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Executive Summary

The American Action Forum (AAF) prepared the following briefing book that identified key elements of a base-
broadening, rate reducing (BBRR) tax reform proposal. AAF formed a Tax Reform Initiative Group (TRIG)
which devel oped a consensus that the largest problem with the existing tax structure inthe U.S. isan
uncompetitive corporate tax system (Corporate Income Tax, or CIT), and there should be bipartisan interest in
reducing the CIT.

The TRIG focused on strategies to reduce the tax rate to an internationally competitive rate of roughly 20
percent. In the end, TRIG developed a consensus “20/20” proposal for tax reform. Having concluded that
politically feasible base-broadening would not be sufficient to achieve its target tax rate, TRIG considered
additional revenue sources. Under this proposal, a $20 per ton tax on carbon (increasing by 5 percent annually)
would pay for reducing the CIT to a statutory rate of 20 percent (approximately, and down from 35). This 20/20
proposal would eliminate most traditional corporate tax expenditures, but retain incentives for research and
development and allow for the deductibility of interest.

Although the group extensively discussed other issues inherent to tax reform, such as payroll taxes, border
adjustments, value added taxes (VATS), and fairness issues, it was in the end decided that those policies did not
need to be specified to achieve the core policy aim. The TRIG acknowledges that those issues will likely arisein
any for tax reform legidation.

Key Findings

AAF relied primarily on Quantria Strategies' individual and corporate income tax models for estimates of the
tax reform provisions and its input-output (1-O) model of the U.S. economy for our estimate of the TRIG
consensus proposal.

Key findings are as follows

e For corporate-only tax reform, base-broadening provisions would allow the maximum corporate tax rate
to be reduced to 23 percent.

¢ Retention of interest deductibility and the R&D, however, would only allow areduction of the corporate
rate to between 27-28 percent.

e A carbon tax could provide a viable alternative revenue source to allow for alower, more internationally
competitive rate.

e A $20 per ton tax on carbon (increasing by 5 percent + inflation annually) could raise adequate revenue to
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reduce the rate to 20 percent.

Overview

TRIG was comprised of several accomplished economists with backgrounds in academia and policy. The TRIG
devel oped a consensus that the largest problem with the existing tax structure in the U.S. is an uncompetitive
corporate tax system, and there should be bipartisan interest in reducing the CIT (though it was acknowledged
that politically such an idea has opposition). It was a so the consensus of the TRIG that any attempt to reduce
the CIT would necessitate raising some revenue to offset the losses, and a tax on carbon would be a preferred
avenue for achieving this.

The conclusion of the TRIG was a consensus on a“20/20" proposal for tax reform. Under this proposal, a $20
per ton tax on carbon (increasing by 5 percent real annually) would pay for reducing the CIT to a statutory rate
of 20 percent (down from 35). This 20/20 proposal would eliminate all corporate tax expenditures, but retain
incentives for research and development and allow for the deductibility of interest, except incentives for
research and development and the deductibility of interest. Although the group extensively discussed other
issues inherent to tax reform, such as payroll taxes, border adjustments, VATS, and fairnessissues, it wasin the
end decided that those policies did not need to be specified to achieve the core policy aim. The TRIG recognizes
that those issues will likely arise in any formal proposal for tax reform.

The goal of the TRIG as convened by AAF was to prepare a briefing book that identifies key elements of a
BBRR tax reform proposal. The following document will highlight points of consensus and/or general
agreement among members of the study group, and guide future discussions and study of the essential elements
of adesirable tax reform. The modeling and quantitative work reflected in this briefing book should bolster the
case for the reform and serve as an important addition to the body of corporate tax reform literature.

AAF envisions the briefing book as the first step in laying the groundwork for any public outreach effort should
external events so dictate.

The Group

AAF convened economists from academia, policy institutions, and private industry; it was amix between
conservative economists who were most influential during congressional debate and the conservative
economists who have expended the most effort researching a carbon tax.

The Tax Reform Initiative Group included:

e Doug Holtz-Eakin, American Action Forum

e Anne Krueger, SAIS Johns Hopkins

e Aparna Mathur, American Enterprise Institute
e Irwin Stelzer, Hudson Institute

This group in turn consulted with others as they devel oped this proposal
The Process

The American Action Forum, aleading center-right nonprofit policy think tank organized and facilitated
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communications with this expert group. AAF policy research often provides third party validation for center-
right reforms, and builds a consensus for a free-market oriented policy options. AAF used innovative
communication strategies to target appropriate audiences and was well suited to convene such a group
effectively and with an eye toward an actionable goal.

The study group had the full the support of AAF s President Doug Holtz-Eakin, Director of Fiscal Policy
Gordon Gray, and Director of Energy Policy Kimberly VanWyhe. Dr. Holtz-Eakin served in an advisory and
editorial capacity. Mr. Gray has expertisein fiscal and economic policy generally, and tax reform specifically.
Ms. VanWyhe' s experience liesin the tradeoff between tax reform proposals and the revenue opportunity of a
carbon tax. Mr. Gray and Ms. VanWyhe served as the primary AAF staff coordinators of the study group.

Core Activities and beyond: AAF invited and organized a volunteer study group composed of experts listed
above, and hosted three major meetings over the course of 18 months, beyond the core activities AAF aternated
between conference calls and in-person meetings to ensure maximum participation. AAF staff initiated and
maintained regular email and phone conversations beyond these meetings to ensure a quality finished product.
Topics of discussion at these meetings were based around tax policy modeling work and a collection of the most
pressing and difficult-to-resolve tax policy questions central to the attainment of corporate tax code reform.

Principlesfor Reform

e The corporation income tax isin need of reform

o A satisfactory tax reform would significantly lower the corporation income tax rate to the range of 18 to
25 percent, while eliminating many corporate tax expenditures

e Asarealistic matter, thisinternationally competitive tax rate would require an additional revenue source

e Among those options examined, a carbon tax would be the least distortionary option for a new revenue
source to finance a corporation tax reform

e Additional goalsfor tax reform including issues with perceived fairness, efficiency, and health care can be
pursued as part of a more comprehensive tax reform that includes the individual tax code

Corporation Income Tax Reform

Tax reform specifications

e Repeal or modify all conventional corporate tax expenditures for al corporations except interest
deductibility and R& D expenditure- $1,277.5 billion

e Thegroup agreed to a*“20/20” plan; i.e. acarbon tax at $20 going up 5 percent real and a 20 percent
corporate rate.

e $20 per ton + 5 percent + inflation — approx. $1,235 billion ($20 per ton in 2016 — $37 in 2025)

International Reforms

e A moveto aterritorial system, paired with base erosion rules and other transition effects could be
achieved without significant net revenue affects
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e Thereisno significant revenue impact with border adjustments for a carbon tax, and are thus not
considered in the context of this tax reform/revenue analysis.

The Need for Business Tax Reform

The single most important characteristic of the U.S. corporate tax is that the rate istoo high. The combined
federal-state U.S. corporate tax rate of 38.9 percent is the highest among all major developed economies. The
high U.S. rate is seemingly not a matter of deliberate choice. Instead, it stems from afailure to acknowledge and
keep abreast of broader global trends.

