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Senator Fonfara, Reptesentative Berger, and Distinguished Membets of the Finance Committee:

Better Choices for Connecticut is a community coaliion working to help Connecticut make smarter
choices on ways to improve the state’s imbalanced revenue system, so that it 1) advances
opportunity for shared prosperity for all Connecticut residents; 2) preserves services for children,
families and the eldetly; 3) creates and sustains good jobs; and 4} reinvests in the middle class and
our communities. (A full list of Better Choices’ membership is attached to this testimony.)

Better Choices for Connecticut supports the proposed reforms to the Budget Reserve Fund
(BRF) deposit formula in S.B. 1135, which would require Connecticut to save money on a mote
regular and predictable basis during periods of strong economic growth, thereby protecting public
mnvestment from cuts associated with revenue volatility during times of economic downturn.
However, new savings requirements will be of little use if Connecticut consistently collects
msufficient revenue to pay for our existing obligations to the public, much less save for a “rainy
day.” We therefore also urge the Committee to suppott the adoption of any one of a number
of commonsense new revenue options, which will allow Connecticut to maintain critical
investment in public services and enhance our savings for economic downturns.

The proposed bill improves on Connecticut’s current formula for making deposits into the
BRF. Connecticut’s Constitution requires a balanced budget, where the State sets tax rates and fees
sufficient to generate the revenue needed for expected expenditures. Both reveaues and
expenditures are based on projections, and changes in the economy can, and have, tesulted in
revenues that ate far in excess of appropriations in any given year (resulting in budget surpluses), as
well as revenues that fall far short (resulting in budget deficits). Because a substantial pottion of
Connecticut’s petrsonal income tax revenue comes from tax on dividends and capital gains, and these
soutces can be volatile, using a robust budget resetve fund to smooth the fluctuations in state
revenue becomes critical. Curtent law requites that, at the close of each fiscal year, Connecticut
deposit in the BRI any surplus (revenues collected in excess of that fiscal yeat’s expenditures) that is
not approptiated fot some other putpose.! Unfortunately, the State has historically appropriated
most surpluses for other purposes rather than saving. Consequently, in each of the last two
recessions, there has been insufficient money in the BRF to weather the economic downturn, and
the State has been forced to turn to botrowing, tax increases, and spending cuts. The proposed bill
would require Connecticut to make deposits into the BRF when income from estimated and final
payments on the personal income tax and corporate tax revenues significantly exceed their historical



average (provided the State is not running a deficit). This makes it harder to spend surpluses in years
of strong growth, which will leave the State better prepated for years of economnic stagnation.

However, this formula cannot help Connecticut save for a Rainy Day if we do not have any
money left over after paying for existing public investments. Connecticut faces a projected
current setvices deficit of over §1 billion in each year of the coming biennium. To close the
impending deficit, the Governoft’s proposed budget would impose painful cuts to
investment in our State’s most needy children, families, and communities. Some of the most
painful of these include:
e EHliminating HUSKY health insurance coverage for 34,000 pregnant women and parents;
® Reducing spending on K-12 and higher education by over $200 million;
e Reducing by two-thirds State support for developmentally disabled children suffering from
mental iliness;
o Fliminating a scheduled testoration of the State’s Earned Income Tax Credit (EITC),
imposing an $11 million tax hike on working families.

Yet, even after all these cuts, the State’s finances would remain precarious, as the Governot’s budget
relies on optimistic revenue projections, and saves only $3.2 million (less than 0.02% of general fund
spending) for a rainy day. Cleatly, if we hope to maintain essential public investments and engage in
fiscally responsible budgeting that leaves us prepared for future tecessions, much more is needed
than a change to the BRF deposit formula.

Cutting investments in children, families, the mentally ill, the disabled, and the poor, while
still saving nothing for a “rainy day,” is a poor choice. We believe there is a better, more
responsible choice for Connecticut — adopting some comumonsense measures to raise
additional revenue. Connecticut is one of the wealthiest states in the nation, and our Government
is relatively small. As of FY 2011, Connecticut state and local government spending as a share of
petsonal income ranked lower than all but 5 other states.” While our poorest residents do pay a
relatively high share of their income in state and local taxes, our wealthiest citizens pay a far smaller
share.” Preferential tax treatment for many of our state’s large muld-state corporations results in
them paying a proportionately smaller share of their income in tax than our smaller businesses.
Simply put, Connecticut has significant capacity to taise the additional revenue needed to maintain
our critical public services and save more responsibly.

