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Executive Summary 

The objectives of this report are to evaluate the strengths and weaknesses of the current 

District of Columbia individual income tax structure, including how it compares to the tax 

structures of the District’s neighbors in terms of equity, simplicity, and overall burden and to 

suggest potential changes that could make the District’s income tax simpler, more equitable, or 

more competitive.  The goals of potential revisions to the income tax, in general, are also subject 

to the constraint that revenues be adequate to fund the services voters want from their 

government.  However, for purposes of this report, no assumption is made with regard to revenue 

goals.  Instead, the potential changes presented attempt to minimize their combined revenue 

effects while illustrating the effects of changes to various components or “levers” of the income 

tax structure.  Finally, while the effects of alternative income tax revisions should be considered 

in the context of the broader package of revisions to District taxes, the focus of this report is on 

the personal income tax alone and thus considers the equity and revenue effects only of potential 

income tax changes, holding other tax structures constant. 

Taxpayer Trends and Comparisons 

The District, of course, represents only a small portion of the Washington metropolitan 

area, which also includes several counties in Maryland and Virginia, and even West Virginia.  

Given its relatively small size and its accessibility from neighboring jurisdictions, the District 

and its neighbors compete for residents as well as jobs.  For this reason, the report compares the 

District to its neighbors in several respects, including population and income trends, taxpayer 

characteristics, and the migration of taxpayers as well as the structure of income taxes.  Some 

key findings are that: 

 The District lost about 24 percent of its population in 30 years through the 2000 

census, while populations of Maryland and Virginia grew by 35 and 52 percent, 
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respectively.  Only in the last few years has District population growth outpaced that 

of its neighboring states or, in particular, the major suburban counties.   

 Net migration of taxpayers over the five years ended 2010, according to IRS data, has 

been positive for the District overall and between it and virtually every state, the only 

material exception being Maryland. 

 The adjusted gross incomes of those moving out of the district over the five years 

exceeded that of those moving in by almost a half billion dollars annually, with the 

largest losses of income tax base being to Maryland and Virginia. 

 Median household income in the District was about 10 percent higher than the 

national median in 2011, but about 12 percent and 20 percent below Virginia and 

Maryland, respectively. 

 District taxpayers are about half as likely to be married as taxpayers in Maryland, 

Virginia, or the nation as a whole and are also far less likely to claim dependent 

exemptions on their tax returns. 

Comparison of Income Tax Structures 

The various structural elements of the District’s income tax, from the calculation of 

taxable income and marginal tax rate structures to the tax credits offered and the complexity of 

the tax forms and instructions, are compared to those of the neighboring states.  Some key points 

of comparison between the District’s income tax and those of Maryland and Virginia are 

summarized in Table ES-1 below. 

Overall, in terms of complexity, the District compares well to its neighbors.  Filers are 

required to figure out far fewer additions and subtractions to federal AGI, and far fewer tax 

credits.  Many states offer numerous special interest tax breaks that add to inefficiencies and 

detract especially from horizontal equity, and the District has kept these to a minimum within the 

income tax.  However, some of the difference in credits is apparently due to the taxation of non-

corporate businesses under the business franchise tax rather than the personal income tax.  There 

is room for simplification, though, with eight filing status options, the phase-out of itemized 

deductions, various little used credits, and the large number of sometimes complicated 

worksheets that filers face when preparing their returns. 
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Table ES-1: Comparison of Key Feature of Income Tax Structures 

Feature DC MD VA 

Filing Status Options 8 6 3 

Adjustments to Federal AGI:    

Additions 6 21 10 

Subtractions 16 48 42 

Tax Brackets 4 8* 4 

Top Marginal Rate 8.95% 8.75%** 5.75% 

Phase-outs Itemized 

Deductions 

Personal 

Exemptions 

None 

Low/Lower Income Credits 4 2 2 

Other Credits 3 31 32 

Forms/Instructions Pages 12/34 14/38 12/51 

Instruction Worksheets 11 13 3 

* MD’s top 5 rate brackets are split, with different income thresholds for single/MFS filers and others. 

** Includes local income taxes at a weighted average local rate of 3.00%. Top local rate is 3.20%. 

 

Comparison of the Level and Distribution of Tax Burdens 

Figure ES-1 shows how the District compares to its neighbors and to the nation as a 

whole in terms of average effective income tax rates (AETRs) across the income distribution.  

The figure shows that, above the lowest quintile, the District imposes a significantly above 

average income tax burden on its taxpayers compared to the national average, but that its burden 

generally lies between those of Virginia and Maryland.   
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Figure ES-1: 

 

Because of refundable credits, particularly the earned income tax credit and the 

homeowner and renter property tax credit, the AETR for the lowest quintile of District filers is 

significantly negative.  For filers with District AGI between zero and $10,000, the mean AETR 

under 2012 law is estimated to be about -5.3 percent.  For filers in the higher income groups, tax 

changes that took effect in 2011 and 2012 (respectively, the phase-out of itemized deductions 

and the new 8.95 percent tax bracket) increased AETRs, affecting over 5 percent of all filers and 

98 percent of filers with District AGI over $200,000. 

The result is a highly progressive income tax structure—by most measures the most 

progressive state and local income tax in the U.S.  Even after adding other state and local taxes 

into the calculation of tax burdens, the District still ranks as one of the five “least regressive” 

overall tax systems in the U.S, according to the Institute on Tax and Economic Policy. 
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Goals of Tax Revision Options 

For purposes of specific tax change proposals, it is assumed that more overall 

progressivity is no longer a goal, largely because tax changes of the last three years have already 

significantly increased average and marginal effective tax rates at the high end.  For the same 

reason, it is also assumed that reducing overall progressivity of AETRs between the lowest and 

highest income groups is not an option at this time.  However, because the current structure is 

most steeply progressive going from the lowest to the second and third income quintiles, with 

more limited progressivity from the there to the higher quintiles, some relief for lower-middle 

and middle class taxpayers may be desirable.  As for the overall tax burden or levels of revenues, 

the proposals are not designed with any particular revenue goal in mind, but rather to illustrate 

the likely revenue effects of various structural changes that can be adjusted if the District’s 

budget requires (allows for) increased (decreased) revenues.  The proposed structural changes 

are meant primarily to serve the goals of  

 Horizontal equity — reducing or eliminating features of the tax code that cause 

otherwise like taxpayers in terms of income, household size, etc. to pay widely 

dissimilar amounts of income taxes; 

 Vertical Equity — reducing progressivity at the lower end of the income distribution 

while preserving it overall; 

 Efficiency — reducing behavioral distortions and making the District more 

competitive through base-broadening and marginal rate reduction; and 

 Simplification — reducing filing complexity by eliminating redundant or little used 

features of the tax code, as well as features that violate the principle of horizontal 

equity. 

Recommendations 

Several tax revision options are modeled using 2010 tax return data and the District’s 

microsimulation model to simulate the effects on taxpayers at different income levels and 

overall.  In addition, a few simple revisions with limited or no distributional and revenue effects 
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are suggested, but are not modeled.  The latter are listed first below, followed by the modeled 

revision options, in both cases with a brief explanation.  Finally, a package of revision options is 

proposed and the combined effects of its components are simulated. 

Recommendations not modeled: 

 Eliminate or consolidate redundant filing status options. 

 Eliminate virtually unused non-custodial parent EITC, eliminating two page tax form. 

 Eliminate limited and little used gross income subtraction for long-term care 

insurance premiums paid. 

 Eliminate (or cap) little used District/federal survivor’s benefits exclusion to improve 

horizontal equity. 

Recommendations modeled: 

 Eliminate District employee first-time homebuyer credit, claimed by only 53 

employee taxpayers in 2010. 

 Eliminate $3,000 exclusion for District/federal retiree pensions, which is inconsistent 

with the principle of horizontal equity. 

 Eliminate low income credit, which is claimed by only 2.7 percent of filers, 62 

percent of whom fall in the under $10,000 AGI range where most filers owe no tax 

and thus cannot benefit from a nonrefundable credit.  Some affected taxpayers will 

switch to claiming the EITC while the two remaining recommendations will also 

offset some or all of the effect. 

 Substitute higher personal and dependent exemption amounts, increases of $4,500 

from current levels, for the elimination of both itemized and standard deductions.  

Such a base-broadening measure would provide increased revenues to pay for 

marginal rate reductions and would also eliminate the complicated phase-out of 

itemized deductions, simplify filing for all taxpayers, and improve horizontal equity.   

 Increase two lower bracket thresholds by $5,000 (from $10,000) and $20,000 (from 

$40,000), respectively,and reduce upper two tax rates to 7.75 and 8.75 percent, 

respectively, from 8.5 and 8.95 percent.  Again, the current structure is steeply 

progressive at the low end of the income scale and the bracket threshold adjustments 

ease tax burdens particularly on middle and lower-middle income taxpayers.  

Meanwhile, the lower marginal rates at the top end help to offset the loss of itemized 

deductions and bring marginal rates for virtually all filers below those of Maryland.  

Note that modeled rate reductions are limited so as to minimize overall revenue 

effects; further rate reductions at all income levels can be added as budgets allow, or 

reductions can be deferred if current budgets require. 
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Simulation results for the combined effects of the recommended revisions are provided in 

Table ES-2 below, including numbers of affected filers, the amounts of tax liability changes, and 

the before and after effective tax rates for filers at various income levels.  Further details can be 

found in the body and appendices of the full report. 

 

  

 Table ES-2:  Revisions Simulation Results Summary

Returns Average Adj AETR* Returns Amount Average Average Adj AETR*

$0 or less 6,711     ($155) nmf -        -                -         ($155) nmf

$ 0 to $ 10,000 42,639   ($286) -5.29% 21,463   $652,691 $30 ($271) -5.01%

$ 10,000 to $ 25,000 67,240   ($157) -0.85% 65,004   ($7,547,662) ($116) ($269) -1.50%

$ 25,000 to $ 50,000 79,300   $1,269 3.53% 79,079   ($13,153,443) ($166) $1,104 3.08%

$ 50,000 to $ 75,000 44,044   $2,909 4.82% 43,983   ($7,549,940) ($172) $2,738 4.54%

$ 75,000 to $ 100,000 24,714   $4,610 5.40% 24,669   ($3,298,234) ($134) $4,477 5.25%

$ 100,000 to $ 200,000 35,050   $7,997 5.92% 34,994   ($1,018,964) ($29) $7,968 5.90%

$ 200,000 to $ 350,000 10,887   $16,268 6.57% 10,845   ($1,606,018) ($148) $16,120 6.51%

$ 350,000 to $ 500,000 2,664     $27,328 7.11% 2,644     ($1,303,336) ($493) $26,839 7.00%

$ 500,000 to $ 1 M. 2,321     $45,066 7.69% 2,307     ($735,341) ($319) $44,749 7.65%

Greater than $ 1 M. 1,160     $163,118 8.78% 1,148     $4,400,674 $3,833 $166,911 8.93%

All Taxpayers 316,730 $3,609 5.71% 286,136 ($31,159,573) ($109) $3,510 5.56%

* Adjusted Average Effective Tax Rate = (Net Tax + Other States' Taxes Paid Credit) / DC AGI

2012 Law Combined Effects of Recommended Revisions

DC Adjusted Gross 

Income

Tax Liability Tax Change Proforma Liability
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The District of Columbia Individual Income Tax 

I. Introduction 

The purpose of this report is to examine the structure of the District’s individual income 

tax in light of the unique characteristics and needs of the District, and in comparison to its 

nearest neighbors, with which the District competes for residents, investment, and jobs.  The 

objectives of the report are to evaluate the strengths and weaknesses of the current income tax 

structure, including how it compares to the tax structures of the District’s neighbors in terms of 

equity, simplicity, and overall burden, and to suggest potential changes that could make the 

District’s income tax simpler, more equitable, or more competitive. 

The report begins with an overview of the common goals of tax reform or revision, 

including those of equity, efficiency, and adequacy of revenues.  This is followed by a brief 

comparison of District taxpayer characteristics to those of Maryland, Virginia, and the nation as 

a whole, and discussion of some recent trends.  Section IV presents a detailed comparison of the 

structures of the income tax systems in the District, Maryland, and Virginia.  In this structural 

comparison, particular attention will be paid to tax provisions affecting lower income taxpayers 

as well as to questions of simplicity, progressivity, and overall income tax burdens.  In addition, 

recent changes will be highlighted.   

