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INTRODUCTION

The Senate Committee on Finance has scheduled a public hear-
ing on April 5, 1995, on issues relating to “flat” tax rate proposals.
This pamphlet,! prepared by the staff of the Joint Committee on
Taxation, provides an overview of the present-law Federal income -
tax structure, background on flat tax proposals, a description of S.
488 (introduced by Senator Specter), and a discussion of issues.

Part I of the pamphlet is an overview of the present-law Federal
income tax structure. Part II provides background on the flat tax
and the choice of a tax base. Part III is a description of S. 488. Part
IV discusses certain general issues relating to proposals for a flat
tax rate, and Part V discusses technical issues in the design of a
flat tax and technical issues relating to the provisions of S. 488.
The Appendix provides tables showing the projected distribution of
certain Federal individual tax deductions for 1995.

'This pamphlet may be cited as foliows: Joint Committee on Taxation, Discussion of Issues
Relating to Flat Tax Rate Propasais (JCS-7-05), April 3, 1995. .
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I. PRESENT-LAW INCOME TAX
A. Individual Income Tax

In general

A United States citizen or resident alien generally is subject to
the U.S. individual income tax on his or her worldwide taxable in-
come.? Taxable income equals the taxpayer’s total income less cer-
tain exclusions, exemptions, and deductions. The appropriate tax
rates are then applied to a taxpayer’s taxable income to determine
his or her individual income tax liability. A taxpayer may reduce
his or her income tax liability by any applicable tax credits.

Adjusted gross income

Under the Internal Revenue Code (the “Code”), gross income
means “income from whatever source derived” except for certain
items specifically exempt or excluded by statute. Sources of income
include compensation for services, interest, dividends, capital gains,
rents, royalties, alimony and separdte maintenance payments, an-
nuities, income from life insurance and endowment contracts (other
than certain death benefits), pensions, gross profits from a trade or
business, income in respect of a decedent, and income from an S
corporation, partnership, trust or estate. Statutory exclusions from
gross income include death benefits payable under a life insurance
contract, interest on State and local bonds, employer-provided
health insurance, employer-provided pension contributions, and
certain other employer-provided fringe benefits.

"An individual's adjusted gross income (“AGI”) is determined by
subtracting certain “above-the-line” deductions from gross income.
These deductions include deductions for trade or business expenses,
capital losses, contributions to a tax-qualified retirement plan by a
self-employed individual, contributions to individual retirement ar-
rangements (“IRAs”), certain moving expenses, and alimony pay-
ments.

Taxable income

In order to determine taxable income, an individual may reduce
AGI by any personal exemptions and either the applicable standard
deduction or his or her itemized deductions. Personal exemptions
generally may be deducted for the taxpayer, his or her spouse, and
any dependents. For 1995, the amount deductible for each personal
exemption is $2,500. This amount is indexed annually for inflation.
The deduction for personal exemptions is reduced or eliminated for
taxpayers with incomes over certain thresholds.

~ 2Foreign tax crednsrgenerally are available against U.8. income tax imposed on foreign source
income to the extent of foreign income taxes paid on that income. A nonresident alien generally
is subject to the U.S. individua!l income tax only on income with a sufficient nexus to the United
States.
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A taxpayer also may reduce AGI by the amount of the applicable
standard deduction. The basic standard deduction varies depending
upon a taxpayer’s filing status. For 1995, the amount of the stand-
ard deduction is $3,900 for single individuals; $5,750 for heads of
households; $6,550 for married individuals filing jointly; and $3,275
for married individuals filing separately.-Additional standard de-
ductions are allowed with respect to any individual who is elderly
or blind.2 The amounts of the basic standard deduction and the ad-
ditional standard deductions are indexed annually for inflation.

In leu of taking the applicable standard deductions, an individ-
ual may elect to itemize deductions for certain expenses. The de-
ductions that may be itemized include State and local income
taxes, real property taxes and certain personal property taxes,
home mortgage interest, charitable contributions, certain invest-
ment interest, medical expenses (in excess of 7.5 percent of AGI),
casualty and theft losses (in excess of 10 percent o? AGI and in ex-
cess of $100 per loss), and certain miscellaneous expenses (in ex-
cess of 2 percent of AGI). The total amount of itemized deductions
allowed is subject to reduction for taxpayers with incomes over cer-
tain thresholds. .

