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I.  Description of Proposal

a. Tax base: hybrid of net income and national sales tax
b. Exemptions, deductions, credits and exclusions: no exemptions, credits or exclusions; allowable deductions to arrive at net income are:
1. Tax-deferred savings

2. Charitable giving

3. Food

4. Clothing

5. Amounts paid for housing (Shelter)
6. Medical expenditures

7. National sales taxes paid on purchases

c. Tax rates: 50 percent income tax rate on net income and 8 percent sales tax rate all consumption
d. Distribution of the tax burden: this tax system translates into about 99.5 percent of total tax revenues being paid by households with gross income of more than $100,000;  households with gross income less than $100,000 pay less than one percent of total tax revenues
e. Treatment of charitable giving: charitable giving is an allowable deduction to arrive at net income

f. Treatment of home ownership: payments made for housing (principal and interest for mortgages or cost to acquire a residence outright) are deductible to arrive at net income

g. Collection methods: for sales tax - piggyback off of existing state and local systems for collecting sales tax, mandate that state and local agencies are responsible for the collection and remittance of national sales taxes; for income taxes - individuals will annually file a simplified form 1040 showing gross income, the allowable deductions mentioned in Ib above, taxable net income, and income tax, individuals shall remit income taxes in the same manner as under the current tax system.
h. Treatment of businesses: Businesses income should not be taxed.  All business income eventually flows through to individuals anyway.  Simply tax all business income to the individuals that actually receive it.  1099-DIVs are already distributed to individuals receiving dividends.  If a corporation retains their earnings for a given year, then that income is not taxed until it is distributed to its owners/shareholders.  Shareholder loans shall be disallowed.  All monies given to a business shall be considered contributed or additional paid in capital.  Since the purpose of the contribution is to enable the business to continue to operate smoothly, when the shareholder is repaid his/her money, it shall be a taxable distribution of business income.  No distribution shall be considered a return of capital until the shareholder liquidates his/her interest in the business.
II. Impact of Proposal Relative to Current System

a. Simplicity: proposed tax system has no phase-outs or limits that need to be indexed for inflation.  The current system has many such provisions that are not based on percentages but are actually whole dollar amounts that constantly have to be reassessed and revised.  No "maze" of deductions, exemptions, and credits

b. Fairness:  I would challenge anyone to show me how this proposed tax system is unfair.  If there is an element of unfairness, I have not been able to detect it.

c. Economic growth and competitiveness: the tax-deferred savings feature (a maximum 20% of gross income can be saved in a tax-deferred brokerage account, IRA, or employer sponsored retirement account) promotes investment in our economy.  At the same time, the allowable deductions will promote consumer spending.  There shall be no distinction between what food, clothing, shelter, and medical treatment is necessary for living and what are luxury items.  It is all taxed (either 8 percent or 40 percent).

All compliance and administration is addressed in Ig.  See the attached spreadsheet for an example model of this proposed tax system and any assumptions made.
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