

-0.74 

-0,83 

"'.n 
.0.11 

June 20. 1997 

(1) 	 Thil$ tIIbl. d4$!ri~ thIt "~\i.,,o\1)or$ o;n.nlleln uu. tI",rdon. d~ tt>1t>e rNj<li l1li)( p'Qvi~OI) irothlt bal p:.ued by the SOMle Fin/mce 

Co:ItM~ whitl1lM:l"d. tht-ftIIl~nlt; I)" ehUd erO'dil; Ii) " /I1Q01ifiO'd HOPE tc11l1lll$11ip lax eMil; rii) 0 dlrduc1l\ln k>f stvdenlloan 

~as:;Qij. ~u~ b O'dooati®.~ pilld thfoooh $l21ft.spoosoerlld prwpokl tuition Pl"OOlllm$:;") ptlnNlnent Itlrlllnsio.'1 d 

Section t21; V) f<I~tiQn inllntmltnt"l;<)unb ond pri.,.!1lI ~id tuition JlfOOIll"'~: Yi) eq>andO'd fronl-loaded and "- back

k.-dtod 1RA1: vI!.\ C.pitall11lln' proyOsilms ~_ indIvidual tatH, "unJ.ion d S 1202. "nd $SOO.OCJC..xclU'Sion fur ".u.s on. principal 

f'Utdlll".c:o): ¥ii} tNli"i/lI$lntho Indi'N:I".1 AMT; ixl.l1"!Od~n dtN trutmenl of I;<)mpilny'-ownO'd 1M insurance; and:l} uciw tin: 

~o,,", (ai>j)Ort Ind IM)'S e:ttiSH. ~.~, end tho d8naRx. oIlUSI thtollft! 2007). 

('2) f.l'\'\ily E~ tneom. (FEll is a ~biwrd~~, FEI aeoMti:uetcod by lidding to AGI UI'!,apol'lfld and und",

ftIPO~ inewl.; IRA an~ Koog/l dodl.lttionfj: IlOfItaQble tnlm.t.r paym.l'Iz &loIth u Soo;i.1 S«urity end "DC: empk>yw

PfOV\dIld fri~ bon.; insm buil<.kip (lI'I pt!In~, 1RJI.s., ~s, end llkl inwrlInco: 1lP:...wr.pe inWnt .nd imput.d rent 
0I"l t>O\m.!-t;rt;IC!JpiIId houzho. C.,*",I ;010$ It. ~ Qn on ~ bull, td~ 101 inftttion 1r11t>e M:t!Intlht! ftliabkl 

dtrta 160.. '"~ IM.MS q/ liIndeorJ, w. ~ and pM q/~.,.. "dd«t. 'Thtre. i$ el$Q on .di~ fIJI' 

~mrilld d>Jpf~nq/~~. FEI b"dtawn an 0 f\tmilyml"llra-. W4.wm ba,i$. lh4 ~ 

~ 01,,1 ~ 01. blmiIy umt _lIddlld tIlMiw tie. f&miJ(1 ~ incomot II'Ud in tN~, 

i3} 	 Thot~ If> f'.s.nItuK iii KtimNod tl1994 ineoaMt.v.b W"N1./mVlSI \'uIt;'pht:Md in {lOOn law "nd btNtriDr f'or tho 

IRA ~ tnd ~~, 1t>e th.angfl If ~ u tiw pr~~o(1t>e t.u ~ from ~ yptS 

~. TN..-.c:t 01 tht- =pII:;aI p,,*, ~ a. bu.d 0I"l ........ 01 sepltaj g:tk>$ !'N~ und4! QUfltnllllw, 

(4) 	 Thottpnlnclw:fe;d"f.Imti~W'Id~~. ~(Sociat~oNI~, eN:!umn. Emt. ...d 
;lit lax," and ~ dlJlift .,. ...eludlld, lhot lndMduei ~ tl$1$ ~ to be bomt by p.l'yors, !hot ~ 

~Wily =,*",1 ~~. payrailblM$ (~oNI~ Jha!1I$} by labor ~II$ end HIf-employment 

1ncotM}, utiSH on (lUfl'JlISH ~~I!t bylht; pun:hHar,.nO ut!MS or\ ~ by ~ in pn;!P"J!'Oon \Q total 

t:Cnwmpbcn Itl¢>Ondltult\$ Fed«tltwn: 1ft HtIMlild It 1900 tnCOtIlCI ~ bill n.wrmno 2oo1taw Ind, ttlt!~, o:ttlutit: 
~Iht!~ ptIiortotht *Od dtht ~ period III\d _ edjUSbld lottht ~«unind.u.d~_ 

NOTE; Quil'lfilt's t.JQ1o tlFE!;:';, ~ $16,951), lflird t3.t5El3; ~ tS04,73a, Hi~ t93"i22; Top "It)'" 1121.313; 
Tuop 5" t 11(q03, ltop I'lli $4t.l$.55~. 
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Very preliminary 

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

(1998lrocome leftIs) 

Family E~ 
Income Class (2) 

(000) 

Number 

01 
Families 

(mll!ioos) 

AV'tr1llge 

Tax Ct\ange 

($) 

Total Tax Change TalC Cl\ange IS. Percent of: 

Amount (3) 

(SM) 

,Percent 

Distribution 

"" 

c=", 
Federal 

Tues (4) 

'''' 

Family 

Economic 
I~ ,.., 

..,-0-15 18,5 -0.' 4.74 0.28 

15- 30 21.8 ·23" -501 D.' ·1,00 ..(1,10 

30·40 12.1 .1447 2.7 ·2,33 -035·'20 	 ••40·50 '.7 ·270 ·2613 ·3.59 -060 

so· 60 7.' -372 ·2929 5.' -3.73 -068 

60-75. -438 ""24 7.6 ., .. -065 

75 ·100 ".7 ·736 -8609 15.8 .... 29 -0.85 

100- 200 15.6 ·1345 ·20580 365 ....84 ·1.02 

200 & over ,., .,... ·13479 24,8 -3.1a -0.75 

Total (5) 	 , 11,3 ...., ....., 100.0 -3.75 -0.74 

Departl'T!et'\t of the Treasury June 20, 1997 


Offace of Till!; Analysis 


(1l 	 This tibia dis:ributes the r.i1IlNIted ctIIInge in tu burdoil~ due to the II\IIjor tao provisioro In the bib passed by the Senate Fin.lnc. 

CommiUee...nich includ. the loIlawing: i). child Cfed~: ii). rnodifi.cl HOPE KhoI.I~hip tao c;.edrt; iii). dedu~ for stud.nllolln 

internt; iii). dedudiOll lor 1Idua.!ion 'xp8IlHS paid fhrough Stlt&-sponsaed pnpaid tuition PlOOl'1lms: Iv) per1'II.Inent utensiol'l of 

SectiGn 127;'0') ildUC3tion invntm.nl.l;Covn~ and privatI pr.paid tuitior! progl'1lms;..,) • .:;pandlld front.Jc.loded.nd ~~ek. 

IoIIdlid 1RAs; W) Clpital g.ins pl'cMslolI5 (lower individual tlItn, .wt.ns.ion d S. 1202,.nd $500,000 uetlnion for g.ins on. prineip • .r 
re?::I.nce); Yii~ ehanges in Ihe individl.llll AMT; Ix). rnodifoc:ation dlhe Irutmerd d eompany--coorned hI'. ~uf.ne.;.nd.) .nois. tu 

0If0\'i$i0ns (.irport.nd .irways .xcit.es. tDbICCO .xcit.es,.nd Ihe.J:tI!ulon dLUST Itvu 2(07), 

(2) 	 F.mily EeOf'OOmiI: Income (fE1) is. boood-basecf inconM COf'IUpl. FEI is COM!ructIId by .dding to ACI urv.portIId.nd und.r• 


..portIId i~; ~.nd Kqh eleduetiotls: _ble IrarWaoI pI)""AII"ItS luch" Social SloCurify.nd AFDC: .mplo'f"lr. 


p!OYided fri.-.p' bInItits; Nide build-up on pensions" RA3., Kqhs, iand iii. NUfllne.; tu-e."",pl inteInt;.nd imputed r..,t 


on __~upied housing. C.pital ~i~ ... eornpuIacI on an ICCrual ~"" lIdjus.ll<l for inftation to the Iwsenr tNt r.U.bt. 


dati .tlow. "I'btionlry losses d Iit!'dIB .r. 1Vba".ded.nd g.1na d borr~ .f••ddlld. Th.n is.lso.n .djustnwrollor 


ItC(:Nrated dapl'Kiation d noncorporate businesses. FEI is shown Of\. bmily l1I1hIf lhen. tu-reli.rm ~sls. The.conomic 


ineomH d.n m.mbers d. bmlly unit.f. adeled to .m...111he bmllf.1COI1Omic RorniIrMd In the distribulions . 


. (3) 	 T .... m.r.g. ill Fidenli tun is ntimlt.d 111998 income ........ but usuming full)' pn.secf In (2007) .....nd bIhII'o'ior. For Ihe 

IRA provisiorol.nd lIducatiort -=:lUnIs. the cheng. is rnallU.1Id IS Ihe pl'nenI val\.lll dthe tI. uYings from 0l"'Il yut's 

eontribuIio~. The "'act d the capital gains provisioro Is bued on Ihe Ie.... d capilalg.iru ,.Iizalions under eunenl ..... 

(.,. The tun indl.dlld .tlIlnr:lividl.llll .nd ~ income. peyroIl (SocII1 S«urt!y.nd ~}.•nd ••elson. Em",.nd 


gift tun.nd ~s dutin .....eluded. The incIividl.llll income tu Is u.surn.cI to be bomI by poiII)'Of"Ii, Ihe ~ 


incomI tu b~' eapital il"lCOll"Oll gII"IIfIIlly. payroll tun (~.nd~wfn) by brbof (wIrlilln.nd MIf..mp!oyrMnt 


Income). uc_ on purehisn by lndMdUlls by Ihe pvrehiMf, and ~ on purd'iuolt. by ~ in pl'oponion to tottl 


consumption 'lCpIIndrture5. Federal tlln If. ntifNIted at 1998 ineOfTllIweb but .uuming1OO7 .... 'nd. thef.for., ••clude 


pl'cMsions thet npir. prior to th • ...d dlhe Budget poriod and .....djustlld lor Ihe "'Ids d unind,ulld plranwtef"ll. 


http:wIrlilln.nd
http:u.surn.cI
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Tax Proposals in the President's FY1998 Budget (1) 

{199B Income Level$1 

Number 

of 
family Economic , Families 

Income Quintlla 1;2 (millions:) 

I Total Tax Change 
, 

Average 

Tax Change 


($) 


Amountf3} 
($Ml 

.' 

P..,.,.l 

Oi$triblJtion 
(%) 

Tax Chen it 8$ a Percent of: 
Current,.

Taxes (e) 
{'hI 

Famity 

Economic 

Income 


(%) 

Lowe!Ot (51 
Second 
Third 

Foo'" 
Highest 

Total (5) 

Top 10'" 
Top 5% 


Top 1% 


21,6 
22.2 
22.3 
223 
22,3 

111,3 

11.1 
5.6 
1.1 

12 
·90 

·240 
·371 
-182 

·175 

34 

235 
935 

251 
~1999 

-$331 

-8384 

-106' 

-19516 

316 
1.313 
1,t149 

-1.3 2,00 0.12 
10.2 ·3.25 ..().37 

27"3 ·3,38 ..(l:56 

43.0 ·2.72 .().52 
20.8 .(),'5 ..(),10 

100,0 -1.34 -!l.26 

·1.9 0.06 0,01 

.6.7 0,21 0.06 
·5.4 fL40 010 

- -Department o! the Treasury february 13,1997 
Offic~ of Tax Analysis 

(2) 	 Fa,'nitj Ecoooml;: 1!"lCOOle (FEll t$ II brMd·t;alOed il\COl1'\e concept FEI ki COOSlfUeied by lidding to AGI unreported end ut'!der· 

(~ed Income; IRA and Keogh d~u::{ions; f'\Ont,uabie transfer payments sooh'$ Social Security and AFOC; employer_ 

provided fringe benefrts, inside build-up 00 pensions, IRA..., Keogh:., .ud br~ iMIJrance, tal(~p! interest; atKI impU!:ed rtift! 

an OWT'W!f..QCCup:ed housing. Cap~1I1 gllins 11ft' computed IY'I ;s."1 ;JCCruaJ basis, adj~ed fQ£ in1\alion to lhe extent tn.t reilable: 

data _How. In1\a'jonary Ioues 01 ienden. afe subtracted and ga.'ns ~ borf~$ III. added. There is also an IIdjllSll'fWm( I()( 

aCQll'rer.!ed dePl~tlOfl of ~t Mint"$$i!l'$ FEI is 5hoJrWn on a famltf tal~ lhan a taJ:~um basis. The ~ 

~ of all membei'Q Of II hunily vnl18fe added to amve allhe Wnlt('10 ~~~ in the ~ioo$, 

PJ The cl\ange in F~ra) talles is Hlimaled 1111998 mcome ~ but assumir<g tully ph/Js.ed in (2(Xl7) law and behalf'ior. FO( the 

!RA pooposa!. ~ change is measwtd as !he pre~ ~ of the tall ~iii (rom t'lne )'9(s COtID1bU!:ions. 

(4} The IUH ir'ctIJcIed ate indi.-idua! and ~e~, payroll (SOCial Security.end unemploymrent), end excIsH. Es.tate and 

gift taxrs lI."Id customs dulles IIfl! e)tcluded. The IndlvidlJlllllCOme tv: is as.s.t.lf1'led to be borne by pa..,us, the cotpOI'II1e 

.nc.ome tv: by capila! income generally, pa.yrolllllxe-s (e~1 and II!fT\ployee wres) by "'bar jWllge... and Mlr~nt 
ioct:IrrIe), exci$e$ Ofl purcl\a$M by individuals by the ptJrcMser, and excISe$. on portMU:$ by ~ in proportiotl to loW 

~t'l$iJrnplion el(pend~ure:i, Federal Wes are estimated at 1996 income ievtls ~.s:surninQ 2007 ;;,wInd. therefQl"e. eJ(ciude 

plol'f1i.iof'J$ Ihnl eKpue p<iar (0 II,~ ef'Jd (If I~ Bvdgel Pt'floQ and are ao/USA'eI'l tor 1M effllCl$ of tII"\io6elttd pa!"oIImetent, 

NOTE: C!.tr.j!.es begin a! FE) 01: Second $HiJ~50. Third 132.563. Founh SSII.1SS, Highest $93,272. Top 10% $127.373. 
Tep S'*' $170.103. Top i ~ $408,551 

http:C!.tr.j!.es
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Ta. Proposals In the President's FY1S58 Budget (1) 

Total Tax Change rue as. PClfeen1 of:r_
Numbw """"" F_ E_P......A"",..ei 

0i5~ . Tant"}F..  TO" Chanoe ,,":;;(31 ,;., """'"" (%)($I{-I "" 
~amilr Eooncmir; 
Income CbR (2) 

000 

0·15 	 18.5 IS ., ... ;2.04 (U72" 
15· JO 21.8 ·'0 ~1526 '.8 -3.04 -0.31 .,,,,,30·40 	 12.1 ·'052 10.0 4.'4 .0.47 

c40·50 9.7 ·208 ·2002 13.3 -3.56 .(l.GO 

50·50 7.' -33' ·",",1 13.6 :-3.37 .0,61 

00-75 9.' .,.. ......, 17.6 -3.93 .0,75; 
75 ·100 	 11.7 -400 ..no 24.2 4.12 .(l.<2 

100·200 15.6 ·272 ..,.. 21.8 0,31 0.00 
200 &over 3.9 "'2 '337 ~.9 0.00 0.00 

TQtaI (5) 	 111.3 -175 ~'9518 100J) -1.304 "'.25 

~t of t'l6 noasurr FtbnJary 13,1997 
f.)tflCe of Tu Ana'ysts 

m 	flmliiy Economic lneomt {fEI} A .. bt04d-bu«1 mcol'M ~p!. fEl is ~'lfUC"I.cI b~ .ddin; to AGI unr.ponod and UI'\d6(. 

f~td~: IRA .lind K.ogh "-dl.JCtiol'ls: nont&RIbl~ lrIlI$1ef pII~nts .....ch U $o<ill ~!.Irity.rW MDC; .-npI~. 

pflr.ldtd bing. !MoNfils; V,"'M buik!..;Jp «'IlMtI'Illo!!M. 1RA$, K.oghl, .nd IHtlr.fUfAIICl, ta.....mpllnt...nl; III'Id imput.-d ~ 

en _r-I)(:CUJI~ l'IoulIin", OOIt~1 1:11I1f11 lifO col1'\f!\II.od Of\.n ~11l4t.iT., "*,,,,0<1 fOf itln.ti¢/'ll~ u.. u'l.nt wt lfliabht 

dala allow. InllaH:",.ry Iou.s of "nd.fIo .1 ...... btl'1le1to$.M g.in" ~~~ tit .0.:1.(1- Tlvr.1$ aIs.c.tI t:d!;ustmern fat 

.ec.i't1IhKl dllpr.eiali(>!'l 0( .oaneorpuflt, buWi....... FEI hi ~ 0111 flmily qv-.r INfO a Wc:-1.t!.1m bn:~, Tht.eonomie 

...._, of ,n m.mtt.n of. h:rNty unit If' 'dl.:k.d to:a~" IN flmltYl ewnamie klootM UMd If' t/Ool distributiol\a. 