The U.S. corporate tax rate is essentially unchanged since 1986, when a significant rate reduction was enacted.
However, during the interim competitor nations have made significant changes to their business tax systems, by
reducing tax rates and moving away from the taxation of worldwide income. Relative to other maor economies,
the United States has gone from being roughly on par with major trading partners to its current position of
imposing the highest statutory rate of corporation income. While less stark than the U.S.’ s high statutory rate,
the United States also imposes large effective rates. According to a study by PricewaterhouseCoopers,
“companies headquartered in the United States faced an average effective tax rate of 27.7 percent compared to a
rate of 19.5 percent for their foreign-headquartered counterparts. By country, U.S.-headquartered companies
faced a higher worldwide effective tax rate than their counterparts headquartered in 53 of the 58 foreign
countries.”

While statutory tax rates are critical to firm investment decisions, other measures of corporate taxation also
warrant consideration. A firm'’s effective tax rate includes other facets of the corporate tax code, such as credits
and deductions, which figure in the determination of afirm'’stax burden.

The United States fails another competitiveness test in the design of its international tax system. The U.S.
corporation income tax applies to the worldwide earnings of U.S. headquartered firms. U.S. companies pay U.S.
income taxes on income earned both domestically and abroad, although the U.S. allows aforeign tax credit up
to the U.S. tax liability for taxes paid to foreign governments. Active income earned in foreign countriesis
generally only subject to U.S. income tax once it is repatriated, giving an incentive for companies to reinvest
earnings anywhere but in the U.S. This system distorts the international behavior of U.S. firms and essentially
traps foreign earnings that might otherwise be repatriated back to the U.S.

While the U.S. has maintained an international tax system that disadvantages U.S. firms competing abroad,
many U.S. trading partners have shifted toward territorial systems that exempt entirely, or to a large degree,
foreign source income. Of the 34 economies in the Organization for Economic Cooperation and Devel opment
(OECD), for example, 28 have adopted such systems, including recent adoption by Japan, the United Kingdom
and New Zealand. According to a 2015 study by the Tax Foundation, the US ranks last in corporate income tax
competitiveness compared to OECD countries.

Finally, it isan important reminder, particularly in the current political climate, that the burden of the corporate
tax isborne by everyone. Corporations are not walled off from the broader economy, and neither are the taxes
imposed on corporate income. Taxes on corporations fall on stockholders, employees, and consumers alike. The
incidence of the corporate tax continues to be debated, but it is clear that the burden on labor must be
acknowledged. Indeed, one recent study found that labor bears as much as 70 percent of the corporation income
tax rate. Other studies have found similar implications, with a study by economists at the American Enterprise
Institute concluding that for every one percent increase in corporate tax rates, wages decrease by about one
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percent. These wage effects should be considered in thinking about the impact of tax reform
Fairness

It isthe sense of this group that further economic burdens to benefit the environment are inevitable. Within the
range of potential mechanisms for reducing carbon emissions, a carbon tax represents the most economically
efficient means of reducing emissions. In addition to its efficiency, a carbon tax also creates opportunities for
reducing distortions within the existing tax code. If a carbon tax is combined with reductions to the Corporate
Income Tax, the result could be a more competitive U.S. tax code without |oss of revenue.

The American Action Forum estimates the total projected burden of al finalized energy and environment
regulations will be $588 billion through 2050. Of these regulations, fourteen of the top twenty are focused on
either energy conservation or greenhouse gas emissions, with a burden of $371.2 billion. A carbon tax could
eliminate the need for some of these regulatory burdens, and if revenue is returned to the economy could
achieve the same results at alower cost.

Over aten-year period, an initial $20 per ton carbon tax (thereafter growing) would generate approx. $1,235
billion. In attempting to avoid the economic drag of such a pervasive tax, the most efficient use of the revenue
would be to reduce the most distortionary taxes. The Corporate Income Tax isthe ideal target of such reduction,
not just for its distortions and double taxation, but in order to make the U.S.” corporate tax rate more
competitive with other developed nations.

After combining a $20 per ton carbon tax with corporate tax reform, the statutory rate of the corporate income
tax could be reduced to about 20 percent, or perhaps lower. In this sense, the revenue bought from a carbon tax
would help reduce inversions, and encourage repatriation of capital. Further, a carbon tax would bring the U.S.
tax system more in line with that of other Western nations that price carbon, but would do so in a more business-
friendly manner than European Cap-and-Trade systems which contribute to uncertainty in carbon pricing.

This method of a carbon tax is revenue neutral, and makes more sense economically than standard sin taxing, or
tax and fee redistribution. However, the U.S. tax code is largely based around a concept of fairness, with the
wealthiest paying the most. A carbon tax is regressive by nature, meaning that the poor pay more (as a
proportion of their income) than the wealthy. Offsetting this regressivity isimportant to achieving political
feasibility, and this group would recommend achieving this by adjusting payroll tax rates, as well as some other
provisions to address the non-working, so the benefits of tax reform are distributed neutrally.

To achieve distribution neutrality, taxes on the poor must be cut to allow them more income to pay the carbon
tax. Any of these tax cuts on the poor must be paid for by tax hikes on the wealthy, who already benefit the most
from reduced corporate income tax. The net result is atax reform that is revenue neutral, aswell as
distributionally neutral.

If implemented as envisioned, the outcome of thisreform is as follows: all Americans pay roughly the same or
lower tax rate that they did before the reform, no socio-economic group is unduly helped or harmed by their
treatment under a new tax code, the tax reform should be inherently pro-growth with more incentives for
business and corporate investment, corporations will no longer invert as aresult of the U.S.” high tax rate, the
burdens created by carbon focused regulations will no longer be justifiable and thus eliminated, and the
projected reduction of carbon emissions will be equal to or lower than current regulations can achieve. This
framework for tax reform should be politically feasible due to its equitable treatment and ability to address
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policy concerns of both parties.
Meeting Materials Provided to the Group
* All materials referenced will be included in appendix

AAF received tax reform estimates from John O’ Hare of Quantria Strategies, LLC. The estimate contained a
$60/ton carbon tax as part of the Growth and Investment Tax plan. As aresult, the plan was found to be
essentially revenue neutral over the 10-year budget horizon. In particular, the plan, while losing revenue in each
of thefirst 5 years, raises revenue in each of the last 5 years.

The 2005 Advisory Panel on Federal Tax Reform defined “revenue neutrality” as revenues from individual and
corporate taxes that come within one-half of one-percent of forecasted revenues over the period. His estimates
show the plan to be within that tolerance. These estimates were used as the basis of this study.

Asaconcretefirst step, AAF enclosed materials that outlined the revenue and distributional estimates for two
approaches to tax reform. Broadly, AAF presented examples of two types of reforms: (1) corporate-only tax
reform, and (2) comprehensive reforms. For each type, AAF presented two options: (&) income tax reform, and
(b) reform that includes an additional revenue source. For the latter, AAF made the judgment that of the three-
leading possible new revenue sources — a value-added tax, afinancial transactions tax, and a carbon tax — that
the carbon tax had the most political viability.

