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The long path to Act 11 of 2018

* Beginning 2001: Vermont taxes are
24% of the Federal tax liability

« 2001: First round of Bush Tax Cuts

« 2002: Vermont “decouples” the first
time
* 5 rates and brackets based on federal

taxable income - 3.6%, 7.2%, 8.5%,
9.0% and 9.5%

* 2003: Second round of Bush Tax Cuts

* 2005-2017: Vermont pushes towards
decoupling

«  2009: Limits on state and local tax
deduction, capital gains exclusion

e 2015: Eliminate the state and local tax
deduction, cap total itemized
deductions at 2.5x the Federal
standard deduction except for medical
and charitable deductions
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Blue Ribbon Tax Commission 2011

RECOMMENDATION 1: RESTRUCTURE THE PERSONAL INCOME TAX

1A: Shift tax base from federal Taxable Income to federal Adjusted Gross Income.
1B: Eliminate standardized and itemized deductions.

1C: Implement a lower, flatter rate and bracket structure.

1D: Implement a residential credit as a transparent alternative to deductions.

1E: Evaluate all remaining personal income tax expenditures for opportunities for
removal.

e 1F: Reduce the number of filing statuses from four to two, single and joint.

Source; https://ljfo.vermont.gov/assets/Subjects/Final-Report/f9d97528dc/2011-Blue-Ribbon-Tax-Structure-
Commission-FINAL-REPORT. pdf



The long path to Act 11 of 2018
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Why did Vermont make the change?

Short-term: mitigate the revenue impact on Vermonters

Summary of Income Tax Impacts: H.911 (CoC Agreement)
***Relative to 2017 Vermont Tax Law***
(Note: All estimates are on a calendar year basis)
Total Tax Change of
H.911

(In Millions of Average Change in| Change in Effective Percent of 2014

AGI Bracket Dollars) Taxes Tax Rate from H.911 Taxable Returns
30 $5,000 -$0.08 -$15.48 -0.14% 2.0%
$5,000 $10,000 -$0.23 -$17.07 -0.15% 4.5%
$10,000 $15,000 -$0.46 -$25.77 -0.18% 6.1%
$15,000 $20,000 -$0.60 -$32.52 -0.17% 6.4%
$20,000 $25,000 -$0.72 -$36.30 -0.16% 6.7%
$25,000 $30,000 -50.88 -$43.21 -0.16% 6.6%
$30,000 $35,000 -50.99 -$49.06 -0.16% 6.3%
$35,000 $40,000 -$1.12 -$56.05 -0.16% 5.8%
$40,000 $45,000 -$1.20 -$64.27 -0.16% 5.0%
$45,000 $50,000 -$1.18 -$71.92 -0.16% 4.4%
$50,000 $60,000 -$1.56 -$52.68 -0.11% 7.5%
$60,000 $75,000 -$0.87 -$23.85 -0.04% 9.0%
$75,000 $100,000 -50.29 -$8.36 -0.01% 11.1%
$100,000 $125,000 $0.88 $37.11 0.03% 6.7%
$125,000 $150,000 $1.03 $73.96 0.06% 3.7%
$150,000 $200,000 $1.48 $110.57 0.07% 3.5%
$200,000 $300,000 $2.51 $274.65 0.13% 24%
$300,000 $500,000 $1.05 $225.59 0.07% 1.3%
$500,000 Infinity $5.06 $1,187.69 0.05% 1.3%
Totals $1.81 $9.71 0.00% 100%

Note: Estimates are based upon 2014 tax year data

https://lifo.vermont.gov/assets/docs/education/Proposed-Legislation/5bb55e191b/H.911-income-provision-comparison.pdf



Why did Vermont make the change?

Effective Tax Rates
2016 vs 2019
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Reflections: the Principles of a High-Quality Tax System

Sustainability and Economic
reliability Simplicity Competitiveness
Fairness Accountability Neutrality

Source: https://ljffo.vermont.gov/assets/docs/reports/2745db9898/Principles_of_a_High-Quality_Tax_System.pdf



Reflections: the Principles of a High-Quality Tax System

« Simplicity versus fairness

* Act 11 made the PIT much simpler and made the overall system more
progressive.

 Since its passage, there has been pressure to improve fairness for certain
constituencies

« Examples: military exemptions and credits, Social security exemption expansions,
pushback on the charitable tax credit in Act 11, calls to expand the medical
deduction, student loan interest deduction

 Reliability versus fairness
« Act 11 made the PIT more progressive, but it also potentially made revenue a bit
more volatile/harder to forecast, as more revenue is generated from higher
Income taxpayers.
 Social security exemption also likely to grow significantly as the population ages



Reflections: the Principles of a High-Quality Tax System

* Fairness versus reliability

Act 11 largely made Vermont's
revenue system independent of
Federal policy.

Last several major tax changes
have reduced progressivity
federally.

Should Vermont tax policy consider
overall tax liability?

Examples: Discussions during Act
11 to “claw back” tax cuts to high
income earners, pass-through
entity taxes, high income
surcharges
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Figure 1: Vermont: Change in Average Federal Tax Paid
Tax Year 2018 vs Tax Year 2017
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Source: https.//ljfo.vermont.gov/assets/Subjects/Issue-Briefs-Relating-to-
RevenueTax/da7a1411e3/GENERAL-363854-v1-
SALT_Cap_Workaround._Issue_Brief.pdf



Thank You

Questions?
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