(3) 	 T",,- d\.:o~ in F~.t1I11.x_ ft altl'Mlad" 1998 ~~ but UwmIDg fl.lJly pNMd itI {1007} ~ ffld ~'o'ior. FOIl"', 

;R"Pf~I, Ill. el'Yr>;t:;" m.uur4'd n 1M IX_fit ¥aM <If _ lax I.fhingl ftom _ yQf', tcOmriW!iPoJ. 

(.1 T"" t.u-~ .f' indMdInl and~.~. pwffoll' (Soda! s-tfy ,nd uIWIfI'\PlQym<mI), llid :alCcises. £UIIla ,1'111 

Vl!i \uH and custom, duI<.t.,. aJ«:l<tMd. ThtI inlfl'llldlal income tu it. IU,,/'Md 1(> t. ~ by piIyM1.. tha o;orporw:t. 

1r!<:cwr-.1Jo: by ClpU incotM ~r..r..uy. "")'fOII",:.H (....,.,.,... .nd ~ amru) by ..bot (W!'I'I" and ..,,~ 

lneoto.l. nQ1.n em pure~ bylnt::lividua" by t/Ool. puJehaMl. ,nd ,xen.., Dn ~tehases tty i:H.r¥mHI in plcpDftIDn [go I..... 

~'''f'4nd~U'" F..:r.,tJ IaKM .r. ftCirn.Ioltd atlW6 ~ ........ but Il;kII'nirIg 2001 l,ty. .nd.l.....ror•. ~eI\IIH 

P«M_ thai .1qlIr. prio:w to I,.,. and of thl Bud".! pocrtioct and Ai. IdJlntad for Cht dell; o! ~.«I para~, 

http:r..r..uy
http:Wc:-1.t!.1m
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Very Preliminary 

Major Ta. Cut Provisions In the Senate Democrats' Alternative (1, 
(with 40% general capital gains exclusion) 

(1998 II"ICQI'I"le LI!'W!bI) 

N"""'".. 
Families 

,""Hi",,,,) 

Total T~ Chan 
, 

, , 
, , 

"'-"A- i 

Tw< """""'1-(3) Distributiot'l 
~) (!M) (%) 

T"eN 
OW"'".
T~(4) 

"" 

as I'l Peramt 01: 
Famdy 

Economic-''''1 
21,6 .... -",m 4.7 ·16.21 '{)99 

22,2 -2B9 -64... 14.1 ·10.45 .1.1B 
-445 -9893 22,6 ,s,27 "1.0422' 

22' -57. .12886 29.4 -4,17 .{)80 

22,' -55, ·12267 280 -'.35 .0,30 

Total (5) 	 111,3 -393 -43774 1000 -3,01 .0:59 

Top 10% 11,1 -664 .7393 16.9 ·'.12 .0.25 
Top 5% 56 -1005 12.8 ·1.15 .0.27-500' 
Top 1% 	 1,1 -3'00 -3485 80 -1.304 .0.33 

Oepartmcr'!t of the Treasvry Jut"le20,lfHl 
Office Of Ta;< AnaIJ"$i'$ 

(1) 	 ThisclJR!;t dl$blbVtntM m~ dllll'g'l in tal<: burdtms dmt to h _jot tpy; wi P'~~ in!hf! Senate D'lInlX:~' A.I"..m.ci"1I 

prop:ul which Intlude: IN! kiIIowino: i) .. dlao er~ il¢lm~ luti'lf, men! 01 paYToD !Un}; ii) II medifi~d HOPE: schola/ship 

tal< c<tdit Ind ~Wrtitm tal< dr.luCli9n; Hi)" deth.ll!tipn (!If .tud'1l\ ""'n inttIIHI; ....). "kid_" IRA provisiO<l; \I) perm.nllnt 

.~..,skm of S~ 127; \lj1 SfC ,Nil', mil.. sta!e--spon~ed ptllpaid tuIti(ln prw,lI'l(ln; IIfld viij c.apital g'lins provisio'll (. 

$5IX!.!XlC Ht..mcm for gtins tin. PfonPpa! r-sioenee, 40% eapitaJ glllrlS .xctuslofl.nd 2"" AMT rate •• smllh bulinus c.aplbl

,tin" Pl.fel.~!t6, .and I $100 (UOO ;oint) di'lidHld I~dusion) 

(2) 	 F.mlly ECOMfTlic IrwOO'lfl {TEl) i,. brQlld_bllSed ineorn. ~pt:. F"E! 1$ CIWIStl'lJcted by ,tddlngtt>AGI unr.ported and und.,· 

repgJiad income, IRA Ind Kttogh d.dudions; nontaxab!.l tlsnsfilt p.r""tnt$ slJ!;;h tiS ~II SIU7.1ri1y and AFOC-: ,"",p~

proYidod I\i~l bl!nIlIU;,,: in":ct. bl.llKi-up on pensions. IRA5< KtogI'Is, W'!d Ilf. Lru!loII'lnclll: tax..um¢ imlllfHl; W'!d ~ ram 

0/1 _f"","iJpltd hclJ(linQ C.pital (Jilm .... oomputtd on en ~ bun, ~ In< Inf\IJI1O<I to!la axtant ttwl rahable 

fhta .Il:l'lfll. In!l.a!.!oMry la_II! IIIIndltlSa.. 5i1btrACt9d W gem. II! boo(Wfll!f'l. •• Jddftd. ~ babe 111\ adjustmen! (Qt 

~ld d'tpJ.eia1ion of nQn(:(\rp«lIIe bo.nlnesses. F£11:5 ~ on .1MUly ~ ItIIm I tu'.«lt!Jm WYS. TM tcCI'lOIIUe 

ineo_ eo: •• membet$ of a f.\milyuM linac:Id.o II) am.....llttha~ __ ineorM tMd in IN~_ 

{3J The d\enge lr.F~ tuM i$ ~ lit t996 in¢OIhe IrIlt!:s buI: usurningfvlty "",Mod in (lOO7) law lnd bel\ll'l'iot, F«!he 

kii:tHw plowisiM, trui e:hIInQe is I'lOnIlfld IS IN ptesen1 vall.le f){IN1I\II uvin(lS frt!m -one r'M~.t. tonIributions, The fft'.,et 

olIN e.epjtt\l piM p!'()YI$lro i$ bAed M 1he kwtII of c:apitiJl gliM fNhatioM undlll' ewr.nllrN. 

(4) 	 '!h* Iit;)M lndI.li:Iod .,. indivld!,l:lll .tId ""'PO" n=ome, PIi'!'fon (SOCUol Soeurfty .rId 4.11'1empkrynl6nt). and .~ises Estate. .nd 

IflII m- and tUltot!'\I dlJ!lM allll lxcludw:!. Thl tndividu.t Ifreorne 11\11 lJr. llD\oIrtWd to be 00ft0MI by payct$, ". ~b:o 

IrIcC/tl'it lib: byupltal incoml pMfII:fty, pa~ tues (lmployotf lnd _plQy.. $l\llre.j by f.l:ibor (wagM WId ;.ef-employment 

IfI(cmlll), ..t:i_ IIfl purc:~ by IDdivldl.lills by till purehlser. end 1:o;(;IsK 0I"l purc:1\un by Mn.IJU in ~ to 1claI 

'il",,,umption IIXP4Indrn.If.~, Fed.I'II' tuM Ife MtilnllOl.d It 199.e: inclllfKl ~ tM -..mil'>g 2001 law Ind, th¥.fo«..•~dlld" 
pro1li..f.iotl5 ",leq:lite pri~ 1lI11'1f1""; of 1M 8\o1d~ ~ .nd ... ,dJust.d rot 1M 411'r1lCtf, d IP'Iirodeud~. 

NOT£: O<.rinIiIest.Q'M at FE! d. &IIeond SUI.9S0: Third $32.5S'J; F-O!.i~ 15<4.758, HighMt $&:1222: Top II,)ili, $127,373. 
Top 5... $110.10); Top 1'1b t4(l&,551. 

http:IIXP4Indrn.If
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Very Preliminary 

Majo, Tax Cut P,ovlslons In the Senate.Oeniocrats' Alternative (1) 
(with 40% gene,a1 capital gains exclusion) 

(1998 Income LtvehI) 

Nv_ 
of 

Famihe. 

~miliOtl$) 

Tota' Tax Chan e Tax eha e tlJ It Percem ot 
c~"" Family 

Average Percent Federal Economic 
Tax Change Oistribution Taxn (4) I~ 

($) -""' (3)<SM' "" "" "" 
. {) .15 Hl5 
15·30 lUi 
30·40 12.1 
<0·50 9] 
50·'" 7.9 

60·" 9.' 
15·100 11.7 

100 .. 200 15,6 
200 & OVf'! 3.9 

T«al (5) 111.3 

.as 
.2!lO 
·300 
... 52 
·531 
·592 
·563 
-374 

·1277 

-393 

.1536 
·5680 
... 704 
... 369 
...225 
·5577...., 

·5827 
-'1m 

"'317' 


'.5 ~16.46 

13,0 .11.32 
10,7 .7.57 
lO,D ..lto1 
9.7 -5.36 

12.7 Ml.65 

'5.0 -3.26 
1:n ·1.34 
\ 1,4 ·1.1S 

1000 -3.01 

-090 
·1.17 
·1,12 
.. 1.01 

-098 

-0." 
-065 
.0.28 
.0.28 

-059 

Department of the TrQ$1,If)' JUM20,1997 

OffICe of T8~ Analy$i$ 

(1) T"i$ bible di$!ubll\n 1M "tJlNlt~ etta"!!, In tI~ bvtdl$!'I$ d~ Ia IN: m.jortllII art p~ in ~ Sen&!<J Oemo!;nlb' NtttlNltlve 

p'0J:I(:ria1 \lltlieh iroc:JlJd.ltlitfollowin~: I), d'l1I6 t'.fedl! (f.;y!'llda~ '" IN .44!'!t d paytoll ~); Ii) ,It>Odil'.-d HOPE Khobrship 
tv t;ftd~ Imd m,;w;I!f',.d tuition tv ~",cl.I<m: !if}. de:tuetiaJ\tor atud,ntklan illtwfnt: i>J}. "k1d....,...·1RA P'~: v} ~Mnf 

.~Qn /fIli.etion 121: \01} SFC ehalr's. mJli1t stat.lf»M«*<i pll~ lI.dtlOl'l plomloo, Illd viif t4pit1l 0:_"'" pI~l (I 

$&10,000 e ..t:wsl(ln 1(11 g.ll'\$ 01'1. prlrv:ip*! r.,id9nee, «I" ~ palm ud<nlun tid 14" mr nate, a~! bl.nmen apllal 

IIllns p'.(.renee, ...d I S100 fl100 joil'll) dividend t~on), 

(2i 	 F.mQy Et«Iom4:: Incom.e (FEI) ill' b!o.td.blHd IneoIM concept. FE! Is eQm.truc\tId by tdd'i1lQ Ii:< All! U<1fltpO'ttd and Ilf\daf. 

~"d InCoMe; IRA tnd ~tl dedt.lctlOn5: MntalClllb~ t"tnsft, p4ymtntJ lueh IS SOCtIII S.cu.ity tnd AFOC; Imp!oyt'·, 

plovidlOd ttinlil" bene!its; Inr.ide build.up on poM'Isioo5, tRAs,l<eoghs, tn.d tife inlUtentt; tiI.'<...~empl inltfH!; llId imputed fen: 

"'" ~..QC(l.IpilOd hoGuslng. C.tpital ;;lIinl I,e ~1./18(1 on In .c<;ruat t1e$I$, IdjllSlaod for inIlIItiOl'lIi:< IN 1d61'11 thet ttLabo& 

.t. t'QIIIi', ir4lJiiO~1) 1""\111$ ~ !"f\dtl':ll ".IlJbtnIdoKltid glln. of bofr-. tr. added l~e ~ tl-.o an adjUl!m.fI\:W 

.c<;e!lrfled d~tc:iation of n.oncOil'O~ bU$ifl.eu.n, FEI Is «hewn on a family !lithe. then ,tlll-retum basis, The tc:On()ll')jc 

w.- fA ,lIlMI'Iben. of. am",. U1'I1Iatl ,dd41d to.~ ellht fa",i!y'~ teIlnCImic income.-f In Iht diltr1butiDn5. 

(3) 	 1Nw~irlf.om,ltp<tJb~ 11\ 1998 incooIot IIMIb bi.Ilauumlngl'ully ph,Hd 11'1(2007) ..... aldbe/ulillio<. fMtt-.. 

kid$aw p~ 1M man•• Is _ll,!I'.,;i u tIM pI-' wIut of ... tu uvings /'rom _ )'0111'1 conlributions.. "fro..ti"eel 

«tt-.. c:tpilalpm. ~~ ba'MId 0I'l1N ktwt qt~ oaim r..~ "",de. CUTII<l\ /ww, 

(~ Thetu.." ~;,IdMI_ ntM<Iw! aMWpOale~. paj'ttltl ($oci.tl ~MId \lnefl'IP~~ . .,~ e ..c:iHt.. Eml" end • 

.,tt.-n llid t~ dvtin /lIe ~'"'. Thor ifv;JNid\lll! incomr.:tlIl ~ ~w be borne by ~~. tt-.. e<:>rpC/fltt 
II'lCOIM tu by ~~~I!y. p.yroll tun {~end~ wIn} b'1tabor t--.ge~.OO se"...mpIoym",,! 

inco!JM), ~on~~by~brhpurtJ\as..,anducil.n""'~by~inpioportlOnll:llotiot 

~ etpott"!d!I:!Mn, F..:Itultt);'tJ *"" _'nIII'"':It 1998 mu.rn.1frvfls bu! fluuMif\q 2001 blw flMl.lner~ore, exeluda 

p:~ Ihat ,q;.it' pnor to tt-.. tnd qt tt-.. Budgft poM"b:j aM fit. ~oMi t~ 1M ~ gt Uf'IindpoMi plltmtl'~' 

http:t--.ge~.OO
http:build.up


very Preliminary 

Major Tax Cut Provisions In the Senate Democrats' Alternative 11) 
(with 30% general capital gains exclusion) 

(1998 Income Levels) 

famJy Economic 
Income Quinlile 2j 

"-'1(5) 

Third -

FouM 

H"""", 

Total (5t 

Top 1[)% 

TopS% 

Top 1% 


Number 

01< 
families 

'''''''''''' 

A_, 
Tex Change 

($1 

Total Tax eha 

P.""", 
iImou"It (3) 04tributiorl ....., !1"« 

TaxCha e as Iii Percent of:: 
C...... Fam~y 

f-" Econom~ 

TfI,(H (4) ''''''''''' !"l 

:2U.'i 
22.2 
22<' 
22<' 
22<3 

111.3 

11.1 

5<" 
U 

-92 
-285 
-437 
-566 
-J63 

-350 

-309 
-338 
-<099 

-1....-,

-9729 

-1:1588 
-608S 

-36937 

-3«0 
<1884 
-560 

''''«< 
51 ~15Jn 

163 ~10"30 

:/50 <i 17 

3Z' -4<00 
20<6 .0.89 

100Xl -2.SS 

U 	 -0,52 
-0.39'<' 

lA ",.22 

-0.97 
~U6 

-1,02 
",.18 
",.20 

.0.53 

-0.12 
",.09 
",05 

Department of the TrH$Ury J\JI"Ie 20,1997 
OffIC(t of Tax ,A.n.aly5is 

(1) 	 rhi$1abI4 dililriblJ\(!$ ttw utlm.tttd change in lou: burdens dU910 tf11' m,j:;>r lIP: (rulpr<'lllisiWll in Ifup Sefa',e Oamcx;rm' A.tt~mativt! 

pfl:!PQHl tIt'hU;h incl"oe 1M loIl(I'M!nll: Ii a t.!'iild eteoit (roriul'dablJ! ¥Q tf1~ WeI'I! <:ApayfpH 1axM); i~ a modihlld H<:*'E Sl!:holen.hip 

1;1.>; mld.1 aM mQQt~ tuitioI'! tIl1 d.dwrti;m; iii) a dadudio" lor ~d.nt~" irrln~~. i¥). ·ktdu....·IRA prowision; "'J parma'lllnf 

4Xte!Isi(ln pf:~ t:l7; ""1 SFC cl'lllJr's J'III!rt>: _spoI'!sond p,.d \lJI!/QI' Fo~pn; and vh) ce:pb1fiains prlMsions (a 

$SOO.@ a~I\MtIn lor g.;"s on a prirleipaj r"khillC<l, 3O'lfo ca~ palnt a~, a $I'l'I1!l1 b~~pitll pins pmi'..-enea. 

and a $ 100 1$:00 jGmi) ~wend OUI\t$iM\. 

