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Description of Proposal: 

The Tax Base: This is a proposal for revising the income tax code to make it simpler and fairer. 

Exemptions, deductions, credits and exclusions: 
· The 1st key principle is that taxes should apply to income above basic living expenses for a household. The primary wage earner should be able to exclude at least the poverty level of income from all federal and state income taxes – say $14,000.  Each dependent in the family including any other working member should be able to exempt  50-60% of the poverty level, about $7000 to $8400, from all federal and state income taxes.  This would allow a family of 3 to exempt the first $28,000 of income and provide support for low income families.

· The 2nd key principle is that most deductions should be eliminated for individual income tax purposes.  The only ones remaining should be

· Charitable giving
· Medical expenses without limit (legitimate ones).

· Taxes and interest on your primary home.

· Retirement accounts such as IRAs

· Education expenses up to a limit (e.g. $5,000).

 Tax rate(s):
· Above the exemption amount the tax rates should be graduated to distribute the tax burden so that lower income families pay less than higher income families.  The current tax rates are

· 10%

· 15%

· 25%

· 28%

· 33%

· 35%

      This range seems OK.  It would apply to remaining income after exemptions and deductions (the Adjustment).  The range would be the same for everyone – no more differences based on married, head of household, single etc.   For example:
· 10% on the first $10,000 of adjusted income.

· 15% on the next $11,000 to 40,000 of adjusted income.

· 25% on the next $41,000 to $100,000 of adjusted income.

· 28% on the next $101,000 to $160,000 of adjusted income.

· 33% on the next $161,000 to $320,000 of adjusted income.

· 35% on everything over $321,000 of adjusted income.

· Change over time – the tax ranges and basic exemption allowances should be reviewed every year to see if changes are needed.  There should be consideration of wage growth and cost of living in these adjustments.  
Distribution of the tax burden (including provisions for relief for low-income individuals):

· Most of this was covered above.  There might be some consideration for people who are primary wage earners and earn less than the basic exemption or exclusion of  $14,000.  Possibly could provide return of part of the payroll tax to these people (the government would contribute this portion of the payroll tax for these taxpayers) would provide some relief.
Collection method(s) and ease of administration:

· Since this is an income tax proposal, no change to collection method would be required.  The administrative structure in place could be used.  
Treatment of businesses:

· Businesses taxation is not covered by this proposal.
II. Impact of Proposal Relative to Current System . : 

· The proposal for individual income tax reform as outlined above has the virtue of being extremely simple and transparent. 

· The proposal is a progressive form of tax – those who earn more, pay more.  At the same time, all would have the basic cost of living excluded from taxation.  I believe this is a much fairer system than the current one which begins to tax income at too low a level.
· Those who earn the most would pay more than they do today, because most deductions are eliminated. On the other hand, most middle class individuals and families would probably pay about the same amount as they do with the current deduction structure and lower income individuals and families would pay less.
· This proposal is intended to 1) lower the taxes on lower income individuals to improve their ability to save for their education and retirement 2) Support families and stability of family units and 3) Support charitable giving 4) Reduce fraud and eliminate tax loopholes 5) Support continuous education to protect the viability of our workforce.
· Compliance and administration costs – there should not be any additional administrative cost.  Since exemption rules would change, there might be some compliance cost.
III. Transition, Tradeoffs and Special Issues . 
Impact of transition:

· The impact of transition to this system would be minimal from an administrative point of view.  Companies would not have to change their processes.  

· The exemption change would mean that many people would not have any income taxes taken out of their pay and therefore they would have more expendable income which should support the economy.

· Many people who make their living from income tax preparation might be looking for another job.

· Many attorneys and financial advisors  who specialize in setting up tax shelters might have to find another way to serve the community.

Opportunities

· Individual retirement accounts – rather than tie individual retirement accounts to Social Security reform, they might be more successfully tied to this kind of tax reform.  Individuals could be encouraged save 2-4% of their income instead of paying the federal government if taxes for lower and lower middle income people where reduced. 
Page 3                                                                                               4/29/2005 4:39:56 PM