We propose a menu of revenue options (described in more detail in the attached
Connecticut Voices for Children issue brief) that the Committee should consider to avoid
painful cuts and save for a rainy day:

1. Eliminate needless or outdated tax expenditures, and subject all tax expenditures to
annual scrutiny comparable to appropriated expenditures. By giving special treatment
to some taxpayets through exemptions, deductions, or credits, Connecticut spends about $6
billion annually off-budget through the tax code. While many Connecticut tax expenditures
are justifted on economic or social grounds, at least some are likely outdated ot have no
reasonable justification. These include:

a. A $140 million tax expenditure to foster computer and data processing services
enacted in 1994,

b. A $70 million tax expenditure to benefit amusement and recreation enterprises
passed in 1993;



c. A $60 million tax expenditure to support internet setvices passed at the start of the
online revolution in 1999.
Eliminating these and other needless tax expenditures could raise up to $470 million.
Furthermore, subjecting @/ tax expenditures to annual review (just like appropriations)
would avert future public waste by encouraging the timely elimination of tax expenditutes
when they are no longer needed.

2. Adjust top marginal rates on the State’s highest incomes. Conneciicut’s income tax is
progressive for households earning under $500,000, but flattens out at higher incomes,
treating moderately high-earners the same as millionaires and billionaires. Connecticut’s top
rate is also lower than neighboring states such as New York, New Jersey, and Vermont.
Increastng the marginal rate to 7.0% for households earning over $500,000, and 7.5% for
households earning over §1 million, would raise $300 miilion in new revenue. Because State
taxes are deducted from federal taxes, $114 million of this new revenue would actually be
returned to Connecticut taxpayers by the federal government.

3. Enact “combined reporting” on corporate tax returns. Connecticut is the only state in
the northeast that allows corporations operating in multiple states to exploit a loophoele in
the tax code to avold Connecticut taxes and reduce total liability. Similar to “offshoring” of
corporate profits, this loophole has no rational justification and favors large corporations
over small businesses; closing it would raise around $130 million.

4. Raise the cigarette tax. Supported by 70% of voters, raising the cigarette tax by 95 cents
would promote public health and raise an additional $60 million in revenue.

5. Institute a sugar sweetened beverage and candies tax. As proposed in H.B. 5461, a tax
of one cent per ounce on sugar-sweetened beverages would raise over $62 million in
revenue, while discouraging consumption of high-calorie low-nutrient foods harmful to the
health of the public. '

6. Charge large companies a fee for employing workers who earn low wages, to
compensate the State for employees who rely on public benefits. As proposed in S.B.
1044, requiring corporations with over 500 employees to pay a fee of $1.00 per hour worked
for each employee who earns under $15.00 per hour would raise over $150 million in new
revenue. * Currently, many low-wage workers in Connecticut receive vatious forms of public
assistance such as Medicaid, childcare suppott, or the ETTC. Much of the benefit of these
programs is actually passed to employers, who can save money by paying lower wages and
not providing health insurance or childcare benefits. A low-wage worker fee would allow the
State to recapture benefits inadvertently passed to large companies from programs intended
to support working families.