Tax liability

To determine tax liability, a taxpayer generally must apply the
tax rate schedules (or the tax tables) to his or her taxable income.
The rate schedules are broken into several ranges of income,
known as income brackets, and the marginal tax rate increases as
a taxpayer’s income increases. Separate rate schedules apply based

on an individual’s filing status. For 1995, the individual income tax
rate schedules are as follows:
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Table 1.—Federal Individual Income Tax Rates for 1995

$128,250.

If taxable income is " Then income tax equals
Single individuals
$0-$23,350 ............... - 15 percent of taxable income.
$23,351-$56,550 ...... $3$503, glus 28% of the amount over
23,350. _
$56,551-$117,950 .... $1$?,'299,0p1us 31% of the amount over
. 56,550.
$117,951-$256,500 .. $31,833, plus 36% of* the amount over
$117,950.
Over $256,500 .......... $81,711, plus 39.6% of the amount over
. $256,500.
Heads of households
$0-$31,250 ... 15 percent of taxable income,
$31,251-$80,750 ...... $4é688, glus 28% of the amount over
~$31,250.
$80,751-$130,800 .... $1§é504%0p1us 31% of the amount over
$130,801-$256,500 .. $34,063, plus 36% of the amount over
$130,800.
Over $256,500 .......... $79,315, plus 39.6% of the amount over
$256,500, '
Married individuals filing joint returns
$0-$39,000 ............... 15 percent of taxable income.
$39,001-$94,250 ...... $5é8590’ plus 28% of the amount over
39,000.
$94,251-$143,600 .... $2$1,32géoplus 31% of the amount over
94, . .
$143,601-$256,500 .. $36,619, plus 36% of the amount over
$143,600.
Over $256,500 .......... $77,263, plus 39.6% of the amount over
$256,500.
Married individuals filing separate returns
$0-$19,500 ............... 15 percent of taxable income.
$19,501-847,125 ...... $2é925, plus 28% of the amount over
19,500. .
$47,126-$71,800 ... $1§,660, plus 31% of the amount over
47,125,
$71,801-$128,250 ... $1§,309, plus 36% of the amount over
71,800.
Over $128,250 .......... $38,631, plus 39.6% of the amount over




The individual may reduce his or her tax liability by any avail-
able tax éredits. Tax “credits are allowed for certain business ex-
penditures, certain foreign income taxes paid or accrued, certain
child care expenditures, and with respect to certain elderly or dis-
abled individuals. In addition, a refundable earned income tax
credit is available to low-income workers who satisfy certain re-
quirements.

Capital gains and losses’

In general, gain or loss reflected in the value of an asset is not
recognized for income tax purposes until a taxpayer disposes of the
asset. On the sale or exchange of capital assets, the net capital
gain generally is taxed at the same rate as ordinary income, except
that the maximum marginal rate is limited to 28 percent of the net
capital gain. Net capital gain is the excess of the net long-term cap-
ital gain for the taxable year over the net short-term capital loss
for the year. Gain or loss is treated as long-term if the asset is held
for more than one year. . B :

Capital losses generally are deductible in full against capital
gains. In addition, individual taxpayers may deduct capital losses
against up to $3,000 of ordinary income in each year. Any remain-
ing unused capital losses may be carried forward indefinitely to an-
other taxable year. _

A capital asset generally means any property except (1) inven-
tory, stock in trade, or property held primarily for sale to cus-
tomers in the ordinary course of the taxpayer’s trade or business,
(2) depreciable or real property used in the taxpayer’s trade or
business, (3) specified literary or artistic property, (4) business ac-
counts or notes receivable, and {5) certain publications of the ¥Fed-
eral Government. ‘

In addition, the net gain from the disposition of certain property
used in the taxpayer’s trade or business is treated as long-term
capital gain. Gain from the disposition of depreciable personal
property is not treated as capital gain to the extent of all previous
depreciation allowances. Gain from the disposition of depreciable
real property generally is not treated as capital gain to the extent
of the depreciation allowances in excess of the allowances that
would have been available under the straight-line method.

The Revenue Reconciliation Act of 1993 added Code section 1202,
which provides a 50-percent exclusion for gain from the sale of cer-
tain small business stock acquired at original issue and held for at
least five years. One-half of the excluded amount is a minimum tax
preference (see below).