Section V presents an analysis of District tax return data from the 2010 tax year, the most 

recent data available at present, including return or filer characteristics across different filing 

status and income groups.  Particular attention is paid to the utilization of the various 

exemptions, deductions, and credits available to District taxpayers.  In addition, average effective 

tax rates are calculated for all filers to enable analysis of equity issues under current law and 

potential revisions to the income tax code.  Finally, in Section VI, after some brief comments on 
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strengths of the current system and some recent tax reform efforts in other state, several potential 

revisions to the code are presented, with objectives or rationale for each.  Where possible, results 

of simulations using District tax return data are also presented.  Section VII concludes. 

 

II. Economic Considerations in Tax Reform or Revision 

The goals of tax reform, in general, center on issues of efficiency and equity, subject to 

the constraint that revenues be adequate to fund the services voters want from their government.  

Often the adequacy constraint manifests as a goal that the tax reform should be “revenue neutral” 

so that increases in some taxes are offset by cuts in other taxes, and the combined revenue is 

unchanged.  A related goal is that taxes be structured to provide a revenue stream that is 

relatively stable over the business cycle.  Revenue neutrality is not assumed to be a goal of the 

DC Tax Revision Commission for purposes of this report, though the recommendations 

presented attempt to minimize overall revenue effects and include alternatives with larger or 

smaller effects to illustrate possibilities.  The recommendations and alternatives are focused 

more on efficiency and equity considerations. 

Inefficiency arises when the tax system distorts economic behavior–that is, household 

consumption and saving choices, business investment and hiring decisions, etc.–by creating 

incentives or disincentives that favor one choice over alternatives.  A system of lower rates on a 

broader base of income or consumption reduces such distortions and thus improves economic 

efficiency.
1
   

                                                 

1
 There are, of course, exceptions to this principle such as when production or consumption of a good or service has 

negative external effects (e.g. tobacco taxes and public health expenditures) or when a tax is a means of charging for 

the consumption of some public good (e.g. motor fuel taxes and road costs), but such considerations are a separate 

matter from the core income tax structures addressed herein. 
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The overall level or burden of taxes also has potential behavioral effects that are of 

particular relevance for District taxation; that is, taxpayers’ choice of residency.  The District 

competes directly with surrounding counties in Maryland and Virginia for resident taxpayers, 

and the taxpayers with the greatest flexibility in their choice of residency may also be those 

whose choice has the greatest effect on District revenues—taxpayers with higher incomes who, 

though they work in the District, can also easily commute from surrounding areas.  Existing tax 

structures and potential revisions should also be evaluated, in part, in terms of this competition. 

Economic efficiency is also improved when the costs of tax compliance and collections 

are low, and when taxpayers have confidence that they know the tax implications of their choices 

and that the rules won’t be arbitrarily changed after they have made their choices.  Complexity 

of, and frequent changes to income taxes complicate personal and business investment decisions, 

in particular, and can hinder growth as investors face uncertainty over future taxation.  As for 

costs, published studies by researchers at the IRS and IBM, the Laffer Center, and others offer a 

wide range of compliance and administration cost estimates, from $86 to $118 billion for time 

and money outlays on federal personal income taxes alone in 2000
2
 to $431 billion, including 

business (as well as personal) income tax compliance and IRS administration costs, in 2010.
3
   

Of course, state and local income tax compliance is generally less burdensome than 

federal, but simplicity is nevertheless a worthy goal.  Numerous and often changing special 

exemptions and credits, complex worksheets for determining eligibility for and amounts of 

                                                 

2
 Guyton, John L., John F. O’Hare, Michael P. Stavrianos, and Eric J. Toder (2003). “Estimating the Compliance 

Cost of the U.S. Individual Income Tax”, presented at the 2003 National Tax Association Spring Symposium. 
3
 Laffer, Arthur B., Wayne H. Winegarden and John Childs (2011). “The Economic Burden Caused by Tax Code 

Complexity.” Austin: The Laffer Center, Texas Public Policy Foundation. April 14, 2011. Available online: 

http://www.laffercenter.com/2011/04/the-economic-burden-caused-by-tax-code-complexity/. 

http://www.laffercenter.com/2011/04/the-economic-burden-caused-by-tax-code-complexity/
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credits, and phase-outs of deductions all increase the compliance burden on taxpayers, so tax 

changes that simplify compliance and administration are often part of reform proposals. 

Equity is a more contentious issue in evaluating tax structures and proposed changes, and 

choices in this regard are subjective ones, but one can nevertheless analyze equity effects of tax 

reforms objectively.  Equity issues generally center on vertical and horizontal equity effects of a 

given reform, the former referring to the distributive effects across the income spectrum and the 

latter to the treatment of economically similar taxpayers.  Horizontal equity requires, as the 

Georgia tax reform council put it, that “similarly situated taxpayers should pay approximately the 

same amount of tax” while vertical equity requires that tax structures reflect taxpayers’ “ability 

to pay or benefits received.”
4
  In the context of income taxes, one would want to evaluate a 

reform in terms of its effects on taxpayers with the same filing status and similar income levels, 

numbers of dependents, etc., and how the effects differ for otherwise similar taxpayers at 

different income levels.  

Finally, a note of caution in analyzing income tax changes is in order.  That is, the effects 

of alternative income tax revisions on tax burdens of any income group (or overall) should be 

considered in the context of the broader package of tax revisions, including in particular any 

changes to consumption taxes.  However, the focus of this report being on the personal income 

tax alone, it considers the equity and revenue effects only of potential income tax changes, 

holding other tax structures constant. 

 

                                                 

4
 Recommendations of the 2010 Special Council on Tax Reform and Fairness for Georgians (January 7, 2011). 

Available online: http://fiscalresearch.gsu.edu/taxcouncil/downloads/FINAL_REPORT_Jan_7_2011.pdf. 

http://fiscalresearch.gsu.edu/taxcouncil/downloads/FINAL_REPORT_Jan_7_2011.pdf
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III. District Taxpayers: Trends and Comparisons 

Before delving into the structure of the District’s income tax, it is helpful to know more 

about its taxpayers, including population and income trends, and how District taxpayers differ 

from those in neighboring states and the nation as a whole in terms several characteristics that 

affect taxation.  This section presents an overview of these trends and differing characteristics.   

Population, Income, and Tax Trends 

An issue of concern in the past for District policymakers was the declining population.  

As reported in Taxing Simply, Taxing Fairly, the 1998 report of the District’s Tax Revision 

Commission, the District had lost about a quarter of its population from 1970 to 1994, a loss 

similar to that experienced by several other large East Coast and Midwest cities.
5
  By the time of 

the 2000 Census, the District had lost 24.4 percent of its population in 30 years, while Maryland 

and Virginia had grown by 35 and 52 percent, respectively, over the same period.  Over the next 

decade, District population reversed most of its 1990s losses, gaining 5.2 percent from 2000 to 

2010, but Maryland and Virginia continued to grow faster at 9 and 13 percent, respectively.  

Since 2010, District growth has outpaced its neighboring states’, at 5.1 percent versus 

Maryland’s 1.9 percent and Virginia’s 2.3 percent. Figure 1 shows the relative population growth 

in the District, Maryland, and Virginia since 1990. 

                                                 

5
 Robert P. Strauss. “The District of Columbia’s Individual Income Tax” in Taxing Simply, Taxing Fairly. District 

of Columbia Tax Revision Commission. Washington 1998. Page 317. 
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Figure 1: 

 

Looking more closely at the inner suburban counties, Maryland’s Montgomery and 

Prince George’s Counties grew by 15.4 and 10.0 percent, respectively, during the 1990s, and 

Fairfax County in Virginia grew by 18.5 percent, while the District lost 5.7 percent.  Over the 

next decade, when the District rebounded, these neighboring counties continued to outpace it at 

11.3, 7.7, and 11.5 percent, respectively, for Montgomery, Prince George’s, and Fairfax.  In the 

last two years, however, the District has grown faster than its neighbors, at 2.5 percent compared 

to between 1.0 and 1.7 percent in the neighboring counties. 

Beyond relative gains in population, it is also interesting to note the migration of 

taxpayers between the District and its neighbors or other states.  Figure 2 shows that, over the 

last five years of available IRS data, the District has gained more resident federal taxpayers from 

Virginia than it lost each year, but lost far more to Maryland than it gained, though the losses 

slowed toward the end of the decade.  Net migration from all other states combined has been 

positive in all five years and Maryland stands out as an exception as the only state to gain 

material numbers of residents from the District over the entire period, cumulatively. 
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Figure 2: 
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Figure 3: 
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Figure 3 shows net migration in terms of the federal adjusted gross incomes of those who 

moved between the District and its neighbors or other states.  The patterns of income migration 

suggest that those leaving the District for Virginia and Maryland tended to have significantly 

higher incomes than those moving to the District from them.  The average federal adjusted gross 

incomes of those moving from the District to Virginia and Maryland in 2010 were $90,523 and 

$54,220, while the averages for those moving in were $61,147 and $43,944, respectively.  In 

fact, the average adjusted gross incomes of those moving to the District from both states fell in 
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nominal terms over the five years, from $65,419 for Virginia and $46,040 for Maryland in 2006.  

Those moving to Virginia and Maryland from the District in 2006 had adjusted gross incomes of 

$62,633 and $48,555, respectively.  For 2010 alone, net migration between the District and its 

neighbors amounted to a loss of only 407 federal taxpayers, but about $235 million of adjusted 

gross income.  Over the five years, the District lost 7,093 federal taxpayers and a cumulative 

$744 million of adjusted gross income to its neighbors.  However, from the other 48 states the 

District gained 17,587 taxpayers and about $273 million of federal AGI over five years. 

The IRS migration data also show that filers migrating into the District from its neighbors 

have, on average over the five years, about 0.22 fewer exemptions per return and $7,341 lower 

income per return than those moving out to Maryland or Virginia.  Overall domestic net 

migration over the five years amounted to a gain of 10,494 taxpayers, with almost nine thousand 

of those coming in 2009 and 2010, and an overall domestic net loss of $471 million of federal 

AGI.  As with neighboring states, in-migrants from the nation as a whole had about 0.22 fewer 

exemptions per return and $8,709 less income per return than out-migrants.  The numbers 

suggest that in-migrants tend to be either more frequently single or more frequently childless or 

both, perhaps younger singles and retirees. 

Overall levels and growth trends of real per capita personal income are shown in Figure 4 

for District residents and those its neighbors from 1990 to 2012.  As the figure shows, average 

income levels are not only higher in the District for all years, but average incomes in the District 

have also outgrown those of its neighbors since 1999.  

Finally, as shown in Figure 5, per capita state and local income taxes have been 

consistently highest in the District, compared to Maryland and Virginia, until the recent 
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recession.  District income taxes have also been more volatile, falling more sharply in both 

recent recessions, particularly compared to Maryland, and rebounding more quickly afterward. 

Figure 4: 

 

Figure 5: 

 

Comparisons of Filer Characteristics 

The aggregate measures described above give an overview of some of the trends in and 

differences between the District and its neighbors.  Beneath the averages, however, are many 
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more differences, and some similarities, between District taxpayers and those of its neighbors 

and the nation as a whole.   

Using IRS summary data from 2010 federal tax returns, we find first that, like Maryland 

and Virginia, the District’s income distribution is skewed more toward upper middle class and 

high income households than the nation as a whole.  Figure 6 shows the percent of taxpayers in 

each of nine income groups (measured by federal adjusted gross income to be comparable across 

jurisdictions), from breakeven or loss returns (negative or zero AGI) to those with greater than 

$1 million of AGI.  Like its neighbors, significantly fewer District taxpayers report income 

below $25,000 than nationally and significantly larger portions report incomes of $100,000 or 

more.  The U.S. Census Bureau estimates that in 2011, median household income in the District 

was about 10 percent higher than the national median, but about 12 percent and 20 percent below 

Virginia and Maryland, respectively.
6
 

Figure 6: 
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6
 Current Population Survey 2011 estimates, U.S. Census Bureau. 
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Bigger differences can be found in the composition of taxpayer households; District 

taxpayers are far more likely to be single and childless than are taxpayers outside of the District.  

Figures 7 shows the marital status of District, Maryland, Virginia, and federal taxpayers, with 

only about 30 percent of individual District taxpayers being married (or in a registered domestic 

partnership) in 2010 compared to 60 percent in Virginia, and nearly that in Maryland and 

nationally.  Figure 8 shows the percent of federal tax returns in each jurisdiction and across the 

income distribution that are joint returns.  Far fewer District taxpayers file joint federal returns, 

especially in the lower-middle to upper-middle income groups.  Census department estimates are 

consistent with the differences apparent in IRS, District, and state filing status numbers.  In 2011, 

Census estimates that 51.8 percent of Americans age 16 or older and in the labor force were 

currently married.  For the District, the comparable number was 27.9 percent, for Maryland 49.3 

percent, and for Virginia 53.7 percent.
7
  Census estimates also show the District population to be 

significantly younger and more heavily female than its neighbors and the nation as a whole. 