Connecticut’s deficit is not driven by “wasteful” spending on programs that help our
struggling middle and lower-income families. Rather, there are two principal drivets of the
growth in state spending — past debts coming due, and the State’s aging population. Of the §1.1
billion in current services growth projected in the Governor’s proposed budget for FY16, $436
million {neatly two-fifths) is attributable to the need to pay down bonded and unfunded pension
debt, and to cover rising healthcare costs of current and former employees and teachers. Another
$118 million is due to growth in Medicaid spending (and over half of all state dollats spent on
Medicaid are spent on care for elderly, blind, and disabled individuals).” Connecticut is one of the
wealthiest states in the nation, but we arc also one of the oldest. In the past we have not budgeted
tesponsibly, choosing to issue tax rebates instead of paying down debts; if we now refuse to tap into
our ample revenue capacity while the Baby Boomer generation is still in the labor force, past debts
and costs attributable to supporting our aging population will continue to crowd out other
investments year after year. '



Rather than asking out most vulnerable residents to bear the burden of the State’s fiscal
challenges, Connecticut should make the better choice, and make changes to our tax code
to generate sufficient revenues to avert painful cuts to human services and education
programs.

e  Would we rather eliminate health insurance for thousands of pregnant women and parents
and increase taxes on the working poot ($60.3 million) or eliminate a tax break for internet
setvices ($62.2 million)?

¢  Would we rather impose cuts to eatly, K-12, and higher education ($235 million) orincrease
the progressivity of the State’s income tax ($300 million)?

Choosing new revenues in even just these two instances would avert some of the most painful cuts
to health and education and leave an additional $67 million left over to deposit in the BRF ot further
pay down debts.

To promote fiscal responsibility and protect essential public investment, we urge the
committee to suppott a new BRF formula which would requite regular planned
contributions in years of economic growth, and to enact new revenues to avert painful
budget cuts and begin saving for a “rainy day.”

Thank you for your time, and we welcome your questions.

Contact

Nicholas Defiesta

Connecticut Voices for Children
203-498-4240 x118 (otfice)
425-891-8735 (cell)
ndefiesta@ctvoices.org

' See, CGS 4-30a.

% See, Wade Gibson, “Where Should We Look to Fund Public Investment? Mapping Connecticut’s Reverue
Landscape,” Connecticut Voices for Children. February 2014. Available at
http:/fwww.ctvoices.org/sites/default/files/bud 1 4fiscalcapacity. pdf.

* See, “Connecticut Tax Incidence,” Connecticut Depariment of Revenue Services. December 2014. Available at
http:/Awww,ct.eov/drs/lib/dre/research/drstaxincidencereport2014.pdf.

*GQee, 8.B. 1044, Fiscal Note. Available at http:/www.cga.ct.gov/2015/FN/20155B-01044-R000344-FN htm.

® See, “Medicaid Expenditure Report,” Connecticut Department of Social Services. According to the figure
“Quarterly Percentage of Expenditures by Program, 45.6% of all Medicaid spending in Connecticut is spent on
HUSKY C for Aged, Blind, and Disabled individuals; however, all of HUSKY D for childless adults is paid for by
the federal government. Therefore, a majority of Stare Medicaid dollars are spent on the HUSKY C program.




Membership List

ATDS Connecticut

AFSCME CT Council 4

American Federation of Teachers’
American Academy of Pediatrics
Association of Retired Americans
Bridgeport Child Advocacy Coalition
(BCAC)

Collaborative Center for Justice

Congress of Connecticut Community
Colleges

Connecticut Alliance for Basic Human
Needs (CABHN)

Connecticut Association for Human
Services (CAHS) _
Connecticut Association of Nonprofits
Comnecticut Center for a New Economy
(CCNE)

Connecticut Citizen Action Group (CCAG)
Connecticut Common Cause

Connecticut Conference of the United
Church of Christ

Connection Association for Community
Action

Connecticut Council of Family Service
Agencies

Connecticut Education Association (CEA)
Connecticut Employees Union Independent
(CEUI)

Connecticut Oral Health Initiative (COHI)
Connecticut Voices for Children

Connecticut Housing Coalition
Connecticut Legal Services, Inc.
Connecticut State Employees Association
(CSEA)

Connecticut Working Families

End Hunger Connecticut!

Greater Hartford Legal Aid

Junta for Progressive Action

Legal Assistance Resource Center of CT
(LARCC)

Mental Health Association of Connecticut
Middlesex Coalition for Children
National Association of Social Workers
New England Healthcare Employees Union
District 1199

New Haven Legal Assistance Association
New Haven Peoples Center

Partners in Healthy Communities
Planned Parenthood of Southern New
England

Service Employees International Union
Connecticut State Council

State Employees Bargaining Agent
Coalition (SEBAC)

United Auto Workers, Region 9A
University of Connecticut Professional
Employees Association

Vecinos Unidos



Funding Our Future: Child and Family Friendly Revenue Options
Nicholas Defiesta and Ellen Shemitz, J.D.

