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A FLAT RATE INCOME TAX IN GEORGIA 
 
 
 

With the introduction of HR 900, there has been 

discussion regarding a flat rate income tax in Georgia.  

The original version of HR 900 presented a flat rate 

income tax at 5.75 percent of Georgia taxable income 

while current discussions suggest a 4 percent rate may 

also be considered over the next year.  This policy 

brief provides an overview of the revenue and 

distributional implications of a flat rate income tax in 

Georgia. This brief is one in a series of policy briefs 

that relate to tax policy options for Georgia.    

Background 

Georgia’s individual income tax (IIT) is the single most 

important revenue source for the state.  In FY2006, the 

IIT accounted for 49.2 percent of all state government 

tax revenue.  The general sales tax accounts for 35 

percent of state government tax revenue and the 

corporate income tax 5 percent.  Local governments in 

Georgia do not impose an individual income tax, 

although there are provisions in the state constitution 

that allow local governments in Georgia to impose a 

local income tax. 

The IIT in Georgia is levied on a tax base that is 

derived from the federal definition of adjusted gross 

income (FAGI).  FAGI is the sum of all forms of income 

such  as  wages,  capital  income, income from business,  

and some pensions and social security, minus certain 

allowances like health insurance payments for the self-

employed and some pension contributions.  From 

FAGI, Georgians are allowed to take various 

deductions to calculate Georgia taxable income 

(GATI).  The most important of these deductions 

include:  deduction for dependents, standard 

deduction or itemized deductions, social security 

income that is taxable under the federal income tax, 

and the retiree income exemption.  Once Georgia 

taxable income is calculated, a tax rate is levied, with 

tax rates ranging from 1 percent to 6 percent.  Since 

the tax brackets—or thresholds for each tax rate are 

relatively low, most Georgians face the top tax rate of 

6 percent.   

Figure 1 demonstrates the distribution of the IIT 

burdens in Georgia.  The taller bars are Georgia tax 

liability/Georgia taxable income and the shorter bars 

are Georgia tax liability/Federal AGI. Figure 1 shows 

that the tax as a percentage of Georgia taxable income 

reaches 5 percent at about $18,000 of Georgia taxable 

income and then approaches 6 percent.  Thus, while 

fairly progressive at very low income levels, the 

structure of the current Georgia IIT is very flat over a 

large range of Georgia taxable  income.  The  shorter  

bars  shown  in  Figure 1 indicate for the various levels 
 

 



 
 
FIGURE 1. GEORGIA IIT AVERAGE TAX RATE 2002 
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of income, the Georgia tax liability as a percent of the Federal 

Adjusted Gross Income (FAGI) and represent an effective tax 

rate in Georgia.  Because the Georgia income tax base is 

smaller than the Federal income base due to the presence of 

various deductions and tax credits available at the state level, 

the effective tax rate for a given level of taxable income is 

smaller than the statutory rate.  The area in Figure 1 above 

the short lines and to the top of the taller lines represent the 

decrease in the tax burden borne by the taxpayer because of 

the deductions and credits from the more inclusive tax base 

represented by the Federal IIT base.  As shown in Figure 1, 

the state tax structure when viewed according to effective 

tax rates is not as flat as that viewed according to the 

statutory rates.   

A Flat Rate Income Tax in Georgia 

“Flat taxes” have been a familiar part of the tax policy debate 

for many years.  At the federal level, a dozen or more flat tax 

proposals have been offered in just the last 4 years.  There is 

an important distinction to make among these types of 

proposals—including the flat rate income tax proposal for 

Georgia.  A flat tax of the consumption tax variety uses a flat 

tax rate but also exempts savings from taxation and 

integrates the individual and corporate income tax systems.  

It also eliminates many of the exemptions and deductions 

available under the current tax structure.  Flat taxes of the 

consumption variety are not currently used in the U.S. and 

very few countries have actually attempted them.  Flat rate 

income taxes are just that—income tax systems with one tax 

rate.  The base of these types of taxes can be very broad or 

narrow.  These tax systems are not specificially integrated 

with  the  corporate  income tax nor do they exempt savings.   

 
 

They do, however, often eliminate or greatly reduce the number of 

exemptions and deductions, which simplifies the system and may 

reduce the cost of administering and complying with the tax system. 