Figure 7: 
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7
 American Community Survey 1-year estimates for 2011, U.S. Census Bureau. 



12 

Figure 8: 
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Similarly, District taxpayers in the $50,000 to $1 million income groups are far less likely 

to claim dependent exemptions on their federal returns, compared to Maryland, Virginia, and the 

nation overall.  This is again consistent with Census estimates of a child dependency ratio 

(population under 18 divided by the population age 18-64) of 23.8 percent for the District, over 

35 percent for both neighboring states, and 37.7 percent nationally.
8
  District taxpayers are also 

significantly less likely to claim the federal child and dependent care tax credit, especially in the 

middle income groups.  Figures 9 and 10 illustrate these differences. 

Middle income District taxpayers also earn a somewhat higher portion of their income in 

the form of salaries and wages—about 5 to 7 percent higher for filers between $25,000 and 

$200,000 of federal AGI compared to national averages.  On the portions of filers who itemize 

deductions in their federal returns, the District’s taxpayers are much like those of Virginia and 

the nation overall.  Maryland residents at all income levels tend to itemize more often. 

                                                 

8
 Ibid. 
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Figure 9: 
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IV. Comparison of Income Tax Structures 

This section summarizes the structures of the District’s and its neighbors’ income tax 

systems, highlighting important features, similarities, and differences.  A more detailed 

comparison is included as Appendix A to this report. 

Residency and Filing Requirements 

The District is in a fairly unique situation due to its status as the nation’s capital, and this 

has implications with regard to whom it may tax.  States generally are able to tax income earned 

from work, business activity, gambling, or other income producing activities performed in the 

state, regardless of the residency of the individual earner.  The District, however, is precluded by 

the District of Columbia Home Rule Act from taxing non-residents, even when the income is 

earned in the District. 

This would appear to put the District at a disadvantage to the states, including its 

neighbors, in its ability to raise revenue from income taxes, especially considering the large 

numbers of residents of the District’s suburbs who work in the District.  Research firm 

ProximityOne estimates from 2009 American Community Survey data an “Employment-

Residence” (E-R) ratio (workers working in a place to workers living in a place) of 2.54 for the 

District, finding that about 442 thousand more workers worked in the District than lived there in 

2009.  This compares to an E-R ratio of 0.91 for Maryland and 0.98 for Virginia.
9
 

Similarly, the District is unable to tax those who work for shorter periods within its 

bounds, such as consultants or professional athletes who are generally taxed where they perform 

                                                 

9
 ProximityOne. “State & County Daytime Population”, downloaded from 

http://proximityone.com/stcty_daytime_population09.htm. 

http://proximityone.com/stcty_daytime_population09.htm
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their work rather than where they live.
10

  One estimate cited in the Washington Times in 2011 

suggests that imposition of a so-called jock tax by the District, focused narrowly on professional 

athletes, could generate as much as $5 million of annual revenue.
11

  However, efforts to impose 

either a narrow jock tax or a broader tax on commuters’ and other non-residents’ District 

earnings must be approved by the U.S. Congress and have thus far failed. 

Regardless of the apparent infeasibility of the District taxing non-residents on District 

earnings, it is worth noting that by reciprocal agreement, Maryland and Virginia do not tax 

District residents who commute to work in those states, though they do tax the in-state income of 

residents of other, non-contiguous states.  At least 13 other states have reciprocal agreements 

with one or more neighboring states that excuse most commuters from having to file and pay 

income taxes in both states. 

As for who is considered a resident of the District for filing purposes, the rules are 

essentially the same as in the neighboring states—legal domicile at any time during the year or 

maintaining a place of residence in the District for 183 or more days if legally domiciled 

elsewhere.  Other exceptions apply to all elected U.S. government officials and federal 

appointees subject to Senate confirmation who are not domiciled in the District, as well as 

personal staff of members of Congress if they are legal residents of the member’s home state. 

Part-year residents are simply those who changed domicile to or from the District during 

the year, or who resided in the District for 183 days or more, but less than full-year.  For District 

part-year residents who itemize deductions, only those deductions related to the time of 

residency are allowed. Personal and dependent exemptions, and the standard deduction for filers 

                                                 

10
 States with income taxes generally tax non-residents who earn income in the state and, while they would report 

the income on their home state return as well, a credit for the tax paid to the non-residency state would generally 

offset some or all of their home state liability. 
11

 Tom Howell, Jr. “D.C. ‘Jock Tax’ finds little support.” The Washington Times, August 9, 2011. 
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who do not itemize are all prorated by the rounded months of residency in the District.  Maryland 

and Virginia define part-year residency the same way, essentially, but differ from the District in 

how deductions and exemptions are prorated.  See Appendix A for further explanation. 

Filing Status Options 

The first step to completing a federal, District, or neighboring state tax return, after 

entering one’s personal information, is choosing the correct filing status.  Some filers, however, 

may qualify to file under more than one filing status—for example, married couples may file 

their federal returns jointly or separately.  In these cases, one would be expected to choose the 

filing status that results in the lowest tax, so one would need to complete the return under each 

option before settling on one.  In the case of the District’s income tax, filers fall into one or more 

of eight possible filing statuses, including the four federal options plus four more as follows: 

1. Single 

2. Head of Household (HH) 

3. Married Filing Jointly (MFJ) 

4. Married Filing Separately (MFS) 

5. Married Filing Separately on Same Return (or “combined separate”, MFCS) 

6. Domestic Partners Filing Jointly (DPJ) 

7. Domestic Partners Filing Separately on Same Return (DPCS) 

8. Dependent Claimed by Someone Else (D) 

Filers may choose any filing status for which they qualify, without regard to their federal filing 

status. 

The two domestic partner options are available, since passage of the Domestic 

Partnerships Joint Filing Act of 2006, to taxpayers who have entered into a qualifying domestic 
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partnership, registered with the District’s Department of Health.
12

  However, in terms of the tax 

calculation, there is no difference between the joint return of a married couple and that of 

domestic partners with the same income and deductions.  Likewise, married and domestic 

partner couples filing separately on the same return are treated the same in all respects.  The only 

difference lies in the fact that, while a married couple must choose one of the married filing 

statuses, 3-5 above, domestic partners who do not wish to file a joint or a combined separate 

return, may instead choose to file as single.  The principle benefit from doing so is that each 

partner would be able to claim the maximum standard deduction, which taken together would be 

twice what they could claim if filing jointly or combined, or if married.   

For comparison, Maryland and Virginia offer six and three filing status options, 

respectively.  Virginia combines head of household and qualifying widow(er) into the single 

filing status, and offers joint and separate married options.  Unlike District taxpayers, under most 

circumstances, a Virginia taxpayers’ filing status is dictated by his or her federal filing status.  

Maryland’s options include the four federal options plus dependent claimed and qualifying 

widow(er) with dependent child, with the former treated equivalently to single and the latter 

treated equivalently to married filing jointly or head of household in most respects.  As in 

Virginia, filing status is usually dictated by the taxpayer’s federal filing status. 

Calculation of Adjusted Gross Income 

The District and its neighbors, like most states with an income tax, all piggyback on the 

federal income tax in that they start the calculation of gross and taxable income with federal 

adjusted gross income (AGI) and then make a number of adjustments for income that is taxable 

in the District or state, but not federally, or vice versa.  District taxpayers have five possible 

                                                 

12
 Since passage of this act, the District has also legalized same-sex marriages, effective in March 2010. 
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additions to federal AGI to consider in preparing their returns, three of which relate to business 

type income or taxes where District treatment differs from federal, and two of which relate to 

income subject to federal income averaging.  A sixth possible addition was added effective for 

2013—interest on non-District municipal debt acquired on or after January 1, 2013, and which 

was exempt from federal income tax.  Maryland and Virginia already tax out-of-state municipal 

interest.  The only states with an income tax that, as of 2011, exempted out-of-state municipal 

interest generally were Indiana and North Dakota, so the District’s past treatment was unusual.  

Indiana made a change effective 2012 that was similar to that taking effect for the District this 

year, taxing interest on out-of-state municipal bonds purchased after December 31, 2011. 

Other possible AGI additions number 20 in Maryland and nine in Virginia, including 

certain lump-sum retirement plan distributions and various business-related federal conformity 

exceptions, among other things. 

Possible subtractions from federal AGI number 16 in the District compared to 48 in 

Maryland and 42 in Virginia.  Some common subtractions in these and other jurisdictions 

include income during non-residency of part-year residents, federally taxable state and local tax 

refunds, federally taxable social security and railroad retirement income, and interest on U.S. 

Treasury obligations. The District, both its neighbors, and many other states also subtract limited 

amounts of contributions to section 529 college savings plans.   

Maryland and Virginia also allow subtractions from AGI to exclude certain retirement 

pensions or other income of seniors in addition to the social security and railroad retirement 

exclusions noted before, subject to limits.  The District’s additional exclusions for 

seniors/retirees are limited to age 62 or over retired District and federal employees (including 



19 

military), who may subtract up to $3,000 per person of retirement pensions and annuities, and 

military retirement pay.   

A complete listing of District, and partial of Maryland and Virginia, AGI additions and 

subtractions is included in Appendix A. 

Taxation of Capital Gains 

Like its neighbors and all but five other states with broad-based income taxes, the District 

currently treats long-term capital gains the same as any other income included in Federal AGI, 

taxing it at ordinary rates.  Several states have narrow exclusions or lower rates for certain types 

of long-term capital gains income, including, for example, on investments in local businesses 

(especially technology or startup businesses), farmland, and other assets in which the states hope 

to increase investment.  The only states with broad preferential treatment of long-term gains 

income, however, are Arkansas, North Dakota, and Wisconsin, which exclude 30 percent of 

gains from taxation, and New Mexico and South Carolina, which exclude 50 percent and 44 

percent, respectively.
13

 

Exemptions and Deductions 

More broadly applicable than the AGI adjustments described above are the various 

personal and dependent exemptions, and standard or itemized deductions that are subtracted 

from District or state AGI to arrive at taxable income.  The District’s exemptions are simple—a 

flat $1,675 per person in 2012, whether the primary taxpayer, spouse/domestic partner, or 

dependent. An extra $1,675 exemption is allow for a primary taxpayer or spouse/domestic 

partner who is over age 65 or who is blind.  Virginia’s exemptions are similarly simple, but 

much smaller at $930 per taxpayer or dependent with additional $800 exemptions for those blind 

                                                 

13
 “Individual Income Tax Provisions in the States.” Wisconsin Legislative Fiscal Bureau, Information Paper no. 4, 

January 2013. 
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or over 65.  Maryland’s exemptions are much more complicated and start at higher levels, but are 

phased out (in steps) as taxpayers’ federal AGI exceeds $100,000 for single or married separate 

filers, or $150,000 for all others (details of Maryland exemptions and the phase-out are available 

in the appendix).  Filers who are claimed as a dependent by another taxpayer get no personal 

exemption in the District or Maryland, but they do in Virginia. 

The choice of whether to take the standard deduction or to itemize is, in the District and 

Virginia, dictated by the choice on the taxpayer’s federal return.  In Maryland, filers may take 

the standard deduction on their state return even if they itemized on their federal, but may only 

itemized if they itemized on their federal return. As with exemptions, the District and Virginia 

take a simple approach to the standard deduction.  The District allows a flat $4,000 for single, 

joint, head of household, and dependent filers and half that for separate filers.  Virginia allows 

$3,000 for single or married separate, and twice that for joint filers.  Maryland, on the other 

hand, offers a standard deduction equal to 15 percent of state AGI, subject to minimums and 

maximums that depend on filing status (see Appendix A). 

Itemized deductions in all three jurisdictions piggyback on federal itemized deductions, 

with limited adjustments.  All require that state and local taxes included in federal deductions be 

subtracted.  In addition, Maryland disallows certain deductions when a related state credit is 

claimed, while Virginia requires certain “fixed date conformity” additions and subtractions 

requiring a 22 line worksheet in the return instructions.   