March 2015

Proposed cuts to Connecticut’s budget will hurt many: among them children who need good teachers, pregnant
women and parents who need health insurance, and disabled and elderly residents who need caring services. While
the Governor ttied to reduce the need for some budget cuts by decreasing tax benefits for businesses, and while he
has proposed modest tax relief for low and middle income families by cutting the sales tax rate, his proposal fails to
protect critical programs and setvices for children and families. Over half ($316 million) of the $590 million in total
proposed cuts reduce state investment in the health, education, well-being and prosperity of children and families
across Connecticut.’

In addition to the harm caused by direct program cuts, the budget further falls short by failing to take bolder steps
to redress existing inequities in Connecticut’s tax system. A recent tax incidence report by the Connecticut
Department of Revenue Services found that Connecticut’s lower-income families pay mote than three times the
share of their income in state and local taxes as the state’s high-income residents. Households making between
$5,533 and $16,245 pay an effective overall tax rate of over 26 percent while the wealthiest households, with
incomes over $165,394, pay an effective overall tax rate of only 8.18 percent.” Simply put, our tax system imposes a
greater burden on those families who have less.

Better choices exist. Strategic tax reforms would allow us to avoid deep cuts to essential services and improve the
equity of the existing state and local revenue system. The reforms listed below address both tax expenditures and
tax revenues.

1. “Sunset” tax expenditures. The term “tax expenditure” refers to special tax treatment given to some taxpayets
through exemptions, deductions and credits. These tax expenditures currenty total over $6 billion in lost state
revenue every year, neatly one-third of our state’s annual appropriations. Yet, unlike spending through the
appropriations process that is reviewed each and every yeat, tax expenditures are not reviewed annually, or even
petiodically, and only rarely are they repealed. Without such review, there is no way to assess whether the
revenue that policymakers have chosen to exempt from taxation might be better used for some other purpose.

Many tax expenditures, such as those exempting groceties from the sales tax, are consistent with principles of a
high quality state revenue system. * Others, howevet, may advance no clear public benefit. Rather than allowing
existing tax expenditures to remain on the books without review, the General Assembly could enact a universal

! Connecticut Voices for Children, “Impact of the Governor’s FY 2016 Budget on Children,” (February 2015)

http:/ /wew.ctvoices.org/sites /default/ files /bud15impactgovbudgetfyl16.pdf.

2 Department of Revenue Service, “Connecticut Tax Incidence,” (December 2014),

http:/ fwww.ct.gov/des/lib/drs/reseatch/ destaxincidencereport2014.pdf.

3 As defined by the National Conference of State Legislatures. See: National Conference of State Legislatures, “Principles of a High-Quality
State Revenue System,” (June 2007), http:/ /www.ncslorg/research/fiscal-policy/ principles-of-a-high-quality-state-revenue-system.aspx.
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“sunset” provision to terminate all current tax expenditures and require re-authorization of those the General
Assembly deem to have current merit. Universal sun-setting would increase transparency in the tax system,
provide a means to eliminate tax expenditures providing no ongoing public benefit, and raise significant revenue
to fund programs that do provide broad public benefit.

Other states sunset or regulatly review their tax expenditures. In Oregon, for example, tax expenditures expire
after six years unless legislators vote to renew them." In Washington, legislators hold annual committee meetings
with the purpose of reviewing all tax expenditures.” And in Rhode Island, the Governor’s budget proposal is
requited to include recommendations on the continuation of all tax expenditures, which are then debated by the
Legisiature.® By adopting some variation of sun-setting, our Legislature could advance both equity and
transparency while raising significant revenue without any new taxes or changes to existing tax rates.

