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The Tax Expenditures Transition Report submitted by the Tax Department is a good first step and will only get better with time as information on the other taxes becomes available in 2007 and 2008. The report raises some interesting issues, however. I offer the following comments and suggestions.
1. Piggybacking: The Tax Department elected to consider "Only those exclusions, exemptions, deductions, credits, and deferrals enacted into the Vermont tax code that modify the state's income tax base."
 (emphasis added) That is, they did not report revenue impacts from federal "deductions, exclusions, and deferrals that reduce the federal tax base,"
 (which results in federal taxable income and is Vermont's base). There is nothing in statute to restrict the analysis to the Vermont tax code.

Some Vermont tax expenditures are unique to Vermont, but others modify the treatment of federal tax provisions and reflect decisions by the legislature to "accomplish certain public goals."
 These decisions were made - and can only be made - after evaluating the potential costs and benefits of such modifications. Therefore, while this report provides valuable information about the revenue impacts of current Vermont tax expenditures, it does not provide legislators with the data necessary to consider modifications in treatment of other federal tax provisions. 

The reasons for such new policies could be to accomplish specific goals, to adjust for federal policies whose parameters are no longer justified, or simply to raise new revenues (e.g., the VT EITC; different treatment of capital gains; and the ongoing discussion about capping the value of the mortgage interest deduction). Without information about the cost to the state of piggybacking, the legislature cannot make informed decisions about the full range of options.
Obviously, the legislature can request such information and analyses as needed, but providing the base data regularly is more likely to encourage periodic (re)consideration of the efficacy of federal policies. Therefore, I suggest that you amend 32 VSA §312 to make it explicit that the Tax Dept. should include estimated Vermont revenue impacts of major federal tax expenditure provisions.

2. Two tables summarized the data for personal and corporate income tax expenditures (pp. 19-20). However, many of the tax credits are available to both individuals and corporations. It would be helpful, therefore, to have a table with the total revenue impact from all those provisions (see below). 
3. Some of the figures reported are very different from earlier estimates. For example, VEPC's 2005 annual report stated that the amount of R&D credits applied in 2003 was $98,320,
 while Tax now reports the figure was actually $418,000. And the figures for the capital investment tax credit were understated by $163,868. Overall, VEPC's estimate of the total credits applied in 2003 was $524,832 less than what Tax reports now. Presumably, the timing of the latest analysis explains the discrepancies but this raises questions about some of the other data in the 2005 VEPC annual report. 
Other examples include the Financial Services tax credit, which was reported earlier as $1.6 million but is now $1.9 million.
 The one with the largest variance is the Manufacturer's Investment tax credit. Tax reported only $32,000 during the 2005 session but now finds the total was $816,000. In addition, a report for the Dept. of Econ. Dev. on the economic/fiscal returns of the Manufacturer's tax credit estimated that $2.4 million in credits were claimed in 2003.
 As a result, the report's findings regarding the estimated jobs and fiscal benefits of the program may be wildly overstated.
	Selected tax expenditures
	Individual
	Corporate
	Total reported Jan. 16, 2005
	Previously reported

	
	
	
	
	VEPC          April 20051
	Tax Dept.          `98 - `03 summary

	Financial services tax credit
	$26,000
	$1,898,000
	$1,924,000
	NA
	1,562,000

	Manufacturer's investment tax credit
	$0
	$816,000
	$816,000
	NA
	$32,000

	EATI tax credits (VEPC)
	 
	 
	 
	 
	 

	 
	Capital investment 
	$191,000
	$501,000
	$692,000
	$528,132
	$529,000

	 
	Payroll 
	$115,000
	$542,000
	$657,000
	$615,381
	$620,000

	 
	Research & development 
	$298,000
	$120,000
	$418,000
	$98,320
	$98,000

	 
	Export 
	$157,000
	$153,000
	$310,000
	$309,877
	$310,000

	 
	High-tech business 
	$0
	$251,000
	$251,000
	$251,458
	$251,000

	 
	Workforce development
	$0
	$0
	$0
	NA
	NA

	 
	Sustainable technology
	$0
	$0
	$0
	$0
	$0

	 
	Sustainable technology export
	$0
	$0
	$0
	$0
	$0

	 
	Total
	$787,000
	$4,281,000
	$5,068,000
	
	$3,402,000

	
	
	
	
	
	
	

	
	VEPC / EATI Total
	
	
	$2,328,000
	$1,803,168
	$1,808,000


Overall, the estimated cost of the programs cited in the table above is now $1.6 million higher than had previously been reported. Therefore, I suggest you require those departments that have presented impact analyses based on the earlier revenue estimates to revise them based on the Tax Department's new data. 

4. The statute calls for "a description of and estimate of the number of taxpayers directly benefiting from the expenditure provision" [32 VSA §312(b)(4)]. It is not clear what the legislature meant by a "description" but Tax only indicated whether they were individuals or corporations. To the extent the legislature may want to target such programs to specific recipients, it would be helpful to know who is actually utilizing such credits (e.g., size of the business, based in Vermont or not, industry or sector, region of the state, ownership characteristics, etc.). 
Additional information would be helpful for individuals as well. For example, the report notes that 28,430 taxpayers benefited from the 40% exclusion for capital gains.
 But according to the IRS, the top 1% of Vermont filers reported almost 60% of all capital gains.
 That information is likely to result in a much different debate than assuming that 28,430 taxpayers benefit more or less equally. Therefore, I suggest you amend 32 VSA §312 to be more specific about the "description" required.
In reporting the number of taxpayers that took advantage of each type of credit or adjustment, the Tax Department rounded to the nearest 10 rather than providing an exact figure. The statute calls for an "estimate" but says nothing about rounding. Since all the source information is confidential, there is no justification for not reporting the actual number of taxpayers involved. Therefore, I suggest that you amend the statute and instruct the Tax Department to report the actual number of taxpayers directly benefiting from each provision.
Other comments
· Capital Gains: If part of the justification for the 40% exclusion is to promote Vermont economic activity and job creation, why not limit the exclusion to capital gains earned in Vermont?
· Child Care: Of the two credits available, one was used by only 220 filers (§5828c; refundable credit not very useful to low-income families), while the other was widely used [(§5822(d); 13,160 filers] but the average value was only $111 (less than the cost of one week of care).
 Therefore, it might be worthwhile to consider capping eligibility (target relief where it's most needed) and increasing the percentage of the federal credit (currently 24%) as we've done with the EITC.
· Investment tax credit: This allows a Vermont taxpayer to subtract 24% of the amount of federal credit allowed for investment in advanced coal projects [(IRC §48A)] (among others). I was unable to find the IRC reference to a credit for "advanced coal projects" but if it exists I wonder if it's in Vermont's interests to allow this pass through. That is, in light of the environmental impacts of using coal for electric generation (regardless of promised reductions in emissions from advanced technology), and the fact that such efforts may delay implementation of next generation efficiency investments and renewables, why should we reward those who support increased use of coal?
· Workforce training: Neither of the two provisions that offer credits for workforce training have been utilized (employee training credit and EATI workforce development credit; §5930e and t). What does this tell us about the value of the credit and/or the commitment to workforce training?
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