\2) 	 Family E~I~ (FE!) 1$ a broad·~ ir>toMII ~_ FEI is oonstruI:t1Id b')' alidirioto AGf I.II'>rapoMd.ll/'!d unOWf

f.~i~: IRA.II/'!d KtIOQh df!dud!('JfIl';i; ~ tmnshtf ~ sudl." Social s.rumy and MOC; sm~I' 

pnwided ~ "'n.lIh; iluid.twild-llp on pensions, IRM. K~~'nd tw. in$tpllllC_; .""nompI inI.!'a'St, and impWtd.-.nt 

en _.r~wi9d '-t!:w!Iing. Caplbollil.m ilia ~ OIl .n~fUIIJ bM.i$, ~$tItd I'!:iI inllillion tI:! Ifup .ldoiIf'Itlfuptrehablt

deta allow. InllaOOnal')' bnd i)( I6no.rt. .... $ubrraC1oed.nd ~ g( OOnCl'oll"lR ara~. rhilra j$ abo4In edjusfmlllf'ltWf 

Jlleelflta1~ Mpt~ia6C1">d ~~1'l*S$H. FE! is Ihown OIl • family ra1tler than a tal(·raturn boal•. rhil KOIK'miC 

~ g(.n mtlt'l'lblra <:A. t.!'I'llly unil.re addodtll- arriw m tIM; flImityL ~iej~ "-' In tIM; diWibuI:iMs. 

(3) 	 rtw ~ngtt h ftdefe,! QJ:H 1$ 6$timattd m 1996 income ~ bullnuming tully phlMdIn 00071 lIooIlno bobavlo!-. fOiIha 

bd$.llve po'o'Ii$olon, !he! c;Nng~ i$ ......'urod u tha prnanl YlIlue of tha QJ: Nving~ ,,"om one ~I cordribuOOns. Ttw affect 

of IIw: etpiQll ".ins prOYi:Worl b bos.ed on IIw: leYl!l! g( c:ap/ta! "aiM rttalluti_ ond~r currant lIooI, 

(04:) Thtt QJ:H 1I"dlldoder. lndi"';dual and eorpcrai.l' mcome, pa)'JOll {Social S~I.Iri!y.nd \lMmplo)'l"lMW\\}, eno tJf.&e$. E$WIl! I"d 

gift!iuft *hd ~ dUtiM. &ta at.dudtcl, rhll incIMd..oeI ~w 1$ as-Sl.ltMd wbo borM by~. tn. corporal&! 

Income QJ:bY, ~plt:;IItiOOM.fieN1'tllly.;r.tyrCH turs (employer WId omploy<M WI'H) by labot (~" *"" kl!"-employml!nl 

Jrw:om.}, 6t:3ft on PUI~t by MMdutIs by tha p!,IfChMa!, and ftciI.H un purth.tsol by bInIt'OC!!l$ 10 ploportlOl'i 10 totIl 

f:IlflwmpljOl'i ...,rod1l:lJ'iK, fada..1tuM .ra e~.t1~~~$ bulauuming 2007 ~WId, I!'IIIMfo(e. excluda 

ptcMsioM tMlall;lire priof wthe end Ilf thot 8ud~~ and Ira ~ «II #Ie: el'fat'l$ g( \tIIin~ pa1llmete!:$. 

NOTE: Ouirlti\a$ bilgl1'ut FEI 01: SK;:)nd $'6,950; Third $32,563; FIlUm $54,758:HQMsl $93321; rop 10'li0 $1':27..373; 
TopS,HI70,10l Top'" ~M.SS1. 

http:S~I.Iri!y.nd
http:ubrraC1oed.nd
http:impWtd.-.nt


Very PrelLminary 

Malor Tax Cut Provisions In the Senate Democrats' Alternative (1) 
(with 30% general capital gains exclusion) 

(1998 inc::orM Lewk) 

of 

familin 


......._
N"",,,," 

(mi~ion$) 

A-.. 
Tal( Change 

($) 

Tota! TIb( Cn :Tax Chan eas II Percent of: • 

~1(3l 

($M) 

FamilyC...... 
EronomicFedemlPorne'" 

Tue$. (4) rnromeOistriblJlion 
(")("I ("I 

0-15 

1'5 - 30 

30- 40 

40·50 

SO-60 

60- 75 

75 -100 


100-200 

200 &o"er 


Tata! ('5j 

18.5 -'" -1502 3.9 .16.10 .0.96 
21.8 -256 -5592 14.4 .11.14 ~1.15 

12,1 

97 
7.9 

-365 
-445 
-527 

-4636 
-4316. 
-4147 

11.9 
11.1 
10.1 

w7,46 
.s., 
.s.", 

.111 

"'.. 
"'.96 

9.' -580 -5451 14,0 -4,55 "'.8& 
11.7 -546 -6391 16,4 ·3,19 "'.63 
15.£ -338 -5271 135 .122 "'.26 
3.' .;3&4 -1424 31 "'.34 "'.08 

'11.3 -350 -36937 1000 -2.68 .0.53 

Department of the TreHury Jvne 2(1,1997 
Office of Tb: Analysis 

(1} This table diWiI>illim"" -stim.ll'.oxi ch."11* i" tu burdens dlHl II:> the fl'l.ljortax eut plJNj~QN i" it... Sen.tt o.mDca..b' A/i.rna~v" 

propou!...t1ich lrdude!he loltawiF.g: l) II ~Md (;I,dlt (1,1\/J'IdllbWt Io!l'le ,)(\",,1 at pa.yrollI3XClS); ii) II modll'iDd HOPE ~hola"l'hip 

ta.: l;(edc lind ~ IultiOI'! taK dl)d\ld.!DI'!; IIi) II dflduction fDr .wdell\lQ(ln iotel051: Iv) II ·kidSll .... ·IRA pro....sion, v) .,.rmo"a"t 

Cl'!8"si:", f>( $K1iot> 121: vi} &Fe dwIl(s mar\( stIlti-sponson.d prlpajdt\lition prr;>Vislc)n: end 'liij IOlIpital glirn; provi$itw'l$ il 

$500.000 tX~!ln lor gai"" 00 I proop* r<l$ldenee.:)(I'II. ~pitJt liIai"5 eXl;lusio".e &mill" business ~p/t$1 g,;1'1$ prelmerlel!', 

.....t ol '1no (1200 Ioint) d....tmd ertlUliiotlJ. 

(2) 	 FemllyEC'OOOJI'\ic Ineomt (FEI) 1$ I broad..t.a,IId!n,t\ll'l'lll tOrK:llpt. FE! 1'1 coo~ by ildding t¢AG! ~n"'por;..d and ••mdef

r'flportfld inco",e; IRA Ind K~h a.ducllo"t: "O\"lI;:OQbltc traMi'll! P'fIymtnU"~ CIS SOc:.iI! s.eumy lind AFDC; tmplll)''fI!* 

pro";ded fling. beMfIIS: In'loldt bulttt.up (if! p8f\!iionli. 1RAs. K""¢15.lIl1d 1ft imiUl1lln<:iI: taJ<..fIU1'!'IpIlnI.,.st: .... d itnw1l1d '11101 

01\ O\III'I'Itr-OCC'Jpilld !'loUSing. Clpltal g.in, 111111 eomp!.Md 011 In 1tetWI1~,~ iOI' ~ u> tM 1IIlrt1tn1; iI'0! tClllable 

data allO\ll. Inn;rti(;l\Iliry 10_ of IenoeB lilt WJ!:G'a~ ....a glins oIl:!orrowtB lIIe edded. nwr. be .Iw .... ad;t1J'StmCmt kif 

eculeral&cl tkp<'.ciatJ,m ec MtIC()rponIle bU$inMW$. fEI b.r-non t:fiIroily~! 1titIn. ~ bom$, The ~Ie 

inoomes f>( .lIlMI'IIbel1l ec iI hlmil\' l.it'IiI _added to am.. lit tM tamiI(I ~~ UMd in the disnlbutitmt.. 

p} 	 ThechaflQ*inF~~$KtiINtIdfl1M~"""'W~Ni!yphawdlnt2(07)bwtrldbo!tfl,aviOf. FortM 

kicb.J .... pt~,IM~liJ---.1nltMlpr-'ftIuediheWl~ffomChoyuta~~. The:'Ihct 
~ ... c:apital gt~ prWsioo ft buad on 1M iIMII d capltel ~ rat!\mion$ ul\de:r t:IlIIen.! law. 

(4j Thota::rt5 "h!dod _ irniMduaI and ~~,~ (So.:ial SktImy ."d unemployMMI), _nd CI.ciSll$. Ectllta and 

IIifttaxeaME'llW>IMcMifn;filtucll.lded. TMV>d~ Iot;;_ tub 1_1Jd II:>beb<olT-..byPlYOl'S.... ~ 

~ tax by capital inc_ g__lly, paymll t/l);ft (tmployw e..:l tmpkf;w ~e,) by ~bor (W'I\la"& end ...1I'-.mplO)'f'Mnl 

inoeomeJ. ueiM'S on pt.Ifeha_ bytndr.iduab by ItMI purchaSllr, and tlXCiHs 011 puret!zses by b!J$ir\eW; I" ptOjXIrOOn Il> total 

~on .npenditUl'tI$. FediIm! talClK .flll <MitimatcG J1119'3e ino:;omeleYeis butassumi"l1 2007 law end.\tIlllfe()<fII, fIIl:;CWt 

p!Q'Ii$ionf. that lI~e pnortbthl...d d ... BudgeC peril)(! Ind Irtldju"tlld for"'.rJtds f>( unindeud parlM'll!ltffli._ 

http:eomp!.Md
http:bulttt.up


Distribution of Federal Taxes Uncler Current Law 

(1998 Int.~,ne Levels) 

. Number Family Federal Taxes Taxes as a 
of Economic Under Current Percent of 

, Family Economic Families j Income (1) Law (2) I Income 
fncome Quintile (mlilionsl {$Sl ($8'( . 1%1 

Percent Distribution at 
Family Federal 

Economic , Taxes Uf\der I, Income ICurrent Law 
1%) (%) 

lowest (3) :21.6 205.5 12.6 .......... 6.1, 2,8 0.9 

Second 22.2 545.5 61"6 11.3 7,' JI:2 

Third 22.3 954,3 157.7 16.5 12.9 10.9 
Fourth 22.3 1,604A 3088 192 21.7 21,2 

H~ghe$ 22.3 4.123.8 909.8 22.1 55.8 02.6 

To:a! (3) 111.3 7,396.1 1,453,2 19.6 	 100.0 100,0 

Top 10% 11.1 2.915.2 661.8 22.7 39A 45,5 
Top 5% 5.6 2,105.3 488.7 23.2 285 336 
Top 1% 1.1 lO54,9 259,9 24,6 14.3 17,9 

. 
Department of the Treasu"Y February 5. 1997 


OffIce 01 1ax AnalysiS 


(1( 	 Family ECOI\O<T'Iie IIlC01YI6 (FEI) is. brOOld'-basad inc:om& concept FEr is eonstrue1ed by adding to AGI 

unreported and unde!l'ep':wted income; IRA aod Ktogh deduetlorl$: nootaxabIe tratuler paymMts sud'! 


n Social Sec\mty and AFOC; empklyer..proyided frmge beMM$; inside build-up on pen~$. IRAs, 


Keog~. and Ide ir!surall<:e; tax-exempt interest; tlnd irttpl.lt9d rent on t:I\IIMr~ hoIJ$ing. 


Capital gsim. WI! eompuIi)d on an ilccrual basis, adiusted for iI\f\ortion to ~ eldeot reliable cUta allow, 


!nfta~!)' b$s.os of lM\det:s ilre s.uI:rtnJc1ed and QIIins of bOrrowers are added. There is al$O lID 


.adjustmenl for aoce!el.ated depreciation of nOr;eo;'pOfille businesses, fEI i$. tf'lGwn on a f.ami!y m~f 


!han • tax-return ba~s the eccmomic inc:ol'r\K ot a:I members of a hlrnily uni! are IiIddt!d to arrive at 


the family'. ~cIn~ IJ'llo(!d in tOO d..tribu1ions 


i2} 	 The' WItS il'lClvded a", ihdividual and (lO(J'lOflItb inc::orTlo&, payroll' (~$ectirity and ~~1). atld exci$e$. Estate and g1f1 tiiWfS 

and customs duties .tl! e~t:IuO&d_ The hd!Vldualmoome tax is as.stSTWKf to be I.:li':I!'M by payon;. the c:orporath inecrne tax by caprtal 

inc:ome generally. payroll taxes (employer and amployett Shares) by tabof(wages and self-employment inI::utno), ~ on ~ 

by indMdualfO by the pvret;aser, and excise1:, on purcNSM by tJu:sine.s1ol in proport.iQt, to trltal oonsumption elq')i'!Ind~, Taxes due t;) 

provisions that aJq)ite prioI" to the end of the B~ perirJd (i •., before 2IXl6) ar." excluded. 

NOTE: Quintiles OOgif'lllt FEI o!: Second $16,950, Thlrcl $~2_S6:3: Fovrth SS4,75B: Higl'lMt 193.222: 

Top 10'110 $127,973, Top '5% $170,103, Top',*, $406,551, 



I Fam/tf Economic 
income CIa$$

I (000) 

O.lS 

15- 30 
30· 40 
40- 50 

50'00 
60,75 
15 - 100 

100-200 
200 8. ovef 

Toml (3) 

Departmenl of the TfeaSur( 


Office olTtb: Amilly$is. 


Distribution of Federal Tax~s Under Current Law 

(1998 Income Levefs) 

Number 
01 

Femilieto 
(mflibM} 

1a.S 
21.8 

12,1 

9,7 
1<9 
94 

10 
15,$ 

H 

11t3 

< 

Family 
Economic: 
Income {1} 

(S8\ 

156.1 
485.3 
419.1 
1136.0 
431.S 

632.1 
1,01'U:l 
2.057.6 
1.800,3 

7,396.1 

1 
Federal Taxesi 

UnO.. curro"l 
Law (2) 

(S8) 

U 
50.2 
62,2 
n.1 
18.6 

120.0 
200,6 
433.3 
423.2 

1,453.2 

I 
Taxes e& 8 , 

P"..n! 01 I 
Income 

(%) 

M 
10,3 
14,8 
16.3 
18.2 
19.0 
19.8 
2U 
23<5 

19,6 

Percent Qi$tribution .of: 
Family I Federal 

Economic : Taxes Under 
Income 

(%) 
i Current Lew 
, (%1 

2< 1 G.6 

0<" 3<5 
57 0 
5<9 5<0 
5.6 54 
85 8,3 

13.7 13.8 
27.8 29,8 
24.3 29.1 

100.0 100.0 

February 5. 1997 

(1) 	 Famd), ECOI",mic Income (FEI) is II bread·based income concept FEI is COIlslruo:ted by addmglo AGf 

unreported en::! undene,io.1ed income; IRA B"Id Keogh deductions: ncniaJ:abie tran1i/'er payment$ such 

as Social SI!CUI'lt)' anrl AFOC: ernployel-provided fl'lflge:.beoeflls: inJir;le buikkJp on pen1>ioM, 1RA$, 

Keoghs, ancl life msurance: hv:-(!~mpI: intefe$!, and imjXJ!ed ret'\t on ownef~ hfMi;ing, 

Ceptta' gains afe CQmpUed on an accrual basis. adjusted tOt" inllatioo to the bien! reliabfe ctola allO¥'<. 

Wlationary IoUes of !Onden;: ale suh(racleo.tmO gem .-,(~ ate adde(t There is also an 
adjvstrrientfot ~Ialed depr~"" of ~blJsinesses. FEI istlhowl'lQl'la family rathef 

. than a laJ<:4e~Llmba$is. The ~R:omes ofabmem.befs of a family unitafe added to arrive at 

the {emlly's economic: income ~ in !he dislnbu'loo$. 

(21 	 The tafe$ included are individual: al'ld COfTJOfIIte income. payrQI (Social Security aNI unemployment), and ellcl$es. Estate and gift taxes 

end CU'S/Qm$ dJ.hes a'8 .):eluded. The IndrvidWlI income tax it assumed to be bc:tne by payoo.. !he eot!XJl1l!\e ~ Iu by capital 

~~r!lUy. p.!yfoll!~ {e~r Mld emplcJ1:!'t' .n.Hi by l.abot (wages and MIf~mp!oymef\l income), ~ on pvfe~ 

by indMtival$ by the ftlJreNHc!. Ili"\d (l)<eiM$ QO puteh.alM$ by bl.Isiroeu in prt'lp(ll1ign \0 ttMl ooosumptiQl'l experw:j(j\Jfe$ Taxes clue 10 

pro'lisioos that expire prioex U) the' end of !he BudDe{ pet'lOd (i.e., be1'0ft' 2006) ere e~uded. 



-----

------- -----

------ -

----

, i 

. , 

" 

Prelimilla'Y As...,menl or Major Provisions or Competing T •• Package., June 20, 1997 (Scoring through 2002) 
. ... 

