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Proposal
Summary: We propose a drastically simplified taxation framework, based on the principle of simplicity, with a focus on satisfying the government’s financial needs while minimizing the societal cost of compliance, and eliminating all potential loopholes and “tax optimization opportunities”.
I. Description of proposal

· the tax base (income, consumption, hybrid) 

· the tax base will be income

· exemptions, deductions, credits and exclusions 

· the first $X dollars of each person’s income will be entirely exempt from taxation

· tax rate(s) 

· the tax rate will be set to y%, uniform and equal for all

· distribution of the tax burden (including provisions for relief for low-income individuals); 

· other then the first $X that are exempt from taxation, there will be no other additional provisions to support low income individuals

· treatment of charitable giving 

· charitable giving ought to be tax exempt
· treatment of home ownership 

· there is no home ownership related tax break

· collection method(s) and 

· IRS is responsible for tax collection

· treatment of businesses

· businesses also pay taxes, at a fixed rate z%

There needs to be a very strong commitment (guaranteed by legislation) that no material changes, exceptions, allowances, etc. will be added over the next 100 years, except potentially the adjustment of the three main parameters ($X, y%, z%).
II. Impact of Proposal Relative to Current System

· simplicity (including transparency and stability) 

· the suggestions above are designed to be extremely simple, and to minimize the government’s cost of enforcement as well as the population’s cost of complying with all applicable regulations

· the simple framework will enjoy unparalleled transparency, and the relationship between the government’s income and the population’s net income will be simple to explain and monitor

· fairness 

· the flat tax rate and absence of all deductions should place every citizen and every business on an equal footing

· if a class of the population or a sector of the economy should need special support that should be provided outside the context of the tax code.  This additional support should be clearly identified, and should be approved by the applicable authorities, the cost and effectiveness of the program should be monitored in a transparent way, and reported to the public at large, and revisited regularly.

· there will be no benefit from having access to superior tax counsel and there will be no opportunity for tax arbitrage on behalf of wealthy individuals or large businesses, thus valuable resources will not be expended wastefully

· economic growth and competitiveness 

· the simplicity and transparency of the system should allow businesses and individuals to focus on more relevant issues 

· the clarity of the main taxation parameters should allow for the public to be immediately alerted by an unwarranted increase in the size of the government, which would be noticed via likely increases in tax rates.  The ensuing calculation would easily reveal if the tax rate increases are due to an increase in the governmental expenditures, or in a downturn in the economy, and an appropriate political reaction would naturally ensue.

· compliance and administration costs 

· should be drastically reduced, one the net income is known and verified, the tax owed is immediately and unequivocally obtained

· in a sense, the current structure of the taxation system, while simplified, is partially preserved (income based, IRS collected), so no massive new institutions or organizations should be required to institute the new system.

III. Transition, Tradeoffs and Special Issues . 

The few parameters of this taxation system (the exempt amount $X, the individual tax rate y%, and the corporate tax rate z%) should be set such that they are revenue neutral, and they provide a fair balance between the support provided to low income individuals, and the ratio of tax rates between individuals and businesses.  In coming up with these numbers, a lot of work needs to be done, which has not been done for the purposes of this proposal.  

The essence of this proposal still stands:

Simplify the tax code, eliminate most (if not all) deductions, and allow the citizens of this country to focus on more productive issues.
