DEPARTMENT OF TAXATION
2015 Fiscal Impact Statement

. Patron Benjamin L. Cline 2. Bill Number HB 2381
House of Origin:
. Committee House Finance X Introduced
Substitute
Engrossed

. Title Individual Income Tax Rate.
Second House:
In Committee

Substitute

Enrolled

. Summary/Purpose:

This bill would reduce the individual income tax rate for the highest income bracket
whenever an income tax credit expires, by an amount equal to the amount of additional
annual revenue received in the state treasury as a result of the expiration of such tax
credit. The Tax Commissioner would be responsible for determining the amount of the
reduction, to be rounded to the nearest 0.05 percent.

The Tax Commissioner would be required to submit a written certification to the General
Assembly and to the Governor reporting the adjusted tax rate by July 1 of the first taxable
year for which the credit is no longer allowable.

This bill would be effective for taxable years beginning on or after January 1, 2015.

. Budget amendment necessary: No.

. Fiscal Impact Estimates are: Not available (See Line 8).

. Fiscal implications:

Administrative Costs

The Department of Taxation (“the Department”) considers implementation of this bill as
routine, and does not require additional funding.

Revenue Impact

This bill would have an unknown General Fund revenue impact. This bill directs the Tax
Commissioner to round the new reduced rate to the nearest 0.05 percentage point. The
additional revenue anticipated from the expiration of tax credits in a particular year would
need to be in excess of $50 million to trigger a 0.05 percent reduction in the tax rate.
Because the amount of most credits claimed is significantly less than $50 million, it is
unlikely that any expiring tax credits would generate enough revenue to cause a rate
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decrease under this bill. Below is a chart detailing the annual amount of credits claimed
for tax credits currently scheduled to expire in the next five years:

FY 2014 Amount First Taxable Year

Credit Sunset Date Claimed Not Available
Coalfield Employment
it 12/31/2016 $21,455,535 TY 2017
Internatlo_nal Trade Facility 12/31/2016 $159,851 TY 2017
Tax Credit
Barge and Rail Usage Tax 12/31/2016 $7,600 TY 2017
Credit
Virginia Port Volume Increase 12/31/2016 $362,426 TY 2017
Tax Credit
Telework Expenses Tax 12/31/2016 $51,128 TY 2017
Credit
Motion Picture Production 12/31/2018 $2,952,884 TY 2019
Tax Credit
Research and Development 12/31/2018 $3,412,963 TY 2019
Expenses Tax Credit
Enterprise Zone Business 6/30/2019 $1,360,241 TY 2020
Tax Credit
Major Business Facility Job 12/31/2019 $1,310,327 TY 2020
Tax Credit

The existence of carryover provisions further limits the revenue impact generated when a
tax credit expires. Most unused credits may be carried forward and claimed against tax
liabilities in future taxable years. If a credit of sufficient size expires and triggers a rate
reduction, the anticipated revenue from the credit's expiration may not materialize for
several years as taxpayers continue to claim the credit within the allowable carryover
period.

9. Specific agency or political subdivisions affected:
Department of Taxation

10.Technical amendment necessary: No.

11.0ther comments:
Current Law
Under current law, the Virginia taxable income of an individual is taxed at the following
rates: 2 percent on income not exceeding $3,000; 3 percent on income in excess of
$3,000 but not in excess of $5,000; 5 percent on income in excess of $5,000, but not in
excess of $17,000; and 5.75 percent on income in excess of $17,000. This bill would

decrease the top rate by an amount corresponding to the amount of revenue generated
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by an expiring tax credit, but would not impact the rates for the lower brackets unless the
rate on income in excess of $17,000 is reduced to 0.00 percent. Virginia taxable income
has been taxed at these rates since January 1, 1990.

In addition, the majority of Virginia income tax credits allow a carryover period during
which taxpayers may continue to claim unused tax credits in future taxable years, until
they have used the entire amount of the tax credit that is available to them.

Currently, taxpayers whose incomes fall within the highest tax bracket generate a
significant amount of General Fund revenue for Virginia:

Adjusted Gross Total Adjusted Total Taxable o Percent of
Total Tax Liability Total Tax
Income Classes Gross Income Income L
Liability
$15,000 - $19,999 $4,382,590,297 $2,263,361,624 $89,833,622 0.91%
$20,000 - $24,999 $5,164,191,165 $2,865,976,962 $121,951,756 1.24%
$25,000 - $29,999 $5,678,657,026 $3,637,360,924 $162,027,717 1.65%
$30,000 - $34,999 $6,027,627,276 $3,966,030,905 $183,911,789 1.87%
$35,000 - $39,999 $6,132,771,576 $4,179,933,289 $199,025,880 2.02%
$40,000 - $44,999 $6,183,523,138 $4,297,468,908 $208,739,063 2.12%
$45,000 - $49,999 $6,132,456,226 $4,352,074,585 $213,978,212 2.17%
$50,000 - $74,999 $29,455,801,240 $22,040,848,772 $1,111,919,283 11.29%
$75,000 - $99,999 $27,033,285,012 $21,353,801,389 $1,110,777,936 11.28%
$100,000 and Up $134,991,109,556 $115,951,363,481 $6,399,304,037 64.99%
Total $231,182,012,512 $184,908,220,839 $9,801,469,294 99.54%
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Proposed Leqgislation

This bill would reduce the individual income tax rate for the highest income bracket
whenever an income tax credit expires, by an amount equal to the amount of additional
annual revenue received in the state treasury as a result of the expiration of such tax
credit. The Tax Commissioner would be responsible for determining the amount of the
reduction, to be rounded to the nearest 0.05 percent.

The Tax Commissioner would be required to submit written certification to the General
Assembly and to the Governor reporting the adjusted tax rate by July 1 of the first taxable
year for which the credit is no longer allowable.

In the event that the 5.75 percent rate is reduced to a O percent rate for a taxable year,
then the 5 percent marginal income tax rate would be imposed on all taxable income in
excess of $5,000. Currently, the 5 percent marginal income tax rate is imposed only on
income in excess of $5,000 but not in excess of $17,000.

This bill would be effective for taxable years beginning on or after January 1, 2015.
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