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Proposed law levies a single 6% or 6.5% tax rate on corporate net income, including partnerships and S-corporations that
flow their income through to individuals. This pass-through income would be excluded from tax at the individual level.

Applicable to all tax periods beginning on and after January 1, 2018. The single 6% tax rate is contingent upon adoption of a
constitutional amendment proposed in an unspecified House bill of this session, otherwise the 6.5% single tax rate is
effective.

The Dept. of Revenue estimates that tax system programming modifications (paper and online filing), revision and
promulgation of withholding tables, and testing will involve some $51,000 of staff costs. Additional resources may be
required by the department dependent upon the cumulative amount of changes enacted in the session.

The Dept. of Revenue estimated the impact of this bill under both scenarios that the federal income tax deduction is
eliminated and a 6% single tax rate is levied, that the federal income tax deduction is not eliminated and a 6.5% single tax
rate is levied. Under both scenarios, partnership and S-corp income was subject to tax at the business entity level, and not
subject to tax at the individual level. The analysis was done in two parts, one part recalculating the existing corporate returns
filed during FY14, and a second part estimating the bill’s tax implications on partnership and S-corp passthrough income.

The recalculation of corporate returns under the two scenarios resulted in a $98 million reduction in tax liabilities at the 6.5%
rate and retention of the federal income tax deduction, and a $32 million reduction in tax liabilities at the 6% rate and
elimination of the federal income tax deduction.

The analysis of pass-through income resulted in additional tax liabilities of $594 million at the 6.5% rate and retention of the
federal income tax deduction, and additional tax liabilities of $548 million at the 6% rate and elimination of the federal
income tax deduction. Offsetting the gains was the loss of tax at the individual level; a reduction in tax liabilities of $178
million. The net effect of these changes on pass-through income was additional tax liabilities of $318 million at the 6.5% rate
and retention of the federal income tax deduction, and additional tax liabilities of $338 million at the 6% rate and elimination
of the federal income tax deduction.

Combining the two components of the analysis results in additional tax liabilities of $220 million at the 6.5% rate and
retention of the federal income tax deduction, and additional tax liabilities of $306 million at the 6% rate and elimination of
the federal income tax deduction. Changes to quarterly declarations will likely result in some revenue gains during FY18.

Corporate income tax is particularly volatile, and estimates based on any one year of returns is not likely to be indicative of
liabilities and collections in any subsequent year. In addition, a number of assumptions had to be made in order to make a
rough estimate of the tax implications for pass-through income, and insufficient data meant that pass-through income to 
non-resident individuals could not be considered.
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