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Federal Form
1040

Adjusted Gross Income

minus
Subtractions from Adjusted Gross Income

Standard Deduction
$6,150 for single filer,
$12,300 for married filer

Personal Exemptions
$4,250 for you, your
spouse, and any
dependents

Other Subtractions
• Capital Gains Exclusion
• Social Security Exemption
• Interest income from U.S. bonds

plus
Additions to Adjusted Gross Income
Examples included: interest from VT state and local bonds, non-Vermont state and local bonds, bonus
depreciation

equals

Vermont Taxable Income

Vermont Taxable Income (VTI)
Multiplied by
Income tax rates at various brackets
of income

Equals

Initial Vermont Tax Liability (Before Credits)

Initial Vermont Tax Liability (Before Credits)
minus
Non-Refundable Credits
Credit for child and dependent care expenses, credit for elderly
and disabled, investment tax credit, Charitable Tax Credit

minus
Refundable Credits
Earned Income Tax Credit

Multiplied by
Vermont Apportionment Percentage
The percentage of income based in Vermont

Equals

Final Vermont Tax Liability (or Refund)
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Prior to Act 11 of 2018, Vermont’s PIT system was closely linked to
Federal system:
◦ Itemized deductions from Federal return flowed through to Vermont
 Limited by 2.5x the Standard Deduction
 Included Charitable, SALT, and Medical Deductions

◦ Federal Standard Deduction and Personal Exemptions were directly
pulled from the Federal form


When TCJA passed, it was estimated that absent legislative action,
Vermonter’s income taxes would have increased by $30 million in
aggregate
◦ Most of this was due to the repeal of the personal exemptions, which
affected families.
◦ Some was also due to the limitation of itemized deductions at the Federal
level.



Vermont responded by decoupling from the Federal code and
creating new VT-specific deductions and exemptions:
◦ Vermont standard deduction
◦ Vermont personal exemption
◦ Vermont 5% charitable giving tax credit
 Limited to up to $20,000 in contributions.
◦ Social Security exemption for low and middle income Vermont
households.
◦ Expansion of the EITC from 32% of Federal and 36% of Federal.
◦ Collapsing the top bracket from 5 brackets down to 4
 Top rate went from 8.95% kicking it at ~$416,000 for married couples, down to
8.75% kicking in at $237,000

◦ All brackets lowered by 0.2%

EITC Expansion
and SS Exemption

Charitable Tax Credit cap at
$20,000 and repeal of itemized
deductions



Charitable Giving Tax Deduction vs Credit
◦ Pre-Act 11, tax expenditure was $15.740 million
 Largely concentrated amongst high-income filers because it
was an itemized deduction.
◦ TY2019 expenditure was $9.240 million
 Value of credit is lower for high-income taxpayers
 Credit is capped at $20,000 of contributions
 5% credit is worth less than a deduction if your effective tax rate is
higher than 5%, which is anyone with income higher than $300,000
on average in VT

 About 20% of the value of the expenditure goes to taxpayers
below $100,000 which is significantly higher than the deduction



Limitation of the capital gains exclusion
◦ Individuals can either take a $5,000 flat exclusion of
capital gains or a 40% exclusion for certain sales of
assets (farms, businesses, investment properties,
timber).
◦ Act 71 limited the 40% exclusion to $350,000 (or up to
$875,000 worth of gains).



Estate tax exemption increased from $2.75 million
up to $5 million by 2021.



Effect will depend on tax year
◦ Years with large capital gains will see greater revenue
impact
Impact of CG Exclusion Limit in 2018 Tax Returns
Total Tax Change
(in Millions)
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