Finally, as of the 2011 tax year, the District has added a phase-out provision for itemized 

deductions, reducing allowed itemized deductions by 5 percent of the amount by which District 

AGI exceeds $200,000 ($100,000 for married filing separately filers).  As with the standard 

deduction, domestic partners may gain an advantage by filing as single, rather than joint or 
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combined separate, and as much as doubling the amount of income they could earn before being 

subject to the itemized deduction phase-out. 

Tax Rates and Brackets 

The statutory marginal tax rates applicable at different taxable income levels are 

summarized in Figure 11 for the District, Maryland, and Virginia.  The District and Virginia 

again have the simpler structures compared to Maryland, which has separate bracket thresholds 

based on filing status for taxable incomes over $100,000.  This difference is evident from the 

divergence in the solid and dashed lines for Maryland in the figure.  Virginia clearly has the 

flattest (and lowest for most income levels) rate structure, with its top rate of 5.75 applicable for 

all taxpayers on taxable income above $17,000. 

Another key difference in Maryland’s system is that there are differing local income tax 

rates for each county in the state and for the city of Baltimore, which local income tax is reported 

and paid along with the state tax.  The Maryland local tax rates are flat rates and average 3.0 

percent, whether weighting by income or population.  This average local rate is added to the state 

tax rates at each income level for purposes of comparison.  Maryland’s combined rates are 

significantly above those of its neighbors for lower income levels, until the District’s 8.5 percent 

bracket is reached at $40,001 of taxable income. 

Finally, while Virginia and the District both have single rate and bracket structures 

applicable to all filing statuses, Virginia offers joint filers a means of eliminating the marriage 

penalty that results when both spouses have taxable income and their joint taxable income is over 

$3,000, the top of the lowest rate bracket.  Filing separately, such couples would find their tax 

liability up to $259 lower than if filing jointly because a larger portion of their income would be 
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taxed at the lower bracket rates.  The so-called Spouse Tax Adjustment reduces joint filers’ tax 

liability to what it would be if they filed separately.   

With a rate structure not nearly as flat as Virginia’s, the potential marriage penalty for 

District couples from filing jointly could be much larger.  The District does not offer an 

adjustment like Virginia’s, but instead, joint federal filers are free to choose the filing status for 

their District returns that minimize their tax liability.  Where both spouses/partners have taxable 

income and their combine taxable income is over $10,000, couples would be expected to file 

separate or combined separate returns to eliminate the joint filer penalty and minimize their tax 

liability. 

Figure 11: 

 

Tax Credits for Low/Lower Income Taxpayers 

The District and both neighboring states all offer tax credits to low income taxpayers that 

are tied to the federal earned income tax credit (EITC), and the District and Virginia also offer 

and alternative low income credit (LIC), with the taxpayer able to choose one of the two to 
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obtain the largest credit.  The District and state EITCs differ in size (relative to the federal EITC) 

from 20 percent of the federal credit in Virginia to an average of 80 percent in Maryland—50 

percent of the federal credit as a state credit plus a local credit at a rate of ten times the local tax 

rate.  At the 3 percent average local tax rate in Maryland, the average local EITC would be 30 

percent of the federal credit.  The District’s EITC is equal to 40 percent of the federal credit.  

EITCs in the three jurisdictions also differ as to refundability, with the District’s EITC fully 

refundable, Virginia’s nonrefundable, and the state portion of Maryland’s partially refundable.  

The District also offers an EITC to some taxpayers who are not eligible for the federal credit; 

that is, non-custodial parents who would otherwise meet the eligibility requirements. 

The District’s LIC is designed to adjust the tax liability of eligible taxpayers for the 

liability that results from having lower personal exemption and standard deduction amounts in 

the District’s tax structure than in the federal income tax.  The District LIC is not refundable. 

Eligible filers may take either the EITC or the LIC, but not both.  Similarly, Virginia’s LIC of 

$300 per exemption for filers below the federal poverty level for their family size is not 

refundable and filers may take it or the Virginia EITC, but not both.   

Maryland, meanwhile, offers a Poverty Level Credit that may be taken even if the filer 

receives a Maryland EITC. The state portion of the credit is 5 percent of earned income for 

filer’s whose earned income and federal AGI (plus Maryland additions) are both below the 

federal poverty level for their family size.  The local credit is equal to the local tax rate times the 

same measure.  Neither the state nor local portion is refundable.  

In addition, the District offers a homeowner and renter property tax credit for taxpayers 

with less than $20,000 of total household gross income.  This refundable credit of up to $750 

equals the property tax paid by homeowners or for renters, 15 percent of rent paid, in either case 
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to the extent such amount exceeds certain percentages of household gross income.  These 

percentages range for filers over age 62, or who are blind or disabled from 1 percent for 

household gross income under $5,000 to 2.5 percent for those with $15,000 to $20,000 of total 

household gross income.  For those under age 62 who are neither blind nor disabled, the 

applicable percentages range from 1.5 percent under $3,000 to 4.0 percent of gross income from 

$15,000 to $20,000.  This credit is available without regard to whether the taxpayer has also 

taken the EITC or LIC. 

Finally, the District offers one more income tax credit for lower income taxpayers for 

which taxpayers file separately from their income tax returns, by December 31 of each year.  

This so-called Lower Income, Long-term Homeowner Credit is equal to the amount of property 

tax increase paid during the year in excess of 5 percent of the prior year’s property tax.  It is 

available to resident homeowners with household income of .less than 50 percent of the area 

median income, provided they have not taken the District’s Historic Housing Rehabilitation 

Credit.  This credit is also refundable. 

Other Credits 

One common credit on most state income taxes is the credit for income taxes paid to 

other states.  The District, its neighbors, and other states offer resident taxpayers a credit when 

they have income that has been taxed by another state, limited generally to the lesser of the 

actual tax paid or the amount of tax that would be owed on that income in the home jurisdiction.  

This credit is nonrefundable in the District and in Maryland, Virginia, and most other states. 

The District and Maryland both also offer credits for child and dependent care expenses 

that piggyback off the federal credit; the District allows 32 percent of the federal credit while 
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Maryland allows 32.5 percent, but phases out the credit beginning at federal AGI of $41,000 and 

fully phased out at $50,000.  This credit is also nonrefundable. 

The District only offers one other personal income tax credit
14

, refundable or not; that is 

the District employee first-time homebuyer credit of $2,000 per year for up to five years to 

encourage District government employees to purchase homes in the District.  This credit is 

nonrefundable and is not available to taxpayers who are not District government employees. 

Maryland and Virginia, on the other hand, offer a host of other refundable and 

nonrefundable credits—29 others in Maryland (nine refundable) and 32 others in Virginia (four 

refundable). 

Recent Notable Tax Changes 

Since the 2010 tax year, the District has made four significant changes to its income tax 

system.  The phase-out of itemized deductions described above was added in the 2011 tax year 

and the top tax rate bracket, 8.95 percent on taxable income above $350,000, was added for 

2012.  Two changes were made that begin this tax year: interest earned on non-District municipal 

debt acquired after January 1, 2013 is now taxable, and the dollar amounts of the standard 

deduction and exemptions are now indexed for inflation.  With the exception of the inflation 

indexing, all the changes have been tax increases targeting higher income taxpayers.  Regarding 

the new treatment of out-of-District municipal bond interest, this change brings the District in 

line with all states, at least for any new investment in these securities. 

Maryland also added a new tax rate bracket in 2012, going from seven brackets to eight, 

and raised the top rate while lowering the thresholds for all brackets above the 4.75 percent tax 

rate.  In addition, Maryland added the phase-out of personal exemptions in 2012 and three new 

                                                 

14
 Excluding credits against business taxes. 
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gross income subtractions, while three counties increased their local income tax rates in 2013.  

Maryland’s tax changes mostly impact those with incomes above $100,000 of federal AGI or 

taxable income. The 2012 changes were passed in a special legislative session in May 2012, 

retroactive to January 1. 

Virginia is the only one of the three that has not passed an income tax increase since 

2010.  Instead, Virginia added incentives for investment in qualified Virginia businesses in 2011, 

in the form of an AGI subtraction for long-term capital gains on those investments, along with 

six new tax credits.  In 2012, Virginia increased the filing threshold by $300 ($600 for joint 

filers) and added a “telework expenses” credit, and in 2013, added a tax credit for donations to 

certain scholarship foundations. 

Complexity and the Compliance Burden 

The structural summary and comparison of the District’s income tax to its neighbors’ tax 

structures highlights some differences in the relative complexity of the systems.  The District has 

far fewer AGI adjustments (22 in 2013 versus 52 to 69) and tax credits (seven versus 33 to 34) 

than either of its neighbors, and considerably simpler exemptions and bracket structures than 

Maryland.  However, the District has an unnecessarily larger number of filing status options, as 

many are identical in terms of the tax calculation, and the relatively new itemized deduction 

phase-out added filing complexity.  Maryland is far worse in terms of complexity from phase-

outs, applying them to exemptions and to at least one credit, and also has a sort of phase-in with 

regard to its standard deduction, which increases with income over a limited range.  Besides 

adding to filing complexity, phase-outs of exemptions, deductions, and credits also generally 

cause effective marginal tax rates to be inflated over the phase-out range, complicating issues of 

vertical equity (progressivity). 
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Complexity (and possibly redundancy) also arises in the District’s system from having 

four different credits targeting largely the same lower income taxpayers, with two as the greater 

of, but not both options, and one that is filed for separately with its own filing date at year-end. 

Downsides to an overly complex tax system include a certain lack of transparency, or 

many taxpayers having a weak understanding of the tax effects of their actions and choices, as 

well as equity issues as more informed or better advised taxpayers are better able to minimize 

their tax liabilities.  In addition, there is the compliance burden on taxpayers in terms of the time 

and expense of filing.  A simple measure of this filing burden might be the number of pages of 

instructions and commonly used forms, and the number of worksheets in the instructions.  

However, while pages of instructions likely rise with complexity, they may simply provide better 

instruction to filers, making filing an easier task.  Pages of forms and the number of worksheets 

one might need to complete to properly complete the forms seem clearer indicators of 

complexity.  Table 1 compares the District’s system to those of its neighbors on this basis. 

 

Table 1:  Forms and Instructions 

 DC MD VA 

Pages of forms* 12 14 12 

Pages of instructions 34 38 51 

Number of instruction worksheets 11 13 3 
* primary return form plus AGI adjustment and credit forms for full-year residents, not 

including duplicate forms,“EZ” type return forms, extension forms, or payment vouchers. 

 

Tax Burdens, Effective Tax Rates, and Progressivity 

Statutory rate structures like those described above do not necessarily allow for an 

apples-to-apples comparison of tax burdens, rates or progressivity across jurisdictions.  Average 

effective tax rates, calculated as the net income tax liability divided by a consistent, broad 

measure of income, on the other hand, do allow for comparison of overall tax burdens and of 
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how those burdens are distributed across taxpayers at different income levels.  Figure 12 shows 

one such measure—state and local personal income tax burdens as a percent of family income, 

by income percentile—for the District, its neighbors, and for the nation.
15

   

Figure 12: 

 

In general, the picture presented is consistent with the Figure 11 statutory marginal rates 

depiction, but makes clearer the average tax rates (or burdens relative to income) actually 

realized by each quintile of the income distribution, with the top quintile split to show the top 1 

percent and next 4 percent separately.  The figure shows that, above the lowest quintile, the 

District imposes a significantly above average income tax burden on its taxpayers compared to 

the national average, but that its burden generally lies between those of Virginia and Maryland.  

With the significantly negative average effective tax rate on the lowest quintile and the relatively 

high rates on the upper income groups, it is also clear that the District has a relatively more 

                                                 

15
 Data source: Who Pays? A Distributional Analysis of the Tax Systems of all 50 States, 4th Ed., Institute on Tax 

and Economic Policy, January 2013, as cited in “Comparison of Individual Income Tax Burdens by State”, 2013 

Ed., Minnesota Center for Fiscal Excellence, St. Paul, March 2013. 
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progressive tax structure than the average state system or either of its neighbors.  This does not, 

of course, consider the relative levels or distributions of burdens from other taxes. 

A recent tax burden study from the Minnesota Center for Fiscal Excellence, the mediate 

source of the data in Figure 12, measures progressivity of tax systems by the gap between 

effective tax rates between low and successively higher income filers of the same married filing 

joint filing status, and ranks the 50 states and the District on each high-low rate gap measure.  