2. Eliminate specific tax expenditures. In addition to, or in lieu of automatic sun-setting, the General Assembly
could repeal specific tax expenditures. The Office of Fiscal Analysis’ 2014 Tax Expenditure report lists the
rationale bhehind the passage of each current tax expenditure. For many, the rationale OFA states is either
political expediency’ ot economic incentive (too often for goods ot services that no longer require special
treatment). Eliminating such tax expenditures — including nearly $140 million to foster the computer and data
processing industry enacted in 1994, roughly $70 million to benefit amusement and tecreation entetprises
passed in 1993, and over $60 million to suppott Internet setvices at the start of the intetnet tevolution in 1999 —
would provide significant state revenue and eliminate state expenditures inconsistent with the public interest.

Connecticut Voices for Children has reviewed the OFA report and identified a total of over $470 million in
individual tax expenditures that could be eliminated to provide additional state revenue without any downside to
the public interest. See Appendix 1 for a detailed kist.

3. Broadening the base of the sales tax on services. While Connecticut’s sales tax (currently 6.35%) applies to
the sale of all goods unless exempted, it does not apply to the sale of services unless enumerated. By amending
the statute to treat the sale of goods and services compatably — that is, to tax services unless exempted —
Connecticut could broaden the tax base and decrease the tax rate sigmificantly, without any negative impact on
sales tax revenue. Decreasing the state sales tax rate would increase our compefitiveness in relation to
Massachusetts (6.25%), New Jersey (7%), and Rhode Island (7%) and spur cross-border sales, creating a boon
to area businesses, putting more dollars in the local economy and possibly supporting job growth. An TTEP
analysis found that broadening the sales tax base to include all consumer services not currently taxed would
increase the taxable base from $68 billion to $101.5 billion. Factoting in this expanded base, Connecticut
could lower its sales tax rate to just 4.26% without any decrease in revenue. Such a change would have
the additional benefit of improving the progressivity of state taxes, as the bottom 99% of taxpayers would
experience an effective small tax cut while the top 1% would see a marginal increase in overall sales tax
payments. See Appendix 2 for a detailed breakdown.

4. Adjust top marginal rates on the state’s highest incomes. Connecticut’s personal income tax is progressive
for families making less than half a million dollars a year; but for those making more, the tax becomes flat. The
result is that the state asks less from those who can afford to pay more. Significant revenue could be raised by
extending progressivity further up the income ladder, with the precise amount of revenue depending on the
specific corrections. The state holds substantial room to raise top income rates due to Connecticut’s relatively
low top matginal rate of 6.7%, compared to New York (8.82%), New Jetsey (8.97%), and Vermont (8.95%)."

1 Oregon House Bill 2067, Regular Session (2009).

5 Revised Code of Washington § Chapter §2.32.808 (Washington State Legislature 2014)

¢ State of Rhode Island General Laws § Section 44-48.2-5 (State of Rhode Island General Assembly 2314).

7 Defined in the report as “Bxpenditures of this type violate one or more of the principles of a high-quality revenue system without any
apparent counterbalancing or compensating precept.”

8 CCH Editorial Staff. 2075 Siate Tax Handbook. Commerce Clearing House, Dec. 2015. Web. 23 Feb. 2015.
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Moreover, the state’s personal income tax is deductible from a taxpayer’s federal income tax, meaning that an
increase in state rates will be partially offset by a decrease in federal tax liabilides. By leveraging federal dollars,
increased progtressivity would cost taxpayers significantly less than the net benefit to the state.

An analysis’ by the Institute of Taxation and Economic Policy (ITEP) of Washington, D.C. found that
adjusting top rates to the levels in the table below would impact only two percent of state taxpayets, generate
$300 million in state revenue, enable taxpayers with increased state taxes to deduct $114 million from federal tax
retutns, leaving only $186 million borne by Connecticut taxpayers.

Increased Progressivity at High Incomes

ME) Single /MFS HOH Rate
$0 $0 $0 3%
20K 10K 16K 5%
100K 50K 80K | 5.5%
200K 100K 160K 6%
400K 200K 320K | 6.5%

Additional information, including a detailed breakdown of the disteibution of this tax change, can be found in
Appendix 4.