Minimum tax

An individual is subject to an alternative minimum tax which is
payable, in addition to all other tax liabilities, to the extent that
it exceeds the taxpayer’s regular income tax owed. The tax is im-
posed at rates of 26 and 28 percent on alternative minimum tax-
able income in excess of an exemption amount.* The various credits

“The exemption amount is $45,000 in the case of joint returns and surviving spouses, $33,750
in the case of a single individual, and $22,500 in the case of a married individual who files a

Continued
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that are allowed to offset an individual’s regular tax liability gen-
erally are not allowed to offset his or her minimum tax liabi%ity.
If an individual pays the alternative minimum tax, a portion of the
amount of the tax paid may be allowed as a credit against the reg-
ular tax of the individual in future years. :

Alternative minimum taxable income is the taxpayer’s taxable
income increased by the taxpayer’s tax preferences and adjusted by
determining the tax treatment of certain items in a manner that
negates the deferral of income resulting from the regular tax treat-
ment of those items. Among the preferences and adjustments appli-
cable to the individual alternative minimum tax are accelerated de-
preciation on certain property used in a trade or business, circula-
tion expenditures, research and experimental expenditures, certain

.expenses and allowances related to oil and gas and mining explo-
ration and development, certain tax-exempt interest income, and
one half of the amount of gain excluded with respect to the sale or
disposition of certain small business stock. In addition, personal ex-
emptions, the standard deduction, and certain itemized deductions
are not allowed to reduce alternative minimum taxable income.

B. Corporate Income Tax

Taxable income

Corporations organized under the laws of any of the 50 States
(and the District of Columbia) generally are subject to the U.S. cor-
porate income tax on their taxable income.5

The taxable income of a corporation generally is comprised of .
gross income, less allowable deductions. %ross income generally is
income derived from any source, including gross profit from the
sale of goods and services to customers, rents, royalties, interest
(other than interest from certain indebtedness issued by State and
local governments), dividends, gains from the sale of business and
investment assets, and other income.

Allowable deductions include ordinary and necessary business
expenditures, such as salaries, wages, contributions to profit-shar-
ing and pension plans and other employee benefit programs, re-
pairs, bad debts, taxes {other than Federal income taxes), contribu-
tions to charitable organizations (subject to an income limitation),
advertising, interest expense, certain losses, selling expenses, and
other expenses. Expenditures that benefit future accounting peri-
ods (such as the purchase of plant and equipment) generally are
capitalized and recovered over time through depreciation, amortiza-
tion or depletion allowances. A net operating loss incurred in one
taxable year may be carried back 3 years or carried forward 15
yvears and allowed as a deduction in another taxable year. Deduc-
tions are also allowed for certain amounts despite the lack of an
underlying expenditure. For example, a deduction is allowed for all

tsﬁparl_?t.iedsreturn. The exemption amount is phased out for individuals with income above certain
resholds.

5Foreign tax credits generally are availabie against U.S. income tax imposed on foreign source
income to the extent of foreign income taxes paid on that income. A foreign corporation generaliy
iss subject to the U'S corporate income tax only on tncome with a sufficient nexus to the United

tates,

A qualified small business corporation may elect. under subchapter S of the Code, not to be
subject to the corporate income tax If an S corporation election is made, the income of the cor-
poration will flow through 1o the shareholders and be taxable directly to the shareholders.



or a portion of the amo | s received
from another corporati SEREERRIEL LG e e
The Code also specifies certain expenditures that may not be de-
ducted, such as dividends paid to shareholders, expenses associated
with earning tax-exempt income,® certain entertainment expendi-
tures, certain executive compensation in excess of $1,000,000 per
year, a portion of the interest on certain high-yield debt obligations
that resemble equity, and fines, penalties, bribes, kickbacks and il-

legal payments.
Tax liability _ _
A corporation’s regular income tax liability generally is deter-

mined by applying the following tax rate schedule to its taxable in-
come.

Table 2.—Federal Corporate Income Tax Rates

If taxable income is Then the income tax rate is
$0-$50,000 .....orerenne. oeeeeeen 15 percent of taxable income.
$50,001-875,000 ....cocvrimrniarrnnaee 25 percent of taxable income.
$75,001-$10,000,000 ......coeciineeens 34 percent of taxable income.

~ Over $10,000,000 ......ocvueeeenne A 35 percent of taxable income.