Taking $10,000 as the low income level and comparing its effective tax rate to high income 

levels of $150,000, $250,000, $500,000, and $1,000,000, the District ranks first in all but the 

final comparison, followed by New York, Vermont, and Maryland.  In the $1,000,000 versus 

$10,000 tax rate gap ranking, New York and the District switch places, with Vermont and 

Maryland again third and fourth.  An alternate set of rankings with $35,000 as the low income 

level still places the District in the top ten most progressive, at between sixth and eighth, which 

is consistent with the appearance from Figure 12 that progressivity in the District system is 

greatest between low and middle income taxpayers, with tax rates increasing more slowly 

beyond the middle quintile.  New York and Minnesota are consistently first and second in this 

set of rankings, while Maryland is third twice and fifth twice.  On the tax rate gap between 

$10,000 and $250,000 joint filers, Virginia ranks as the tenth least progressive of the 42 

state/District systems.  States that consistently rank as the three least progressive, though in 

varying orders, are Alabama, North Dakota, and Pennsylvania.
16

 

The same study ranks the District and the state systems on overall income tax burdens, 

measured as the per capita state and local income tax collections for fiscal year 2010.  New York 

again ranks first at $2,191 per capita, followed by the District at $1,830 and Maryland at $1,729.  

                                                 

16
 “Comparison of Individual Income Tax Burdens by State”, 2013 Ed., Minnesota Center for Fiscal Excellence, St. 

Paul, March 2013. 
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Virginia comes in eleventh at $1,079 per capita.  Appendix B presents a comparison of the 

District’s tax burden rankings to those of Maryland and Virginia for single, married, and head of 

household filers as well as for single and married seniors.  Taking into account differences in 

average income levels across jurisdictions, the District comes out looking much better, though 

still in the top fourth of those jurisdictions with an income tax.  Measuring the income tax burden 

as collections per $1,000 of personal income, the District ranks 13
th

 out of 42 at $27.07.  New 

York remains in first place at $46.20, with Maryland third at $36.07 and Virginia 19
th

 at 

$24.98.
17

 

Of course, income taxes are only one part of the District’s and the states’ overall tax 

structure and the degree of progressivity in non-income taxes can vary as well.  The Institute on 

Tax and Economic Policy (ITEP), the original source of the data on income tax progressivity 

cited above, also evaluates sales, excise, property, and corporate income taxes in all 50 states and 

the District, and ranks all 51 in terms of the degree of progressivity or regressivity of their 

overall tax systems.  ITEP lists the District as one of the five “least regressive” overall tax 

systems, noting in particular the District’s “very progressive” income tax, use of refundable 

credits, and low reliance on sales and excise taxes. 

Based on ITEP’s measures of total tax burdens (total state and local taxes as a percent of 

income) for different income groups in the District and the states, we can measure progressivity 

in several common ways and rank them.  Here we use four comparisons: the ratios of the burdens 

of the bottom 20 percent of earners to the top 1 percent, the next 4 percent, and the middle 20 

percent; and the middle 20 percent versus the top 1 percent.  Rankings for the District, Maryland, 

and Virginia on these measures, #1 being the most progressive, are as follows: 

                                                 

17
 Ibid. 
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 For the bottom 20 to the top 1 percent, DC ranks #1, MD #15, and VA #20. 

 For the bottom 20 to the next 4 percent, DC ranks #1, MD #8, and VA #18. 

 For the bottom 20 to middle 20 percent, DC ranks #1, MD #9, and VA #17. 

 For the middle 20 to the top 1 percent, DC ranks #24, MD #13, and VA #20. 

 

V. 2010 DC Income Tax Data Summary 

Before moving on to recommendations for improvements to the District income tax and 

estimating the effects of those potential changes, it is useful to first see what District filers look 

like in terms of filing status and deduction method choices, numbers of dependents, utilization of 

the various credits, and other characteristics.
18

  Filers are grouped by District AGI, beginning 

with breakeven and loss returns (AGI of zero or less) followed by relatively narrow and then 

successively wider income bands with the top group including everyone over $1 million of 

District AGI.  The five groups between $1 and $75,000 of AGI all include between 39.5 and 61 

thousand returns.  For groups above $75,000 of AGI, the numbers of filers become gradually 

smaller as shown in Table 2.   

Table 3 shows the filing status breakdown by income group as a percent of the group. 

Single filers represent the majority in all groups up to $150,000 of District AGI; above that level, 

married and domestic partner returns of all type are the majority, which is the usual pattern 

though for the District it is skewed by the smaller portion of married filers relative to 

neighboring state and the nation as discussed previously.  Head of household filers also tend to 

fall mostly in the lower and middle income groups, though partly by virtue of not having a 

potentially working spouse/partner.  Overall, single filers (including dependent returns) account 

                                                 

18
 Data sources for all summary tables in this section are the District of Columbia Statistics of Income reports for tax 

year 2010 (available online) and statistical summaries prepared for the author by the Office of Revenue Analysis. 
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Table 2:  2010 DC Tax Return Data Summary – Returns

From To # % of Ttl Cumulative # % FYR Ttl % AGI Grp

neg $0 7,065        2.2% 2.2% 5,426        2.0% 76.8%

$1 $10,000 41,251      13.0% 15.2% 31,734      11.6% 76.9%

$10,001 $20,000 47,378      15.0% 30.2% 38,522      14.1% 81.3%

$20,001 $30,000 39,509      12.5% 42.7% 32,776      12.0% 83.0%

$30,001 $50,000 60,992      19.2% 61.9% 52,499      19.2% 86.1%

$50,001 $75,000 44,093      13.9% 75.8% 39,386      14.4% 89.3%

$75,001 $100,000 24,724      7.8% 83.6% 22,579      8.3% 91.3%

$100,001 $150,000 23,961      7.6% 91.2% 22,873      8.4% 95.5%

$150,001 $200,000 10,902      3.4% 94.6% 10,471      3.8% 96.0%

$200,001 $500,000 13,486      4.3% 98.9% 13,083      4.8% 97.0%

$500,001 $1,000,000 2,276        0.7% 99.6% 2,224        0.8% 97.7%

$1,000,001 + 1,253        0.4% 100.0% 1,235        0.5% 98.6%

316,890    100.0% 272,808    100.0% 86.1%

Table 3:  2010 DC Tax Return Data Summary – Filing Status

From To Single MFJ DPJ MFS MFCS DPCS HH Dep

neg $0 68.0% 10.6% 0.0% 4.8% 1.1% 0.0% 7.7% 7.7%

$1 $10,000 63.8% 3.6% 0.0% 2.3% 0.3% 0.0% 18.2% 11.7%

$10,001 $20,000 59.8% 4.5% 0.0% 2.1% 0.6% 0.0% 30.8% 2.2%

$20,001 $30,000 59.6% 6.0% 0.0% 2.6% 1.5% 0.0% 29.7% 0.6%

$30,001 $50,000 65.5% 6.1% 0.0% 3.3% 2.9% 0.0% 22.0% 0.2%

$50,001 $75,000 69.3% 6.9% 0.0% 3.7% 5.9% 0.0% 14.0% 0.1%

$75,001 $100,000 65.6% 9.0% 0.0% 4.0% 11.5% 0.0% 9.7% 0.1%

$100,001 $150,000 54.8% 12.1% 0.0% 4.1% 23.3% 0.1% 5.6% 0.0%

$150,001 $200,000 38.7% 14.3% 0.1% 2.9% 40.7% 0.2% 3.2% 0.0%

$200,001 $500,000 24.4% 17.6% 0.0% 2.5% 53.1% 0.1% 2.2% 0.0%

$500,001 $1,000,000 19.0% 25.6% 0.0% 3.3% 49.3% 0.2% 2.5% 0.1%

$1,000,001 + 17.0% 31.1% 0.0% 4.2% 44.9% 0.0% 2.8% 0.0%

60.3% 7.4% 0.009% 3.1% 8.6% 0.022% 18.5% 2.1%All AGI Groups

DC AGI Group

All AGI Groups

Filing Status – % of AGI GroupDC AGI Group

Full-Year ResidentsAll Returns
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for about 62 percent of returns, followed by head of household at more than 18 percent.  

Domestic partner returns accounted for only 100 returns (29 joint) in 2010, about 0.03 percent of 

returns.  The remaining 19 percent of returns are from married filers, with almost two thirds of 

those being either separate or combined separate returns as one would expect based on the 

usually higher tax liability when two income couples file jointly, as discussed in the previous 

section. 

Table 4 shows some of the major sources of income by income group, including wage 

and salary income, capital gains, and business income as well as the mean District AGI and 

group share of total AGI for each group.  Returns reporting capital gains income or loss in 2010 

represented a significant share of each income group, though unsurprisingly the percentage rises 

with income.  Beginning with the over $200,000 income group, a majority report some amount 

of capital gains or losses and for the over $1 million group, 94 percent do.  The share of returns 

with business income or loss is roughly the same as capital gains overall, but distributed much 

more evenly across the income groups.  In no income group is the share reporting business 

income less than 11.4 percent and the high is 29.4 percent in the top income group. 

Table 5 presents the mean taxable income (and share of total taxable income) for each 

AGI group, along with mean tax liabilities (and share of liabilities) before and after credits.  The 

last column of Table 5 shows mean average effective tax rates (AETRs) for each AGI group.  

Progressivity of the system is again apparent from the AETRs as well as the relative tax and 

income shares, where the tax share is larger than the income share for higher incomes before 

credits.  As a results of credits, however, AETRs drop off somewhat for the top AGI group.  As 

we shall see, this is apparently due to a large amount of credits for this group for income taxes 

paid to other states.  Figure 13 shows the median AETR along with the interquartile range, from 
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Table 4:  2010 DC Tax Return Data Summary – Income

From To Mean Share Returns % of Group Mean* Returns % of Group Mean* Mean Share

neg $0 $14,167 0.5% 1,564            22.1% $19,828 1,363     19.3% $589 ($57,128) -1.8%

$1 $10,000 $9,067 2.1% 3,426            8.3% $735 7,799     18.9% $6,554 $5,418 1.0%

$10,001 $20,000 $16,297 4.2% 3,073            6.5% $1,682 7,439     15.7% $8,370 $14,917 3.1%

$20,001 $30,000 $25,109 5.4% 2,942            7.4% $1,134 4,726     12.0% $8,052 $24,839 4.4%

$30,001 $50,000 $43,510 14.5% 6,034            9.9% $1,808 6,972     11.4% $9,139 $39,411 10.7%

$50,001 $75,000 $57,000 13.8% 6,894            15.6% $1,922 5,853     13.3% $12,320 $61,114 12.0%

$75,001 $100,000 $79,363 10.8% 5,553            22.5% $4,744 3,923     15.9% $16,471 $86,359 9.5%

$100,001 $150,000 $107,994 14.2% 7,681            32.1% $3,742 4,426     18.5% $23,481 $121,375 12.9%

$150,001 $200,000 $147,803 8.8% 4,774            43.8% $9,219 2,425     22.2% $36,781 $171,644 8.3%

$200,001 $500,000 $216,710 16.0% 8,138            60.3% $18,433 3,626     26.9% $65,843 $286,750 17.2%

$500,001 $1,000,000 $350,371 4.4% 1,903            83.6% $65,878 662        29.1% $151,528 $679,915 6.9%

$1,000,001 + $762,651 5.2% 1,178            94.0% $817,441 368        29.4% $310,059 $2,869,098 16.0%

$57,566 100.0% 53,160          16.8% $26,403 49,582   15.6% $20,148 $71,099 100.0%

* Mean conditional on filers reporting

Table 5:  2010 DC Tax Return Data Summary – Taxable Income, Tax Liability, and Average Effective Tax Rates**

From To Mean Share Mean Share Mean Median Share Mean Median

neg $0 ($69,097) -2.7% $48 0.0% ($103) $0 -0.1% nmf nmf

$1 $10,000 ($1,017) -0.2% $46 0.1% ($245) $0 -0.9% -4.5% 0.0%

$10,001 $20,000 $6,950 1.8% $310 1.1% ($281) $140 -1.2% -1.9% 1.1%

$20,001 $30,000 $15,784 3.5% $777 2.3% $419 $684 1.5% 1.7% 2.9%

$30,001 $50,000 $29,093 9.8% $1,566 7.3% $1,464 $1,544 7.8% 3.7% 4.2%

$50,001 $75,000 $48,512 11.8% $2,963 10.0% $2,897 $2,929 11.2% 4.7% 5.1%

$75,001 $100,000 $70,393 9.6% $4,727 8.9% $4,649 $4,799 10.1% 5.4% 5.6%

$100,001 $150,000 $100,518 13.3% $7,133 13.0% $7,043 $7,158 14.8% 5.8% 6.0%

$150,001 $200,000 $144,931 8.8% $10,682 8.9% $10,502 $10,675 10.0% 6.1% 6.2%

$200,001 $500,000 $247,274 18.5% $19,227 19.8% $18,397 $17,135 21.8% 6.4% 6.6%

$500,001 $1,000,000 $606,305 7.6% $49,866 8.7% $42,669 $42,483 8.5% 6.3% 7.1%

$1,000,001 + $2,611,295 18.1% $208,313 19.9% $149,122 $93,691 16.4% 5.2% 6.8%

$56,966 100.0% $4,140 100.0% $3,596 $1,347 100.0% 5.1%

** Average Effective Tax Rate or AETR = Net Tax / DC AGI

DC AGI Group Taxable Inc (Loss)

DC AGI Group

All AGI Groups

Wage & Salary Inc.