Senate Finance Committee 
Package 

Item Administration Package IWays and M~"';s Package 

$1,500 (phased in, initially at Modified HOPE scholarship -
SI,200).HOPE seholarship and 

Education Modified HOPE scholarship -
50% of expenses up to $3,000 . 50% ofexpenses up to $3,000; 

$10,000 (phased in) tuition (phaseout $40,000-50,000 75% of up to $2000 for: 
deduction ($34.4b) singles/S80,000-100,OOO joint) commwtity coUeges and technical 

(S22.3b); deduction for school students (phaseout 
undergraduate expenses paid $40,000-50,000 singies/$SO,OOO
through state~spon$O,'!d prepaid 100,000 joint) ($2x?) 
tuition program of up to 
$1 O,OOOtyr., $40,000 max. per 

! . 
slUdent ($0.9b) 

Allocable tax credits for K-12 None Raise small issuer arbitrage 
construction ($3.0) 

School construction 
exemption for education facilities 
($.03) 
. .... ...... 

Section 127 Pennanent extension of Section Six month extension of Section Permanent extension of Section 
127, for both graduates and 127 for undergraduates ($0.2) 127, for both graduates and 
undergraduates ($3.5) undergraduates($3.5 ) 

.. . 

Enhanced deduction for Exclude certain teacher training 
K-12 
Computer t~chnoJogy None. 

corporate comr1 bUlions to (including technology training) 
. schools ($0.2) expenses from application of2% 

floor on miscellMeous itemized 
deductions 

$2500 above-the-Iine student loan 
interest deduction. ($U) 
$2500 above-Ille-Iine student loan NoneStudent loans 

interest deduction, ($1" I),
, 
~. , 

-:,. 

; "_I 

i 



l 

None. I	Rai";\;; $10 million per year IRe~';; ~~cap:~(S32) 
Wltil it reaches $200 million 
(SO, 13) 

$150 million bond 
cap for private 

" college, and 
universities 
I---~--tl 

IRA withdr.wals 

, , 

Education saving 
incentives 

I Middle-Class Tax 
Relief 

___un 

No change in IRA rules 

Included IlS part of the Kids.ve 
proposal (Create backloaded IRA 
[or educational saving -~ limit 
contributions to L ..,,'____) 

" 

Penalty-free IRA withdrawals 
for undergraduate, post
secondary vocational. and 
graduate education expenses 

I ($O,S)~ 
Educalion investment accounts 
for children under 18 (maximum 
$5,000 annual contribution, 
S50,000 aggregate 
C()ntribulions)~ private prepaid 
tuhion plans; deduCtion for 
uodergraduate and po,t
secondary vocational expenses 
of up to $1O,OOO/yr" $40,000 
max, per student ($7,0) 

Penalty-free IRA withdrawals for 
undergraduate, post-secondary 
vocational. and graduate education 
expenses (SO,8) 

Contributions of up to $2000 (plus 
$500 child credit) per year 10 

Education IRA~.. tax~free inside 
buildup and tax-free withdrawals 
if used for higher education; allow 
private prepaid tuition plans 52000 
(plus $500 child credil) per year; 
tax-free withdrawals for prepaid 
State~sponsored programs. 

Refundable Kidsave e;~;;~~r-~5;;0 ($400 in 1998) child credit, 5500 ($250 in I 9970nly for 
13 ($77,8), stacked before the non-refundable, under 17 children under 13) child credit, for 
EITC (S71.l), slUcked afterthe EITe, children under 17 (18 after 2002); 

50% offset with dependent care mandatory Kidsave for children 
credit· age 13 and above; stacked after 

half of the EITC ($) 

...Ju. 

'. t Chairman Archer announced this week that he would drop the depend\!J11 care oiTset before consideration of the bill on the 
House floor. 

•
! 



,
• 

. ' 

- - - -------  - - --  --------- 

None Index dependent care tax credit None 
expense limit, $75,OOO-SI00,OOO 
AGI phaseout ($0.1) 

.. ...... ·1 
AlterDative Minor reform of individual AMT, Increase individual AMT Increase individual AMT 
Minimum Tax phased in starting 2003 exemption amount by SI,OOO exemption amount by $600 (joint) 

every other year from 1999 for 2001-2002; $950 (joint) every 
through 2007, index thereafter year thereafter ($.35)' 
($1.2) 

Corporate AMT (Exemption from AMT for small Exemption from AMT for small None 
corporations ..~ included as pan of corporations ($0.6) 
Administration Simplification 
Proposal) 
--------  - ---------- 

None Prospective repeal of AMT None 
depreciation ($1 1.8) 

... 

Capital Gain •. No broad-based proposal Separate 2011 0 rate schedule, Separate 20110 mle schedule, 24% 
Provisions: 26% maximum rate on m"aximu.rn rate on depreciation 

depreciation rceap~ure~ indexing recapture~-00 indexing...or 
starting ill.2001 (raises $2.7); COlJlOlaIe capjtaJ.gains. ($.98) 
phase down of top corporate 
capital gains rate (0 30% for . 
assets held at least 8 years . 

. . . .. - - - ------  - 

Home Provision PresidenC s Home Sales Provision Presidenl 's Home Sales President's Home Sales Provision 
($104) Provision (included above) ($1.4) 

- - - -------- 

Small Business Variant of Bwnpcrs-Matsui None Slightly expanded version of 
Provisions targeted small business relief Administration's proposal ($0.7) 

($0.4) ,• 
, 




---------- -----

---- - - - --------

----- - - - ---------

---- - - - -------- - - -

---- - - - -------- --

-- - - ------- - --

-----

----------

- - ------- - --

- - - -------- - - -

- - - -------- -- - - - -------- - - - -----

-- -----

IRA. l~ne 

:as< availability of homeHom. Ollie. Increase 

officee deduction ($0.6) 


Est_teT.. Dasch :e qualified f.unily owned 
busin ss estate laX relief ($2.3) 

Urban Initiatives Distre 'sed areas and welfare·lO
work $2.9) 

Otber PresideDti.1 IEqui table tolling, Puerto Rico, 
IDitiatives fSC software, and DC ($1.3) 

Ext••d.... I R&E contributions of appreciated 
stock to private foundations, 
wor,: and orphan drug ccedi I 
($2.2 

. 
• 

-

Create baekloaded American 
Dream IRA's, penalJ.y fu:J: 
rnllilv= from IRA (which raises 
money), special purpose 
withdrawais for first time home 
purchase (S.03) 

Home office proviSion ($1.1) 

Increase W'lified credit to $ i.O 
million by 2007 ($7.5) 

Modified welfare-to-work 
provision ($0. I); no brownfields 
orEZJECs. 

Modified D.C. package ($0.3); 
no equitable lolling, FSC 
software, or Puerto Rjco 

1~1/2 year extension of R&E, 
and contributions of appreciated 
stock to private foundations; one 
year eKlension of modified. two~ 
tier WOTe; and permanent 
extension of orphan drug credit 
($4.1). 

Expand income phaseouls for 
deductible IRAs; expand 
availability of spousallRAs; 
create backloadcd IRA p~us 
accounts; special purpose 
withdrawals for first time home 
purchases ($3.3) 

None 

increase unified credit to $1.0 
million by 2006 ($'1"). Modified 
Dasch!e proposal with $1 million 
exemption for qu.a1ified businesses 
($3.1). Up to $! million exclusion 
for conservation easements ($0.2) 

Restricted brownfield, ($.25); no 
welfare-to-work or EZJECs. 

Modified D.C. package ($??); FSC 
software ($??); no equillible 
toHing or Puerto rueo 

Two·and~a~half year extension of 
R&E and contribulions of 
appreciated stock to private 
fOWldaljons; modified lwo~tier 
WOTe and pennanent extension 
oforphan drug ceed!! ($??) 

.. 
,., 


'.
;' 
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"Helping Working Families Win" 

1. Protecting Paycbecks. 

.. Taxrs: 

Ensure IlllUlIts benefit v.'OrkiDg families: 
• Distribution test on Tax BiU (i.e. bulk of tax cuts on fully phased-in basis should go to 

!llxpayer.; making less than $80,000). 
- Insist SIOO billion of the Tax Bill over 5 years will be allocated to the education and child 

credits. 
- Release Treasury distributional Bllalysis of tax proposals. 
- Request CBO distributional analysis of Roth and Archer Tax proposals. 
- Highlight CRS report that disputes ITC methodology for assessing winners and losers 

from Capital Gains cuts. 

- Make Child Credit refundable. 
- Highlight any Republican deviation from informal Bedget Deal agreements on EITC, 

education credits total, etc, 

- Add safeguard to Tax Bill that will automatically reduce tax cuts in case of out years 
explosion. Insist the gimmicks that balloon in out year,; be droppt,d (i.e. capital gains 
indexing, phased-in estate tax cuts, hackloaded IRAs). 

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

Close £QIllQrate tax loophQ)e.s and use as offsets for agenda priorities above. Citizens for Tax 
Justice has identified $69 billion in corpo..te tax breaks, $23 billion go to specific industries like 
oit &. gas, insurance, timber and minerals~ or benefit companies: um! ufJCfdle aru·J:ld. Or allow for 
entertainment and meal deductions. [need more specifics] ..... 

Force ~dbeat oil companies 10 pay the $440 mimon in royalties they owe the federal 
govcnuncnt (Boxer) 

Democratic tax simpiifiglion a.lternative to GOP proposat. 

lRA Pi\yrolJ deduction for \l.'Orkers whose employers do not provide pension benefits. 
(DaschlcIKcnnedylBingaman) 

Make bealth booefil. for self-emplQ)'ed tax deductible. 

Expand IlllI deductions for home offices. 



'. 

• JobIWage Security: 

Profitable companies tJ13t use mass downsizing schemes must pay 6 months severance or training 
before tbey may P?Y dividends Or executive raises or bonuses, (Reich) 

Penalties for co~panies where executive compensation exceeds 50 times the average employee 
salary, (Bingaman) 

Companies that receive federal subsidies or contracts must keep a majority of 'WP!QVeeS in tile 
u.s, not OyCrseas. (Reich) or Eliminate tax break that encourages companies to move jobs 
OYClliW, (Dorgan) 

Stronger and better enf=ment of the E<jUal PlI)' Act, (DaSchle) 

Impose liability on companies and retailers that sub-<:OIltract to. or Imowingly buy from sweat
~, (Kennedy); Ban imports made with child Job2r; (1) Develop labeling to reward products 
made without child ru: exploited laOOr, (Harkin) 

• Workplaces Ihal work/or workers: 

Make £hili~ mOre accessible by providing tax incentives to employers to create on-site day 

care centers, or help subsidize employees' off-site arnngements. (Dodd) (Koh1lHateh) 


Allow unpaid leave for scbool or medjcal i!.Ppointments. (Murray) 


Extend Family and Medical Leave Act to cover small fIrms with less than 25 employees, (Dodd) 


Ekx tim, to give employees more control of!hr:ir work" l>chcdul¢:. Preserve the 40 

hour work week. (BaucusIKerrey) 


• Consumer Protection 

Lower the (;OS! ofbasic fimmciaJ sexyjces by protecting consumers from excessive automated 
teller.. on-line or telephone banking charges. No bank fees for tllOse who carry no balance on 
credit cards. 

Authorize FCC reregulation of cabi~ rates in markets where no competition has taken hold. 
Moratorium on cable TV rote increases. (Wyden) 

Protect consumers from computer jWJk-e-maii. (CT Atty General); Prevent or limit trading 
of credit information over tJie Internet; Protect Internet privacy ror children (FTC); Child·snfe 
labelling ofintemet sites (Murray); Develop V -chip type technology to block all non·child-snfe 
Internet sites. 



.

Insurance ",fonn to eliminate Life!ime Limils. (Rockefeller) 

Improve service and standards of managed care insurance by with incentives and ruJe changes to 
help health care professionals become managers of managed care plans; Set minimum standards 
of quality care to he observed by all managed care plans (Kennedy); Establish standards and 
procedures to give policy~holders consumer information about manam care plans. 

Aviation sa~ issues (7) 

2. Empowering Parents - Protecting Children. 

Rcpalr =llliue scbools by re<lucing the costs of financing school construction for local 
authorities. Like the popular COPs program, local authorities would retain coDtroL (Mosley· 
Braun) 

Extend health em coverall< to all uninsured children (paid for with tax on cigareues]. 
-.--~--

(Kennedy) 

Fund H""dSUW 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 S!<DQQlluo,b and breakfast program/child nutrition .. 


Provide grants to local eommunities to improve the quality of.child care programs [set quality or 

licensing stmdards). (Dodd) 

Improve ~:lmQ1Qg:llnlining for teachers (Murray)~ Increase school access to communications 
ot:twi)rl:"",:;,,;u'dwnrc and software (RockefellerlBingamanlMurray) 


Protect Jntemet privacy for children (FfC); Child-safe labelling oflntcrnet sites (Murray); 

Develop V-chip type technology to block all non-child-safe Jnternet sites. 


Guarnntee community E,jghHo'!mQW about tQXj~~posure•. (BaueuslBoxcr) 

Child safeu: .IQ~ks Qn gun,. (Kohl) 

• Stifer Streets . 

Gun standards to combat jjjun}c, guns" would extend the same safety and quality standards 

currently used for import. (Doxer) 


Child iWl:lY. IQcks on guos. (Kohl) 




Provide incentives to Ioca1 communities to create After school Safe Havens, 

Provide assistance for local communities 10 !ceq) schools Q)leD until 5pm with oplional programs 
for kids with parents who work - also eases child care problems. Gives kids an allemative 10 the 
street and gives working parents peace-of-mind 10 know their children are in 8 safe. supervised 
environment (Boxer) 

Juvenile anti-gang initiative; Juvenile sentencing option for non~violent offenders; Expanded 
drug ccurts and drug treatment. (DascWe) 

• Cleaner Communities. 

Make ""Holm pay for clean-up. [need specifics) 

Protect kids from toxic poisons by cleaning up all SuperFund sites within 4 miles ofany child's 
home are cleaned up by 2005. Today 10 million children live within 4 miles of a major l!lli.i.i:c 
~sile. 

Guarantee community E.igh!-!Q-know about toxic exposures. (BaucusIBoxer) 

3. Making Retirement More Secure. 

Extend Social Security solvency by increasing rate of return on investments and instituting other 

reforms. [n"ed beller description] 


Protecl pensions from being used 10 prop up company stock - Color Tile, (Boxer) 


Provide WQmen who stay afhome or work part-time with access to pension benefits. (Mosley

Braun) 

lRA payron deduction for workers whose employers do not provide pension benefits, 

(DaseWelKeneedylBingaman) 


Make iWlsil.ns portable, (Bingaman) 


Protections against spousal impoverishment for long~telm care. 


Crackdown on Phanna.cuetical price gouging on drugs. (pryor) PrescriptioD dmg CQverage for 

Medicare beneficiaries, (Rep Engel) 


Health insurance cQveragUQr ClldY reI;",., abruptly mopped by insurers, (DaseWe) 


http:iWlsil.ns
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Incentives for stales that lower legal blood alcobolleye!s. 

Increase allies burden sharing of defense costs. 



Kemp Commission Report 

o 	 The KelllP Commission has clearly read the polls. Instead of coming up with a cleat 
statement of principle, they have produced instead a trojan borse in which to hide a flat tax 
proposal that will sock the middle class. 

o 	 The Commission is vague o!l specifics, but its main policy prescription is adoption of a flat 
tax. Since they don't have any sptX:ifics in the report, we can only draw on the one proposal 
for a flat tax with enough detail to analyze - the Anney flat tax proposal. 

o 	 The Republican flat w; is the wrong way to go. It is not fair. It would raise income taxes 
on low and middle income Americans in order to pay for lowering taxes on the wealthy. 

o 	 In many ways, it is merely an exten.'iion of Republican budget proposals to raise taxes on 
working families in order to pay for a tax ~ut for the wealthy, In the Republican budget. they 
propose creating new special interest loopholes, let billionaire expatriates escape U.S. 
taxation, and skew their tax cuts so that nearly half the benefit goes to the top 12 percent, 
those. earning more than $100,000 a year, By wntrast. the President's plan dosed corporate 
loopholes by over $46 billion and provided a tax cut focused on the middle class. 

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

o 	 The Republican flat tax would raise income taxes on the wages of those who must work: to 
earn their living, but would exempt interest, diVidends, and capital gains income. 

(; 	 The RepubHcan flat tax would end deductions and ~emptions for middle income Americans 
while creating new loopholes for the wealthy and for corporations. 

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

- Under the Republican flat tax. borne owners would lose their mortgage interest payment 
deductions, ~ut oorporations would be able to deduct oost& of buildings immediately. even if 
the buildings have a life of 40 years. Home owners would be doubly hit. because according 
to some studies, real estate values would decHne under their flat tax. 

o 	 RqiuNicans always talk about the importance of stale and local governance, alUI about the 
need for charity to replace welfare, bot the Republican flat tax would also end deductions for 
state and local income and property taxes and for charltable contributions. 

o 	 Uk~~ their earlier budget proposals, the Republican flat tax would exacerbate the already 
growing income inequality in the United States, 

- Families in the bottom 60 percent of the income dlstribution have experienced a decline in 
real inoome between 1979 and 199]. The lowest fiftll saw their real income fall by almost 15 
pen:.eDt while the highest fifth enjoyed an 18A percent gain, The top I percen.t saw real 
inoomes nearly double over this period. 