The specifics of each reform option are outlined below. Our hope was that these reforms and the associated
estimates would serve as a starting point for afruitful discussion of afuture tax reform policy. To start the
discussion, the options were accompanied by some questions for the group that would help to guide future work.

The threshold question was whether the group would like to focus on comprehensive tax reform, corporate-only
reform, or continue with both options. Similarly, the estimates shown below do not incorporate any impact of
reform on overall economic growth. In this sense they are “ static”; does the group feel that “dynamic” scores are
essential to this discussion? With regards to the latter, dynamic scores were useful but not essential.

Option #1. Corporate Only Reform

(Enclosures: Table 1: Revenue Effects of Corporate Reform, Table 2. Revenue Effects of Corporate Reform w/
Carbon Tax Revenue, Table 3: Revenue Estimates for Base-Broadeners)
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Table 1. ESTIMATED REVENUEEFFECTS OF CORPORATETAX REFORM

Fiscal Years 2016- 2025

(Billions of Dollars)

Provision Hifective

006 2017 2008 2009 2020 2020 2022 2023 2024 2025 2016-2020 2016-2025

L Repeal or Modify Tax Expenditures for ALl Corporations..... tyba 1231/15

IL International Tax Reforms |1]..vvesssusssssssssssssssssesennss b 123113

I Redhuction in Corporate Rate to 23 pereent....vssssnne tyba 1231115

IV. Interaction With Corporate Rate Change [2]...ooovveiiins

1295 1923 2030 2057 2052 2050 2001 2006 221 052 9357 19487

5001070 -1206 <123 (1304 DAL (13541373 1398 -14301 5653 -12950

4659 496 05 04 03 686 688 693 104 308 -6682

NETTOTAL oo

0 94 118 128 45 07 39 A5 0 43 e 288

Quantria Strategies, LLC

NOTE Detads may not add to totals due o rounding.

Legend and footnotes for Table 14

Legend for "Effective" column:
tyba=tasble years beginning afler

(1] Assumes revenue neutral intemational taxreform s enacled.
(2] Only meludes mteraction with base broadenmg provisions.

Table 1. shows the estimate of a corporate-only tax reform plan that broadens the corporate tax base by
eliminating certain deductions and credits to allow for arevenue-neutral corporate rate reduction. The analysis
indicates that the maximum corporate tax rate could be reduced to 23 percent under this scenario. This reduction
in the corporate tax rate is significantly less than the previous estimates, due mostly to the effect of the tax
extenders enacted late last year. This had two related impacts: the revenue effect of lowering the top corporate
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was reduced (because the current law baseline was lower) and the revenue increases from repealing certain
corporate tax provisions raised significantly more revenue due the permanent extensions.

- American Action Forum -
Table 2. ESTIMATED REVENUEEFFECTS OF CORPORATETAX REFORM

Fiscal Years 2016-2025

(Billions of Dollars)

Provision Hifective 2016 wn 018 019 00 b)) un K] 04 025 20162020 2016-1013
I Repealor Modify Tax Expenditures for Al Corporations.......yba 123005 1293 1923 2030 2037 2052 2050 2000 2006 2021 2052 9557 19487
L International Tax Reforms [1]....uuvesesesssesessssssessseesin fyba 1231/15
I, Reduction in Corprate Rate to 18 percent gal23s <1063 -165.7 108 -ITR3-IRAT-1899  -919 1945 -1%0 2028 -8008 -L7779
IV. Interaction With Corporate Rate ChANGE [2].vvvvevvvre 006 989 1044 -l058 (1055 1054 -1029 -l032 -39 1055 481D -10022
V. Tse  §20/ton Carbon Tax on Fossil Fuel Emissions 3], oba 123005 528 810 82 84§14 895 917 W0 %3  98% 3898 860l
NETTOTAL v Y | X A 1 N S X N KN X I )

Quantria Strategies, LLC

NOTE: Details may not add to fotals due to rounding.

Legend and footnotes for Table 1B

Legend for "Effective” column:
fyba =tauble years beginnmg affer

(1] Assumes revenus neutral intemational tax reform s enacted.
(2] Only meludes interaction with base broadening provisions.
[3] Estinate includes 25% excise taxoffset,

Table 2. shows how this estimate would change if a $20/ton carbon tax isimplemented as part of the reforms.
The estimate indicates that the corporate tax rate could be lowered to 18 percent under this scenario.
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American Action Forum
Table 3. Estimated Revenue Effects of Comprehensive Corporate Tax Reform Provisions

Fiscal Years 2016 - 2015
(Billions of Dollars)

Provision Effective 2016 2007 2008 2019 2020 2020 2022 2023 204 2025 2016-2020 2016-2025
(orporate Provisions
1. Research and Development

1. Repeal expensing of research and development

ependitures* whal2ais 329 Mo M9 Al 124 8L 80 59 36 1§ 1489 1763

2 Repeal RED credit tyba 123115 8369 83 95 108 119 130 4l 149 156 438 1132

1. Energy

|, Termmate clean renewable energy bonds and
qualfied energy conservation bonds (sec. 34C and

s woss [ [ @ 00 ol 0 0r 0l 0l 0l 01 08

2. Repeal section 48 mcremental energy credit* ppisa 1231/15 07 0.8 0.6 05 0.5 05 04 04 03 03 3l 50
3. Repeal credit for electricity production from

renewable resources (section 43)* fpisa 1231115 00 0.0 19 15 10 14 15 19 10 19 §1 19
4, Repeal credit for imvestment i advanced energy

property (section 48C)* tyba 1231/15 RS issues fnal rules for issung remainmg credits i 2012 and 2013; Credlit expred 1231/13

5. Repeal deduction for expenditures on energy

efficient commercial bullding property* tyba 1231/15 Provision expired 128113

6, Repeal expensing of oll and gas exploration and

development costs* qoal3s L7 LS 12 L1 09 07T 05 02 0L 01 64 B0
7. Repeal percentage depletion for oil and natural gas

welk? tyba 1231113 X e T T K O A O T N
8. Repeal percentage depletion for coal and hard

mineral fossil el tyba 1231113 1 ) N 1 T )

9, Increase geological and small inegrated
geophysical anwrtization period for independent

producers to seven vears* goalatis 030202 02 o0l 0L 01 00 00 00 L0 L2
10, Amortization ofairpollution control facilties* ~ tyba 12/31/15 00 01 05 0l 2 4 4 0 07 05 29 7

11, Repealcredits for ltemative technology vehicles* tyba 1231/15 n M i e 0 00 00 00 00 00 00

12. Repeal exchusion of energy conservation subsidies
provided by public utltics tyba 1231/15 m o - Mm 0 o nofon e 0l
13, Repeal credt for phg-in electric vehicles vsa 18115 (1] 0.1 0.1 0.1 0.1 0.2 02 0.1 0.1 01 04 [l
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American Action Forum
Table 3. Estimated Revenue Effects of Comprehensive Corporate Tax Reform Provisions

