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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
DEPARTMENT OF REVENUE
Office of Revenue Analysis

Paul L. Dion, Ph.D., Chief Office: (401) 574-8999
One Capitol Hill, 1" Flootr 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. %%l

Chief, Office of Revenue Analysis
Date: May 6, 2009
Subject: Breakout of Capital Gains Income by Itemizers and Non-Itemizers

Please find attached Tax Year 2007 personal income tax analyses that break out
taxpayers with and without capital gains income by itemizers and non-itemizers as well
as resident and non-resident filing status. The analyses are based on the personal income
tax reform proposal of the Governor’s Tax Policy Strategy Workgroup. The presentation
of the information is in the same format as the analyses that accompanied my memo of
April 17,2009. It should be noted that due to Rhode Island Division of Taxation
regulations, I had to combine Federal Adjusted Gross Income (FAGI) ranges to ensure
that each range had at least 15 tax filers within it.

The results of these analyses are not starkly different from those that accompanied my
April 17,2009 memo. Please note that the analysis assumes a flat tax rate of 5.5 percent
was in effect in Tax Year 2007 and every taxpayer’s liability under current law was
recalculated so that it was the lesser of the actual Tax Year 2007 tax liability or the tax
liability under the alternative flat tax with a rate of 5.5 percent. A summary of the results
follow.



(1) By Resident and Non-Resident Tax Filers with Itemized Deductions and Capital
Gains Income

A total tax increase of $38.6 million is projected for tax filers with
itemized deductions and capital gains income with resident filers bearing
tax costs of $35.2 million and non-resident tax filers bearing tax costs of
$3.4 million.

For resident filers with itemized deductions and capital gains income,
Federal Adjusted Gross Income (FAGI) ranges between $75,000 and
$500,000 experience a tax decrease both on average and for the median
taxpayer.

Under the current income tax system, the effective tax rate was lower for
resident taxpayers with FAGI greater than $500,000 than it was for
resident taxpayers with FAGI between $75,000 and $500,000. Under the
proposed income tax system, each FAGI range faces a progressively
higher effective tax rate.

The number of resident tax filers with itemized deductions and capital
gains income that incur a tax increase under the proposed income tax
reform is 14,421 while 22,752 resident tax filers with itemized deductions
and capital gains income receive a tax decrease.

(2) By Resident and Non-Resident Tax Filers with Itemized Deductions and No
Capital Gains Income

A total tax decrease of $39.1 million is projected for tax filers with
itemized deductions and no capital gains income with resident filers
receiving tax savings of $31.8 million and non-resident tax filers receiving
tax savings of $7.3 million.

For resident filers with itemized deductions and no capital gains income,
Federal Adjusted Gross Income (FAGI) ranges between $75,000 and
$500,000 experience a tax decrease both on average and for the median
taxpayer.

Under the current income tax system, the effective tax rate was lower for
resident taxpayers with FAGI greater than $500,00 than it was for resident
taxpayers with FAGI between $250,000 and $500,000. Under the
proposed income tax system, each FAGI range faces a progressively
higher effective tax rate.

The number of resident tax filers with itemized deductions and no capital
gains income that incur a tax increase under the proposed income tax
reform is 74,412 while 104,810 resident tax filers with itemized
deductions and no capital gains income receive a tax decrease.

(3) By Resident and Non-Resident Tax Filers with No Itemized Deductions and
Capital Gains Income

A total tax decrease of $983,294 is projected for tax filers with no
itemized deductions and capital gains income with resident filers receiving



tax savings of $867,875 and non-resident tax filers receiving tax savings
of $115,419.

e For resident filers with no itemized deductions and capital gains income,
Federal Adjusted Gross Income (FAGI) ranges between $0 and $175,000
experience a tax decrease both on average and for the median taxpayer.

e Under the current income tax system, the effective tax rate was lower for
resident taxpayers with FAGI of $175,000 and up than it was for resident
taxpayers with FAGI between $40,000 and $175,000. Under the proposed
income tax system, each FAGI range faces a progressively higher
effective tax rate.

e The number of resident tax filers with no itemized deductions and capital
gains income that incur a tax increase under the proposed income tax
reform is 1,129 while 6,833 resident tax filers with no itemized deductions
and capital gains income receive a tax decrease.

(4) By Resident and Non-Resident Tax Filers with No Itemized Deductions and No
Capital Gains Income

e A total tax decrease of $38.8 million is projected for tax filers with no
itemized deductions and no capital gains income with resident filers
receiving tax savings of $34.8 million and non-resident tax filers receiving
tax savings of $4.0 million.

e For resident filers with no itemized deductions and no capital gains
income, Federal Adjusted Gross Income (FAGI) ranges between $0 and
$175,000 experience a tax decrease on average.

e Under the current income tax system, the effective tax rate was similar for
resident taxpayers under both the current and proposed income tax
systems.

e The number of resident tax filers with no itemized deductions and no
capital gains income that incur a tax increase under the proposed income
tax reform is 7,851 while 189,945 resident tax filers with no itemized
deductions and no capital gains income receive a tax decrease.

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