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



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

o 	 Some examples: 

- A married couple with twu children earning twice the minimum wage wouJd face a tax hike 
of SZ,442. . 

- A married couple with t\vo children earning $50,000 in wages and with empioyer-provided 
health insurance would face a tax hike of $1,604. 

- A married couple with 1\110 children and two earners, each earning $50,000 in wages, and 
with employer-provided health insurance and investment income would face a. tax increase of 
$2,683. 

- By contrast, a nwried couple with two children and one earner with $212,100 of AGI, 
etnployer-provided bealth insurance, and Investment income would get a tax cut of $10.943. 

o 	 Claims that the Republican flat tax would promote growth and increase savings are also 
misuuided. First. there is 00 simple correlation between growth and taxation. The most 
rapid period of growth in the United States occurred prior to 1973, when top marginal tax 
rate:. were highest. Second, in the 19SOs. taxes: on savings were cut~ but savings fell too. 
Thlrd, today, equipment investment as a share of GDP is the highest it has been since records 
began to be kept almost 70 years ago. 

By contrast. the Administration haS already made a major contribution to tax fairness and 
defkit reduction with the passage of the 1993 Act. Republicans leaders predicted that the Act 
would send 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 tow~inflationj investmeflt~Ied recovery 
since John F. KennOO.y. while cutting income taxes for low and moderate income working 
Americans through expansion of the earned income tax credit. Now the RepubUcans want to 
repeal not onJy the Clinton e~pansion of the EITC, but abo raj! bact the tax credit expansions 
of Ronald Reagan, George Bush and their predecessofll. 

o 	 We share the view that the current tax system is overly complex. We support reform that 
will make the tal: system fairer, will belp promote economic growth, and wlll simplify the tax 
system, A main tenet of tax fairness is that income taxes should not be increased on iow and 
middle income Americans while they are being decreased for the wealthy, 

If issue of double corporate taxation is raised: 

o 	 At • time when corporale tax rates have fallen from by about one-third from the 1970. as a 
ratio to real profits, from about 50 pe""",t to 35 percent today - reduciag the burden on 
corporate profits is not the highest priority. and the question of woo pays for these lower 
colllOrate taxes: is inevitably answered: middle income Americans. 

If IRS is critici.zod: 

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



and there is a national commission currently stUdying this problem. What will really make 
taxpayers upsei. however, is if the Republican flat tax passes and their income taxes go up 
while those of the wealthiest taxpayers decline • . . 

If issue of supennajorit)' for taxation is raised: 

o 	 We do oot need to tinker with 200 years of constitutional process in order to ensure tax 
fairness. We JUS! 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, 



SUMMARY 

On July 19, 1995, Representative Armey and Senator Shelby tntrodueed a new flat taX 
proposal as H.R. 2060 and S. 1050, "The Freedom and Fairness Restoration Act." The 
Anney-SlIelby proposal would replace ihe current individual and corporate income taXes and 
the estate and gift taXes with a flat-rate consumption taX that includes three major elements: 
(I) a flat 17 percent rate on wage and pension distributions, (2) a flat 17 percent rate cash 
flow tax On businesses (with a deduction for wages, but without a deduction for non-pension 
fringe benefits), and (3) a standard deduction for all filers ($10,700 for .,ingle filers, $21,400 
for joint filers, and $14,000 for head-{)f-household filers), and an additional standard 
deduction for each dependent ($5,000). 

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 proposal would reduce taX liabilities by approximately $138.3 billion per year 
at 1996 income leve]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 Dillion of depreciation deductions on existing assets in the first year alone. 

• 	 To make the proposal revenue-neutral, the reduction irr taX liabilities ($138.3 billion) 
could be offset either by increasing the flat rate to 20.8 percent, lowering the standard 
deduction by over hatf (to $5,100 for single filers, $10,200 for joint filers, $6,700 for 
head··of-household filers, and $2,400 for each dependent), or some combination of 
both. 

. • A reyenue-neutral Armey-Shelby proposal would reduce taxes for the group of 
families with income of $200.000 or more and increase taxes for the group of famHles 
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 irrcome 
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. 

• 	 The analysis also illustrates the impact of the Armey-SheJby proposal on typical 
families by six examples which show the effect of the taxes collected at the business 
level and the taX paid directly by f.mllies. While a single person earning the 
minimum wage would have a small tax cut under the Armey-Shelby proposal, couples 
with two children and earnings of twice the minimum wage for one earner, couples 
with earnings of $50,000 for one earner, and couples with earnings of $100,000 
divided equally between two earners would have significant tax increases. High 

I 



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

The total tax burden for a single worker earning $8,840 per year would 
decrease $152 because the proposal provides higher standard deductions than 
current law, 
I 

The total tax burden for a married couple earning $17,680 with two children 
would increase by $2,442, primarily beeause the proposal would repeal the 
earned income tax credit. 

The Io!al tax burden for a married couple with $50,000 of wages, two 
children, and employer-provided health insurance would increase by $1,604, 
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 either 
lower wages, reduced health insurance benefits, or substitution of taxable 
wages for formerly tax-exempt health benefits. 

The total tax burden for a two-eamer married couple with two children, 
5100,000 of total wages (S50,000 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" 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 beeause the Armey
Shelby proposal would exempt investment income 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 S12, 100 of investment 
income would deerease $3,469, even after taking into aceount the proposal's 
tax on the employers' contributions to health insurance and FICA, A one
earner couple with the same total income, but a larger share of investment 
income ($159,100 in wages and 553,000 of investment income) would have a 
tax reduction of 510,943 for the same reasons. 

Office of Tax Analysis 

Ianuary 4, 1996 
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AN ANALYSIS OF THE NEW AR.'I1EY·SHELBY FLAT TAX PROPOSAL 


In October of 1994, the Department of Treasury's Office of Tax Analysis prepared an 
analysis of Representative Armey's original projX)sa1 to replace the individual and corporate 
income tnxes with a two-part flat-rate consumption tax (H. R. 4585. which he introduced on 
June 16, 1994). Initially, that analysis was necessarily quite tentative, because 
Representative Armey had specified rew 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, 1995, in a letter responding to a 
request by Senator James Exon for the analysis. 

On July 19, 1995, Representative Armey and Senator Shelby introduced a new, 
somewhat more fully specified, fiat tax proposal as H.R. 2060 and S. 1050, "The Freedom 
and Fairness Restoration Act. II 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: 

L 	 a Hat 17 percent rate on wages and pension distributions, 

2. 	 a flat 17 percent rate cash flow tax on businesses (without a 

deduction for non-pension fringe benefits), and 


3. 	 a standard deduction for all filers ($10,700 for single filers, 

S21,400 for joint filers and $14,000 for head·of·household 

filers), and an additional standard deduction for each dependent 

($5,000). 


This paper presents Treasury's analysis of this new f1a1 tax proposal. As was true of 
the original 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. 

Re"enUf Estimates 

No attempt is made in this analysis to estimate the tax-induced behavioral resJX)nse5 
of either individuals or corporations. Following the standard revenue estimating conventions 
used by both the Office of Tax Analysis and the Joint Committee on Taxation, the 
macroeconomic aggregates, such as the level of compensation, prices t employment t and 
gross domestic product, have been assumed to be unchanged by the proposal. In addition, 
we assume no shifts in other forms of behavior. such as portfolio allocations, the allocation 
of inveslment, or reaHzations of capital gains. Because the pro~ taxes all forms of 
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income of non~financiaJ businesses at the same rate and exempts realized capital gains, 
interest. and dividends, such behavioral shifts would, for the most part. not affect revenue. l 

Estimates are for a single year, using the fully-phased in rate ([7 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, 
depredation on pre~1996 investment, and stocks of net operating losses from current law 
would likely be subject to transitional rules that could affect revenue by tens of billions of 
dollars of laX liability during the transitional phase. 

The revenue estimates are presented in Table I. The 17 percent flat tax, under the 
assumptions described above, would increase laX 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 lax on taxMexempt entities. $91.2 billion from the tax on noncorporate businesses. 
and $172.2 billion from the tax on corporations. Repealing Ihe current corporate and 
individual income taxes (including the earned income tax credit (ErrC)) and the estate and 
gift taxes would reduce laX 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 propcsal would therefore lose aboul $138.3 billion 
per year at 1996 income levels. 

Revenue Neutral 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 meellhe goal of revenue-neutrality 
at the proposed tax rale and standard deduction amounts, To make the proposal revenue
neutral, the $138.3 billion reduction in tax Hahilities could be offset by either increasing the 
flat rate or by lowering the standard deduction (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 $5,100 for single filers, $10,200 for joinl filers, $6,700 for head-of-household filers, and 
an additional standard deduction of $2,400 for each dependent. 

Distributional estimates 

The three major elements of the proposed flat tax are dislribuled separately 10 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 to recipients of 

'There may be beb.t'o'ioral adjustments. however, that reduce revenue. for utunple, busi.nesses would have 
an incenli"e to provide casb wag¢$ instead of fringe benefit'! to low-wage workers because the (ormer. but not 
the laUer, would be o(fsel by Ibe standard deduction, 
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wages and pensions in ex.cess of their specified standard deduction.· Second. the tax on 
employer-provided fringe benefits (except pension contributions) is assumed to be borne by 
employres and is distributed in proportion to their receipt of these benefits. Third, the tax 
attributable to the elimination of deductibility of the employer portion of the payroll taxes is 
assumed to be borne by workers in prop<Jrtion (0 the applicable wage base. Fourth, the 
remaining part of the. flat tax on businesses is assumed to be borne in proportion to capital 
income generall y. 

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 
distributional estimates presented here. it is assumed that the proJXlsal is made revenue 
neutral 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 
proposal). 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 (Le., make up a much larger share of 
the incomes of lower~income families). this financing assumption would make the proposal 
more regressive. 

The distributional effect of a 20.8 percent flat tax with Armey-Shelby's proposed 
standard deductions appears in Tables 2 and 3. The total 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 tv.es and the income tax on 
fiduciaries is omitted, Table 2 shows that the aggregate after-tax income for the group of 
families with incomes below S200 j OOO would be lower under the proposal (i.e" a net tax 
increase), while the aggregate after-tax income for the group of families with incomes of 
$200,000 or more would be higher under the proposal (a net tax cut). Expressed as a 
percentage of after-tax income under current law, the proJ,Xlsal would cause a reduction in 
aggregate after-tax income of between 1.4 percent and 6. S 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 5.0 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 to 
48 percent of their proposed values appears in Tables 4 and 5. Under this proposal, families 
with incomes of $200.000 or more would receive a tax reduction of almost $117.3 billion. 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 to 86.3 percent. . 
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Exampl,,,, 

The impact of the Armey-Shelby proposal on typical families is illustrated by six 
example~. 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)1 couples with two children and earnings of twice the minimum wage 
for one earner (example 2). earnings of $50 t OOO for one earner (example 3), or earnings of 
$100,000 divided equally between two earners (example 4) would all have significant lax 
increases. High income families (such as those depicted in examples 5 and 6), in contrnst. 
would ha,ve significant tax cuts. 

Department of the Treasury < 

Office of Tax Analysis 
December 20, 1995 



Changes in Ihe Anney Flat Tax Proposal 

On July 19, 1995, Representative Armey and Senator Shelby introducod H.R. 2060IS. 1050, 
"The Freedom and Fairness Restoration Act." Like Representative Armey's original flat tax 
legislation (RR. 4585, introduced June 16, 1994), the new bill proposes to replace the 
individual and corporate income taxes with a two-part flat~rate consumption laX, but it differs 
from the original bill in several respects. 

Individual-Level Tax 

• 	 The basic standard deductions under H.R. 2060IS. 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, S14,000 for a head of household, and $10,700 for a single 
filer or for married individuals filing separately. The standard deduction for a dependent 
remains $5~OOO. These amounts would be indexed for inflation. 

• 	 TIle new bill repeals the Earned Income Tax Credit (EITC), whereas H.R. 4585 was 
unclear on whether the EITe was retained. 

• 	 Under the new hill, taxable income for a parent includes the taXahle income of dependent 
children under the age of 14, 

• 	 H R. 4585 defined "taxable earned income" for individuals with reference to current-law 
Internal Revenue Code section 91l(d)(2), which specifies that earned Income cannot 
include more than 30 percent of a business owner's share of the net profit from a trade 
or business. The new bill contains no reference to section 911(d)(2). 

• 	 TIle new bill repeals the individual alternative minimum tax (AMT). whereas H.R. 4585 
WitS unclear on whether the AMT was retained. 

• 	 Whereas H.R. 4585 repealed income tax withholding, H.R. 2060/S. 1050 does not. 

• 	 The income tax on fiduciaries (trusts and estates) appears to be repealed under the new 
bill, but was not explicitly repealed under H,R, 4585. 

Business-Level Tax 
, 

• 	 A, under H.R. 4585, the cost of noncash compensation (other than qualified pension 
contributions) is not deductible to businesses, and is thus taxed al {he employer level. 
In addition, under the new bill ex.empt organizations and governments will be Hable for 
an excise tax equal to 17 percent (20 percent through 1997) of the value of noncash 
compensation provided to their employees. 

• 	 H.R. 2060IS. 1050 specifies that the value of financial intermediation serviees will be 
included In a business' taxable income, but detailed rules are not provided. 



·2· 


• The new bill repeals the corporate AMT, whereas H.R. 4585 was unclear on whether 
the AMT was retained. 

Estate and Gift Taxes 

• The new bill repeals the eslale and gift taxes. whereas H.R. 4585 did not 

Department of the Treasury 
Offiee of Tax Analysis 
December 20, 1995 



Table 1 
Revenue Estimates of Armey-Shelby Flat Tax Proposal 

1996 level; Slatic; Fully Phased-in 
(SSiIIlcns) 

Current law Proposal 

335.8 
Q.Q 

335.8 
0.0 

16.3 
~2 

443.3 

172.2 

Change 

-273.1 
-29.2 

-243.9 
-7.0 
16.3 
~ 

-143.4 

22.5 

Individual Income Tax 11 
Taxes collected from individuals 

Liability before Earned Income Tax Credit 
Less: Earned Income Tax Credit 

Liability after Earned Income Tax Credit 
Taxes collected from fiduciaries . 
Taxes collected from tax-exempt entities 
Taxes collected from non-corporate businesses 

Total, Individual Income Tax 

Corporate Income Tax 21 

608.9 
292 

579.7 
7.0 
0.0 
Q.Q 

586.7 

149.7 

Estate and Gift Tax 

Grand Total 

Revenue Neutral Flat Tax Rate 

17.4 

753.8 

0.0 

615.5 

20.8% 

-17.4 

-138.3 

Department of Treasury Date: 12/20/95 
Office of Tax Analysis 

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

21 For current law, it includes only the tax liability of C corporations, and for proposal, 
it includes the tax liability of all corporations (including 5 corporations). 



Table 2 


8rmey...:..S.!J~.'-Qy_Pr.oRQ~H!I-,"~.. ith. a ~~y.enue.:Neutr.al TaxJ~ate 


Replace Current Individual and Corporate Income Taxes (Including the EITC) 
and Estate and Gift Taxes with a Revenue-NeutraI20.B% Flat Rate Tax (1) 

(1~.5 Income Levels)--_._--- ---_. --+_._-. 
.. _._- .. . C_ha~ge!n Alter.Ta~ Incom~ U.nder p'opo.sal (":) Percenlage 

After. Ta~ (3) 208% Tax on 208% Talon 20.8% Tax on Change 

Family Economic Income Under Repeal Wages Over F(lnges and Business TOlal Percentage· In Total 

Income Class (2) Currenl Law Income Ta. Siand. Oed. (51 Payroll Tax (6) Cash Flow Change (7) Ch~nge Fede'al Taxes , 
~__(OOO)__ J~.~). (561 (58) (56) (581 (58). ("!o) (~1. 

0-10 65.2 -, 5 ·09 _1 ,3 03 -4.0 ·G.2 70.7 

10 - 20 221.9 ·3.5 .4.6 -4.2 ·28 .151 -68 '0< 

20 - 30 3256 '" .13.1 ·8.1 ·5.7 .159 .4.9 31,7 

30 - 50 738.5 54.1 .47.8 -20.9 .16.5 ·21.0 ·2.8 13.4 

50·75 902.8 1040 ·797 ·250 ·211 _21.7 ·2.4 9,7 

75·100 7350 97.G ·807 .19.8 ·174 ·20 3 ·2.8 10' 
100·200 1.077.0 1309 ·\398 ·22.4 ·338 _151 ·1.4 50 
200 & o\·er 1.0190 2757 -1126 ·59 ·681 89.1 8.7 ·281 

Tolal (8) 5.054.7 729 ": .4803 .1077 ·1658 ·2":.4 ·0.5 1,9 

---_.. _..__ . 
Department ollhe T,easury I Ollice 01 Tax Analysis 	 December 20. 1995 

(1) 	 Thi, t~bl. dis\fibules Ih. estlmaled ch~nge In afler-ta. ,ncome due 10 Ihe D'Opos~1 w,lh a ,evenue·neutral ,ale 01 20 a pe,cenl (nppro.imalely). 