The first two graduated rates described above are phased out for
corporations witf taxable income between $100,000 and $335,000.
As a result, a corporation with taxable income between $335,000
and $10,000,000 effectively is subject to a flat tax rate of 34 per-
cent. Also, the application of the 34-percent rate is gradually

hased out for corporations with taxable income between
515,000,000 and $18,333,333 such that a corporation with taxable
income of $18,333,333 or more effectively is subject to a flat rate
of 35 percent. ' ‘ R

The maximum rate of tax on the net capital gains of a corpora-
tion is 35 percent. A cox?)oration may not deduct the amount of cap-
ital losses in excess of capital gains for any taxable year. Dis-
allowed capital losses may be carried back three years or carried
forward five years.

Like individuals, corporations may reduce their tax liability by
any applicable tax credits. Tax credits applicable'to businesses in-
clude credits for producing fuels from nonconventional sources, the
investment tax credit (applicable to investment in certain reforest-
ation, renewable energy property, and the rehabilitation of certain
real property), the alcohol fuels credit (applicable to production of
certain alcohol fuels), the research credit (applicable to the incre-
mental investment in certain research and experimental activities),
the low-income housing credit (applicable to the investment in cer-
tain low-income housing projects), the enhanced oil recovery credit
(applicable to the recovery of certain difficult-to-extract oil re-
serves), the empowerment zone employment credit (applicable to
wages paid to certain residents of empowerment zones), and the
disabled access credit (applicable to expenditures by certain small

¢ For example, the carrying costs of tax-exempt State and local obligations and the premiums
on life insurance policies are not deductible.
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businesses to make the business accessible to disabled individuals),

e credits g nerally are determined based on 3 bercentage of the
cost associated with the underlying activity and generally are sub-
Ject to certain limitations, :

Affiliated £group

Domestic corporations that are affiliated through 80 percent or
more corporate ownership may elect to fije a consolidated return ip
lieu of filing Separate returns. Corporationg filing a consolidated re-
turn generally are treated as a single corporation; thus, the losses
(and credits) of a corporation can offset the income (and thus re-
duce the otherwise applicable tax) of other affiliated corporations.

Minimum tqx

Among the preferences and adjustments applicable to the cor-
porate alternative minimum tax are accelerated depreciation op
certain property, certain €xpenses and allowances related to oil and
gas and mining exploration and development, certain amortizatjon
€xpenses related to pellution control facilities, ang certain tax-ex.
empt interest income. In addition, corporate alternative minimum
taxable income is increased by 75 percent of the amount by which

€ corporation’s “adjusted current earnings” exceeds its alter-
native minimum taxable income (determined without regard to this
adjustment), Adjusted current earnings generally are determined
with reference to the rules that apply in determining a corpora-
tion’s earnings and profits.

Treatment of corporate distributions

The taxation of a corporation generally is Separate and distinet
from the taxatiop of its shareholders, A distribution by a corpora-
tion to one of its shareholders generally is taxable as 4 dividend to
the shareholder to the extent of the corporation’s current or accu-



mulated earnings and profits.® Thus, the amount of a corporate
" dividend genetally is taxéd twice: once when the income is earned
by the corporation and again when the dividend is distributed to
the shareholder. Conversely, amounts paid as interest to the debt-
holders of a corporation generally are subject to only one level of
tax (at the recipient level} since the corporation generally is al-
lowed a deduction for the amount of interest expense paid or ac-
crued. , :

Amounts received by a shareholder in complete liquidation of a
corporation generally are treated as full payment in exchange for
the shareholder’s stock. A liquidating corporation recognizes gain
or loss on the distributed property as if such property were sold to
the distributee for its fair market value. However, if a corporation
liquidates a subsidiary corporation of which it has 80 percent or
more control, no gain or loss generally is recognized by either the
parent corporation or the subsidiary corporation.

Accumulated earnings and personal'holdir_:g company taxes

Taxes at a rate of 39.6 percent (the top marginal rate applicable
to individuals) may be imposed upon the accumulated earnings or
personal holding company income of a corporation. The accumu-
. lated earnings tax may be imposed if a corporation retains earnings
in excess of reasonable business needs. The personal holding com-
pany tax may be imposed upon the excessive passive income of a
closely held corporation. The accumulated earnings tax and the
personal holding company tax are designed to ensure that both a
corporate tax and a shareholder tax are effectively imposed on cor-
porate earnings.