In the U.S., 41 states plus the District of Columbia impose broad-

based individual income taxes.  Of these states, six use flat income 

tax rates:  Colorado, Illinois, Indiana, Massachusetts, Michigan, and 

Pennsylvania.  Of these states, all but Pennsylvania and Colorado use 

FAGI as the starting point for tax calculation.  Rhode Island imposes 

a flat 25.0 percent rate on federal tax liability—basically buying into 

the progressive tax rates of the federal government.  

HR 900 outlined a flat rate income tax for Georgia at a rate of 5.75 

percent.  This tax would eliminate all deductions and exemptions 

except for a deduction for rental housing, mortgage interest 

expense, and charitable contributions.  More recently a 4 percent 

flat rate income tax has been proposed, which we assume also 

applies to the HR 900 tax base.  We analyzed the revenue and tax 

burden effects of a 5.75 and 4 percent flat rate income tax for 

Georgia using the Fiscal Research Center Georgia Tax Model, which 

is currently based on 2002 individual income tax information.  The 

2002 data were adjusted to account for the changes in dependent 

deductions and retiree income deductions through 2006. 

To analyze the impact of a flat rate income tax with a deduction for 

rent paid, we needed to eliminate the exemptions and deductions 

from the adjusted 2002 tax information (except for charitable 

contributions and mortgage interest expense) and impute the value 

of a deduction for rent.  The first part is relatively easy—we simply 

use FAGI as the base and subtract a portion of reported itemized 

deductions to capture the proposed law deduction for mortgage 

interest expense and charitable contributions.1 We use IRS data on 

itemized deductions to estimate, by income group, the amount of 

deduction  allowed  under  the  proposal.2   We  use  data  from the  

 

 



 

Bureau of Labor Statistics, Consumer Expenditure Survey 

(CES) on charitable contributions by income group to impute 

deductible contributions for non-itemizers.  To do this, we 

calculate the percent of families who make contributions (and 

the average contribution) by income group.  We compare 

that percentage by income group to the percent of itemizers 

who report charitable contributions by income group.  If the 

former percentage is larger than the latter, we subtract the 

percent of itemizers who report charitable contributions 

from the percent of families who report making 

contributions.  That resulting number is our estimate of the 

percent of families who make charitable contributions but do 

not currently itemize their tax returns.  We randomly select 

that percent of returns from the Georgia Tax File and 

attribute to those returns the average level of contributions.  

If the percent of itemizers with contributions is greater than 

the CES estimate of the percent of itemizers, we make no 

additional imputation for charitable contributions in that 

income group.   

To impute a rental payment deduction, we used data from 

the U.S. Census.  The Census reports rent expense.  We 

tabulated households by income (using a definition similar to 

FAGI) and calculated the percent of households that pay rent 

by income group.  For renters, we computed the average 

rent payment per month.  We used this information to 

randomly select the same percentage of tax filers in the 2002 

Georgia tax file by income group, and assigned them the 

average annualized rent payment per year.  We use this as an 

estimate of the actual rent deduction.  In the analysis, we 

assume that no refunds would be paid (if rent payments 

exceeded state taxable income), so if tax liability before or 

after the tax change were negative, we set it to zero.  

There are three major changes associated with the flat rate 

income tax proposal from the IIT in Georgia.  Taken 

separately, they give us some indication of the change in tax 

burden and revenue—but these changes must ultimately be 

examined together.  First, the elimination of many deductions 

and exemptions should increase the tax liability for all 

individuals, thereby increasing total revenue for the state.  

The inclusion of a deduction for rent payment and charitable 

contributions (for non-itemizers) will reduce the tax liability 

for renters and for lower income individuals who make 

charitable contributions. Since renters are more highly 

concentrated in lower income groups, those taxpayers would 

see more of a reduction in tax liability than higher income 

taxpayers.  Finally, the change in the tax rate structure from a 

high of 6 percent to 5.75 or 4 percent will reduce the tax 

liability  for  higher  income  earners more than lower income  

 

 

earners.   For some low-income individuals, the change in the tax 

rate will increase their tax liability.  On net it is difficult to 

determine what happens to the tax burden across income groups 

without using data on individual tax filers.  The FRC Georgia Income 

Tax Model utilizes such data and simulates the impact of alternative 

tax systems. 