(2) 	 Family Economic Incomo (FEll is ~ broad-bas~d Income concept. FEliS conslrucled by addinilio AGI unreperted and underreported inceme: IRA 

and Keogh dccluctlens: nonm.able lransle' paymenlS. such as Social Secu"ty and AFDC: emplo~e,·provided I"nge bane1iI~: rns;de bUlld.up on 

pensions. IRAs. Kooghs. and 1,1" Insurance: la,·e.empl inler"sl: 3nd ,mpul"d rent on ow"e,·occupi~d housing Capllal gains D,e compuled on 

an accrual baSiS. adlu~ted 'er intlallon 10 Iha e.lenl ,ell~ble d~l~ ~lIew. Inn"l,on.11)1 lo~sns 01 Innd"r~ arc slIblracled "nd 01 borrower. Jro ~ddod. 

The,e IS DI~;o ~n ~dJuslm<·nl 101 ~ccel"'~I"d deoreci,,"on 01 non.;orpor,,'o bLJ~lno'~Q" FEI IS shown on 3 ,,,rn,ly. r~lh~' II'Jn on" In, ,elu'n b3,is. Thn 

e~onomic in~o-nll~ 01 all mombers 01 a I"mlly unll a'" added 10 "'"vc DI IhQ bm,ly·. cconomic Incom" used in Ihe d,~"'bul,ons 

(J) 	 The [".es included lire individuIII and ~o'po'Dle rncom~. D"yroll 150ClJI S('cUlIIV ~nd unl'",ployn,cnll ~nd e,cise' Estale Dnd gin la_es and cusloms 

dulles ",e axcludod. The indwidual ,nCOme la, LS Juume~ 10 b~ be'ne D~ D"yol~. Ihc Co'por~le Income I~' b~ C~PII~I ,ncome genc'~lIy. p~y'olll~.e$ 

{employe, ~nd employee 1h~re~1 by I~bo' (wagu ~nd scll·employmenllncom~1. e'cise~ on pUlCh"5es by rnd'vidual~ b~ Ihe purch"se'. ~nd e,~i.es 

on pu'~hne, by bu.inen in ploportron 10 101~1 consumpiion ".pcndLlu'e~ TJ'e, due 10 D,ovrsronslhal e.pi,c rn Ihe Budgel pe"od ~,e excludod. 

(oI) 	 The ~h;lnga in Fade,~lla.n i,; estrm~~ed al 1996 ;ncome level, bul "num,ng 'ull~ ph;lslld in low ond 51"uc b"hav,o,. Thll,"crdence auumplron~ '0' 

~h. ,ap.. olad in~om .. I,..os is Iho s~m .. ~5 '0' Ih .. ~ur'enll~w la.as I~ee lOOlnOI .. 31. Tho Iialla. on v/ages (plu~ pe"s;o" b"nelrl~ 'oc"'vod) IS ~ssum"d 

10 be born .. by wDgeS plus pension benefLls ,ece;vp.d ,n hcess 01 Ihe ~I~"d;l,d deducloon Th .. n311~. on Ihc l~bOl componon, 01 sell.employmonl 

rncema is usumed 10 bo borne by Ihal 'ncome Til" 'bl ;lnd ".c,~" I~."~ on c'mplo·,,,r·p,ov,dcd ',ongo b"n~',b '''.COPI p"n~ron conl"bUI,on'l and 

Ihe flDII~' on p~y'olll~'CS ~re ~s~um"d 10 be bo"''' by cmplo~e~~ ,n p'oo""'"'' 10 bancfll~ 0' I~.e~ TI'e IllII~' on bUS,ne5$ CD$h !Iow Iwh,ch e.cludcS 

Ih~ labo' com~onenl 01 .~II·cmploym"nl rneon,cr IS as~un1"d 10 oe borne b~ CJP'I)1 ,~eeme gencr;llly 

(5) 	 TIl~ ~tand~'d d~duelion is S2t.dOO Ilo;nll or S 10. 700 (~'nQ'nl pl,,~ ~5 000 10' e.,c.h o~pcnrjenl Tho Ibl I~. on rno bDO' CO"'pon~nl 01 salt·employment 

InCOma is includ"d In Ihls column. 

(6) 	 Th" propo~,,' would dis~lIow ~ deduCHon lor empleyer.provided I"nge ben~II" le>ccpl pcn"on conl"ll\OUon~1 mJl.lng IhQ,,,, b,)ncl,l< IP"ma,,'y 

cmployel'Pl0vided heallh Insur~ncel sublecllo Ihe 20 8 p~rcenilialln •. J"d would Ir"PO~C ~n oqulval"nl ~'CI~~ la. on such b"nd,IS prov'tled by 

governmenlS ~nd nonpro'" o'g~nll~llons The emplo~c, pOlhon 01 p,,~,ollla'n would II;"('''''''~'' be nen<ledUCIiOle 

(71 	 The p'oPoi~l. in 101~1. Ii sho.. m here 10 reduce ~~cr'I~' Incom~ I'ncre~>c I~'CS) bne~ll5c the dlsuobulrons e.elude Inc "rlCCI ollhe O''''ey prpPO~JI to 

'epcallhc UI<LIC ~nd gin I~."~ ~nd Ihe onCon1" tJ' on r,d"c'JIL<'~ I.ce lOOlnOle 13'11 
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Tahle 3 

8rl]1ey:Sh.~tby Propo_sal with a Revenue-Neutral Tax 8~te 


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) 


---_.__ . -_._ .._--,. .E~?Ir:'~o~~ L.!!ve~~) 

---,._.- .. ._._. ch~!.~g~2~.~.t:.!!r:!a.~ lr:;.e!,~.e.l;I~n~.~r PrOpos~1 {<II Percent1!oge 

After.Ta~ (J) 20 8'~ Tax on 20 8",(, Ta>: on 20 8",(, Ta~ on Change 

Income Under Repeal Wages Over Fr;nges and Business Tal,.;; Percenlage In TOlal 

FamIly EconOln;c Currenl Law Income Tax Siand, Oed. (5)Payroll h.~ (6) Cash Flow Ch1!onge (7) Change Federal Taxes 

Income Ou;nIoIE~ (?L_ .... (~~L (~B.) . (~81 ($81 (~8) (~.~)- .... J"!o) ___ ,. . __ .(~)__... 
Lowest (8) 171,1 -<1.5 ·25 ·31 .1,5 .11.5 ·6.7 809 

Second 4Jl 0 99 ·156 .10 J .7.1 ·2J 1 ·5.4 J7.7 

Third 697,9 596 .d4,5 ·HJ i ·156 ·20,1 ·2.9 lJ,7 

Four1l1 1.091.9 1266 ·97,6 ·JO 2 ·255 ·26,7 ·2.4 98 
Highe~;t 2,69J,1 5J6,7 .J190 .44 J .116,1 57,J 2.1 .7.4 

Total (8) 5,054.7 7294 .480 J ·107.7 ·165 8 ·24,d ·0,5 " 
Top 10% 1,899,8 427.7 ·228,5 .2J 4 ·97.1 78,9 '.2 .140 

Top 5% I.J71,5 Jd 1.2 .159,2 .117 ·81.9 88 , 6.0 ·21,J 

__ Top ~~. 68J 5 202,7 ·138 i ·2,4 ·515 80.' 11.7 ·J6,1._-_.. _-_ .. -
Oeparlment ollhe Treasury I Otlice at Tax Analysis 	 December 20, 1995 

(T) 	 Th;s l~blC d,stribuIU Ihl! ulImJled change in 3~er'13' ,"COniC due 10 Ihe ploPo'JI Wllh " revcnu~'n~ull~1 rale 01 20 8 percem tapPlo.im~lely). 

(2) 	 FamIly Econornic Income (FEll IS "b'o"b·based InCome conC"PI FEI IS con..llucled by addln .. 10 AGI "nlepOlled "nd underreponl!d ,ncome; IRA 

and Keogh deduclions: noma.able I.ansloo p~ymoms. suen as SO"JI SecI"'ly and AFOC: anlp1oye"p,ov,ded Illnge beneflls: ,nside budd·up On 

pensions, IR,'s, KI!O"hS. and hie ,nsurance. la,.e'empI,"lelest; and impllied lenl on ol:Jn~I·occupied housin>l. Capll~1 g~in5 ~'e .;ompulod on 

an ace,ual bnls. adJusled 10. ,nll3l;on 10 Ihe e,lenl ,e),able dala allow, InflJI;on",y 1055e~ ollen<1<" .. all! subl.~ei"'d and 01 bollowe.s a,e added, 

There IS also <In aclluslmenl (or accele.aled deprec,allon 01 noncorporal" bIJ5IneSS"s, FEI IS ~hovm On a ("mlly. 'alher Ihan on a la, '"Iuln basIs. The 

oconomic incomas 01 all membe's of a lamlly unll ale added 10 allive al Ih" lamlly's eeono",,,c Incomo u~od '" Ihe dISI"bullons, 

(~) The la.es 'nchlded ~'e indivIdual and co'pofale income. payloll (SocIal SeclI"ly and lInrmploy".,,,nll. and e.cis ..$, E51~le and gIft I~,es and cuSloms 

dulios me exeluded, Tho individual Incomo I~' IS a5s",:'('d to be bo'n~ by P"yOlS, I"e cOlooI~le income !n. by eapnal income g"ne[ally. paylollla,os 

(employe' and employee shales) by labof Iwages ~nd sell·employm"nl Incol""I. ".ci~m, On pUlcha~es by indIviduals by Ihe PUfCh"Ser, and e.cises 

On pu,ch~scs by bUSIness In prapo.lIon 10 lolal conslImpllon C"p~ndlltlle~ TJ'e~ d"e 10 PIO'/I"on~ Ihal "'PIIC 'n the Budgel period ~re "xcluded, 

(4) 	 Tho chan~1! 1(1 Fedelal tJ'''S is cSllmaled JI 19961neome levels bUI ~~511n"ng lully ph",cd ,n 1,11" ~nd ~Iallc bel'"vlor. The incidence assumptIons lor 

Iho ,epealod i,,';ome la.os is Ihe same 35 10. Ihe cUllenl I~w la'''5 15e" lootnolo 3). Thr UJIIJ' on WJgcs [plus pensIon benelllS recelyedllS assumod 

10 be bbrne by w3~e~ plus pension benellis .ecelved in ".ce~s 01 Ihe ~1~nd31d deducllon The Iial la, on Il1e labor componem 01 sell·employment 

incom" I~ anumed 10 be bOlne by lhal income. The flal ~nd e<c,,~ la.e~ on employel,p,ovlded IlIng" benel"s le.cePI penSIon conl"bullonsl and 

the nat la. on p"yroll t~.es are assumed to be borne by employees In P'OpO!I;on 10 benefllS or I~,es The flJt !a' on bU5lne~s ~aSh now (WhiCh exclude, 

th" labor (om:)onenl 01 sell·employmenl income) ,s as,umed!o be borne by c"p,lal i"come gene,,,lly 

(5) 	 The Sl"nd~'d d"ducllon is 52 t, 400 I;oinl) 0' $ to.7oo ISlngle> plu< S5 000 10' e~ch dependent The nJI la. on Ihe labor component 01 sell·employmenl 

income i, Included In IhlS COlumn. 

16) 	 Th& p'Opo~JI v/ould dISallow J deducllon 101 emplo,e,-plo,,,,:leLi !o,~,(. t~n~r'l~ r~.ccP! pcn;."n Cun;"b"llon\1 mJklng Ihne bene/'l~ (p"marlly 

empJoyo,·p.o\Oded ~eJllh Insurancel 'UbleC! 10 1ho 21) 5 oc'c~~1 "l~ ~). J~\1 ......,,;1<1 Im~:'~ In "-::""'.'J'~nl ~,,:,se la' On sucn boncllis p'oy,decl by 

govOlnmenlS .)nd ncnp,clll 0'9anllJllon~ The o'"plo,e' PO'llcn o~ PJ,,~111.1'~' ,·/~"ld"".·:;1~~ p~ nondcdOlC11ble 

(7) 	 Tho p.opo,al. in 10131." 'hown !lele 10 reduce Jner'IJ' Incem" IlnCle",,, 10,e51 peCJU'C Ine PI"lOlnutlen~ e.clude Ihe "Mect 01 Ihe A,mey P'PPOS3110 

'opeal tho eSlaie and ~I~ la.", and Ihe Incom" la. pn l,ducIJ"'" I~ee rOOIIlOI~ 1311 
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Table 4 
~!m~,y.:S.Q!!JQ~U:z:oposa I ,with.a ~~exenu~=J:Jeutr.~1 ,Stand,ar;q.D.ed.uGJiQ11 

Replace Current Individual and Corporate Income Taxes (Including the EITC) 
and Estate and Gift Taxes with a Revenue·NeutraI1T% Flat Rate Tax (1) 

. .-----.---~.. -.-.
,_~ __._ ~~~t;S!;l'!!'lfer. !2.:<.~~.~_~~~E!!!'L~~-'--\~t __._ . _ ___._"... Percentage 

Af:~"T,,:.:(3) 17%' Tal: on 17% Ta:.: 00 17% Tax on Change 

Famdv 5ccno'roic !f'I(;o""'e U"der' Repeat Wage~ Ovel fri09R!$ and 90sil"us TOIa! PerCe(lli'lgl1! In Total 

tocoMe Clau (2) .' C\lrrer>1 ~3W Income 'a. S;a"d. Oed 15iPayroll Tax (Gj Cut; Flow Chaogem Cnaoge Feliefi'li Ta~e$ 

(000) ~_'~'_'.'h_,($~) (58) (58) IS,~) iSS;,. ,\S.~t _!~),_"__.j~L__ 

o· 10 65,2 ·1 5 -~ ,3 .1 ° -02 ·41 "6.4 72O 
10<20 221 9 ·35 ·9' ·35 ·2 J ·'85 ,8.4 863 
20·30 3256 111 ·21,S ·6 G: ·4,7 ·22,0 ·6J3 439 
30·50 738.5 64,1 .(;;7,9 .\ 7,0 .13,5 ·34,3 ·4,7 ,.,0 
SO· 7~i 9028 1040 -100 4 ·20,<1 .17,2 ·3<10 ·38 ·52 
75. 100 735 :) £76 ·909 .16,1 .14,2 ·23,6 ·3,2 '21 

100· :mo U17.8 180.9 -139.8 ·18,3 ·276 .4,8 ·0,4 16 
200 & ehl~f 1)'J19 0 27S,7 ·97,9 ... ,556 117,3 11,5 ·37.1 

Tetel (8) 5.054,7 '"'' ·530.4 ·88,0 .1354 ·24.4 .!.l.5 1.9 

---------, ._.,,-'" . 
i)eP-11l1menl (If me- Trcas,jfylOfllCe- 01 T a" AnalYS;$ 	 DeCllr'lher 20, 1995 

(2) 	 Fam:ly Eeooon'1ic Income (FEI) iii- .. b<o"d-b,,~ed ;""""''' ~on<;N'1 FEJ ill:Q1'!lllUelw by OJdd,ng 10 AGI "'''''PQ<1ofC1 ami uml,t1tINf1«i meo",.; IllA 

alld Ktogh dOd\1tlil>n~: nqnt"'ablll :!~ni-I" p,.~menl~, n!~h a~ Soda) $I!cm,tl' ami AFDC; e..."IoYII',p'Q<rid"d 1';"9" l:>4nef,t~: iMide Quild·up 011 

P'!I1SiIl1l5, IRA" Keoghl, aod hie insur"nce: !i\"'HomPl ;ol,rn:; "lid !mp\HCO 1(!I'll lin OW/"!e.-occu~d "1)\1$'''9, Cap<!lI! gl'''1 "'. <::l>tTipulod C<\ 

an ~'UlIl ba1i., IdjU$led 10' iofiallOn II) I~e ~.!erll !eitaOle (Jail' anow, !'1lbtio'lal)< IIIIWI 01 ~"der~ 4" $~bl'JiCled Vld 01 bQffQ"".n l'hl add!!,:!

