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Proposed law phases out the tax on individual income over five years, with reduced rates applying to each tax bracket
beginning in Tax Year 2024. Starting in Tax Year 2024, proposed law reduces each rate within each bracket each year by
amounts that vary by bracket, until all rates are reduced to zero in Tax Year 2028.

Additionally, proposed law repeals trigger provisions in present law that provide for automatic individual income tax rate cuts
under certain conditions.

Effective January 1, 2024.

LDR anticipates that implementation of proposed law will require additional expenditures for system modification,
development and testing, and tax form modification. The change is estimated at $77,000 of staff time.

Proposed law generally eliminates IIT over five years. As the treatment of various deductions, credits, exemptions, and
exclusions are unaddressed, taxpayer behavior and actual revenue impacts due to proposed law are highly uncertain.

An approximation of the revenue that would potentially be foregone upon full phase-in may be reflected in a combination of
the Revenue Estimating Conference (REC) forecasts of approximately $4.5 to $4.8 billion per fiscal year of individual income
tax collections ($4.59 billion for FY25, $4.69 billion for FY26, and $4.79 billion for FY27), and the projected credits that will
be claimed against IIT that are refundable and may be claimed against other taxes. The impact on a full year is estimated
using the current FY25 projection of $4.6 billion for the purposes of this analysis.

Fiscal year forecasts reflect multiple tax years of returns in each fiscal year, although the bill begins the tax phase down with
the single tax year of 2024. Estimates of the annual revenue losses as the tax is phased out are further complicated by the
realization of income tax year changes typically occurring over a three fiscal year period of transition. The first phase of the
bill is a 20% rate reduction. That first phase results in tax year revenue losses beginning in FY24 at $195 million, primarily
from the drop in withholdings collections during the first half of 2024 (the second half of FY24). Subsequent phases of rate
reduction accumulate the revenue losses from each tax year’s phase-down across three subsequent fiscal years, until the
entire tax is phased out by January 2028 (FY28), as reflected in the table above.

Based on Tax Exemption Budget estimates for FY24, LFO estimates that approximately $270 million of credits per fiscal year
that are typically claimed against IIT liabilities may remain liabilities of the state general fund despite proposed law, as they
may be applied to other tax types after the elimination of IIT liabilities. Any such impacts would be in addition to the effects
reflected in the table above, as the table above merely reflects tax table liability impacts.

LDR reports that certain dedicated funds and self-generated revenues would be reduced by the elimination of IIT, including
fees from overpayments and certain credit transfers, the Sports Facility Assistance Fund (IIT paid by nonresident
professional athletes), and the LA Entertainment Development Fund Account (Motion Picture Credit transfer fees).
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