Fiscal Years 2016 - 2023
(Billions of Dollurs)
Provision Effective 2016 2007 2008 2009 2000 2021 2002 2003 204 2025 2016-2020 2016-2025
[11. Natural Resources and Environment
1, Repeal expensing of exploration and development
costs, noufuelminerdls* g3ty 0000 01 01 0l ol o 0L 01 01 03 10
1 Eicess of percentage overcost depletion, nonfuel
nierels: gatpts 0000 0L 0L 0L 0L 0L 0 0l 0l 08 10
3 Repeal expensing of timber-groving and
reforestaion expenses ghals 05 05 05 05 05 0§ 0§ 0§ 0§ 0§ 23 48

4 Speeial uls formining reclamation reserves  yba 123115 n o o o o 1 M@/ o [/ [ o 04
3 Tpose full texon nuclear recommissioning teserve

funds; waays 000l 01 0 0 O 01 0l ol 0 0§ 10
6, Repeal exclusion of contributions i ad of

construction for water and sewerutlites tyba 123115 m o o o o o o n [nm [m o 03

T Repeal exclusion of eamings of certain

eavironmental setlement funds tyba 13115 n o o o o o @ o @{p [p o 0

[V, Agriculture
1. Repeal expensing of soil and water conservation
expenditures, cost of rasing daty and breeding catfle,
and costs of ferilzer and soil conditioner tyba 123118 0202 03 03 03 0L ol 0L o 01 04 09

1 Repeal exclusion from income for cost-shanng

paymets O 1| 1| VA V1 1 O A Gy
3 Repeal exchusion for cancellation of indebtedness
income of famers tyba 23115 o o ol 0l 01 01 0L 0L 0L 01 05 L0
4 Repealfive-vear carryback of net operating losses
attributable to faming tyba 13115 of of 01 o1 o o or 01 0 01 04 08
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Table 3. Estimated Revenue Effects of Comprehensive Corporate Tax Reform Provisions

Fiscal Years 2016 - 2025
(Billions of Dollars)
Provision Blectve 20016 2007 2008 2009 2000 M2 2 M3 MM 225 2016:2000 0162005
V. Commerce and Housing
1 Repeal the credit for low-income housing* caa 123115 32 83 §6 92 98 03 I3 LD 129 13§ 4Ll 1017
2 Repeal the rehabilitation credit* can 123115 03 6 06 07 07T 07T 08 19 21 1§y il 1D
3 Repeal the deferral of gain fornon-dealer stallment
sales iaa L3V 29 15 1204 04 04 03 03 03 84 0l
4 Repealthe deferral of gain on likeand exchanges®  eca 1231/15 03 10 17 10 21 27 30 34 40 45 74 ALl
5 Amortization of business start-up expenses Not available
6. Exemption fromimputed interest rules Not avalable
7 Special rules for magazine, paperback book and
record returns Not avaiable
§ Repeal the completed contract rule method* sooda 123115 14 15 15 07 0.7 08 08 09 10 12 6.8 115
9 Repeal cash accounting, other than agriculture  tyba 123118 [1] 03 03 03 04 04 04 04 05 0.6 13 36
10, Reped credt for employerpaid FICA on ips*  tyba 123118 03 06 07 07 08 09 10 L1 Ll 11 3l 84
11. Repeal the deduction for imcome attributable to
domestic production activities* tyba 123118 8l 121 125 133 116 112 112 113 19 124 576 1158
12, Credit for the cost of canying tax-paid distilled
spiits in wholesale inventories® Not avalble
13. Ordinary gain o loss treatment for sale or
exchange of Fannie Mae and Freddie Mac preferred
stock by certain financial institutions Not avaiable
14, Inventory methods and valuation:
a Repeal lastin, first out® tyba 123118 46 Tl 17 80 83 §.6 91 13 126 WS BT 98
b. Repeallower of cost method® tvba 123118 0.1 0. 03 0.3 0.7 13 0.9 0.7 0.6 0.3 17 33
¢. Spectlic identification for homogeneous products tyba 1231/18 1] 1] 1] 1] 1] 1] 1] 1] (1] 1] 02 04
15. Bection of gain orloss on sale or exchange of
Brownfield property tyba 113118 [1] [1] [l] [1] []] [1] [1] [1] m [l] 0. 04
16. Income recognition rule for gain or loss from
section 1256 contracts tyba L2311 ] 0l 01 01 0.1 001 0l or o1 02 04
17 Inchsion of meome arising from business
indebtedness tyba 13118 Not avaihble
18, Expensing of Section 179 Propety tyba 13113 12 10 8770 56 48 4l 41 47 48 45 66D
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Table 3. Estimated Revenue Effects of Conprehensive Corporate Tax Reform Provisions

American Action Forum

Fiscal Years 2016 - 2023
(Billions of Dollars)

Provision Effective 2016 2017 2018 2009 2020 2021 2022 2023 204 2025 2016-2020 2016-2025
V1. Financial Insfitutions

1. Taxincoms from credit unions tyba 123115 8 O . Y A A . N . N 1 T R | A M

1 Bpand pro-ata interest expense disalowance for

company-owned [ife msurance* da 13115 05 06 08 09 10 11 1.2 14 1.5 17 37106

3 Repeal small iz insurance company tasable income

adjistment tyea L3115 o o o 01 oo 0ol 0l 0 0409

4 Repeal special deduction for Bue Cross and Blue

Shield companies™ tyba 13115 02 04 04 05 05 06 07 07 09 09 0 5B

5. Repeal taxexempt status and election to be taxed

only on nvestment income for small property and

casualty isurance companies tyba 123115 1] 0l 0l 0l 0.1 0.1 0.1 0.1 0.1 0.1 04 09

6. Interest ate and discouting period assumptions

for fevenue of propety and casualty insurance

compasies tyba 123015 X . S R 1| ¥ VX ¥

7 Brosation for property and casualty companies  tyba 123113 0.1 0 0 03 04 04 0.5 0.5 05 0.6 11 31
VIL. Transportation

1. Deferral of tax on capital construction funds of

shipping companies tyba 123115 [1] 01 01 01 0.1 0.1 0.1 0.1 0.1 0.1 04 09
VIII. Community and Regional Development

1, Repeal empoverment zone taxincentives tyba 123113 03 02 0] 1] 1] 1] 1] 1] [1] 1 06 06

2 Repeal New Markets tax credt tyba 123115 o 03 04 04 04 04 05 05 06 12 38

3 RepealDistrictof Columbia taincentives tyba 123118 1 1 ) ¥ ) 1 | | R | N | 1]

Rpedcedthridmenatonemloyment wea2ts [ [0 [ [0 [0 0 00 m omoMm W

5. Repealrules for recovery zone econonic

development bonds (QZABs, QSCBs, and trbel

econonic development bonds) tyba L3115 0o 0 o w0 © 0 ©g W @ [m Qg

. Flaminate requirement that finan cil institutions

alocate mierest expense attbuiable to tavexempt

interest tyba 123115 0. 05 0 05 03 03 0.5 05 0.6 0§ 12 49
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Table 3. Estimated Revenue Effects of Comprehensive Corporate Tax Reform Provisions

