
In This Issue:
Bush Tax Reform Panel: A Missed Opportunity? . . . 1
From the Director’s Desk . . . . . . . . . . . . . . . . . . . . . . . 2
Capital Gains Tax Cuts Redux . . . . . . . . . . . . . . . . . . . 3
This is Simplification? . . . . . . . . . . . . . . . . . . . . . . . . . 3
State Taxes: The Tide Turns . . . . . . . . . . . . . . . . . . . . 4
Under the Radar: Tax Breaks You Won’t Get . . . . . . . 5

Bush Tax Advisory Panel: A Missed Opportunity?
“Business as Usual” Congress Pushes More Regressive Tax Cuts

On November 1, President Bush’s tax advisory panel
released its recommendations for federal tax

change in a 272-page report.
The panel recommends two possible tax alter-

natives: Plan A, which it calls the “Simplified Income
Tax Plan,” and Plan B, styled the “Growth and Invest-
ment Tax Plan.” Among the noteworthy recommen-
dations of these plans:
L Flatter income tax rates. Our current six-bracket
tax structure, with a top rate of 35 percent, would be
replaced by a four-bracket system with a top rate of
33 percent under Plan A. Plan B would have three
brackets and a top rate of 30 percent. The bottom line:
Both plans would not only make the Bush rate cuts
permanent law, but would further reduce tax rates on
the wealthiest Americans.

L New tax breaks for unearned income.  Plan A
would exempt most dividends from tax, and would
exempt 75 percent of capital gains from most stock
sales. Plan B plan would set the capital gains and
dividends at 15 percent rate. (Current law applies a 15
percent top rate to such income, but only through
2008.) The bottom line: The Panel’s plans would make
the “work penalty,” which taxes wages at much
higher rates than investment income, permanent.

L Lower corporate tax rates.  The top tax rate on
large corporations would be dropped from 35 percent
to 31.5 and 30 percent under the two plans. Plan A
would close some corporate loopholes, but expand
others. Plan B would turn the corporate tax into a
cousin of a value-added tax. The bottom line: the long-
term trend of declining corporate tax payments
would likely continue.

L Alternative Minimum Tax repeal. Both plans
would repeal the AMT, which currently operates as a

backstop to the individual and corporate taxes to
ensure that wealthy individuals and corporations pay
at least some taxes. The bottom line: The AMT needs
reform to avoid hitting middle-income families, but
this provision could pave the way for a new wave of
high-end and corporate tax avoidance.

L Repeal the deduction for state and local income
and property taxes. Both plans would repeal one of
the most valuable (and simplest) itemized deductions
currently available—and would likely make it harder
for state and local governments to provide public
services. The bottom line: this proposal represents a
major “tax shift” away from the federal government—
and onto the backs of state and local taxpayers.

L Pare back the mortgage interest deduction. Both
plans would reduce the maximum mortgage amount
on which interest payments can be deducted by
homeowners, from the current $1.1 million to a
regionally-varying amount capped at $412,000, and
would change this tax break from a deduction to a 15
percent tax credit. The bottom line: Some people with
small mortgages would benefit, while most home-
owners who itemize interest now would face
considerably higher costs.

continued on page 2
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From the Director’s Desk
Dear Friends,
For the second time in the tenure of President George W. Bush, a human disaster has forced us to re-examine our relationship to
our government. When Congress left town for its August recess, it seemed inevitable that upon its return to Washington in Septem-
ber, the Republican leadership would once again be able to perpetuate the “costless society” myth it has so successfully prop-
agated since 2001 (where everyone eats free and no one pays the bill) to help push through even more unfunded tax cuts. 

But Hurricane Katrina exploded this myth. At a time of crisis, our first-world nation demonstrated a shockingly third-world capa-
bility to care for its citizens. This glaring failure was a wake-up call for anyone who still believed that the administration’s tax cuts
have not hampered its ability to effectively prosecute multiple wars while providing basic services to its own citizens.