# A distribution in excess of the earnings and profits of a corporation generally is a tax-free
return of capital w the shareholder to the extent of the shareholder's adjusted basis (generally,
cost) in the stock of the corporation; such distribution is & capital gain if in excess of basis. A
distribution of property other than cash generally is treated as a taxable sale of such property
by the corporation and is taken into account by the shareholder at the property's fair market
value. A distribution of stock of the corporation generally is not a taxable event to either the
corporation or the shareholder.



II. BACKGROUND ON FLéES 'II“:AX AND CHOICE OF TAX

A. Choice of Individual Tax Base: Consumption vs. Income

The flat tax label generally applies to any tax system with only
one marginal tax rate and a broad base® For example, one could
construct a flat tax out of the current individual income tax by
eliminating all but one marginal rate bracket and repealing provi-
sions that impose higher marginal rates by reducing other deduc-
tions or exclusions (e.g., the personal exemption phaseout and the
limitation on itemized deductions). While such a tax would be a flat
tax on the basis of its single rate bracket, it would still contain doz-
ens of tax expenditure provisions, including the home mortgage in-
terest deduction, the charitable contribution deduction, the deduc-
tion for State and local income taxes, the earned income tax credit,
and the dependent care credit. These special provisions (including
exclusions for certain kinds of income, tax credits and deductions,
and tax deferral provisions) were added by Congress to the tax code
over the years to provide incentives for particular kinds of activi-
ties or to provide relief to particular kinds of taxpayers.

Many of the flat tax proposals that have been developed do more
than simply apply one rate to the current individual income tax
base. In addition, they redefine the base of the tax. There are two
main approaches: a consumption base and an income base. The
gross income of a taxpayer in any year is simply the sum of the
taxpayer’s consumption and gross saving. Thus, the difference be-
tween these two bases is in the treatment of saving. An income-
based tax includes the return to saving in the tax base; a consump-
tion-based tax does not.

There are a number of equivalent ways to construct a consump-
tion base. One is to measure directly all acts of consumption by the
taxpayer. While straightforward in theory, it would be difficult in
practice, since it would require an entirely new reporting and au-
diting framework and a definition of what activities constitute tax-
able consumption.

An equivalent way to measure consumption that would build on
current practice and definitions is suggested by the fact that con-
sumption equals income minus saving. A base that includes income
from all sources and then allows deductions for saving results in
only consumption being subject to tax. Such an approach is similar
to the treatment of deductible JRAs under present law. Taxpayers
deduct contributions to qualified accounts in the year the contribu-
tions are made, but upon withdrawal include in income the entire
amount withdrawn. A consumption tax of this type would treat all

® A bracket with a marginal rate of zero could also be provided by allowing a standard deduc-
tion and personal exemptions As long as only one bracket has a marginal tax rate greater than
zero, the tax could be cailed a flat tax

(10}
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saving as if it were done in a qualified account. The effect of this.
treatment is that the taxpayer receives a tax-free return on his or
her savings. ' T '

‘The following example illustrates how the initial deduction plus
the inclusion of all proceeds results in the exemption from tax of
the return to saving. Assume that the marginal tax rate is 20 per-
cent and the tazxpayer saves $1,000 of his $25,000 income in a sav-
ings account. The $1,000 of savings gives the taxpayer a $1,000 de-
duction and thereby reduces the taxpayer’s tax liability by $200 (20
percent of $1,000). Assume that the taxpayer withdraws the sav-
ings (plus interest) one year later. If the account yielded a five per-
cent rate of return, the taxpayer withdraws $1,050. The with-
drawal is included in the tax base and is taxed at the 20-percent
rate, for an extra tax liability of $210, leaving the taxpayer with
net proceeds of $840. Notice that if the taxpayer had initially paid
the tax of $200 (tax on the $1,000 deposited in the savings account
if saving were not deductible) and invested the remaining $800 at
five percent, he also would have had net proceeds of $840 if inter-
est income is not subject to tax. The combination of a deduction for
saving and inclusion of all proceeds in the base upon withdrawal
from the qualified savings account has the same result as exempt-
ing from tax the return on saving.