Fiscal Years 2016 - 2025
(Billions of Dollars)
Provision Effective 2016 2017 2008 2019 2020 2021 2022 2023 2024 2025 2016-2020 2016-2025
IX. Education, Training, Employment and Social Services
1. Repeal deduction for chantable contrbutions of
companies tyba 1231/15 0. 03 03 03 03 03 03 03 04 04 13 3D
2 Repeal provisions for emplovee stock ownership
plans (ESOPs) tyba 123015 04 06 07 0T 07 08 08 08 09 10 3 4
3 Deferral of tasation on spread on emplovee stock
purchasz plans tyba 123115 1] (1] (1] 1] 1] [1] 1] 1] (1] (1] (1] 1]
4 Credit for disabled access expenditures tyba 123115 [1] [H [l] [l] [l] [H [1] [1] [1] [l] [l] [1]
X Health
| Greditfororphan drug research tyba 113113 05 08 08 08 09 09 09 10 11 L1 38 88

2 Prenium subsidy on COBRA continuation coverage tyba 123115 1] 0.1 0l 0.1 0.1 0.1 0.1 0.1 0.1 0.1 04 0.9
3, Taxcredt for small business purchasing employee
insurance tyba 123115 [1] 0.1 0.1 01 0.2 02 02 02 02 02 05 1.5

XL Income Security
1. Exchision of disaster migration payments tyba 123115 [1] [H [1] [1] []] m [1] [1] [1] [1] [1] [l]

XII Generally Purpose Rural Assistance
1. Exchiston of interest on pubkic purpose State and
local govermment bonds Not avallable

XIII. General Corporate Provisions
1 Repeal exclusion of nterest on private activity
bonds* bia L3113 or 02 04 07 4 17w 22 25 15 14
1 Repeal MACRS and apply altemative depreciation
system (ADS), other depreciation provisions® misal23vis 296 30 WL 91 8l 759 651 600 358 5Ly 32001 6294
3 Repeal of expensing provisions (other than energy,

natural resources, and agriculture) tyba 123115 Not avadable
4 Repeal Comorate [nterest Deduction tyba 123115 154 18 Ul 307 8.7 "7 $§0 505 528 550 1307 LT
Net Total 1205 1923 2030 2057 202 2050 20001 2006 2021 2052 9366 19503
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*Estimates derived from available JCT estimates

Legend for Effective column: apoia = annuities paid or mcurred after
bia=bonds issued after
caa = credis allocated after
cpoia = costs paid or incurred after
cia =contracts issued after
DOE= date of enactment
dpa = deferrals paid after
eca=exchanges commencing after
fpisa=facilties placed i service after
isa =mstallment sales after
N/A =not applicable
ppisa = property placed m service after
saua=sales and uses after
sooda =sales or other distributions after
tyba=taxable years begmning after
tyea = taxable years ending after

vsa=vehicles sold after

[1] Gain of less than $50 million
[2] Loss of less than $50 million

Table 3. shows the detailed revenue estimates underlying the estimatesin Tables 1. and 2. All of the estimatesin
Table 3. assume a maximum corporate tax rate of 35 percent, the current law rate. An additional line item
reflects the interaction of the base-broadening provisions with the corporate tax rate reduction. (Generally,
proposals that increase taxable income will raise less revenue under areduced tax rate.)
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Tax reform specifications:

In this option AAF estimated the maximum revenue-neutral reduction in the corporation income tax rate made
possible by sweeping base-broadening. In dollar terms the three largest base-broadeners are the repeal of the
Modified Accelerated Cost Recovery System (MACRS), which provides accelerated depreciation of
investment; the deductibility of corporate interest; and the expensing of research and experimentation costs. See
Table 3 for acompletelist. Full repeal of these provisions would allow for areduction in the current corporate
rate of 35 percent to 23 percent (Table 1). Table 2 shows that including revenue from a new, $20 per ton carbon
tax would allow the rate to be further reduced to 18 percent.

Questions and considerations:

e Should aternative revenue sources be considered?
¢ |sthe corporate rate reduction sufficient?

e Thisreform contemplates moving towards a dividend exemption (territorial) tax system, with strict base
erosion rules (modeled on former Ways & Means Chairman Camp’s “option C.”)

e Isaterritorial system desirable?
e Arestrict base erosion rules necessary?

e Many nations are providing preferential tax treatment of |P-derived income (*patent boxes’). Should a
corporate-only reform provide for asimilar policy?

e Many of the base-broadening provisions have a separate economic rationale (e.g., accelerated
depreciation). Would the repeal some or all be economically counterproductive?

Option #2: Corporate and Individual Tax Reform.

(Enclosures: Table 4A: Revenue Effects for Corporate and Individual Tax Reform, Table 4B: Revenue Effects
for Corporate and Individual Tax Reform w/ Carbon Tax Revenue, Table 5: Distributional Table, Table 6: Cost
of Capital, Appendix A: Detailed Description of Plan Specifications)
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Table 4A. Estimated Revenue Effects of Growth and Investment Tax Reform Plan
Fiscal Years 2016- 2025
(Billions of Dollars)

Provision Effective 016 2017 2008 2009 2020 200 2022 2003 2014 2025 2006-2020 2016-2008

I1L. Individual Savings and Refirement
(a) Create Save at Work plans that rely on current 401(k)
contnbution bmuts; Al accounts would be Roth accownts ~ tyba 12/31/13 89 0 318 36 M4 B3 Wl NW1OB0 M0 187 33
(b) Retan current law for Defined Benedt Plans tyba [2631/15 No Revenue Effect
(c) Replace all other retrement plans wih Save for
Rerement accounts ($10,000 anmual ) available to all
taxpayers; Allaccounts would be Roth accouns tyba [2631/15 62 63 65 67 68 69 71 73 T4 WY o
(d) Save for Family accouss ($10,000 annual i)
avalable to al taxpayers, all accounts would be Roth

acoous tyba 123115 A0 00 00 00 00 020 02 02 02 0 48 d
(¢) Repeal Education savings plans tyba 123115 oL 0l o o 02 02 02 02 02 01 03 13
(f) Repeal Heakh savgs plans tyba [2/31/15 06 12 Lo 19 23 25 25 25 L5 2 T6 M
Subtotal, Individual Savings and Refirement B4 W7 0 B4 W7 86 467 48 0 187 o
Total Growth and Investment Tax Package SI0T 45 MY 030 ST 009 (1820 -1667 1529 -LeSLE  -2S8L0

Source: Quantria Strategies, LLC

fyba = {axyear beghaning afier

(1) Proposals are estimated sequentially. Le, each estimate assumes
that the provisions above have been implernented.

(2) Dollar amounts have been indexed for nflation.

