
August 14,  1984. 

To: Pete Sparber 

re :  Comparative E f f e c t s  Of Proposed F l a t  Tax 
Plans  On Corporate Business Taxes 

A comparison o f  t h e  var ious  so-called "flat-tax" proposals fol lows,  
with regard t o  t h e  ways i n  which they  would handle corpora te  taxes.  

Bradley-Gephardt : 

Corporations would be taxed a t  a f l a t  r a t e  of 30 percent ,  and most ex is t ing  
t ax  deductions, c r e d i t s ,  and exemptions would be repealed. A new deprec- 
i a t i on  method would be app l i cab le  t o  s i x  c lasses  of equipment under a 
250 percent dec l in ing  balance method, wi th  d i f f e r e n t  depreciable  l i v e s .  
Industr ia l  development and mortgage subsidy bond provis ions  would be repealed 
but, more important ,  t h e  investment and r e h a b i l i t a t i o n  t a x  c r e d i t  and extended 
depreciation per iods  would be d iscarded .  

Kemp Kasten FAST Plan: (Eai r  - And Simple - Tax) 

Major deductions a r e  r e t a ined  and indexing f o r  i n f l a t i o n  i s  considered. There 
would be f u l l  t a x a t i o n  of c a p i t a l  g a i n s  and f u l l  deduction of c a p i t a l  losses ,  
with a taxpayer 's  op t ion  t o  have 25 percent  exclusion without indexing.. 
Corporate t a x a t i o n  would be a t  a 30 percent  r a t e  appl ied  t o  a tax  base t h a t  
eliminated most deductions, c r e d i t s ,  exemptions, and exclusions except f o r  
chari table ,  mortgage, i n t e r e s t  r e a l  e s t a t e  taxes, and'major medical expenses. 
Capital  c o s t s  would be recoverable  w i t h  cu r r en t  schedules.  Corporate c a p i t a l  
gains t ax  r a t e s  would be c u t  from 28 t o  20 percent, and fo re ign  investment 
tax c red i t  r e t a ined .  But t h e  investment and the research  & development t ax  
c red i t s  would be  abol ished,  and c a p i t a l  gains  taxes w i l l  be payable on the  
f u l l  amounts. 

Quayle SELF Plan:  (Simple, - - E f f i c i e n t ,  Low t a x  r a t e s ,  F a i r )  

The SELF plan  has  no s p e c i f i c  proposa ls  t o  make a s  y e t ,  and i s  awaiting 
the Treasury s tudy  ordered by the P res iden t  on a l t e r n a t i v e s  t o  the present  
tax system. As prel iminary guide l ines ,  Quayle f e e l s  t h a t  double taxa t ion  
of corporate t a x  burden should be  reduced and spread more evenly, with a 
s ingle  r a t e  app l i cab le  t o  a l l  f i rms  a t  about 30 percent .  He i s  considering 
recommending expensing f o r  deprec ia t ion ,  which would b e  unique. 

Hall-Rebushka-Deconcini (Low, simple, f l a t  t a x  plan) : 

This plan proposes a very low r a t e  of 1 9  percent t a x  on business  income, 
separation of s u b s i d i a r i e s  f o r  tax purposes,  and a ca r ry  forward of l o s ses  
t o  be o f f s e t  a g a i n s t  t axes  paid i n  f u t u r e ,  without l i m i t  on t h e  durat ion 
of carry forward. These l o s s e s  a r e  a l s o  augmented w i t h  a r a t e  of i n t e r e s t  
based. ion 3-month Treasury b i l l s  f o r  t h e  f i r s t  year. Since the re  a r e  no 
other  deductions o r  allowances such as home mortgages, c h a r i t i e s  and bui lders  
would be i n  crisis, T h i s  b i l l  is almost business t a x  f r e e  because of i x m d i a t e  



r deductible o u t l a y s  f o r  i n v e n t o r i e s  and investments.  

This p lan e l i m i n a t e s  all  p r o g r e s s i v e  rates and t axes  a t  a very  low 1 0  
percent, whi le  main ta in ing  a lmost  a l l  c u r r e n t  deduct ions  and exclus ions .  
This p lan  w i l l  n o t  l i k e l y  be revenue n e u t r a l  because of i t s  l i b e r a l  
concessions- It h a s  l i t t l e  chance of endorsement i n  i ts  p r e s e n t  form. 

Consumption Tax: 

This t a x  would have i t s  primary and major e f f e c t s  on t h e  work f o r c e  
by e l imina t ion  of t a x e s  on s a v i n g s  and investments.  This  type of t a x  
would n o t  n e c e s s a r i l y  s i m p l i f y  t h e  system, b u t  i t  would be  a s t r o n g  
incent ive  t o  i n v e s t .  Revenues would n o t  probably be any h igher  than 
under t h e  p r e s e n t  system. It is v e r y r e g r s s s i v e  i f  a p p l i e d  only  t o  wage income. 

Value Added Tax (V.A.T.) O r  Na t iona l  Sa les  Tax: 

The V.A.T. l e v i e d  on v a l u e  added a t  each s t a g e  of product ion and passed 
forward t o  r e t a i l  p r i c e s  would c e r t a i n l y  raise s e l l i n g  p r i c e s  and provide 
s u b s t a n t i a l  a d d i t i o n s  t o  revenues. It would avoid changing marginal  income 
t a x  r a t e s ,  but  i t  is  r e g r e s s i v e  u n l e s s  food and b a s i c  e s s e n t i a l s  a r e  exempt. 
Low income working people would b e a r  a r e l a t i v e l y  heav ie r  t a x  burden. 
It i s  i n f l a t i o n a r y ,  and i t  would reduce t h e  op t ions  o f  s t a t e  and l o c a l  
governments t o  i n c r e a s e  t h e i r  tax r a t e s .  A V.A.T. i s  easier t o  inc rease  
with regard t o  r a t e s  because i t  is  a r e l a t i v e l y  hidden tax.  Because it  
provides a d d i t i o n a l  revenues w i t h  unequal r e l a t i v e  burdens,  some form of 
payback t o  lower income Eamilies i s  needed. 

Iri summary, i t  would appear  t h a t  t h e r e  i s  some mer i t  o r  a t  l e a s t  some 
advantage fo r  c o r p o r a t i o n s  i n  a cnnsumption t a x  because it would s t imula te  
investment i n  p l a n t  and equipment through a g r e a t e r  a v a i l a b i l i t y  of funds .. 
Certainly,  t h e  Hall-Rebushka-Deconcini p lan  is of s i g n i f i c a n t  merit t o  
corporate  business .because  of i ts  low r a t e  and c a r r y  forward of losses .  

cc: Milway. 

Please r e q u e s t  f u r t h e r  exp lana t ion  r e l e v a n t  t o  your objectisres. on t a x  
discussion.  
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