In the wake of Hurricane Katrina’s destructive impact, some lawmakers on Capitol Hill seemed to get this message. Senator
Charles Grassley (R-Iowa) pulled the plug on a scheduled vote to repeal the estate tax because he considered it “unseemly.” But as
November began, Congressional leaders moved to enact still more upper-income tax cuts, partially “paid for” through reductions in
important safety-net programs. The House bill would have cut over $50 billion from programs such as student loans and health care
and food aid for the poor.

For now, these plans have failed. Thanks to the opposition of moderates in both houses, the Republican leadership was unable
to find sufficient votes for this truly irresponsible plan, and was forced to delay its “tax deform” plans.

But these threats aren’t going away. The Republican leadership is still intent on permanent estate tax repeal, extending tax
breaks for capital gains and dividends—and sharp reductions in basic social programs that help low-income Americans get by. On
page 3 of this issue of Just Taxes, you can read about a new CTJ analysis showing the impact of the proposed capital gains and
dividend cuts. As usual, CTJ’s website contains additional state-by-state data on how these high-end tax breaks would affect
taxpayers at different income levels in your state.

Meanwhile, the President’s tax reform panel has put forth its recommendations for reforming the tax system. Our cover story
gives you the basics on what was recommended (and what wasn’t). For some thoughts on whether the Panel’s recommendations
represent true tax simplification (hint: they don’t), check out my column on page 3.

At the state level, the November 2005 elections saw two states whose elections held clear implications for tax reform, while
voters in several other states dealt with ballot initiatives that would affect these states’ ability to fund public services. As our page 4
article shows, voters around the nation firmly rebuffed anti-taxers’ efforts to scale back public services.

These recent successes in Washington and the states provide a glimmer of hope for adequate and fair taxes as 2006 nears—
but the ongoing federal budget battle could make our tax system a lot worse before it gets better.

Thank you all for your continued support.

Bob McIntyre

The combination of limiting mortgage deductions
and repealing property tax deductions raises impor-
tant fairness issues for current homeowners who
bought their homes in reliance on these tax breaks,
and who might suddenly find their homes unafford-
able or sharply down in value.

“Revenue-Neutral” Tax Reform?
When he appointed the panel, President Bush
ordered that their recommendations should leave
overall federal tax collections unchanged—“revenue
neutral,” he called it. But he didn’t really mean that.
Instead, what Bush really meant was “revenue neutral
assuming all of my tax cuts are made permanent.”
That’s something even our irresponsible current Con-
gress hasn’t done because of its huge cost. In fact,
Bush’s panel’s proposals would add a staggering $7
trillion to budget deficits over the next two decades.

Panel Rejects “National Sales Tax” Idea
Interestingly, the Panel heard testimony on a variety
of options for radical tax change, including a national
sales tax, value-added tax and a flat tax—and chose
not to recommend any of them. The report notes that
all of these proposals would shift taxes sharply away
from the wealthy and onto middle- and low-income
families, more than even the panel could tolerate.

For example, the panel says, a “Flat Tax would sig-
nificantly increase the portion of the tax burden
borne by the first through fourth cash income quin-
tiles relative to the current distribution of the tax bur-
den.” The panel particularly ridicules the idea of a
national retail sales, pointing out that it could require
a tax rate of as high as 89 percent to raise as much as
current law in the short run (and presumably an even
higher rate in later years).
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Find out more about how proposed capital gains and
dividends cuts would affect residents of your state.
Check out CTJ’s state-by-state analysis on our
website at http://www.ctj.org/html/capgst.htm , or
give us a call at (202) 626-3780 for more info.

Capital Gains Tax Cuts Redux
One of the oddest, and least defensible, features of

the Bush tax cuts enacted since 2001 is that
virtually all of them are scheduled to evaporate by the
end of the decade. As we’ve noted before, the
motives of Congressional tax writers for including
these “sunsets” were brazenly unprincipled: by doing
so, they could make the tax cuts appear less costly,
over the required ten-year budget window, than they
actually would be.