(3 Inchuded i fem Lb

(4) Estimate assumes individuals presently covered under enployer:
sponsored plans can deduct their employee share,

AMERICANACTIONFORUM.ORG


https://www.americanactionforum.org/wp-content/uploads/2017/03/A10-1.png
https://www.americanactionforum.org/wp-content/uploads/2017/03/A10-1.png

Table 4A. shows our estimate of the Growth and Investment Tax Plan presented in 2005 by President Bush’'s
Advisory Panel on Federal Tax Reform. The plan was comprehensive, far reaching and would fundamentally
change the U.S. tax system for both individuals and businesses. Among its most significant features include:

A top tax rate of 30 percent for individuals and businesses. For individuals, the tax rate would be
progressive with three brackets at 15 percent, 25 percent and 30 percent. Businesses would pay aflat rate
of 30 percent.

The Alternative Minimum Tax (AMT) for both individuals and businesses would be repealed.
A new Family Tax Credit would replace persona exemptions, standard deduction and child credit.

A Work Credit, integrated with the Family Tax Credit, would replace the Earned Income Tax Credit
(EITC).

Home mortgage interest deductions would be replaced with a 15 percent credit, available to all
homeowners.

Donations to charity would now be deductible for al taxpayers, not just those who itemize.
Individuals who purchase health insurance would be able to deduct the cost of that insurance.
Income from interest, dividends and capital gains would be taxed at 15 percent for individuals.

For businesses (including sole proprietorships, S-Corporations, Partnerships and C-Corporations) would
be able to expense the cost of all new investment.

Our estimates show that the individual tax provisions, including those for savings and retirement, raise
substantial revenue over the 10-year budget horizon. However, this revenue gain is more than offset by revenue
losses on the business side. The primary reason for thisis the expensing provision for new investment.| 1]
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Table 4B, Estimated Revenue Eftects of Growth and lnvestment Tax Reform Plan
Fiscal Years 2016- 2015
(Billions of Dolars)

Provision Effective 016 017 2018 2019 2020 2020 2022 23 204 2005 2016-2020 2016-2025

1. Provisions Affecting Individuals (1), (2)

(a) Tox Rates (137, 23%, 30%) nd AMTRepeal -~ b0 1265115 206 =323 -M42 357 312 300 408 -9 450 473 1600 376
(b) Repeal temzed deductions and certam adjustments fo

come e L2315 1958 3009 3145 35 ML 383 JMY9 NI§ 40902 471 1408 Jddd
(c) Repeal deduction forstate and local faxes fyba 1231/15 G G 6 6 6 6 6 6 6 6 (3)
(d) 15Y% Tax Rate on Inferest, Dividends and Capial Cans  tyba 1231/15 S04 5T ST S8E 603 624 -6h8 673 609 2T SSd
(¢) Deduction for chartable gving avaiabk foral

faxpayers phal23105 356 -8 73 N8 615 653 683 73 M5 T8 A0 40
(1 Replace three-tiered structuwe with  simple deduction for

Socal Security Benefi (44,000 $22,000 sigle

woukl pay no taxes; ndexed for mflaton) e l2315 413 647 684 714 45 8D 618 58 00 946 N3 TS0T

(¢) Deduction for purchasing health nsurance (4) e 123105 210 89 35 M0 M6 552 558 563 569 574 1L S196
(H) Replace home mortgage nterestdeductionwihbome e 123015 476 3163 193 823 85T 892 029 967 1007 386 36
(1) Replace standard deduction, personal exenption and

chid credi wih new Famy Credi fyba 1231/15 09613 639 64 690 7L AR I8 SL0 %4 3006 694
(j Replace EITC with Work Credi e l2315 -0 6§ 176 82 190 197 05 M4 L3 B L -I806
Subtotal, Individual Provisions “r omro1se B4 BE NI N8 MIONS 46 100 293

I1. Provisions Affecting Businesses
(o) Pt taxrae of 30% and repealcorporate AMT b L28005 313 87 502 510 -3 559 564 572 82 596 S S

(b) Expensig ofnew mvestment e 128115 3910 4410 3690 3310 3050 -2800 2630 2400 -2300 -2300 1830 3090
(c) Treatment of net ntercst fyba 1231/15 32187 07 B3 N2 OBy 42 43 &2 42 1
(d) Itemnational provions (destmation-bask with border

fax adjustments fyba [231/15 R - -
Subtotal, Business Provisions 4090 4700 386 356 61 915 83 629 DM0 MRS -L9605 3293
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Table 4B. Estimated Revenue Effects of Growth and [nvestment Tax Reform Plan
Fiscal Years 2016 - 2028
(Billions of Dollars)

Provision Effective 016 2007 2018 2019 2020 2020 2022 2023 2024 2025 2016-2020 2016-202

I11. Incividual Savings and Retirement
(¢) Create Save at Work plans thatrely on curent 401(k)
contrbution lmit; Allaccounts would be Rothaccounts  tyba 12/31/15 89 0 2§ B M4 BY w2 VLB N0 15T 3
(b) Retain current lw for Defied Beneft Plans tyba 1231/15 No Revenue Effect
(c) Replace all other recrement phns with Save for
Retrement accounts ($10,000 annual ) avaible to all
faxpayers; Allaccounts wouk! be Roth accownss tyba 1231/15 36062 63 65 67 68 69 T T3 T4 WY o8
(d) Save for Fanuly accounts ($10,000 anmual )
avaiabke to al tuxpayers; all ccounts woud be Roth

aecous tyba 1231115 A0 00 0 o 02 02 02 02 0 45 4
(¢) Repeal Education savmgs plns tyba 1231115 o or o 0 02 02 02 02 02 01 03 15
(1) Repeal Healthsavmgs plans tyba 123115 06 12 1o 19 23 1% 1y 2y 25 1o e M
Subfotal, Individual Savings and Retirement BN 07 Q0 B4 uT K6 4T a8 0 187 oM

IV. Inpose a $60/Ton Carbon Tax on Fossil Fuel Emissions (5) nba 125115 1500 2284 2353 424 208 2573 2651 230 2813 2898 L1060 2476

Total Growth and Investment Tax Package L7 180 1069 S8 A3 Lo 632 OLL 1o 1369 S458  -108d

Source: Quantria Strategies, LLC

fyba =taxyear beghning afler
(1) Proposels are estimated sequentially. Le. each estimale assumes
that the provisions above have been inplenented.

(2) Dollar amounts have been indexed for inflation.

