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Vermont Business Roundtable Policy Recommendations

The accompanying report, Vermont'’s State Income Tax in 2002: 4 Decisionmaking Framework, describes the tax
policy options and characteristics to evaluate tax policy. It lays out the framework that interested Vermonters as
well as the Vermont Legislature and governor should consider as they debate what kind of changes to make, if
any, in Vermont’s income tax structure.

Taxes do not just raise revenues. They have many impacts on taxpayers and on the overall economy. The
Vermont Business Roundtable views the revenue loss associated with federal tax law changes as a challenge to
Vermont legislators and clected officials. The Roundtable members believe that the best solution to this challenge
is also the simplest and revenue neutral: The state should set the state tax rate at a percent of the federal tax
liability required to replace any net revenue loss resulting from the federal tax law changes.

However, the Roundtable members also strongly support the view that any tax rate increase, or any other kind of
tax increase, should clearly be revenue neutral. Any changes should not be a back door increase in permanent
taxes for Vermonters. The Legislature should clearly state the specific tax increases needed to simply offset the
impact of federal tax changes. As a separate matter, the governor and the Legislature need to clarify which tax
increases, if any, they are considering in order to balance the state’s budget due to the impact of the economic
downturn.

We support the simple solution to the state’s state income tax design problems because it fits into the framework
described in the report. It will provide an adequate amount of revenues and it preserves the vertical equity, or
progressivity, of the Vermont income tax code. Discussions about whether the Vermont income tax should be
more or less progressive should not be part of the discussion of how to hold state government harmless from
federal tax law changes.

We also believe that the simple solution is most easily understood by Vermont taxpayers. It would impose the
lowest cost burden on them and on the Tax Department. The Tax Department has been burdened by
administrative and technical problems and this has affected many Vermont taxpayers. Adding another layer of
complications to a state tax code which has already become more complex imposes more costs than it delivers in
benefits.

We recognize that the ten-year phase in of the federal tax changes may require periodic adjustments in the
Vermont rate throughout the ten-year period. We further acknowledge that there is concern about the political
impact of possible periodic rate changes. However, elected leaders and interested organizations such as ours can
clearly inform Vermont taxpayers that changing the percent rate for computing Vermont State Income Tax is not
an increase in the actual dollars being collected and that the burden for individual tax payers will remain relatively
constant.

We strongly believe that continuing to calculate the Vermont State Income Tax as a percent of the federal tax
liability is the best solution. The Roundtable is not endorsing raising taxes. This recommendation and its
endorsement are intended to assure simplicity and state income tax revenue neutrality based solely on the federal
tax law changes.



Decisionmaking Framework for 2002 Tax Changes
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