A third way to implement a consumption tax is to include in the
base only earned income. Taxpayers claim no deduction for savings,
but their returns to saving, whether in the form of interest, divi-
dends, rents, royalties, or capital gains, are excluded from the base
of the tax and thus are received tax-free. In terms of the previous
example, a taxpayer initially pays tax of $200 on the $1,000 he sets
aside from current consumption. When he withdraws the $840 in
the following year (the $800 he was able to put in the account plus
-a five-percent return), none of that is included in the tax base. ’Fhis
third way to tax consumption is generally the approach used in the -
flat tax proposal of Robert E. Hagl and Alvin Rabushka,® in which
the individual portion of the tax includes only wage and salary in-
come plus pensions 11 in the tax base. .

An alternative to the consumption base is a comprehensive in-
come base. The Treasury described such a base in its study of tax
reform in the early 1980s.12 A comprehensive income base would
include income from all sources, whether labor income or returns
to saving. Capital gains would be treated the same as ordinary in-
- come. Sources of income currently excluded from tax, such as em-
})loyer-provided health insurance, would be included in the base.
tems currently given consumption-base treatment in the individ-

ual income tax would be put on an income base.
- Either a consumption base or a comprehensive income base
would represent a significant departure from the present-law indi-
vidual income tax base, which contains elements of both income

19See Robert E Hall and Alvin Rabushka, Low Tax, Simple Taxr, Flat Tax, (New York:
McGraw-Hill), 1983

!1The treatment of pensions in the Hall-Rabushka flat tax differs from the approach of no
deduction for saving and no inclusion of returns to saving. Pensions follow the principies of the
second approach to a consumption base: the contributions to the pension during the individual’s
working years are excluded from the tax base and the pension payouts are included in the base
when received. . )
v oliz ?e;lag;mem of the Treasury, Tax Reform for Fairness, Simplicity and Economic Growth,
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and consumption bases. For interest on savings accounts and divi-
dends on stocks, there is income-base treatment: inclusion of the
receipts in income. For deductible IRAs, as described above, there
is consumption-base treatment: current deduction and inclusion of
the proceeds upon withdrawal. Pension plans are generally treated
similar to deductible IRAs in that the amounts contributed are not
included in income but payouts from the plan are included in in-
come. Life insurance paid out on the death of the insured receives
consumption tax treatment of the third approach (no deduction for
saving and no inclusion of returns to saving): there is no deduction
for the premiums paid to purchase the policy, the returns to saving
accumulate in the policy without inclusion in the tax base, and the
payment of the proceeds on the death of the insured is not subject
to tax.

B. Integration of Business and Individual Taxes

Many flat tax proposals, including the Hall-Rabushka proposal
and S. 488, introduced by Senator Specter (described in Part III),
do more than just change the rates and the base of the individual
income tax. These proposals also integrate business taxation and
individual taxation through the application of a consumption tax on
all businesses at the same marginal rate as that applied to individ-
uals. Under present law, partnerships, subchapter S corporations,
and sole proprietorships are already integrated into the individual
income tax because of their passthrough treatment. For businesses
organized under subchapter C, however, a separate, generally in-
come-based, tax applies in addition to any taxation at the individ-
ual level of the returns from the business.

What makes a given business tax a consumption tax is its reli-
ance on cash-flow accounting principles to define the tax base. By
contrast, income taxes use accrual accounting principles to measure
the base.!® Cash-flow accounting principles treat real business ac-

“tivity similar to one of the approaches to constructing a consump-
tion-based individual tax: saving is deducted from the base and re-
turns to saving are included upon withdrawal.l4 In the business
context, expenses in the current period that yield revenues in fu-
ture periods are saving; those future revenues are the return to
saving.

The differences between the cash-flow accounting principles and
accrual accounting principles can be seen in the treatment of in-
ventories and durable goods purchases. For example, if a brewer
produces cases of non-alcoholic beer in a particular year that it
does not sell in that year, under an income base the cost of produc-
ing the unsold beer is capitalized and a deduction for the capital-
ized cost is not allowed until the beer is sold. Under cash-flow ac-
counting, the production costs of unsold beer are deducted in the
year of production, not in the year of sale. The addition to inven-
tory is a form of saving and a full deduction is allowed from the

13Even if the taxpayer 15 allowed to use the cash receipts and disbursements method of ac-
counting under the Code, the determinstion of depreciation still rests on a notion that acerual
principles define the base

14 The business tax analogue of the consumption-based individual tax that allows no deduction
for saving and expliaitiy ezempts from tax the returns to saving would result in ne business-
level tax