The revenue impact of a 5.75 percent flat rate tax is an increase in 

IIT revenues of more than 50 percent. A flat rate of 4 percent 

would yield approximately 7 percent higher income tax revenue 

from residents. The distribution of the tax among Georgia residents 

would be affected by the income tax change.  The data in Table 1 

and Figure 2 include Georgia income tax liability divided by federal 

adjusted gross income for residents (FAGI).  FAGI is a relatively 

broad definition of income, so the ratio gives an indication of the tax 

burden associated with the current and proposed law.  As seen in 

the table and figure, the current law is progressive—the tax burden 

increases as income increases.  Both of the proposed taxes are also 

progressive—but they are, by design, flatter than the current 

system.  The combination of a loss of personal exemptions and 

standard deduction with a flat tax rate will affect lower income 

individuals more than higher income individuals.   

Conclusions 

Georgia’s present IIT is a relatively simple income tax with a tax 

rate structure that is in effect close to a flat rate.  Deductions and 

exemptions in the system reduce the revenue yield, increase the 

complexity of the system, impact behavior of individuals (to take 

advantage of deductions and exemptions), and also impact the 

distribution of the tax among Georgia taxpayers.  A flat rate income 

tax system that eliminates deductions and exemptions could reduce 

the potential for tax avoidance and reduce the cost of administering 

the tax system.  Using the available data on tax returns, we find that 

a 5.75 percent flat rate income tax as described above will increase 

income tax revenues by more than 50 percent.  A flat income tax 

rate of 4 percent would yield a smaller increase in revenue—roughly 

7 percent for residents.  The distributional implications of the 

change are such that low income people would see an increase in 

their tax liability relative to high income individuals.  This analysis 

does not include a deduction for mortgage interest for those who 

currently do not itemize.  Additional mortgage interest deductions 

will lower the tax burden at the lower income end to some extent 

but are not likely to fully offset the loss of personal exemptions and 

standard deductions.   

Notes 
 
1.  It is not clear at this time if FAGI is the base that was implicitly 
suggested in HR 900. 
2.  We do not, however, impute mortgage interest for individuals 
who currently do not itemize their deductions.  The number of non-
itemizers who have mortgage interest to deduct is likely to be small. 

 



 
 
TABLE 1.  DISTRIBUTION OF GEORGIA INCOME TAX BURDEN FOR RESIDENTS,  
CURRENT LAW AND PROPOSED LAW (% OF FEDERAL ADJUSTED GROSS INCOME) 
Federal Adjusted Gross 
Income 2002 ($) Current Law 

Proposed Law 
5.75% 

Proposed Law 
4% 

 
0-10,000 0.80 3.93 2.73 
10,000-25,000 1.57 4.60 3.20 
25,000-40,000 2.72 4.85 3.35 
40,000-60,000 3.14 4.94 3.44 
60,000-75,000 3.39 5.02 3.49 
75,000-100,000 3.65 5.07 3.53 
100,000-150,000 3.99 5.12 3.56 
150,000-200,000 4.31 5.16 3.59 
> 200,000 4.97 5.32 3.69 
Total 3.59 5.10 3.53 
Source:  FRC, Georgia Income Tax Model. 

 
 
 
FIGURE 2.  DISTRIBUTION OF TAX BURDEN:  CURRENT AND PROPOSED LAW 
 

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

0-10,000 10,000-
25,000

25,000-
40,000

40,000-
60,000

60,000-
75,000

75,000-
100,000

100,000-
150,000

150,000-
200,000

200,000-
high

Total

FAGI Groups

Pe
rc

en
t o

f F
A

G
I

Current Law
Proposed 5.75%
Proposed 4.0%

 



 

 

ABOUT THE AUTHORS 

Sally Wallace is Professor of Economics and Associate 

Director of the Fiscal Research Center of the Andrew Young 

School of Policy Studies at Georgia State University.  Dr. 

Wallace’s main interests are domestic and international 

taxation and intergovernmental fiscal relations.   

Shiyuan Chen is a Ph.D. in economics with a specialization 

in pubic finance.  His areas of interest include taxation, public 

goods, and income distribution. 

 

ABOUT FRC 
 

The Fiscal Research Center provides nonpartisan research, 

technical assistance, and education in the evaluation and 

design of state and local fiscal and economic policy, including 

both tax and expenditure issues.  The Center’s mission is to 

promote development of sound public policy and public 

understanding of issues of concern to state and local 

governments. 

The Fiscal Research Center (FRC) was established in 1995 in 

order to provide a stronger research foundation for setting 

fiscal policy for state and local governments and for better-

informed decision making.  The FRC, one of several 

prominent policy research centers and academic departments 

housed in the School of Policy Studies, has a full-time staff and 

affiliated faculty from throughout Georgia State University 

and elsewhere who lead the research efforts in many 

organized projects. 

