STATE OF RHODE ISLLAND AND PROVIDENCE PLLANTATIONS
DEPARTMENT OF REVENUE
Office of Revenue Analysis

Paul L. Dion, Ph.D., Chief Office: (401) 574-8999
One Capitol Hill, 1" Floor Fax:  (401) 574-8997
Providence, RI 02908-5890 TDD: (401) 222-1227
MEMORANDUM

To:  Gary S. Sasse, Director
Departments of Administration and Revenue

From: Paul L. Dion, Ph.D*% (9

Chief, Office of Revenue Analysis
Date: April 17, 2009
Subject: Updated Personal Income Tax Reform Analysis

Please find attached updated personal income tax analyses based on the personal income
tax reform proposal of the Governor’s Tax Policy Strategy Workgroup. This analysis,
which applies the Workgroup’s personal income tax reform proposal to Tax Year (TY)
2007 resident and non-resident personal income tax returns, differs from the analysis
provided to you on April 1, 2009 in two ways.

First, the federal adjusted gross income (FAGI) categories on which the April 1, 2009
analysis was based had inadvertently excluded some taxpayers. In particular, the
demarcations of the FAGI classes were such that taxpayers with a FAGI greater than the
upper bound of one range but less than the lower bound of the succeeding range were
being excluded. For example, two of the FAGI classes included in the April 1, 2009
analysis were “1 to 12,500” and “12,501 to 20,000”. Taxpayers with a FAGI between
$12,500.01 and $12,500.99 were missed when the results were rolled up by FAGI class.
The impact of this omission was minimal but for accuracy I thought it was important to
provide you with the most complete data available.

Second, this analysis includes information on the effective tax rate paid by each
aggregate class of taxpayer. That is, the effective tax rate represents the sum of the



individual tax liabilities of all taxpayers in a given FAGI class divided by the sum of the
individual federal adjusted gross incomes of the same. One simplifying assumption was
made in deriving the effective tax rates. Namely, taxpayers with no tax liability and a
FAGI of less than zero were excluded from the sums.

The content and format of the analyses are the same as was contained in the April 1, 2009
analysis with the addition of effective tax rates for each of the FAGI ranges. The results
are based on TY 2007 individual tax returns and incorporate a fully implemented
alternative flat tax rate of 5.5 percent. The major findings for the effective tax rate

analyses are:

(1) By Resident and Non-Resident Tax Filers

Under the state’s current income tax system, the effective tax rate for
resident taxpayers was lower for FAGI ranges greater than $1,000,000
than it was for FAGI ranges between $175,000 and $1,000,000.

Under the proposed income tax system, each FAGI range faces a
progressively higher effective tax rate but that effective tax rate is less
than the effective tax rate under the current income tax system until FAGI
exceeds $500,000.

(2) By Resident and Non-Resident Tax Filers With Itemized Deductions

Under the state’s current income tax system, the effective tax rate for
resident taxpayers with itemized deductions was lower for FAGI ranges
greater than $1,000,000 than it was for FAGI ranges between $175,000
and $1,000,000.

Under the proposed income tax system, each FAGI range faces a
progressively higher effective tax rate but that effective tax rate is less
than the effective tax rate under the current income tax system for FAGI
ranges between $75,000 and $500,000.

(3) By Resident and Non-Resident Tax Filers With No Itemized Deductions

Under the state’s current income tax system, the effective tax rate for
resident taxpayers with no itemized deductions was lower for FAGI
ranges greater than $250,000 than it was for FAGI ranges between
$75,000 and $250,000.

Under the proposed income tax system, each FAGI range up to
$1,000,000 faces a progressively higher effective tax rate but that effective
tax rate is less than the effective tax rate under the current income tax
system until FAGI is above $250,000.

(4) By Resident and Non-Resident Tax Filers With Capital Gains Income

Under the state’s current income tax system, the effective tax rate for
resident taxpayers with capital gains income was lower for FAGI ranges
greater than $1,000,000 than it was for FAGI ranges between $110,000
and $175,000 and for FAGI ranges between $250,000 and $1,000,000.



e Under the proposed income tax system, each FAGI range, except between
$175,000 and $250,000, faces a progressively higher effective tax rate but
that effective tax rate is less than the effective tax rate under the current
income tax system for FAGI ranges between $75,000 and $500,000.

(5) By Resident and Non-Resident Tax Filers With No Capital Gains Income

e Under the state’s current income tax system, the effective tax rate for
resident taxpayers with no capital gains income was lower for FAGI
ranges between $500,000 and $10,000,000 than it was for the FAGI range
of $250,000 to $500,000.

e Under the proposed income tax system, each FAGI range up to $500,000
faces a progressively higher effective tax rate but that effective tax rate is

less than the effective tax rate under the current income tax system until
FAGI is above $1,000,000

Please do not hesitate to contact me if you have any questions.
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