All AGI Groups

Tax Before Credits

Capital Gains Income (Loss) Business Income (Loss) DC AGI

Net Tax AETR**
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the 25
th

 to the 75
th

 percentile for each AGI group.  In addition to the slight decline at the top end, 

the figure also shows that, in 2010, there was much more variation in AETRs among similar 

income filers at the very low and very high income levels, with much less variation in between. 

Figure 13 

 
 

The distributions of personal and dependent exemptions are provided in Table 6.  

Overall, 28 percent of filers claim one or more dependents, averaging about 1.7 each and totaling 

over 150,000 dependent claims.  The portion of filers in a given income group claiming 

dependents is highest for the top two groups, those with AGI above $500,000.  The portion 

claiming dependents is generally higher below $50,000 of AGI (excluding zero or less AGI 

returns) and above $150,000, and lower in the middle income groups.  In absolute numbers, 

more than two thirds of claimed dependents are in taxpayer households with less than $50,000 of 

District AGI.  The share of filers claiming the extra exemptions for those over age 65 or who are 
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Table 6:  2010 DC Tax Return Data Summary – Exemptions

Personal

From To Exempt. Sum Mean* Sum % of Total # Mean $

neg $0 7,784       798          11.3% 1,270       1.59 328          3.5% 9,382       $1,938

$1 $10,000 42,874     9,970       24.2% 14,947     1.50 4,552       7.3% 62,373     $2,298

$10,001 $20,000 49,824     18,688     39.4% 32,484     1.74 17,662     17.7% 99,970     $3,346

$20,001 $30,000 42,468     14,419     36.5% 25,430     1.76 15,680     18.8% 83,578     $3,393

$30,001 $50,000 66,481     16,730     27.4% 29,742     1.78 18,303     16.0% 114,526   $3,047

$50,001 $75,000 49,757     8,664       19.6% 14,450     1.67 10,004     13.5% 74,211     $2,746

$75,001 $100,000 29,823     4,517       18.3% 7,252       1.61 4,952       11.8% 42,027     $2,776

$100,001 $150,000 32,462     4,992       20.8% 7,853       1.57 4,928       10.9% 45,243     $3,102

$150,001 $200,000 16,921     3,112       28.5% 4,932       1.58 2,202       9.2% 24,055     $3,638

$200,001 $500,000 23,042     5,260       39.0% 8,865       1.69 3,179       9.1% 35,086     $4,309

$500,001 $1,000,000 3,986       1,078       47.4% 2,040       1.89 696          10.4% 6,722       $4,907

$1,000,001 + 2,205       637          50.8% 1,278       2.01 414          10.6% 3,897       $5,186

367,627   88,865     28.0% 150,543   1.69 82,900     13.8% 601,070   $3,050

Table 7:  2010 DC Tax Return Data Summary – Deductions

From To Sum (,000) Mean* Sum (,000) Mean*

neg $0 5,108       72.3% $17,239 $3,375 1,957       27.7% $54,376 $27,785

$1 $10,000 38,066     92.3% $135,902 $3,570 3,140       7.6% $35,036 $11,158

$10,001 $20,000 41,938     88.5% $153,092 $3,650 5,466       11.5% $63,095 $11,543

$20,001 $30,000 31,268     79.1% $116,201 $3,716 8,244       20.9% $104,975 $12,734

$30,001 $50,000 41,032     67.3% $156,602 $3,817 19,968     32.7% $282,076 $14,126

$50,001 $75,000 21,897     49.7% $84,917 $3,878 22,195     50.3% $346,480 $15,611

$75,001 $100,000 5,854       23.7% $22,764 $3,889 18,879     76.4% $302,160 $16,005

$100,001 $150,000 2,447       10.2% $9,498 $3,882 21,512     89.8% $415,826 $19,330

$150,001 $200,000 405          3.7% $1,572 $3,882 10,498     96.3% $250,034 $23,817

$200,001 $500,000 192          1.4% $728 $3,791 13,295     98.6% $473,594 $35,622

$500,001 $1,000,000 21            0.9% $76 $3,611 2,255       99.1% $156,292 $69,309

$1,000,001 + 6              0.5% $24 $4,000 1,247       99.5% $316,506 $253,814

188,234   59.4% $698,615 $3,711 128,656   40.6% $2,800,448 $21,767

* mean conditional on filers claiming

All AGI Groups

Filers Claiming Filers Claiming

Standard Deductions

Filers Claiming

65/Blind Exempt. Total ExemptionsDependent Exemptions

Itemized DeductionsDC AGI Group

DC AGI Group

All AGI Groups
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blind is between 9 and 19 percent for all but the lowest two AGI groups.  But again, in absolute 

numbers, they are concentrated in the lower and middle income households, with 80 percent of 

these exemptions claimed by those below $75,000 of AGI. 

The distributions of itemized and standard deductions are shown in Table 7.  

Interestingly, nationally only about 33 percent of filers itemize deductions on federal returns; in 

the District, the number is almost 41 percent.  The percent itemizing is, in fact, significantly 

higher for all income groups in the District than on all federal returns in the same income range 

with the exception of the $50,001 to $75,000 AGI group, which itemized 50 percent of the time 

on both District returns and federal returns nationally.
19

   

The sum of all District itemized deductions in 2010 was $2.8 billion, more than four 

times the sum of standard deductions, though almost one third fewer filers itemized than took the 

standard deduction. At income levels where filers are subject to the current phase-out of itemized 

deductions (not reflected in the 2010 data), or above $100,000 for married filing separate filers 

and $200,000 for all others, more than nine out of ten filers itemize—99 percent above $200,000 

of AGI. 

The final two tables delve into aspects of the tax system that affect far fewer taxpayers; 

that is, tax credits.  Table 8 provides data on utilization of the three primary credits available to 

lower income taxpayers (excluding the lower income, long-term homeowner credit
20

), the low 

income and earned income credits and the homeowner and renter property tax credit.  The earned 

                                                 

19
 For federal return statistics on itemized deductions, see SOI Tax Stats, Individual Complete Report (Publication 

1304), Table 1.2, available online at http://www.irs.gov/uac/SOI-Tax-Stats---Individual-Statistical-Tables-by-Size-

of-Adjusted-Gross-Income. 
20

 The only data available on this credit at the time of this draft comes from the District of Columbia Tax 

Expenditure Report, July 2012, which reported that only 25 taxpayers claimed this credit for 2010 and estimated the 

annual tax expenditure cost at $5,000 per year through FY 2015. 

http://www.irs.gov/uac/SOI-Tax-Stats---Individual-Statistical-Tables-by-Size-of-Adjusted-Gross-Income
http://www.irs.gov/uac/SOI-Tax-Stats---Individual-Statistical-Tables-by-Size-of-Adjusted-Gross-Income
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income credit is by far the most commonly claimed District credit, with almost 53 thousand 

filers, or 17 percent of all filers, taking credits averaging $915 each and totaling $48.4 million. 

Only about 8,400 filers claimed the low income credit in 2010 while fewer than 8,200 

claimed the property tax credit, with the former averaging $171 per credit and the latter 

averaging $573.  Interestingly, though filers with District AGI greater than the sum of their 

federal standard deduction and exemptions
21

 should not be eligible for the credit, 375 filers with 

District AGI over $30,000 claimed it in 2010.  At least five filers with incomes over $100,000 

claimed it in 2010, according to the District tax return data. 

Numbers on the EITC for non-custodial parents are not broken out separately in the 

District’s published Statistics of Income tables, but a query of the 2010 tax return data file found 

fewer than ten filers (data security constraints prevent release of a precise count) claimed a total 

of $2,148 of non-custodial parent EITC that year. 

The largest tax credit the District allows on individual returns is the credit for other 

states’ income taxes paid, the numbers on which are included in Table 9 along with data on the 

child and dependent care credit and the District employees first-time homebuyer credit. Roughly 

15 thousand filers, or less than 5 percent of all filers, claim the other states’ tax credit, but the 

average credit of this type is large at $7,608 overall and the total claimed in 2010 was almost 

$112 million.  The share of filers claiming this credit is small until we reach AGI levels above 

$200,000; 16 percent of filers from there to $500,000 of AGI claim it, 44 percent between 

$500,000 and $1 million, and 64 percent above $1 million.  The average credit for the $1 million 

plus AGI group is almost $92,000.  The size and frequency of utilization of this credit at the top 

                                                 

21
 For example, for a head of household filer with two dependents, this sum would normally have been $19,350. For 

a couple filing jointly with three dependents, it would have been $29,650. 
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Table 8:  2010 DC Tax Return Data Summary – Credits for Low/Lower Income Taxpayers

From To Mean* Mean* Mean*

neg $0 59         0.8% $149 598       8.5% $421 1,286      18.2% $622

$1 $10,000 5,155    12.5% $109 16,937   41.1% $540 3,126      7.6% $588

$10,001 $20,000 2,417    5.1% $254 17,584   37.1% $1,362 3,776      8.0% $544

$20,001 $30,000 395       1.0% $335 11,601   29.4% $1,051 1            0.0% $203

$30,001 $50,000 285       0.5% $245 6,240    10.2% $464

$50,001 $75,000 68         0.2% $253 1          0.0% $1,579

$75,001 $100,000 17         0.1% $201

$100,001 $150,000 4          0.0% $158

$150,001 $200,000 1          0.0% $483

$200,001 $500,000

$500,001 $1,000,000

$1,000,001 +

8,401    2.7% $171 52,961   16.7% $915 8,189      2.6% $573

Table 9:  2010 DC Tax Return Data Summary – Other Credits

From To Mean* Mean* Filers Mean*

neg $0 11         0.2% $5,034 57         0.8% $259

$1 $10,000 739       1.8% $201 419       1.0% $240

$10,001 $20,000 1,469    3.1% $303 1,317    2.8% $266

$20,001 $30,000 1,352    3.4% $449 2,988    7.6% $243 4            $2,000

$30,001 $50,000 2,108    3.5% $701 4,398    7.2% $238 12          $2,000

$50,001 $75,000 1,770    4.0% $998 1,767    4.0% $200 22          $2,000

$75,001 $100,000 1,029    4.2% $1,317 849       3.4% $193 9            $2,000

$100,001 $150,000 1,340    5.6% $1,674 1,144    4.8% $175 4            $2,000

$150,001 $200,000 865       7.9% $2,269 937       8.6% $178 2            $2,000

$200,001 $500,000 2,178    16.2% $5,107 1,651    12.2% $158

$500,001 $1,000,000 1,003    44.1% $16,471 282       12.4% $182

$1,000,001 + 806       64.3% $91,692 125       10.0% $218

14,670   4.6% $7,608 15,934   5.0% $218 53          $2,000

* mean conditional on filers claiming

DC AGI Group

All AGI Groups

All AGI Groups

DC Empl HomebuyerDC AGI Group Others States' Inc Tax Paid Child and Dependent Care

Filers Claiming Filers Claiming

Filers Claiming Filers Claiming

Low Income Credit Earned Income Credit Property Tax Credit

Filers Claiming
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of the income distribution is the likely explanation for the drop-off noted previously in AETRs 

for this group from those of the next highest income groups. 

Similar numbers of filer claim the child and dependent care credit, but they are 

distributed more evenly over the income groups in terms of numbers claiming the credit and the 

average credit.  Overall, the average child and dependent care credit claimed was $218 and the 

sum of these credits was about $3.5 million. 

Finally, far smaller was the utilization of the District employee first-time homebuyer 

credit, which was claimed by only 53 taxpayers in 2010.  At $2,000 per beneficiary each year, 

the total for this credit was only $106,000. 