The FRC maintains a position of neutrality on public policy 

issues in order to safeguard the academic freedom of authors.  

Thus, interpretations or conclusions in FRC publications 

should be understood to be solely those of the author.  For 

more information on the Fiscal Research Center, call 404-

651-2782. 

 
RECENT PUBLICATIONS 
 
A Flat Rate Income Tax in Georgia.   This brief provides a distributional 
analysis for Georgia's current individual income tax and a 4 percent 
and 5.75 percent flat income tax rate structure.  (July 2007). 
 
Issues Associated with Replacing the Property Tax with State Grants.  This 
brief presents a list of issues and questions that should be 
considered in any proposal to replace the local property tax with 
state grants. (July 2007) 
 
Overview and Comparison of the Value Added Tax and the Retail Sales 
Tax.  This brief summarizes the similarities and differences between 
a value added tax and the much recognized general sales tax, or 
retail sales tax.  This brief is one in a series of briefs and reports that 
relate to tax policy options for Georgia. (June 2007) 
 
 
 

 
 
 

The Financial Position of Pennsylvania’s Public Sector:  Past, Present, and Future.  
This report is the third of three reports that address the fiscal conditions 
of other states, explores the factors that explain the conditions, and the 
likely future trends.  (June 2007) 
 
Alternative State Business Tax Systems:  A Comparison of State Income and 
Gross Receipts Taxes.   This report provides a five-point comparison 
between a state corporate income tax and a state gross receipts tax.  
(May 2007) 
 
Status of Women in Atlanta:  A Survey of Economic Demographic, and Social 
Indicators for the 15-County Area.  This report provides a detailed overview 
of economic, demographic and social aspects of women and girls in the 
Metro Atlanta region.  (May 2007) 
 
Forecasting Pre-K Enrollment in Georgia Counties.  This report provides a 
manual that documents the forecasting methodology and provides the 
actual forecast of Pre-K enrollment by county for 2007-2011.  (April 
2007) 
 
A Description of the Proposed Comprehensive Revision of Georgia’s Tax 
Structure:  HR 900.  This brief is a summary of the provisions of the 
comprehensive revision of Georgia’s tax structure contained in HR 900. 
(April 2007) 
 
Revenue Structures of States Without An Income Tax. This report compares 
Georgia’s revenue structure to states without an income tax in order to 
explore how Georgia’s revenue structure would have to change if it were 
to eliminate its income tax.  (April 2007) 
 
Property Rights Reform:  A Fiscal Analysis.  This report analyzes the fiscal 
effects of a proposed statute revising the legal standard for regulatory 
takings in Georgia, as well as recent changes in Georgia’s eminent domain 
law.  (April 2007) 
 
Self Sufficiency in Women in Georgia.  In this brief, we use one measure of 
self sufficiency to estimate the number of female headed households in 
metro Atlanta that fall below the self sufficiency standard. (March 2007) 
 
Georgia’s Economy:  Trends and Outlook. This report tracks some of the key 
trends that have shaped and will continue to shape Georgia’s economy.  
These include the decline in manufacturing employment, the aging of 
Georgia’s population, the importance of high tech and tourism industries 
and globalization.  (March 2007) 
 
Financing Georgia’s Future II.  This second release of a biennial report 
focuses on Georgia’s taxes, making cross-state comparisons of their 
structure and exploring revenue performance over time.  (March 2007) 
 
The Price Effect of Georgia’s Temporary Suspension of State Fuel Taxes. This 
report explores the effect of the fuel tax suspension on the price of 
gasoline in Georgia.  (February 2007) 
 
An Analysis of the Financing of Higher Education in Georgia.  This report 
addresses the issue of the financing of higher education in Georgia by 
comparing financing in Georgia with other states and examining how 
financing affects the student population in terms of performance, and 
retention rates.  (February 2007) 
 
Intergovernmental Fiscal Relations in Georgia.  This report documents the 
intergovernmental fiscal system in Georgia, with a focus on the 
expenditure, revenue, and intergovernmental grant system in the state.  
(February 2007) 
 
 
 
 
 

For a free copy of any of the publications listed, call the Fiscal Research 
Center at 404/651-4342, or fax us at 404/651-2737.  All reports are 
available on our webpage at: //frc.aysps.gsu.edu/frc/ index.html. 




