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Budget Tax Reform Package 
 

• The proposed tax reform alternative would raise federally deductible taxes (Personal 
Income Tax and Vehicle License Fee) and reduce the State Sales Tax that is not 
deductible on federal personal income tax forms.  Under this tax reform proposal all 
income groups would, after deductibility, experience an overall net tax reduction. 
 

• The total revenues raised by this tax reform would be approximately $1.8 billion.  This is 
slightly less than what is estimated to be returned to the taxpayers through reduced federal 
tax liability.  The revenue is projected to grow slightly to approximately $3 billion in future 
budget years.   
 

• The additional revenues raised by this tax reform proposal will reduce the size of the cuts 
required to education and core health safety net programs for the poorest Californians in 
closing the State’s current $19 billion budget gap.  Furthermore, the ongoing nature of this 
tax reform will help to stabilize California’s fiscal situation going forward. 

 
• Personal Income Tax.  Under this proposal, the Personal Income Tax rate for each 

bracket, except the top bracket would be increased by 1 percent.  This proposal would 
flatten the tax structure and, on the margin, would reduce personal income tax volatility by 
shifting reliance away from the top income tax bracket.  The current 0.25 percent 
surcharge would also be extended for all brackets.  The Current and proposed rates are 
below: 

 
current law proposal 

2010 2011 2010 2011 
1.25% 1.00% 2.25% 2.25% 
2.25% 2.00% 3.25% 3.25% 
4.25% 4.00% 5.25% 5.25% 
6.25% 6.00% 7.25% 7.25% 
8.25% 8.00% 9.25% 9.25% 
9.55% 9.30% 9.55% 9.55% 

 
 

Approximately $8.7 billion in additional Personal Income Tax would be raised under this 
proposal in the budget year. 
 

 
• Vehicle License Fee.  Under this proposal, the Vehicle License Fee (VLF) would be 

increased from 1.15% to 1.65%.  A portion of this increase would be dedicated to 
restructuring public safety programs that are currently funded at the state level and will 
now be shifted to the counties.  The amount dedicated to restructuring public safety 
programs in 2011-12 would be approximately 0.5% of the VLF.  A smaller portion of the 
increase will be dedicated to the counties in the budget year given the need to phase in the 
restructuring of the public safety programs. 

 
current law proposal 

2010 2011 2010 2011 
1.15% 0.65% 1.65% 1.65% 
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Approximately $1.5 billion in additional Vehicle License Fee would be raised under this 
proposal in the budget year. 

 
 
• State Sales Tax.  Under this proposal, the State Sales Tax would be reduced by 1.75% in 

the budget year and an additional 0.75 percent in 2011-12.  In total, the sales tax would be 
reduced a full 2.5 percent in 2011-12 when compared with the current rate.  This reduction 
would only impact the state sales tax and would have no impact on the local sales tax.  
Also, the proposal would hold harmless transit funding provided in the February 2010 Fuel 
Tax Swap.  This sales tax reduction is independent of the state sales tax reduction under 
the “single flip”.  The reduction to the state sales tax under the “single flip” would be in 
addition to the sales tax reduction described below. 

 
 
 
 
 
 
 The State Sales Tax would be cut by approximately $8.4 billion in the budget year. 
 
 
• Impact to Taxpayers.  Under this tax reform proposal, taxpayers across income groups 

could see a reduction in the overall state and federal taxes paid because the proposal 
would swap out taxes that are not deductible (sales tax) for taxes that are deductible when 
determining federal income tax owed.  An average taxpayer in each tax bracket could see 
a tax cut that ranges from $10 to over $1,000 depending on their tax bracket and the 
percentage of their household budget spent on taxable goods. 
 
Furthermore, the reduction in sales tax may spur additional consumer purchases and 
business investment in economic activity since approximately one-third of the sales tax is 
paid by businesses. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

current law proposal 
2010-11 2011-12 2010-11 2011-12 

6.00% 5.00% 4.25% 3.50%
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2010-11 BUDGET TAX PACKAGE      
       
Fiscal Effect  2010-11  2011-12    2012-13    2013-14   2014-15      2015-16 
PIT Increase $8,665 $6,764 $7,614 $8,071 $8,383 $8,876 
Fed Tax Deduction $2,279 $1,875 $2,110 $2,237 $2,324 $2,460 
Net of Higher Deduction $6,386 $4,889 $5,504 $5,834 $6,059 $6,416 
       
VLF Increase (1.65%) $1,500 $3,000 $3,150 $3,308 $3,473 $3,647 
Fed Tax Deduction $300 $600 $630 $662 $695 $729 
Net of Higher Deduction $1,200 $2,400 $2,520 $2,646 $2,778 $2,917 
       
Gross Tax Increase $10,165 $9,764 $10,764 $11,379 $11,856 $12,523 
Required Sales Tax Cut $7,586 $7,289 $8,024 $8,480 $8,837 $9,333 
Actual Sales Tax Cut* $8,400 $7,560 $7,938 $8,335 $8,752 $9,189 
       
Net PIT/VLF Increase $1,765 $2,204 $2,826 $3,044 $3,104 $3,333 
       
Corp Delays $2,100 $1,200     
       
Totals $3,865 $3,404 $2,826 $3,044 $3,104 $3,333 
       
tax cut surplus/shortage (-,+) -$814 -$271 $86 $145 $86 $144 
       
Tax Changes Fully Implemented in 2011 compared to 2010 rates    
Distributional Analysis       
 Avg  Avg Sales Tax Net Tax  
 PIT Avg VLF Sales Tax Cut % Increase/  
 Increase Increase Decrease Pers. Inc. Decrease  
Avg Income       

$30,000 $216 $83 $431 1.4% -$132 * 
$60,000 $473 $118 $677 1.1% -$86 * 
$80,000 $549 $134 $696 0.9% -$14  

$100,000 $665 $164 $840 0.8% -$11  
$250,000 $821 $172 $1,650 0.7% -$657  
$600,000 $1,789 $277 $3,240 0.5% -$1,174  

     *not itemized 
PIT Changes current law proposal   
 2010 2011 2010 2011   
 1.25% 1.00% 2.25% 2.25%   
 2.25% 2.00% 3.25% 3.25%   
 4.25% 4.00% 5.25% 5.25%   
 6.25% 6.00% 7.25% 7.25%   
 8.25% 8.00% 9.25% 9.25%   
 9.55% 9.30% 9.55% 9.55%   
       
State Sales Tax Changes current law proposal   
 2010-11 2011-12 2010-11 2011-12   
state sales tax rate 6.00% 5.00% 4.25% 3.50%   
state sales tax cut   1.00% 1.75% 1.50%   
       
VLF Changes: current law proposal   
 2010 2011 2010 2011   
 1.15% 0.65% 1.65% 1.65%   
 