 

VI. System Strengths and Options for Improvement 

Before offering specific ideas for improving the District’s income tax system, the 

system’s strengths, the general goals underlying the proposals, and the methodology for 

evaluating them are briefly reviewed. 

First, while few income tax systems can really be called simple, in contrast to at least one 

of its neighbors’, the District’s looks pretty good with its relatively simple tax rate bracket 

structure, small number of tax credits, and relatively small number of federal-to-District AGI 

adjustments.  And where Maryland has multiple phase-outs(-ins), the District has only one.  

However, that is one more phase-out than the District had just three years ago and the District 

also has one more rate bracket than just two years ago.  Finally, even though there are few (if 

any) practical differences between some of them, the District asks filers to being their return 

preparation by choosing among eight possible filing statuses. 
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Maryland’s complications extend beyond phase-outs to a proliferation of both AGI 

adjustments and credits, a weakness shared with Virginia.  On the other hand, Virginia also has 

relatively few tax rate brackets, only three filing status options (the choice of which is, for most 

filers, made on their federal returns), and a simple adjustment to eliminate any marriage penalty 

for two income couples who file joint federal returns. 

Virginia also has the advantage in terms of the income tax burden, both overall and at all 

but the very lowest income levels.  The District does, however, come in lower than Maryland in 

terms of average effective tax rates for most income groups, though the burden on a per capita 

basis is higher.  Of course, the income tax burden cannot really be judged in isolation; the burden 

of other taxes must also be taken into account. 

As for progressivity, the ideal amount of it is a highly subjective matter; whether more or 

less progressivity is desirable is arguable on both efficiency and equity grounds.  Regardless, on 

this the District ranks very highly—first or second nationally, slightly more progressive than 

Maryland, and much more progressive than Virginia.  It is worth noting that the out-migration of 

higher income residents to Virginia appears to have accelerated somewhat in recent years, as 

discussed in section III of this report.  Though the net flow in terms of persons has been from 

rather than to Virginia for at least the last five years of available data, the flow of income has 

been consistently negative and has grown sharply in magnitude.  On the other hand, the District 

has consistently lost both taxpayer numbers and income to Maryland, seemingly not for tax 

reasons. 

For purposes of the proposals to come, it is assumed that more progressivity is no longer 

a goal, largely because tax changes of the last three years have already increased progressivity.  

For the same reason, it is also assumed that reducing overall progressivity of AETRs between the 
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lowest and highest income groups is not an option at this time.  However, because the current 

structure is most steeply progressive going from the lowest to the second and third income 

quintiles, with more limited progressivity from there to the higher quintiles, some relief for 

lower-middle and middle class taxpayers may be desirable.  As for the overall tax burden or 

levels of revenues, the proposals are not designed with any particular revenue goal in mind, but 

rather to illustrate the likely revenue effects of various structural changes that can be adjusted if 

the District’s budget requires (allows for) increased (decreased) revenues.   

One aspect of tax equity that is a rather less debated matter is horizontal equity, calling 

for similar tax burdens for similarly situated taxpayers.  Figure 13, in the previous section, 

suggests that horizontal equity may be lacking in some income groups—the very low and very 

high ends of the income spectrum where the variation in AETRs is larger—though the 2011 

introduction of the itemized deduction phase-out may have reduced the variation in AETRs for 

the top income groups.  Unfortunately, data and modeling limitations preclude an empirical 

investigation into horizontal equity at this time, especially for tax years after 2010.  Such 

analysis is, however, highly recommended. 

 

Simulation Data and Methods 

Evaluation of the revenue and distributive effects of potential revisions to the District 

income tax are analyzed, for purposes of this report, using the microsimulation model maintained 

by the District’s Office of Revenue Analysis.  The raw data for the model are taxpayer level 

2010 tax return data for 316,730 taxpayers—essentially the entire population of 2010 returns less 

a small number (160) of returns for which, due to missing variables or other reasons, the model 
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could not calculate valid simulation results.  It is assumed that this missing observations are not 

material or do not bias the results. 

It is important to note that the results of these simulations represent static changes in tax 

liabilities, first from the 2010 law base to a simulation of 2012 law applied to 2010 income and 

other variables and then from the simulated 2012 base to a series of revision packages.  Because 

the focus of this analysis is on tax liability and AETR changes for individual taxpayers, or 

relative to other taxpayers, overall revenue effects are important only as a constraint—for 

example, meeting a possible goal of revenue neutrality—rather than as estimates of future 

revenues.  No assumptions are made about growth in income or other variable from 2010 levels, 

or growth in the taxpayer population.  In addition, neither behavioral effects nor dynamic 

economic effects are considered, though it is possible that some considered revisions would have 

such effects.  Thus revenue effects for 2013 or any future year are not estimated. 

Establishing the 2012 Law Base and Evaluating Changes from 2010 

Two significant changes to the District’s individual income tax have been made since 

2010: the addition of the itemized deduction phase-out and the 8.95 percent tax rate bracket.
22

  

Table 10 summarizes the effects of these changes by District AGI group for all filing status 

groups, first presenting aggregate and mean tax liabilities and calculated mean AETRs under 

2010 law.  Next, the number of filers realizing a change in tax liability, along with the mean 

change for those filers, is presented for each of the two intervening tax changes. 

The simulated results show that 16,716 taxpayers with incomes above $200,000 would 

have paid an average of $1,167 in additional taxes had the itemized deduction phase-out been in 

place in 2010.  Adding the new top bracket would have resulted in 4,144 filers with incomes 

                                                 

22
 The change effective January 1, 2013 to the taxation of non-District municipal bond interest cannot be simulated 

from 2010 tax return data, so it is not included in any analysis that follows. 
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above $350,000 paying an average of $3,101 in additional taxes (in addition to the phase-out 

effects).  The aggregate combined effect of these changes, on a static basis on 2010 income and 

deductions, is estimated to be an increase of about $32 million in tax liabilities.   

Table 10 also shows mean AETRs for each income group under 2010 law and simulated 

2012 law, with the cumulative change in AETRs from the two tax changes shown in the last 

column.  Breakouts by filing status as well as income group are included in Appendix C (Table 

C1).  Figure 14 presents the same all-filer mean AETRs graphically.  Unfortunately, as noted 

before, it was not possible to analyze the variation in AETRs or changes in AETRs within the 

income groups at this time.  Note that, for purposes of this figure and for the “Adjusted AETR” 

figures in the tables, the credit for income taxes paid to other states has been added to the 

numerator to facilitate comparisons across income groups. 

Figure 14: 
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Table 10:  Changes from 2010 Law to 2012 Law, with AETR Changes

∆ Adj

Returns Sum ($,000) Avg Sum ($,000) Avg AETR* AETR* Returns Avg Returns Avg Sum ($,000) Avg Adj AETR AETR

$0 or less 6,711     ($396,282) ($59,050) ($1,041) ($155) nmf nmf -       -       -       -        ($1,041) ($155) nmf -     

$0 to $10,000 42,639   $227,674 $5,340 ($12,205) ($286) -5.36% -5.29% -       -       -       -        ($12,205) ($286) -5.29% 0.00%

$10,000 to $25,000 67,240   $1,158,804 $17,234 ($10,532) ($157) -0.91% -0.85% -       -       -       -        ($10,532) ($157) -0.85% 0.00%

$25,000 to $50,000 79,300   $2,904,339 $36,625 $100,664 $1,269 3.46% 3.53% -       -       -       -        $100,664 $1,269 3.53% 0.00%

$50,000 to $75,000 44,044   $2,693,597 $61,157 $128,139 $2,909 4.76% 4.82% -       -       -       -        $128,139 $2,909 4.82% 0.00%

$75,000 to $100,000 24,714   $2,134,230 $86,357 $113,937 $4,610 5.34% 5.40% -       -       -       -        $113,937 $4,610 5.40% 0.00%

$100,000 to $200,000 35,050   $4,807,614 $137,164 $280,286 $7,997 5.83% 5.92% -       -       -       -        $280,286 $7,997 5.92% 0.00%

$200,000 to $350,000 10,887   $2,786,253 $255,925 $174,572 $16,035 6.27% 6.47% 10,694  $237 -       -        $177,108 $16,268 6.57% 0.09%

$350,000 to $500,000 2,664     $1,097,754 $412,070 $70,281 $26,382 6.40% 6.88% 2,603    $886 994       $217 $72,803 $27,328 7.11% 0.23%

$500,000 to $1M 2,321     $1,574,211 $678,247 $97,844 $42,156 6.22% 7.26% 2,283    $1,982 2,016    $1,106 $104,598 $45,066 7.69% 0.43%

Greater than $1M 1,160     $2,995,893 $2,582,666 $168,665 $145,401 5.63% 8.10% 1,136    $8,930 1,134    $9,178 $189,217 $163,118 8.78% 0.69%

All Taxpayers 316,730 $21,984,088 $69,410 $1,110,611 $3,506 5.05% 5.56% 16,716  $1,167 4,144    $3,101 $1,142,974 $3,609 5.71% 0.15%

* AETR = Net DC Tax / DC AGI;  Adjusted AETR = (Net DC Tax + Other States' Taxes Paid Credit) / DC AGI

2011 - Itemized 

Deduction 

Phaseout

2012 - New 

8.95%  Bracket

2012 Law

Tax CHANGETax CHANGEAdjDC AGI Net DC Tax Liability Proforma DC Tax LIABILITYDC Adjusted Gross 

Income

2010 Law
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Proposed Revisions and Simulation Results 

Simulations were run on several potential revisions to illustrate the effects of such 

changes in isolation, without other changes, and then in different combinations.  In addition, a 

few recommended simple revisions are not simulated, either because they are of a more 

administrative nature and do not affect tax liabilities, or because simulation was not possible due 

to data limitations.  The recommendations not modeled are addressed first, followed by the 

simulated potential revisions, in either case with a brief discussion of the rationale for each 

option.  In general, revision recommendations or options are designed to work toward objectives 

of simplification or horizontal equity, though some individual options also have material effects 

in terms of vertical equity (progressivity) or revenues.  However, given that revenue goals have 

not been specified and should, in any case, be evaluated in terms of the overall tax system, no 

recommendations as to raising or lowering revenues should be inferred from the design of any 

modeled changes.   

Options Not Modeled: 

 Eliminate or consolidate redundant filing status options.  The two domestic 

partner options were taken by only 100 filers in 2010, suggesting limited interest 

in filing under these options, likely because tax liabilities would be minimized for 

many potential domestic partner filers by filing as single.  Also, since filing as 

single is not an option for married filers, treating domestic partners as if they were 

married when it reduces their tax liability and single when that is more favorable 

would seem to be inconsistent with the principle of horizontal equity.  Regardless, 

the already low interest in this filing status option may decline further since the 

District now allows for same sex marriage.  Should the District wish to continue 

offering joint or combined filing to registered domestic partners, the option to file 

as single should be eliminated and the other options should be consolidated with 

the married options. 
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The dependent claimed filing status could also be eliminated, allowing these filers 

to select single (or a married option, if applicable), but providing a checkbox and 

instructions to such filers not to count themselves when figuring exemptions.  

Similarly, the only difference being the presence of dependents, the head of 

household filing status could be consolidate with single, as in Virginia. 

 Eliminate the non-custodial parent EITC.  Whether because few are eligible, 

few are aware, or few understand how to claim this credit, virtually no one claims 

this credit—at least two, but fewer than ten filers in 2010.  Elimination of this 

credit would also remove a two page form from the District’s forms and 

instructions booklet. 

 Other subtractions from federal gross income that might be considered for 

elimination, but which could not be modeled, are the survivor’s benefits 

exclusion for surviving spouses of deceased District and federal government 

workers, and the limited (up to $500) subtraction for long-term care insurance 

premiums paid. 

The former represents a tax expenditure of about $2.8 million in 2009, over three 

quarters the amount for the District and federal retirees pension exclusion even 

though fewer than one fifth as many filers take the survivor’s exclusion.
23

  In 

addition, while the pension exclusion is capped at $3,000, the survivor’s exclusion 

is not.  If a similar number of filers claimed this exclusion in 2010, the average 

amount excluded would be about $17 thousand.
24

  Horizontal equity would be 

improved by elimination of this exclusion. 

The long-term care insurance subtraction represented an estimated tax 

expenditure of about $182,000 in 2008 and was claimed by 4,016 taxpayers that 

year. Over half of those claiming this exclusion had incomes of more than 

$100,000.
25

  While this exclusion does not raise any obvious equity issues, it is 

                                                 

23
 2,706 vs. 15,894 in 2009.  District of Columbia Tax Expenditure Report, July 2012. 