The good news is that extending these temporary
cuts requires legislative action—and that Congress’
current effort to extend tax breaks to the wealthiest
Americans is drawing criticism from moderates in
both parties.

Congress is now debating legislation to extend
temporary tax concessions for capital gains and
dividend income. The tax loopholes, enacted in 2003
and scheduled to expire at the end of 2008, allow
capital gains and dividends to be taxed at a top rate
of 15 percent—less than half of the 35 percent top
tax rate on wages and other income. If these
provisions expire, as current law provides, dividends
will once again be taxed at the same rates as other
income, while the top capital gains tax rate will revert
to 20 percent.

A November 17 state-by-state CTJ analysis shows
that the lion’s share of the benefits from extending
these tax provisions would go to the wealthiest
Americans. In particular:

# Nationwide, the richest 1 percent of Americans,
with an average income of almost $1.3 million in
2009, would enjoy 53 percent of the tax cuts.

# The average tax cut for this wealthiest group
would exceed $13,000 in 2009.

# The vast majority of Americans would receive
nothing at all from extending these special tax
rates. 78 percent of Americans would get no tax
cut, and an additional 10 percent would get less
than $100. All told, less than 12 percent of
Americans would see a tax cut of over $100 from
extending these tax breaks.

# Extending tax breaks for unearned income would
also worsen the nation’s fiscal health, increasing
federal budget deficits by $35 billion in 2009
alone. If these cuts were made permanent, the
long-term cost would be much higher.

“At a time when important public services for the
poor are facing sharp reductions, it’s hard to believe

that Congress could see more tax cuts for the rich as
a priority,” noted CTJ Director Robert S. McIntyre.
“We can only hope that more sensible members of
Congress will stop this misguided policy.”

Bush Tax Reform Panel: 
This is Simplification?
There are many things to criticize about the recent

report from President Bush’s Advisory Panel on
Federal Tax Reform. Personally, I’m appalled at the
report’s call for adding $7 trillion more to the deficit
over the next two decades—a catastrophe the panel
weirdly styles as “revenue-neutral.” If that’s not bad
enough, the panel’s zeal to shift the tax burden even
further away from investors and onto wage-earners
seems wrong-headed in the extreme to me. But while
opinions may vary on these issues, one thing’s for
sure: this program is not tax simplification.

Bush’s panel does boldly insist that its ideas
would make tax filing easier—an assertion that
gullible stenographers in the news media have
dutifully repeated. To prove its plan would be
simpler, the panel has produced a new sample tax
form, modestly titled the “1040-Simple,” that
condenses the basic tax form down to a mere one
page, rather than the current two. Indeed, the panel
crows, the new form can be squeezed onto a large
two-sided postcard if the typeface is small enough.

Don’t start cheering yet. It’s a hoax. For example,
near the top of the current form 1040, taxpayers must
state their filing status (e.g., married, single, etc.) and
list their dependents. The panel’s new “1040-Simple”
moves these essential items to a separate form.
Whereas various types of business income (self-
employment, farm, etc.) currently get their own
entries, the new form provides only one line for the
sum of all of them. A mysterious line called “other
income” encompasses a number of items, from
alimony to unemployment, that are now reported
individually. Of course, they’d still need to be detailed
elsewhere. Likewise, various adjustments to income
are moved off the 1040 to supporting forms.
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If such a silly rearrangement of the deck chairs is
all it takes to make taxes simpler, then the panel
obviously lacked ambition. Why not cut the current
form down to a single line? How about, “Write down
your tax or refund due. See relevant schedules A to Z
to calculate”?

Bush’s panel also makes a big deal about how its
plan to eliminate or restructure itemized deductions
would curb complexity. Deductions for things like
extraordinary medical expenses, union dues, casualty
losses (sorry, Louisiana) and so forth would be out the
window. Also gone would be write-offs for state and
local income and property taxes—although these are
just about the easiest deductions to compute, not to
mention the most defensible.