(3) Inchuded in frem b
(4) Estimate s sumes individuals presently covered under enployer-
sponsored plans can deduct their eniployee share,

(5) Estirmate mehudes 25% excise taxoffset,
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Table 4B. shows the estimate if a $60 per ton carbon tax isincluded. We find this resultsin a plan that is
essentially revenue neutral over the 10-year budget horizon. Significantly, the estimates show revenue lossesin
each of thefirst five years and increasingly growing revenue increases in the second half of the budget window.
Thisis primarily due to the “front loading” of the revenue |osses due to expensing.
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Table 5. - Average Effective Tax Rates, by Income Class, Under Current Law an
Tax Growth and Investment Tax Plan

Tax Year 2016
Average Effective Tax Rate”
Income Class'’ Present Law Proposed Law
(%) (%)
Less Than $10,000 -8.2% -9.1%
$10,000 to $20,000 -6.6% -2.6%
$20,000 to $30,000 -1.4% 1.9%
$30,000 to $40,000 2.7% 5.4%
$40,000 to $50,000 5.8% 6.3%
$50,000 to $75,000 7.9% 7.9%
$75,000 to $100,000 9.0% 9.2%
$100,000 to $200,000 11.4% 12.2%
$200,000 to $500,000 16.8% 17.9%
$500,000 to $1 Million 23.5% 21.3%
$1 Million to $2 Million 26.8% 22.2%
$2 Million to $5 Million 27.6% 21.8%
$5 Million to $10 Million 27.6% 21.3%
$10 Million and Over 25.1% 19.2%
Total, All Taxpayers 12.8% 12.7%

Source: Quantria Strategies, LLC Individual Income Tax Simulation Model
" The income concept used to classify taxpayers 1s total positive income.

Y Figures do not include certain provisions that were calculated independently of the
simulation model.
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Table 5. compares effective tax rates under present law and how they are likely to change under the Growth and
Investment Tax Plan. The figures show that low-income taxpayers would be better off under the plan, due
principally to the Family and Work Credit, but that this benefit declines as incomes reach about $200,000.
Taxpayers with incomes above $200,000 see significant reductions in average tax rates due to the lower tax
rates on interest, dividends and capital gains.
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Table 6. - Change in the User Cost of Capital Under the Growth & Investment Plan

User Costof ~ User Cost of
Capital Capital (Growth  Change from

NAICS Code Industry (Present Law) & Investment Plan)  Present Law

[1 Agnculture, forestry, fishng, and hunting 4.18% 3.63% -13.16%
21 Mining 4.08% 3.58% -1225%
22 Utilties 4.29% 3.58% -16.55%
23 Construction 3.96% 3.58% -9.60%
3133 Manufacturing 4.06% 3.58% 11.82%
42 Wholesale trade 4.16% 3.60% -13.46%
44-45 Retail trade 4.22% 3.61% 14.45%
48-49 Transportation and warehousing 4.10% 3.59% 1244%
51 Information 4.83% 3.68% -23.81%
52 Fmance and msurance 4.22% 3.62% -14.22%
53 Real estate and rental and leasing 4.11% 3.59% -12.65%
54 Professional, scientific, and technical servic 4.35% 3.63% -16.55%
55 Management of companies and enterprises 433% 3.63% -16.17%
56 Admmistrative and waste management serv 425% 3.61% -15.06%
61 Educational services 4.32% 3.62% -16.20%
62 Health care and social assistance 4.24% 3.60% -15.09%
71 Arts, entertamment, and recreation 421% 3.60% -14.49%
72 Accommodation and food services 4.12% 3.59% -12.86%
81 Other services, except govemment 4.19% 3.60% -14.08%
Total, All Industries 4.22% 3.61% -14.45%

Source: Quantria Strategies, LLC
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Table 6. shows how the business tax provisions would affect the user cost of capital under the Growth and
Investment Tax Plan for equipment purchases. The estimates show significant reductions in the marginal cost of
investment, about 15 percent, due primarily to the expensing provision and the reduction in the top rate for
businesses to 30 percent. A reduction in the user cost of capital would result in more business investment

Tax reform specifications

For the purposes of providing areference for an individual and corporate tax reform plan, AAF chose the
President’s Advisory Panel on Federal Tax Reform (2005) “ Growth and Investment Plan” as a benchmark. This
plan makes significant changes to existing tax law, including: implementing a progressive tax rate structure on
wage income with atop rate at 30 percent; taxing income from capital (e.g., interest, dividends, capital gains) at
15 percent; repealing the Alternative Minimum Tax (AMT); replace the current system of exemptions and
deductions with a Family Tax Credit; make far-reaching changes to our existing retirement, health and
education tax incentives; and provide immediate expensing of capital expenditures for all businesses. Tables 4A
provides detailed specifications and associated revenue effects. Table 4B moves the plan to revenue-neutrality
by incorporating a $60 per ton carbon tax. (Note: thisis much higher than any carbon tax proposal in the current
environment.) Appendix A provides detailed specifications for the individual and corporate provisions of this
plan.

Questions and Considerations.

¢ Unlike the corporate-only reform, this plan iswell short of revenue neutrality. Is that an essential
constraint?

¢ Should alternative revenue sources be considered?
e Istherate structure (15, 25, 30 percent) appropriate?

¢ Isthe treatment of savings and investment income appropriate? Should the tax on capital income be zero
(i.e., aconsumption tax base)?

These were initial questions that AAF hoped would jump-start a productive discussion.

APPENDIX A —DESCRIPTION OF PROVISIONS CONTAINED IN THE GROWTH AND INVESTMENT
REVENUE TABLE

Individual Income Tax Provisions
I. Households and Families
1. Tax Compensation — The proposal would tax wages, compensation, and other compensation at three
progressive tax rates (15, 25, and 30 percent). The following table summarizes the tax rates and income
brackets for applying the tax rates. Generaly, the provision would eliminate the marriage penalty (for the

most part) by making the tax brackets and most other tax parameters double those for individual
taxpayers. The provisions would apply to taxable years beginning after December 31, 2015.
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Table A-1- Tax Rates and Income Brackets
Tax Rate Married Taxpayers Unmarried Taxpayers
15 percent Up to $99,200 Up to $49,600
25 percent $99,201 to $173,600 $49,601 to $86,800
30 percent $173,601 or more $86,001 or more

Alternative Minimum Tax — The proposal would repeal the current-law alternative minimum tax system.
The provisions would apply to taxable years beginning after December 31, 2015.

Provide Family Credit — The proposal would create afamily credit that would replace the personal
exemption, standard deduction and child tax credit. The family credit would provide a $4,092 credit for
married filing jointly taxpayers; $3,472 credit for unmarried taxpayers with a child; $2,046 credit for
unmarried; and $1,426 credit for dependent taxpayers. Taxpayers would claim an additional credit for
each dependent child of $1,860 and $620 credit for each additional dependent. The proposa would allow
familiesto claim the family credit for some full-time students (not yet specified). The provisions would
apply to taxable years beginning after December 31, 2015

Provide Work Credit — The proposal would create a new work credit that would replace the current-law
earned income credit. These provisions would apply to taxable years beginning after December 31, 2015.

. Other Major Creditsand Deductions

Home Credit — The proposal would repeal the current-law mortgage interest deduction and replace it with
ahome credit equal to 15 percent of mortgage interest paid. The credit would apply to the average
regional house price. Estimates suggest that average regional house prices would be limited to $227,000
to $412,000, depending upon the location. The provisions would apply to taxable years beginning after
December 31, 2015.