5. Enact combined reporting. Connecticut is the only state in the Northeast that does not requite cotnbined
reporting — a fix of an existing tax loophole that allows corporations that conduct business in multiple states to
use accounting gimmicks to avold paying state taxes. Enacting combined reporting legislation would require
companies to report multistate income and expenses togethet, closing this loophole. Doing so eliminates an
unfair advantage for multistate corporations over small businesses that only conduct business in Connecticut
and increases the state tax base using newly reported state corporate profits.

While official revenue estimates from enacting combined teporting are difficult to produce, official revenue
estimates {from other states that have recently adopted ot considered combined reporting™ have indicated that
combined reporting increases net corporate tax revenue by an average of 16.6 percent — $129.8 to $149.5
million annually in Connecticut, depending on whether the Governor’s proposed changes to the cotporation tax
are enacted.”

6. Raise the cigarette tax. Suppotted by 70 percent of voters in a 2013 poll”, raising the cigarette tax by 95 cents
would promote public health while generating an estimated $60 million in revenue, according to an ITEP
analysis. At $3.40, Connecticut’s cigarette tax lags behind neighboting states, including $3.51 in Massachusetts,
$4.35 in New York, and $3.50 in Rhode Island.” See Appendix 3 for a detailed breakdown of the tax impact.

7. Introduce a sugar-sweetened beverage and candies tax. As originally introduced, Proposed Bill No. 5461
would have imposed a tax on soft drinks (of one cent per ounce) and candy, dedicating the money raised to

Y Analysis performed by ITTEP at the request of Connecticut Voices for Children.

10 Towa, Maryland, Massachusetts, New York, Wisconsin

1 According to the Governor’s FY 2016-17 Budget Proposal, Connecticut received $782.2 million in its Corporation Tax in 2013-14 and
can expect to receive $200.5 million in 2015-16 given recommended policy changes.

12 4Poll: 70 Percent of Connecticut Voters Support Raising the Tax On Cigarettes.” PR Newswire, N.p., 15 May 2013. Web. 23 Feb. 2015.
13 CCH Editorial Staff. 2075 Srate Tax: Handbook. Commerce Clearing House, Dec. 2015, Web. 23 Feb. 2015.
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childhood obesity prevention efforts, municipalities, and the Governor’s scholarship program. According to an
ITEP analysis, the bill as initially introduced would create a large public health benefit while raising an estimated
$179 million: a figure that will need to be recalculated based on the final language of any legislatlon See
Appendix 5 for a detailed tax impact breakdown of the original proposal.

Appendix 1: Proposed Tax Expenditures to Eliminate

Connecticut Voices for Children reviewed the OFA report and highlighted tax expenditures based on four bases.

s First, Voices identified tax expenditures with a cited rationale of “incentive” which were found to be
outdated, as in the case of the “Computet and Data Processing” tax expenditure.

¢ Second, Voices identified expenditures rationalized as “incentive’” which lack sufficient offsetting public
benefit, as in the case of “Winter Boat Storage.”

¢ Third, Voices highlighted those expendituses enacted for “Expediency,” defined in the Tax Expenditure
Report as violating one or more principles of a high-quality revenue system without offering sufficient
offsetting public benefit.

¢ Finally, Voices identified tax expenditures enacted for “perceived equity” for which sufficient public benefit
could not be identified

Computer and Data Processing 1994 $137.7 | Incentive
Diesel Fuel First Sale 2007 $93.0 | Expediency
Amusement and Recreation Setvices 1993 $70.0 | Expediency
World Wide Web {Internet services) 1997 $62.2 | Incentive
Motor Vehicles & Vessels Purchased by Non-Residents to use Out of State 1987 $43.4 | Incentive
Renovation & Repair for Residential Property 1999 $25.2 | Expediency
Health and Athletic Club Services 1994 $10.7 | Expediency
Car washes 1993 $6.8 | Expediency
Digital Animation Production 2007 $6.7 | Tncentive,
Expediency
Sale of Ceriain Credits 1999 $6.2 | Expediency
Charges for Athletic Tnstruction 1975 $2.7 | Expediency
Massage Therapist and Electrology Services 1992 $2.6 | Perceived Equity
Winter Boat Storage 1993 $2.4 | Incentive
Carnival or Amusement Rides 1994 $1.6 | Expediency
Media Payroll Services 2007 $1.2 | Expediency
Health Club Charges 1975 $1.2 | Expediency
Ocean Marine Insurance 1967 ' $0.8 | Expediency
Charges for Instruction 1975 $0.8 | Expediency
Vessels Brought in to the State for Storage, Maintenance or Repair 1983 $0.7 | Incentive
Lawn Bowling Clubs 1999 $0.4 | Expediency
Total: $476.3