When it comes to two of the most common
current deductions, mortgage interest and charitable
donations, however, the panel’s proposal is the exact
opposite of simplification. Right now, about 41
million taxpayers (roughly a third of us) itemize
deductions of any sort. Everyone else takes the
standard deduction, because it’s bigger. But the Bush
panel would replace the standard deduction with a
tax credit, and provide tax breaks for mortgage
interest and charitable donations on top of that.

The panel brags that under its plan, 57 million

returns would itemize mortgage interest (to compute
a new 15-percent credit). By my calculations, a similar
number would deduct charitable gifts, which the
panel wants to allow for everyone whose donations
exceed 1 percent of income. Counting people with
either of these write-offs, that would bring the total
number of itemizers up to more than 60 million
returns—half again more than now!

No plan that does that can plausibly be called
“simplification.” As former IRS Commissioner

Sheldon Cohen notes, “these guys don’t seem to
understand why we have a standard deduction. As it
now stands, you get to deduct more than your mort-
gage interest, charitable donations and so forth. And
you don’t have to keep track of anything.”

The list of added complications doesn’t end here.
There are, for example, complex new rules for taxing
(or not taxing) dividends and capital gains; new tax-
free savings accounts to be layered on top of existing
ones; and a corporate “reform” plan that the panel
admits would probably make it even easier for
multinational corporations to move their U.S. profits
into tax havens. All of these fit the pattern of having
little or nothing to do with simplicity and everything
to do with shifting taxes away from the well off.

I’ll be reporting more details about the Bush
panel’s proposals soon. But for now, keep in mind:
when a group handpicked by President Bush and run
by his Treasury Department talks about “tax
simplification,” you should take it with many large
grains of salt.

State Taxes: The Tide Turns
The November 2005 elections may ultimately be

remembered for shifting the tide away from anti-
tax irresponsibility, and toward progressive tax
reform, at the state level. On November 8, govern-
orships and state legislative seats were at stake in
two states (New Jersey and Virginia), and tax-related
ballot initiatives were on the agenda in several more.
The progressive sweep that ensued is the first clear
indication that voters are “connecting the dots” be-
tween the importance of an adequate public infra-
structure and the need for an adequate tax system to
pay for it. Here’s a quick summary of the election
results.

Washington State voters have ratified several
major anti-tax initiatives in the past decade. So every-
one was a bit surprised when voters Tuesday refused

Financial Tip from Connie Mack, Head of the
President’s Tax Reform Panel: “Borrow it.”
From the New York Times, October 23, 2005

NYT: The U.S. government has to get money from
somewhere. As a two-term former Republican senator
from Florida, where do you suggest we get money from?
Mack: What money?
NYT: The money to run this country.
Mack: We’ll borrow it.
NYT: I never understand where all this money comes
from. When the president says we need another $200
billion for Katrina repairs, does he just go and borrow it
from the Saudis?
Mack: In a sense, we do. Maybe the Chinese.
NYT: Is that fair to our children? If we keep borrowing at
this level, won't the Arabs or the Chinese eventually own
this country?
Mack: I am not worried about that. We are a huge country
producing enormous assets day in and day out. We have
great strength, and we have always adjusted to difficulties
that faced us, and we will continue to do so.



5

O       Take Action!      ?
Pending Congressional actions may usher in still
more regressive capital gains tax cuts—and pro-
active legislation could “freeze” the implementation
of two more tax cuts that will take effect in 2006.
T Does your lawmaker support capital gains and

dividends cuts for the wealthiest Americans?
T Does your lawmaker support efforts to repeal

two new high-end tax cuts?
T Contact CTJ by calling (202) 626-3780 or

emailing at action@ctj.org to find out!

to back Washington anti-taxers’ latest effort. Initiative
912, which would have repealed a recently enacted
9.5 cent gas tax hike, was rejected by a 53–47 percent
vote. The rickety status of Washington’s trans-
portation infrastructure—coupled with Hurricane
Katrina’s brutal reminder of how important adequate
infrastructure can be for public safety—seems to have
convinced voters that adequate public investment in
roads and bridges was worth paying for.

