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Proposed law imposes a flat corporate income tax (CIT) rate of 4%.

Effective January 1, 2024, and applicable to all tax years beginning on and after that date.

LDR reports that implementation of proposed law will require additional expenditures for system modification, development
and testing, and tax form modification. The change is estimated at $26,000 of staff time.

LDR estimated the effect of proposed law using returns from Tax Year 2020, simulating the impact in a scenario where the
current CIT rate structure (which took effect January 1, 2022) had been in effect at the time. The result is an aggregate
liability reduction of $424 million annually.

LDR notes that CIT filing typically follows a pattern such that 18% of the liability change is estimated to impact the initial
year (FY24 estimated payments), followed by an additional 72% in the second year (FY25 returns and extensions), and a
final 10% in the third year (FY26 returns and extensions). The resulting accumulation of liability reduction is reflected in the
ramp-up to $424 million of annual revenue loss in FY26, shown in the table above.

LFO notes that the actual revenue loss from proposed law may also differ materially from these estimates due to the
volatility inherent in CIT collections. In recent years, corporate income and franchise tax collections have risen as high as
$1.4 billion in FY22, and as low as $478 million in FY18. Collections in the fiscal year associated with the estimates used in
this analysis amounted to $805 million. If similar fluctuations in CIT collections are observed in future years, it is likely that
the actual revenue impacts of proposed law will fluctuate in similar proportion.

Proposed law reduces the CIT to a rate that is lower than the top Individual Income Tax (IIT) rate of 4.25%. This potentially
provides an incentive for business entities currently subject to the IIT to change into a structure that would be subject to a
lower CIT rate. To the extent that this advantage may compel any entities to convert to C Corps, an additional revenue loss,
not reflected in the table above, would result via reduced IIT collections that would not be fully offset by new CIT collections.

LDR reports that a total of approximately $640 million in credit carryforwards are available for use by taxpayers who have
overpaid past tax liabilities, and may either be credited against future tax liabilities or refunded upon request. To the extent
that proposed law causes any taxpayers to request refunds where they otherwise would not have (e.g., due to a reduced tax
liability to apply it toward), actual revenue impacts would be larger than indicated in the table above.
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