Source: CT Department of Fiscal Analysis 2014 Tax Expenditure Report
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Appendix 2; Detailed Broader Sales Tax Base Impact

50 N_ext_15'% Next 4% o
Less | $26,000 | $47,000 | $79,000 | $129,000 | $296,000 | $1,423,000
income | than - - - - - -
Range | $26,000 | $47,000 | $79,000 | $129,000 | $296,000 | $1,423,000 Or More
Average Income | $14,000 | $36,000 | $61,000 | $100,000 | $178,000 | $568,000 | $3,751,000

Sales tax base expansion includes adding all consumer services currently not taxed, including professional services
(listed on the tax expenditure report). It does not include taxation of education, health care, rental housing, or business
to business services. The gross revenue projections for a 4.26% tax rate does not include any exemption for clothing.

Without the inclusion of all consumer services, the sales tax base is around $68 billion, yielding annual revenues of
approximately $1.42 biflion. By expanding that base to include consumer services, the base expands to about $101.5
biflion, increasing revenues by around $2.1 bitlion. Lowering the tax rate to 4.26% with the expanded base, the state
would still bring in approximately $1.42 billion without any loss in revenue.

While this is a revenue neutral change, the average taxpayer in all income groups other than the top 1% would see a
small tax cut from this change. This is largely due to 2 factors:

1. While in-state residents receive 82% of the bengfit of cutting the sales tax rate, they pay only 76% of the increase
from the base expansion.

2. The share of in-state sales taxes paid by the top 1% increases from 10% to 14% under this proposal.

Source: Institute on Taxation and Economic Policy, March 2015

Appendix 3: Detailed Cigarette Tax Increase Impact

b Next4o. _
Less | $26,000 | $47.000 | $79,000 | $129.000 | $296.000 | $1.423,000

[ncome than - - - - - -
Range $26.000 | $47,000 | $79,000 | $120,000 | $296,000 | $1,423,000 | Or More
Average Income $14.000 | $36,000 | $61,000 | $100,000 | $178,000 | $568,000 | $3,751,000

State Tax Cha'ng:é' ($1 0{}0)

+60,000
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Appendix 4:

{ess

0 | $47,000

$79,000 | $129,0

Detailed Income Tax Rate Adjustment Impact

| Top ._0:

| $1,423.000

$296,000
Income than - - - - = -
Range $26,000 | $47,000 | $79,000 | $129,000 | $296,000 | $1,423,000 | Or More
Average Income $14,000 | $36,000 | $61,000 | $100,000 | $178,000 | $568,000 | $3,751,000

Tax Change as % of Income +0.0% +0.1% +0.5%
Average TaxChange | — — — — +0 +499 +19,271
% with Income Tax Increase | — — — — +0% +29% +100%
Avg. Tax Increase for those with increase | — — — — +30 +1,735 +19,342
Share of Tax Increase | 0% 0% 0% 0% 0% 12% 88%

venue Chang

+300,000

inge ($1000
114,000

. Total Tax Change fo
axpayers ($1000).

+186,

000

0%
100%

$26,000 | $47,000 | $79,000 | $129,000 | $296,000 | $1,423,000

Income than - - - - - -
Range $26,000 | $47,000 § $79,000 | $129,000 | $296,000 | $1,423,000 i Or More
Average Income $14,000 | $36,000 | $61,000 | $100,000 | $178,000 | $568,000 | $3,751,000
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