In Virginia, every member of the House of Dele-
gates faced the voters this fall for the first time since
the passage of a historic $1.4 billion tax increase in
2004. Anti-tax advocates had vowed to unseat the 17
Republican House members who supported the 2004
tax hike, but were only able to drum up 6 primary
candidates to oppose these incumbents—and only
one of them managed to win (moreover, this incum-
bent lost for reasons other than tax policy). Mean-
while, the governor’s race pitted Democrat Tim Kaine,
who as Lieutenant Governor had been closely assoc-
iated with outgoing (and term-limited) Governor Mark
Warner as a backer of the 2004 tax hikes, against
Republican Jerry Kilgore, who asserted that the 2004
hikes had been unnecessary. Kaine’s victory makes it
clear that in Virginia, responsible tax policy is not
political suicide. (To their credit, both of the major
candidates refused to take a “no new taxes” pledge.)

New Jersey’s gubernatorial and legislative elec-
tions tell a similar story. State lawmakers enacted an
income tax hike on upper-income taxpayers in 2004,
using some of the revenues to fund property tax
relief. But the 2004 tax hikes were a virtual non-issue
in the 2005 House elections. Property taxes figured
prominently in the governor’s race, with both Demo-
cratic candidate Jon Corzine and Republican candi-
date Doug Forrester pledging to cut taxes. But
Corzine’s message of less expensive, targeted tax
breaks won out over Forrester’s more expensive,
poorly targeted property tax cut proposal. Corzine’s
victory set the stage for what will hopefully be a
fiscally-responsible approach to tax reform in 2006.

California voters rejected a ballot measure that
would have imposed additional state spending limits.
The 62–38 percent margin of defeat was the largest
among four separate ballot measures unsuccessfully
championed by Governor Arnold Schwarzenegger.

Perhaps most heartening for good-government
advocates, Colorado voters ratified an initiative to
make the state’s “TABOR” tax and spending limits less
restrictive,  and  more in step  with  economic  reality.

Colorado’s TABOR law has inspired similar campaigns
by anti-tax organizations in more than a dozen states
in the last year alone. In the runup to November 1,
the Colorado vote was widely heralded as a referen-
dum on Colorado’s dozen-year experience with tax
caps—and Colorado voters made it clear that the
experience has been an unhappy one.

All of these results point to an electorate that is
increasingly aware that especially at the state level,
there is no free lunch—and that the public services
on which we rely must be paid for. Let’s hope that
this positive energy carries over into 2006.

Under the Radar: Two New Tax
Breaks You Won’t Get in 2006
A lmost all of the Bush tax cuts have now started to

take effect—but two of the most regressive tax
cuts enacted since 2001 are scheduled to take effect
on January 1, 2006. Under current law, the benefits of
itemized deductions and exemptions are phased out
for the richest taxpayers. The Bush tax cuts will repeal
these phaseouts over three years starting in 2006. A
CTJ analysis shows that these two tax cuts will cost
$2.9 billion in 2006 if they’re allowed to take effect—
and that a startling 97 percent of these tax cuts
would go to the wealthiest 1 percent of Americans.

Senators Dick Durbin (D- IL) and Tom Harkin (D-
IA) have introduced legislation, Senate bill 605, that
would prevent these two tax cuts. But this proposal
has drawn little attention—and unless Congress votes
to repeal these rarely-discussed tax cuts, they will
take effect on January 1. Please tell your representative
to repeal these two regressive tax cuts!



Dear friends and supporters,

     Here’s a photo of the
CTJ/ITEP staff in front of
our new offices. Unfortunately,
the weather didn’t cooperate
on picture-taking day, so we
were all eager to get out of
the wind! We do love our new
home (except for having to pay
rent), and that makes us work
even harder to try to right the
wrongs of the past few years.  

     Best wishes to you for a safe, happy and healthy holiday season and a brighter new year.
And thank you as always for all that you do to keep CTJ and ITEP afloat.  

The staff of CTJ and ITEP
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