'Ih",. i. "'II a~ IIdiO'l;lmeot /0/ accelerated Q~pleC,al'O'" 01 rtQ(I<lI'PO'Jl' b\lSIn&\'IU. r:-EI i$ $lIo..,.n QO .. 111mii)', '~I'V:lr INn 00. la~ 1\\-l1U" ~51$ TN!

eco"9lTlic ior:l:lmll~ of ~~ membets 01 ... jam~y u... ~ ar<:l atld"d III aflivl) m lilt ramiII, economIC "lCO,"" u~c" or, thG d'$!"blJ:K!n~ 

i31 "th... u""s mch,dlld lit ,n,:'v,II,,4! ~~II co'po.-a!e ; ....cilrr~, p~y,<),j \Soc,al StC,-,',ly and u"~mll'OymM!I. and e.c,~es ~sl~l!t and 9,11 la_C1 'nd r:U'!(lITI"S 

1I":;Jt£ 111" mcludQd. Th" mC,,,.d<. .. 1 '''''0">'<1 n .. '. 5~;;,-,m"<! 1\1 b<' bo,ne I;)y P-l'yCI" j~B ~",poral" ",,,,,mo la. by cap,lal ,,,~,,mB gcn<tI~I!y, ~y(oI1IuM 

llI'mpluyl'l af"j cmPIOYlh) ~hll'u) by '.:1001 {wag"" a>Y.j 1~lt'<:l"'r:IC~{I'..... t .ncorno" (I,elS'!"!; en PH' chases by "'d,,,,dl<.:IiS by lhn purcllUCI "nd e<cisu 

Oil pol<::Mnol by Ov$,ntu :1'1 "IIQIIIWl" H' lllla: C()!1SH!1'pho)!1 (I'I;'<:ll'\(n(!',"~ ~a.".,. <!,,~ to P'",,,,s o-~s :I>Jl e.t!"C" "'1 II"IU B\lU9~i peliod M' e.d(!ded, 

(4) 	 Til, <:"""Il" t(' rooll.al tl!~n 's eS\lmllleQ ~l ISge '''I:()me :~"eI1 CIA 'H~m'f<9 Iullt pl"lI:sad 'n IYN ;>"ld "!.:Il~ bel"... ",,,., Tho mCl!leru:e n51)'!\p\>OO:s 10< 

Iho '<!PU~JC ~'tomlllll~e" is lil" ~f1'"~ 1I~ k>< Ih" ;\.l1j~"( IJW l,,~e) ltee I~"¢lo '31, Th" Ila! 1;:;~ 0-; W;)il~ ,pl"$ piYl:l:'on t<:fiO'r.$ Ie(;(f "ed) i, u:suml;d 

to t>. 1101'10 b\' W~g"5 plus P';IISic., M"'of~" tKO''tlK! '" e~Cmi~ d tho 5(at'l!'i/lf1j (led",;ho"L The fiJI IJ' Oil !I\a IJbm compo1<:lrln! sn!f·emp!oyl'\'loi!l'\l 

I"Cqrn+!N "ssu,.,..!!d 1" 11<> t)o'r", Dy hiOl ;r~lIm<> Tt>o f''lt CO(! Me,,",,, Cn<:!'l. en <:mP/(;Y""pHwtd<!d {<I/Ig" b<l"dll~ l".:cep! P-!!"~"''' C<:ln'otru;iol\sj "R;! 

IMO ~Jl IJ~ or PJ'r'c!il,a<os ar" anu...~d ~o ~e- oa'''11 i;-y ,,"'plOyl1U ,,, p'o~crti,,1'\ (0 bel"cl>ls 01 \,,,us. Ire Illli \~. "" Qu~;"en <::lISh nqW (wt\K:t; l!.cludo:'!~ 

\~~ labo.' r:o'!\i:I(\M~1 of sel!.e-'T'p'''~mort ineeM\': " ~~SL"Wll :u l.: bO''1i! by e:l:)\:1' .neo!'!"!! ;~r"'lIt:y. 

(5) 	 Tho '~v"lwo'~oul'Bi S!al'ld~,d d~d"cl'c" 's ~ lO_2oo 11~'n!l cr 55. 100 !Sll1g'C, pt~s ~2,~OO Icr ,,;)cn d~p",,,e,,,,! --:-no falla. II" IN! ;"bo. C/J"'IporWII d 

U'I·tMpIOyt'T'I\I'I\ ;1'\(0)l'i'l4 'S ;I'>e 'ucJf1d II'> lhlS column 

161 Tno ptopmoal ~"o,,jd d'$~"1W> {I deduc!,,,n IQf ~"'PloY\1"p'o'''dotll<,''g~ OCI1f1f ,15 14.eepl P~"S'OI1 cOn("b,",!<on~) M"""'ii t'leM! btnd.\$IP"rna"Ij.· 

"Mpl")'i!"PI<MO~ IItl))\~ ,I'>S,,131'>Ct'1 :s"b;<xt 10 11'1" 1;- PiH~o)N fl~1 la_, .lnd """'l~d 'mpou ~M ~qu"'~If1nl c'~'$e (;;t. 0" ,,,,1') bCl'l{-f,(S p(o~ia"'d by 

g_nrnltnlOlo 11'1;) OQ'>II.oM OIg;:m'za!,ons. T"" ~n\pkiiO' l'><i'l""" 01 OJyltl1l j3_e~ "'0\!11I1,~~w'~o:'! be "Ond"duthble 

(1) Til. pto)(\¢$.'l<I. ill 101M. is ~ho:";.-n h<:l'" 10 ,<'\1,1<;\1 "!!~Ha. ;"'I:Ofl'~ (,.....:, ..;;S/1 !J'/1sll)/1c3u~t I/'I~ 1I,~!"b>~!'on~ I'.cl(.d~ 11>0 f1MCCI of 1M Alm~i p'oj)(n:llio 

fltP'*al HI.. O$t"l<:l ami ii,lIla'lIs am:: lh" "'com" 1.1> 0)" 1<d<lCl""~~ Isc() IlIoIrOl.C (3n 

http:OQ'>II.oM
http:rooll.al


Tahle 5 


Armgy.:.S.bnb.y Prqppsa LY'Jtl) _a+Re.ve.nue,-N.e_u.tr:a I Sta n.da_ut D~educ,ti9J) 


Replace Current Individual and Corporate Income Taxes (Including the EITC) 

and Estate and Gift Taxes with a Revenue-Neutral 17% Flat Rate Tax (1) 


-_ ...-.-.,- .- (1996 !nc.o~! L~vels) 

Change In Afler·Tax Inc.o~.e.l:!.n<:Jer ~ro,~osal (~) Percentage 

'After·Ta~ (3) 17"10 Ta~ on 17""'Ta~on 17%Ta~on Change 

Income Under Repeal Wages Over Fronges and B,rSlness TOlal Percentage In Tolal 

Family EconOlnic Current Law Income Tax Siano, Oed, (5)Payroll Tax (6) Cash Flow Change (7) Change Federal Taxes 

Income O"int,IE' (2) {$B) __.. ($B) .($_~l (S.B) ($B1. (~). (~~.-	 (~L. 
Lowesl (8) 171.1 ., 5 .4,9 ·2.5 .1,2 .130 .7,6 920 

Second 431,0 ·26,7 ·8' ·58 ·31,0 .7.2 507 
Third 697.9 596" ·635 .16 I .IV ·32.7 .4,7 22,3 

Four1.h .1.091.9 1266 .122,2 ·24,7 .", 8 .41.1 ·38 15,1 

H,ghest 2.693,1 5367 ·312,0 ·362 ·94,8 93.7 35 ·120 

Total (8) 5_054.7 7294 ·530 4 ·880 .1354 ·244 ·0_5 1.9 

Top 10% 1.8998 ·127 , ·2 t2 3 .191 ·793 117.1 6.2 ·207 

Top 5·~ 1.371 5 341 2 ·1 ~2 4 ·96 ·669 122,4 8.9 ·29.5 

Top1·~ 683,5 202.7 ·584 ·20 .420 HXl 3 14,7 .45,2._._--_. 
Oepar1.men\ 01 the Treasury I Ollice 01 Tax Analysis Oecember 20. 1995 


'n This t;}ble d,stJlbutes the es!imated change in :lnOHa. income due 10 the propoul ""'th" revenue·neutral 5landard d"dUCI,on, 


(2) 	 F;}mily Econornic Incoma (FEI) is a bro~d·based incom" concopl. FEI 's constructed by add,nglo AGI unreported ilnd underreported income; IRA 

and Keogh deductions: nonla.able tron51"r payments. suChll$ Social Secu,,!y and AFDC: employer'provided lronge beneflls: inside build·up On 

pen5ions. IR,~s. Keoghs. and hfe insurance: la.·e,empl inleresl: and impuled lenl on owner·occupied nOUSlng, C;}p,!al gains ;}UI compuled On 

an ~ccrual ba1,s. adjusled lor inllalion 10 Iho e.lenl rel'able dJIJ allow Inlloll,onJry lones 01 lenders are sublracted and 01 borrowers ;}Ie added, 

There is also an adlustmenl lor accelerated deplcclallon cl nencorooraie b"s,nenes FEI ,s shown on a lamoly. rlilher Ihan on ala' lCiurn ba5'5, The 

economic ,ncomes 01 all members 01 3 fam,ly un'l 3re addnd 10 a,uve allh(' lam,liS economic income u~ad In Iho d'~lubulions, 

(3) 	 The la,e5 incl"ded ale individual and corporal" income, pJV'OIi ISOCIJI S"euoly and "nen'ployn,enl), 3nd "'CIS"', Est~lo and gin ta.es ~nd cusloms 

dulies are ...cluded, The individual ,ncen,o la. I~ a"~"'''ed 10 be bOHlo by payors, Ihe CO,po,ale onconoe IJ' by cap'181 ,nCOma gener;}lly. payroilla.es 

(employer and employee sholresl by labor (W3ge5 and s"U'employn,cnl 'neomel. ".cise~ On purChases by ond,vidu;}ls by Inc pUlchaser, and e'C,nS 

on purChases by business in proportion 10 10lal consumpllon '!>pend'lures, T~.es due Ie previs'ons Ihal c'p"e In Ihc Budgel period are excluded, 

(4) 	 The change in FederallUQ5 i. eSlimalod 811996 income levels bul assumIng lully phased in law ~nd Sialic behavior Tho incidence assumplion5 lor 

Iha repealed i"eomc I;}les is Iho um" 35 lor the current law la.es (sec footnOle ~I. Tho lIal la. on Wall'" iplu5 ponsion benel'ls received) is assumed 

10 be borne b\' w3~es plus pens,on benof,ts received on e,een 01 Ihc slilnda,d deduCiOon, Tho flalla. on lI,e labor compononl 01 self·employmenl 

income is auumed 10 b" borne by Ihal oncome The nal and ".e'se IJ'cs On enoploye,·prov,dcd (,ingo bcn~f'ls (e.cepl pens,on conl"bul,onSI Jnd 

Ihe 11,,118. on p~yroiliaxes are assumed 10 be borne by "ml)loy~ns ,n nrOpO,l,on 10 bnncl'ls or IJ,e5, The nalla. on bus,ness cash now iwhich e.cludes 

Inc labor comoonenl of sclf'employmenl ,neon'e) IS "s... """,d 10 ~c bc""c hy t~r,\,1 ,,,CO"'~ 9"np'~lly 

(5) 	 Tnc revenue·neulral standard deduct,on is ~IO,200 r,oinll Or <,5 100 I""~IQI 01"., 52 ~OO 10' eJcn dnpendent, Tne flal la' on Ihe labor componenl of 

sell·en,ploymnnl ,ncome IS inCluded ,n Ihis col"",,, 

(6) 	 Tnc pr"pGnl would dosallow J dedu<:l,on lor employer·p,ev,ded I"nge be"e(,ls (e.cepl p"ns,,,n CO<1lllo"l,on'l n'a,"ng tnp.so benel'ls (p"mar,ly 

empioyer'pro,jdcd health insuran<:c) subieci \0 \hn 17 p~rccm flalt.l'. ,lnd would ,mposo ~n eQu1'JJlenl e.e,Se la. On ~uen benchls prov,ded by 

gOV<lrnmen\s ,md nonprof'l organ'zal<on5, Tne employe' pO'llon of PJy,olll~'c~ wo"llj I"cw,,~ De nondcduc"ble 

(7) The propOSJI. jn tolal, os shown nero 10 ,ed,,,e J~"'·I~' ,nCon'e l,nC'CJ~e 1"'0'1 because Ihe d'~I"bul'ons e.ciude Ihe erfect ollhe Armey proposal 10 

repeal the eSlale and Q,M laxes and Ihe inco,no I~' On r"llIcr~r'cs Isee (OOirlOlo 1311 

http:payroilla.es


C,un:eot Law Income Tax Compared to Armey-Shclby Flat Tax with 3"Revenue Neutral Rate 

Example 1 

Single Worker Earning Minimum Wage 


(1996 Income Levels) 

Income Taxed at Indlvidual Level: 

Wages 


Talai Income 


Deductions: 

Personal Exemption 

Standard Deduction 


TotalOedt.;clions 

Taxable Income 

Tax at Individual Level 

Tax Before Credits 

EITC 


f'.<et Tax al Ind vidual Level 

Employer Contributions: 

Employer FICA Conlribu~lo(1s (2) 


Tax on Employer Contributions: 

Employer ;::'ICA Contributions (3) 


Ne1 Tax at ;ndividI,Jal Level 
Tax eorne by Individual bU! Paid byBllsiness 

Total Tax Burden 

Change from Current Law 

D'cpan'meni (lr t'le Treasor'1 
Office of Tax AnalysIs 

! 11 The ~evenue nel..l1r(l1 rate for the nat !a~ :$ 20 82% 

Current Law 

Income Tax 


6.840 
8.840 

2.550 
1.000 
5550 

2.290 

344 
{5,1 ) 
293 

676 

o 

293 
o 

293 

Revenue 
Neutral 

_~~~! T!!U~t 

8.8.5.0 
8,840 

0 
10"7:QO 
10.700 

0 

0 
Q 
0 

676 

141 

o 
.1.9J 
141 

(152) 

December 20, 1995 

(2) E'l1ployer fiCA cO;WlbU[lOIlS III 1996 are 7 65 n/" ot wages. t.p :0 562,70J a"d . 45% :.I\'tag8$ over 562 700 

(31 The nat 13X on el"'ploya' FICA conif'bll1ions is 20 82% of Ire COlllflt!u:,on$ 



C,ur:~entLawJncome Tax Compared to Armey·Shelby Flat Tax with a Revenue Neutral Rate 

Example 2 

Married Couple with Two Children Earning Twice Minimum Wage 


(1996 Income Levels; 

IncOme Taxed at Family Level: 

Wages 


Total Income 


Deductions: 
Personal and Dependent Exe~ptions 
Standard Deduction 

Total Deductions 

Taxable Income 

Tax at family Level 

Tax Before Credits 

EITe 


Net Tax at Family Level 

Employer Contributions; 

Emplo'r'er FICA Conlr'buliorts 0) 


Tax on Employer Contributions: 

Employer FICA Contributions p} 


Net Tax at Family Level 
Tax BornE' by Family but Paid by 8l1Slfiess 

Total Tax Burden 

Change from Current Law 

Oepartme;;i of tt.eTreasury 
Office of Tax Analysis 

0) Tne levenoe nevva' rate lor t,",e flat tax is 20.82% 

C L,lrre nt Law 

Income Tax 


17,6.80 
17,680 

10200 
6.10,0 

16 gOO 

780 

117 
(2,278) 
(2,161) 

1,353 

o 

(2,161) 
o 

(2,161) 

Revenue 
Neutral 

FI;l'TaxJ1.l.. 