Charitable Deduction — The proposal would repeal the current-law charitable deduction with a deduction
that is available to all taxpayersthat give 1 percent or more of income. The final proposal would include
anti-abuse rules and require appropriate documentation. The provisions would apply to taxable years
beginning after December 31, 2015.

Use Pre-tax Dollars for Health Insurance — Under this proposal, taxpayers would exclude amounts paid
for health insurance from income (pre-tax dollars), up to the amount of the average premium (estimated at
$5,000 individual and $11,500 for families). The provisions would apply to taxable years beginning after
December 31, 2015.

Repeal Itemized Deductions — The proposal repeals specifically the itemized deduction for State and
Local taxes. Inaddition, it is assumed that the itemized deductions for property taxes, businesses
expenses, medical expenses, and other itemized deductions (not specifically addressed) are repealed. The
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provisions would apply to taxable years beginning after December 31, 2015.

[11. Individual Savings and Retirement

1. Create Save at Work Plans— The proposal would create the Save at Work Plan that would rely on the
current-law 401(k) contribution limits. However, all contributions would be subject to tax and the
accounts (prospectively) would receive tax treatment as current law Roth accounts (i.e., contributions are
not deductible; interest earnings would not be subject to tax if they remain in the account for at least five
years.) The provisions would apply to contributions made in taxable years beginning after December 31,
2015.

2. Other Defined Contribution Plans — The proposal would replace all other retirement plans (including
individual retirement arrangements, and other cash or deferred arrangements) with Save for Retirement
accounts. The accounts would be subject to a $10,000 annual limit and would be available to all
taxpayers. The estimate assumes that the current-law provisions that limit contributions to total taxable
compensation or the annual dollar limit amount would apply to these contributions. In addition, the
estimate assumes that all retirement savings would receive the same tax treatment as Roth accounts. The
provisions would apply to taxable years beginning after December 31, 2015.

3. Save for Family Accounts—In an effort to simplify and streamline the current tax —preferred savings
opportunities, the proposal would create Save for Family Accounts. The accounts would be subject to a
$10,000 annual limit and would be available to all taxpayers. The Save for Family Accounts would
replace current-law education savings plans and health savings plans. The estimate assumes that all
retirement savings would receive the same tax treatment as Roth accounts. The provisions would apply to
taxable years beginning after December 31, 2015

4. Unify the tax treatment of capital income — Under the proposal, all capital income, including all
dividends, capital gains and all taxable interest received would be subject to tax at a 15 percent tax rate.
The provisions would apply to taxable years beginning after December 31, 2015.

5. Simplify and Limit Social Security Taxes— The proposal would replace the current-law three-tiered tax
calculation with asimple deduction for Social Security Benefits. Married taxpayers would not be subject
to tax on benefits up to $54,560 and unmarried taxpayers would not be subject to tax on benefits up to
$27,280. The benefit threshold would be indexed for inflation. (The estimate assumes that the
indexation calculation would apply the same CPI-W as that applied to annual benefit increases.) The
provisions would apply to taxable years beginning after December 31, 2015.

Business Income Tax Provisions
|. Small Business

1. Small Business Tax Rates — Under the proposal, small businesses would be subject to a 30 percent tax
rate on business income. Business income would be determined using the subtraction method. This
method measures the difference between receipts and outlays, on a cash-flow basis. Sole proprietorships
are subject to tax at the individual income tax rates. This strategy eliminates the potential for tax planning
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strategies aimed at shifting income between the business activity and the individual income tax base. In
addition, the proposal would repeal the alternative minimum tax for businesses. Under the tax plan,
losses would not be refundable, but would allow the business taxpayer to carry forward the |osses to apply
to income earned in future periods. The provisions would apply to taxable years beginning after
December 31, 2015.

2. Expensing — The proposal would alow businesses to deduct the cost of new investment in the year that
the asset is placed in service. Thiswould repeal the modified accelerated cost recovery system and would
apply to property placed in service after December 31, 2015.

3. Large Business Tax Rates — Under the proposal, large businesses would be subject to a 30 percent tax rate
on business income. Business income would be determined using the subtraction method. This method
measures the difference between receipts and outlays, on a cash-flow basis. In addition, the proposal
would repeal the alternative minimum tax for businesses. Under the tax plan, losses would not be
refundable, but would allow the business taxpayer to carry forward the losses to apply to income earned
in future periods. The provisions would apply to taxable years beginning after December 31, 2015.

4. Expensing — The proposa would allow businesses to deduct the cost of new investment in the year that
the asset is placed in service. Thiswould repeal the modified accelerated cost recovery system and would
apply to property placed in service after December 31, 2015.

5. Consistent Treatment of Financial Transactions — The business income tax base would not include
financial transactions. Under the proposal, with the exception of financial institutions, businesses would
no longer deduct interest paid expenses and interest received would not be subject to tax. The provisions
would apply to taxable years beginning after December 31, 2015

6. Foreign-Sourced Income — The proposal would reform international transaction to create a system of
taxes based on adestination basis. This means that business tax would apply to all consumption,
regardless of where the goods were produced. Income generated on the export of products produced
domestically would be excluded from tax. The business would receive atax rebate of the foreign taxes
paid on the production costs (border tax adjustments). The provisions would apply to taxable years
beginning after December 31, 2015.

[ 1] Our estimates do not include certain transition rules outlined in the Commission’s study. Including these
would dlightly increase the revenue losses of the business provisions.

Additional Sources:

TPC: An Analysis of Hillary Clinton’s Tax Proposals

CBO: The Distribution of Major Tax Expendituresin the Individual Tax System
OECD: Tax and Economic Growth

OECD: Tax Policy Reform and Economic Growth
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http://www.taxpolicycenter.org/publications/analysis-hillary-clintons-tax-proposals/full
https://www.cbo.gov/sites/default/files/113th-congress-2013-2014/reports/TaxExpenditures_One-Column.pdf
https://www.oecd.org/tax/tax-policy/41000592.pdf
http://www.oecd.org/ctp/tax-policy/tax-policy-reform-and-economic-growth-9789264091085-en.htm

RFF: Border Adjustments for Carbon Emissions
RFF.Comparing Policies to Combat Emissions Leakage

RFF: WTO Law Constraints on Border Tax Adjustment and Tax Credit Mechanisms to Reduce the Competitive
Effectsif Carbon Taxes

TPC: Integrating the Corporate and Individual Tax Systems. The Dividend Paid Deduction Considered

TPC: Curbing Tax Expenditures
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http://www.rff.org/files/document/file/RFF-DP-16-09.pdf
http://www.rff.org/files/sharepoint/WorkImages/Download/RFF-DP-09-02-REV.pdf
http://www.rff.org/files/document/file/RFF-DP-16-03.pdf
http://www.rff.org/files/document/file/RFF-DP-16-03.pdf
http://www.taxpolicycenter.org/publications/integrating-corporate-and-individual-tax-systems-dividends-paid-deduction-considered
http://www.taxpolicycenter.org/sites/default/files/alfresco/publication-pdfs/412493-Curbing-Tax-Expenditures.PDF