17,68.0 
17,680 

10.000 
21,400 
31,400 

0 

0 
0 
0 

, 353 

282 

o 
282 
282 

2.442 

December 20, 1995 

OJ Emplnyer FICA. con'llb""IO"S In ~996 a'(! 7 6SY~ 0' wag;:'S [to to 562,;00 and 1 .15% 01 wage'S over S62.700 
(3) The Oat tat on er1Db,;~' FICA Gon:fI!)U:IOflS jS 20 82% ollh~ COI1l1ltlll\:ons 



Cu~~ent Law.lncome Tax"Compared to ArmeY,»Shelby Flat Tax with a Revenue Neutral Rate 

Example 3 

Married Couple with Two Children with $50,000 of Wages 


and Employer·Provided Health Insurance 

(1996 Income Levels) 

Income Taxed at Family Level: 

\~ages ' 


T ctal Incorne 


Deductions: 

Personal and Dependent Exemptions 

Itemized or Standard Deduction (2) 


Total Deductions 

Taxable Income 

Tax at Family Level 

Employer Contributions: 
Employer FICA Conlribu!icns (3) 
Employer Con!r'ibutions for Hea!lh :nsu'aC'lce (4) 

Tax on Employer Contributions: 
Employer FICA Contriblltions (5) 
Emplo'fer ContfibL:lions for Health Insurance 16} 

Total Tax at Business Level 

C.>-.f.a(T)iJy:s Total Income Of Flal Tax Burden 

Tax at Family Level 

Tax Borne by Family but Paid by 8usI'less 


Total Tax Burden 


Change from Current Law 

-_.. 
Depa"!:renl of the T reasdl)' 

Office cd Tal( Apa!ysis 

(1) The 'eVeI'lUj! neu:ral'a!e 10' tnt! ~liH t2~ '5 20 £2"::' 

Curren'.~.aw 

Income Tax 

50,000 
50,000 

10.200 
12,500 
22.700 
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(1) The averagll ·tell)!Zed d",duC1IC»$ fOI it fOll'·D",rsofl !afn'i'~ ,....IH) sse 000 01 W;.jg0 mcpmi' 'so "bOHl 25% Oilficorn€ 

(3:) Employer FICA contnb,J\,ons In 1096 ore 7 65"/~ Of W;)DCS!I~ Ie $62 TOO and '; J5% 01 W:;gBS ove1 S62,700 

~4) This i$ the est,ma!ed leveltrl 1396 ollile ;'!:nolcyer :OO!'f!J;,!lon for a 1101esl lamf?'S "e~;:!\ losurance 

(5) The nalla~ on: employer FICA con:f~b"tKHlS 15 20 82% of to" CO")I"r.oMOS 

(5) Tne flalla_ on emoloyer heallh InSlilance conl:IDl!l'cns 1$ 20 82% o~ the cont;t!)J1IOno; 

http:Curren'.~.aw


,CUHent law !rcome Tal( Comp:'ltcd:o Armay.Slmlby Fla! Tax will: a Revenue Neulra!J<atc 

Example 4 

Maffied Couple with Two Children 'and Two EarnefS 


Each Earnef with $50,000 of Wages, and with 

Employer-Providcrd Health Insurance and Investment Income 


,,1005 mCClre L":lieIS) 

Revenue 
Cur'crH Law NetlIral 
Incon~e Tax Flat ~~x (11 

Income Taxed at Famiiy Level' 
\ll/ages 100000 100,000 
Irvestme'1t I,-.co;>;c {civijends. ir,tc,es: cle,! 4,000 0 

Tocall'1Cc"""'C 104 OCO 10C 000 

Deductions: 
Personal and Dependent Exem;:olio:-,s 10,200 10.000 
:terrized or Sl;nd~'d Derit.ct,or {2) 22.500 2'.400 

Toral Deductions 32.700 '3'1,400 

Tax.3ble Income 71.300 68.600 

Tax al Family Level 14751 14,283 

B,_ Tax Borne,by Individual but Paid by 6uSIness 

Employer Contrlbutions and Business Income: 
Empioyer FICA COrtlrrt)ll\lons (3j 7650 7,650 
Employer Con(rlt)tllions for f.- i r;8i\h InSIIf.iI1ce 141 4,950 4950 
Investment ana Olho-F 5',I$lne::.s i'1r;'Q"l,! '5 i 14,500 14500 

Tax on Employer Conlrib,nions "nd Business Income: 
Emp!oyer FICA COnlMluilOns IE'.) 0 1.593 
E'7'p;oyer COl'l:lbljtlons lor ';ea'th l'1stlli'nce ~7~ 0 ~ ,031 
Inves:mer! anc C1Hler 6dSIness l,--,cc11e '.8; 1 327 : .8~;; 

'ota' Tax al 8usl'-,ess Levei 1 327 4,478 

Tax at l'1cI",cual Level 14.7:;1 "4,283 
Tax Berre by Faml'Y out P?IC :l'; Bo.;s n",s:> 1 ,327 4,;178 

Total Tax Burden 16,:)78 "87SC 

2.683 

Di:'partmen: -of ~he Treasur\, 
Olf:ce of Tax AnalYSIS 

j 1) The '~',~"uc ne,*..113(,. 10, 1N! '1"1 ta. ,,; :::1 a::')\. 

12) The 3",,(391' ,tf:m'lco [l<:('~";;l>p,,~ '0' " fo,,'-w:'~"" 1,,'11,1, ,',"'''' 5 \00 en0 ,,1 "[~~,, 1'.;:,:.,-" 'S M",,,l =='~,.,! ",c"n~ 

(3) Emaic'll!' F;CA cO'1lnl1,,:p'-,,> m 19;5 a,,, 7/35'\, 01 '-""CJcs Wl '0 S5?J00 and ; 45~N ttl ,'11\.1(:3 0,-"!r 'H,,:>,lOf\ 

(4) Ttw. ''> n,p :!st,m"leQ h,~ei ", 19S5 Qf H-c <",,'c'cj'c' c.-."hb'.,(,Q!' hi :3 'YP'ca! i"",-wI>. r;;;:11I> ,,,~,'flF-,;;_e 

(5) Th,'!, ,nc:"6e~ ',"vel;(;pe'l( ,;,ce'n" 1_~'.,<";'C ;>1 (he' :,,,r'~': !c,.d v',,1c, ",:r,:!m "ilt"!, :Hd em.:, ".~'n,;"I';;" "" ,;"Ivt'MMiYllt 

S\.iCh a" IRA VC(>gh. ;,nJ fj('""..,r; P:""".: I,;, '''~;'',,''ce "".1 "h1hhl.h,J.:6 ';UI>'>'''''' <tIC ,hi": 

(6J rnc Ilat IJ< on em;lIoy,,' -"'leA ;:0',(, t":,,,,~ ,; :0 ;C"~, Gi I",! (;;"htd,~"'s 

(11 The lia! j;n on CmpJO',iH h;;.,\I;, ,ns;;ranC0 c;nU,n..p("1S 's :S E::''!, 01 Pte ("n!n.Lt,~,cn.. 

(3) F CI ClJrtCn/ law, 1h,s 's !h0 crc-nl; ~h)'," C ~n,,: ~:;':lG' ',J., dl<;eme U< ,1Ilat,l(t'(1 (C ail '\1'N$I<t1;}(1: and othN t:V~;r>1iS ''<Ceme, 

Fnr ~he Ii,!! n~ Ih,,. ,,. 1ne tl'(H"''' sM"", Q' ~>:c t;" (~. Ott m,s,"'<.11>$ C3 .. " f!(,,', (e,eLldmg vtnplcyc( ::nrvfll:1I.+0;"l~ a(ld lat:y 

"'''''''''9:; ',.-,.;I"qcd ,(l me clSIl (llYN n! "tt'''CypN~!cj b"s'ncs~csj al!n:,\!cd 10 "II "'w:'!'t'1cnl ;",<;1 rn/"1c' busmess ",tome 

http:m,s,"'<.11


Current.Law Income in,.; Comp:Hcd to Armey·Shclby ':1.:11 Tn.) wdh" Rcvenuc 1\lculrnl Rn{c 

EXZlmple 5 

Married Couple with Two Children and Two Earners 


Each e.arnDr with $100,000 of Wilges, and with 

Employer~ProYidcd Health Insurance aod Investment Income 


\ 1996 Income ;.CVt;:'S.1 

Revenue 
CUHent Law Neutral 
Incomi:' TllX Flat !~x {1} 

Income T<),f;ed at Family Level: 
Wages 200.000 200.000 
long.Term Capital Gains 2.000 0 
Other Investmenllncome {dividends, in!eles! elC.j 10JOO 0 

Totallncome 212100 200.000 

Deductions: 
Personal and Dependent E~er'lpljonS (afler lImllatxm) (2) 7.3<14 .0.000 
itemized 01 Stanoard DeC1uC\lOn la~:N klll'tiJIlonl (3) <12.200 2.1.100 

Total D",dlIC!tons 49.544 31.400 

Taxable Income ;62,556 1€8.600 

Tax al Family LeVel .12,e55 35. !O3 

Employer ContribuliOnii aod Business Income 
EmO'o),cr F'CA CO'1lribl..Ii(J"s ~4) 10.675 10,675 
Empioyer Comnbtl1io"s. for 'ieol1- 1"$\I'{I"Ce IS) 4,950 4,950 
Inveslmenl1'1nd Olhel 8us",'p'ss Ircnme 161 2iDOO 28.300 

Til"; on Employer Contributions and Busincs!> II1COn1l:'; 
E",:loyer F CA CCn!:lb,'I!c'15 (7) 0 2.222 
Emp:oyer Conlf Ol.lt,ons 10f '-leal!h 'nS~,rance lal 0 1,031 
Investment and Othel BlIs;nes,;; :ncOI'l'e ('.I; 2.589 3,620 

Tcl31 Tax: ilt BUSIness Level 2.SS9 6.B73 

Tax at Indrvid\lallevel 42,855 35.103 
T<t:< Borne by Family but Paid by 8US,f1f;'S, 2,58£ 6.e~3 

Total Ta_ Burden J5,<l45 4Ut75 

Chilnge from Cun~nl Law (3.460; 

Oiipartmentof the T1casuy December 20. 1995 
Office ot Tax AnalYSIs 

(1) T'lt , ............ rINU;I, ';lIt Ill' ;'Ie Hat ''', ,:s 10 8:~'; 


(2) Und", ~",r...·l1 I.)w, ~'~"";:>ho":s :11'" '(!;:>V(~ b)' llXftP'IIJ!)!! po.n~ !e' !!:>cn $1 SOO '" I,.;!{.!>"" "'<:'Hmllly .,.w~,,, 

AGI e'£~lh $1 n.:!Oo. 
\JI Unde' '''''''I'I r~w. 'I~M'ZOd dcdm:l,cn,..),o ,eduC(lj b', }'\. el,,,<, Y,'",ml b, ",'I",., AGI e'~el!tl'> $1 ;3.100 Th" ~~cl:>;e 

,l"m'.l"d d(!dUtl'Cll~ 1(lllel 'edu~\'ol'l Jo' J !""'·rhll\~" '.»'''''1 ,'!olr. ~?OOOOI) el wJge ,"CC"l'(' '''' ;'>(10,,( 2!l"l, ,,! ,nem"" 
~41 Emp~""f FICA t01111b<Jh(o"~ In 1996 :>I~ 765',. QI ""i'Jo\. UP \0 ~62.i00 Jnd. !,is"i, 01 vrJge~ ",.,,,, $61.7OC 

(51 H,,~,~ (,"le ~$1 ('Il~u;d I" ...! 1(\ 1996 or '''0 Nf1pl,;;,/<:" tCflt"~,,;,~,, I.",. J t·,p;=JIIJml:y'~ hcJlI~ l"tW;)!\{q 
151 Tn", 1')CJ;iudll" 1fjom~l.....er.: m~O"'(! :J·Jtl" JI ,...c I;,,, .., 'e,·", ",oj", j:''''''~1 bw. Jl'd Cll>d 1I.J'f1'''g~ "n ;'lvgstmcn.t~ 

~un; OI!< lRA Keoqr. Jf\tl """!.IC" nI30... l!" ,rw·'::"Cl!. Jre V'.::!"'!f ~~:"" ~~'P{II;:C H'1'~rr''' 

(7) H,.. /1:>1 1;1. 0" C('IlOibV'" fiCA Cll',w'tu'~n.. ",:?<l S:;t" 111 U".' Clln;>.m,hon:l. 

(8) f'''' /1,,1 U' Of\(!ffil)\oj.1rl N~JIIU "''io'''J''(c, ({IfI:"Q"a'''$') }~ :l::'" ci ~ <:c";"b"'!.<"'~ 

(9) For , ... nUI1!.)"" Itu,. is ~..,. PH"'a!.> ::.l>",<:, QI ;1<<1 ~!)'N)f;ltro ,rn;cmro I:>. :Jlk>c"h;" t,.lU "WIlW!l<lf!1 "nu <:>!~, b"s"'~s~ mcOM(l 
"I'll Iho Rat i.J<. Ihl~.'io ~.." pfO·f"\~ ~~Jf. j)11i>l!' 11"114. Of! md'''c'H ~a'ioh 1I0w te<tlu"'''9 tmplcyel Cen\"but,,,,,,, ;o",d L'lt>!)1 

• .,.m;f!g' 'hclll""", ,(I Ihll c,,~h flaw oj unlr,ca,j'I"';l,'~ b(.S1f\~~~"~) ;o1~J!.d ill a' "'W'~II'I'\(",,\ 10"" 011>... t>u~'''''..s "'COrM: 



Example 6 

Married Couple with Two. Chfldmn and One Earner with $212,100 of AGI. 


Emplo.yer.Provided Health Insurance. and Investrnenllnco.me 
11996 Income la'Jels) 

Revenue 
Curren! law \Jeuflill 
Income Tat _F,la~ IE:x,11) 

Income Ta)(cd at Family level: 
Wages 159,100 159, ,C:i 
long-Tefm 8aptal Gains 6.400 0 
Qlhe: inveslrHl"'! Inco'Tl€ :dhtidentis, in!ereS!, €~c.) 46.600 0 

Totall'1corH~ 212.100 159,100 

Deductions: 
Pet$onal and Dependen! E>:emphOns laiter hni{a!lon: (2) 7,344 10.000 
Itemized 01 Standard Dvducllon (after ~mlla!'on) \3) ~2.500 2.L~OO 

Total Deductions .!9.844 31,400 

Toxable Income 162.256 127.700 

TilX a' Family level 42,395 26,587 

Employer Conlribulions and Business Income: 
Ef':lp'oyer F CA CC:"',\":I:;', 110",1'0 :.1 ) 6,194 6,194 
r.:Mo'Oyer Cont, outcns (or -i<wl1'1 hStF,Wce i5! 4,950 4,£50 
:nveslmen: 3:,d Olr-vr Bus "OS$ i"CCPltl{51 69,900 69,9:10 

Tiu: on Employer Contributions ;.mel BUSiness ;r1come: 
Empjoyer FICA CO'l1'lb"IIO/'lS If) 0 1,290 
E:mplcyer Ccnlribullons for Heallh 1"5(,'a4C;:; 18) D 1.031 
Investment and Other Sus-ness I-"come ~91 6,395 85t4O 

Total Ta~ at Business Leve!· 6,395 11,260 

T3J( at IndNlduttllevel 42.395 25,587 
Tal( BOIM by FafTI,ly but Paid by 8\1$ln€ss 6.396 L1..<~.Q 

Total Tal( Burden 48,791 37848 

Change frOfT'l Current Law 

Oepa:trren! oith~~t;eas::ry' De.cemb!?r 20. 1995 
Office of Till( Analys s 

III The Ilwllm'lIl'1tu"ailllh!' / ... ,h .. Il;,! lJ> "J 2:1 52"... 

(2) u,,~, m.nu!!'It 1;,,'1, e'~Ml:lh(!!l! ;,u, '@d"JC~d bf 2 P<"c""!~q~ Jl<>'rlts 1m ra~h ~2.S00 <" ',,,eI,on th.,'no!lI,. ","~iCh 

AGI \In;fM:d,,, Sll"!,~ 

I:lj U"dm CUII\lr>( bw. '!e""1~4 1l('tl\.><:MM lItl' '''''''''''Il tl,. :I~ c/ Lr<, ~mO-.Jl'\! Oy -.....~oc~ AC, e'<il'W5 S \ 16,100. lhu 3vlI<aQI'I 

Vefl'l<l"; OtO ..tlICM l:'/!,U .Nll.K;l,.,,,\ /", ~ :~"'.P<'.,,{jrt 1;21\111,. ,', III 1.2 I:!. 100",,' AS! .'i ,,:mOll ~O~ Q/ ."tOfT1U 

14i EmploVl!'f FICA ;;OnlnIll!H>t!'> "" i?96l1'~ l' 65% cl W.l!J~~ up 10 "S62JOC liM \ ~5~.Io O! ".39~~ over ~6"Z.700 

)51 Tn,,>,, 1/,. B$l"",,"It!C Ii:o.ml jI! 19M :.1111("' <;!molOVM co"",t!,j'c"!;>I ~ 1'J'»C"II~mJ!'''"!o "'~Jhl> ',....lViI<IC. 

1$1 Th;$ !nI;;!\jd<!1, '''''esIM('fI\ "'t:i)""~' ),."1\".4' :H :;'1' !.vnJ, II"'~ '''':IN cW"',-·...,1 !3,~. ilN "n"" """""")$ on ,,,,,~jmtml~ 

.....t" U II<A, "<my", a"o pmwiiYl ,II",,", U" "'~"·1"C" ,)"0 ""';"\'>Nl1o>o1 (:",!>",~." ,,,..,,'''''' 

1'1 Th~ lIa! la. Oil ¢I><;:;Ii)riH FICA C¢t\!"I,),,:'O,h ,,,?O a:0~,1 \'1e c",*"b'~h(!fl'i 

1&) Tha fl;J1 ;•• QII ~mp!oyer r¢;H" m$\>',,""11 (:c"ILI..,,!HI<>:> h;:O a:% CI n'E c"":,,e"l")"~ 

19) fQ' CUIt¢nl ';JW Ihi$I$ln¢ il"i)Aa'a $"31. 01 (tlo eO';:)0')10 lI1eO'mo \J' .1J1oca'''1 to ail 'I"'l!:~;m¢"! Jnl> oth!!, al.!;"n¢h '''COMIt, 

Fo' ('IE fl~\ !<'I>, 1"'$ 'S fhll ;),O',)la ~h3:'" <>1 Ir.. fl~t :,'1. em ""s,n,,,,,, c"~" flew (".~lu'H><: c"'plorll' ¢¢"l""...t o~~ ~,,'j l~bO' 

a,,'o 09' 1",lyoml ;r :h!t Oin" fI'lw Qt ""m'''~'''~''':''<1 b"~"'<'$~hl ;3110;"1<:0 10 ail irwe~\t'lPrl at'c ,1M", bJ\"~H ',comi' 

http:Investrnenllnco.me