24
 The number of claimants in 2010 could not be determined at this time, but the aggregate amount excluded was 

approximately $47.9 million. 
25

 Ibid. 
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little used and because of the $500 cap, is of small value to the average taxpayer.  

The tax savings at the cap ranges from $20 for those in the 4 percent marginal rate 

bracket to $44.75 for those in the top bracket. 

Options Modeled: 

1. Eliminate District employee first-time homebuyer credit.  Only 53 taxpayers 

utilized this credit in 2010.
26

  Arguably, this is an employee benefit that, however 

beneficial from a human resources perspective for the District government, should 

be provided for transparently as other personnel costs rather than awarded through 

the tax code.  Eliminating it would not have material revenue or distributive 

effects, but would be consistent with the principle of horizontal equity. 

2. Eliminate $3,000 exclusion for District and federal retiree pensions.  Precise 

data was not available from the 2010 returns file, but the District’s latest tax 

expenditure report shows 15,894 taxpayers in 2009 claiming this exclusion and 

reducing 2009 tax liabilities by approximately $3.6 million.  This exclusion, too, 

violates the principle of horizontal equity as non-governmental retirees are not 

eligible. 

3. Eliminate low income credit.  In 2010, 8,401 taxpayers or 2.7 percent of filers 

claimed this nonrefundable credit.
27

  With a mean credit amount of $167, the LIC 

could have cost as much as $1.4 million in 2010.  However, 62 percent of the 

taxpayers claiming it, and 40 percent of the nominal credit value, fall in the zero 

to $10,000 income range where over half of filers owe no tax before credits and 

thus cannot benefit from a nonrefundable credit.
28

  Many others taking this credit 

and able to utilize it against a positive tax liability would likely also be eligible for 

the refundable EITC, so the credit is, to some degree, redundant. 

                                                 

26
 District SOI tables show 53 taxpayers taking this credit in 2010, as reflected in Table 9 herein.  Tax return data 

used in the simulations, however, include only 52.  The reason for the discrepancy is unknown at this time. 
27

 District SOI tables show 8,402 taxpayers claiming the LIC, but one is shown as claimed by a filer in the over $1 

million AGI group, with a value of almost $27 thousand.  This observation is assumed to be erroneous. 
28

 Mean and median taxable income for this group are both negative (-$1,017 and -$213, respectively), while the 

median tax before credits is zero. 
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4. Eliminate homeowner and renter property tax credit.  8,189 taxpayers or 2.6 

percent of filers claimed this refundable credit in 2010, realizing a mean credit 

value of $573 and approximately $4.7 million in aggregate.  The income group 

with the largest percentage of filers claiming this credit is those with zero or 

negative AGI, where 18.2 percent of filers claim the credit.  Among those with 

positive AGI, but still below the $20,000 gross income limit for this credit, fewer 

than 8 percent claim it.  The structure of the credit is such that it applies only to 

the extent that property taxes paid (or the portion of rent equivalent) exceed 

certain levels, so those taxpayers who are able to afford to live in higher rent or 

higher value properties are more likely to benefit and to receive a larger benefit.  

These taxpayers may tend to be less reliant on current income (AGI) to fund their 

housing needs, perhaps funding it from non-taxable sources or accumulated 

savings, than those who live in lower value properties.  Thus those most in need 

of property tax relief through this credit may be the least likely within the lower 

income groups to receive it.  Wage-dependent, lower income taxpayers may be 

better targeted by other means. 

5. Add AGI exclusion for long-term capital gains.  This option is included for 

illustrative purposes only in response to staff inquiries.  The objective of such an 

exclusion, applied broadly to all long-term capital gains, would be to more closely 

align with the federal treatment and to make the District a more attractive place of 

residence, relative to Maryland and Virginia, for middle and upper-middle class 

taxpayers who are more likely to report capital gains income (see Table 4).  The 

exclusion modeled is 30 percent of long-term gains, which is the exclusion 

percent used by three of the five states that have a broad capital gains exclusion.
29

 

Summary simulation results, by income group, for these five revision options are 

provided in Tables 11 and 12.  Results by filing status group are included in Appendix C (Tables 

C2 and C3). 

                                                 

29
 A narrower alternative to a broad capital gains exclusion that excludes, for example, only long-term gains on 

investments in District businesses might serve to attract investment (and perhaps small business owners) to the 

district, but such alternatives could not be modeled from available data. 
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Table 11:  Revisions 1-3 Simulation Results Summary

Returns Average Adj AETR Returns Amount Average Returns Amount Average Returns Amount Average

$0 or less 6,711     ($155) -       -             -         -       -                -         -       -          -         

$1 to $10,000 42,639   ($286) -5.29% -       -             -         455       $46,523 $102 2,508    $144,307 $58

$10,000 to $25,000 67,240   ($157) -0.85% 1           $563 $563 3,443    $522,461 $152 383       $40,589 $106

$25,000 to $50,000 79,300   $1,269 3.53% 15         $16,679 $1,112 4,670    $882,858 $189 7           $1,274 $182

$50,000 to $75,000 44,044   $2,909 4.82% 21         $38,296 $1,824 2,342    $592,168 $253 3           $775 $258

$75,000 to $100,000 24,714   $4,610 5.40% 9           $18,000 $2,000 1,309    $359,096 $274 1           $147 $147

$100,000 to $200,000 35,050   $7,997 5.92% 6           $12,000 $2,000 1,702    $488,808 $287 4           $641 $160

$200,000 to $350,000 10,887   $16,268 6.57% -       -             -         526       $158,958 $302 1           $147 $147

$350,000 to $500,000 2,664     $27,328 7.11% -       -             -         142       $44,240 $312 -       -          -         

$500,000 to $1M 2,321     $45,066 7.69% -       -             -         83         $24,182 $291 1           $200 $200

Greater than $1M 1,160     $163,118 8.78% -       -             -         20         $5,876 $294 1           $718 $718

All Taxpayers 316,730 $3,609 5.71% 52         $85,539 $1,645 14,692  $3,125,168 $213 2,909    $188,798 $65

Table 12:  Revisions 4-5 Simulation Results Summary

Returns Average Adj AETR Returns Amount Average Returns Amount Average

$0 or less 6,711     ($155) 1,273    $806,768 $634 1           ($1) ($1)

$1 to $10,000 42,639   ($286) -5.29% 3,026    $1,775,909 $587 393       ($9,414) ($24)

$10,000 to $25,000 67,240   ($157) -0.85% 3,721    $2,001,601 $538 1,185    ($60,955) ($51)

$25,000 to $50,000 79,300   $1,269 3.53% -       -             -         2,392    ($181,054) ($76)

$50,000 to $75,000 44,044   $2,909 4.82% -       -             -         2,373    ($294,732) ($124)

$75,000 to $100,000 24,714   $4,610 5.40% -       -             -         1,835    ($304,929) ($166)

$100,000 to $200,000 35,050   $7,997 5.92% -       -             -         3,450    ($1,197,673) ($347)

$200,000 to $350,000 10,887   $16,268 6.57% -       -             -         2,213    ($1,347,006) ($609)

$350,000 to $500,000 2,664     $27,328 7.11% -       -             -         717       ($1,157,181) ($1,614)

$500,000 to $1M 2,321     $45,066 7.69% -       -             -         703       ($1,981,858) ($2,819)

Greater than $1M 1,160     $163,118 8.78% -       -             -         354       ($15,617,892) ($44,118)

All Taxpayers 316,730 $3,609 5.71% 8,020    $4,584,279 $572 15,616  ($22,152,696) ($1,419)

Tax CHANGE

Tax CHANGE

2012 Law 3) Elim. Low Income Credit

4) Elim. Property Tax Credit

Tax LIABILITYDC Adjusted Gross 

Income

Tax CHANGE Tax CHANGE

1) Elim. DC Employee 

Homebuyer Credit

2) Elim. DC/Federal Pension 

Exclusion

DC Adjusted Gross 

Income

Tax LIABILITY

2012 Law 5) Exclude 30%  of Long-Term 

Capital Gains from AGI

Tax CHANGE
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The effects of eliminating the District employee first-time homebuyer credit are as 

expected, though the results make it clear that many of the recipients of this benefit are not able 

to utilize the full amount of the credit against their 2010 tax liability. 

Elimination of the District/federal pension exclusion would have affected 14,692 filers in 

2010, or about 5 percent of filers in each income group from $10,000 to $500,000 of DC AGI.  

The average added tax liability for affected filers would have been about $213, for an aggregate 

liability increase of about $3.1 million. 

Doing away with the low income credit, on the other hand, would affect only about 35 

percent of the filers who claimed this credit in 2010—a total of 2,909 filers out of 8,401—likely 

because it is nonrefundable.  No one with a negative AGI would have been affected and within 

the $1 to $10,000 income group, 49 percent of claimants and less than 6 percent of all filers in 

that income group would have been affected, resulting in an average tax liability increase for 

those affected of about $58.  Above $10,000 of AGI, fewer than 13 percent of claimants would 

have realized a higher tax liability had this credit not been available in 2010.  

Elimination of the lower income homeowner and renter credit would have impacted 

about 8 thousand filers in 2010 (all but 169 claimants), resulting in tax liability increases of 

about $4.6 million in aggregate and $572 on average for each affected filer.  Finally, adding a 

partial exclusion of 30 percent of long-term capital gains would have had unsurprising effects.  

Between 20 and 30 percent of filers with DC AGI over $200,000 would realize a reduction in 

their tax liabilities while about 10 percent of those between $100,000 and $200,000 would 

benefit.  Percentages benefitting drop off below that to 7.4 percent and 5.4 percent for two the 

next highest income groups, respectively.  The aggregate reduction in tax liabilities, had this 

exclusion been in effect for 2010, would have been about $22 million and the average $1,419. 
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The next set of revision options are intended to be evaluated in combination, but the 

components are broken out to illustrate their separate effects.  The overall objective of the 

combination is efficiency, with a base broadening and a rate lowering component. 

6. Substitute higher personal and dependent exemption amounts for the 

elimination of both itemized and standard deductions. 

Itemized deductions, especially deductions that amount to behavioral subsidies 

such as the mortgage interest, real property and motor vehicle taxes, and 

charitable contributions deductions, are a primary source of variation in tax 

liabilities or AETRs of otherwise similar taxpayers.  The current phase-out of 

itemized deductions for higher income filers does not address this horizontal 

inequity, but rather affects vertical equity by increasing progressivity.  The reason 

it does nothing for horizontal equity is due to the phase-outs structure, which 

simply reduces the amount of otherwise allowable itemized deductions that may 

be deducted on the District return.  Two otherwise similar filers with the same 

amount of District AGI in excess of $200,000, but significantly different itemized 

deductions, would find their allowable itemized deductions reduced by the same 

amount.  The one with the smaller starting amount of deductions would pay a 

higher tax without the phase-out and would see their liability increase by the same 

amount as that of the taxpayer with the larger starting amount and would reach 

zero allowable deductions sooner. 

As for the standard deduction, rather than leaving it in place with no itemized 

deductions allowed, potentially causing confusion or causing taxpayers to have to 

decide whether to adjust their federal filing behavior, it is also set to zero.  The 

loss of all deductions will be offset, at least partially, by the increased personal 

and dependent exemptions.
30

 

                                                 

30
 An alternative to eliminating itemized deductions that would improve horizontal equity relative to the current 

structure while maintaining some of the behavioral incentives (but still limiting them for vertical equity reasons), 

would be to put a fixed (nominal or inflation adjusted) dollar cap on them.  Unfortunately, the District’s current 

microsimulation model does not allow for a fixed cap other than zero. 
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Increasing the personal and dependent exemption amounts by $4,500 to $6,175 

more than offsets the loss of the standard deduction (currently $4,000), for filers 

taking it, even those filing single.  It would more than offset it, obviously, for 

those with more than one personal or dependent exemption. It would offset the 

loss of itemized deductions for some, but not all, current itemizers.  This 

admittedly arbitrary exemption amount can be adjusted for a different overall 

revenue or distributional effect, but at this level, it is slightly more than 1/3 of the 

federal poverty level for a three person family in 2010 ($18,310).   

In combination with options 2 or 4 above, it would also offset some of the cost to 

taxpayers losing the low income or property tax credits, the former of which was 

enacted for the stated purpose of offsetting the tax cost of the District’s lower than 

federal exemptions and standard deduction. 

7. Increase two lower bracket thresholds and reduce upper two tax rates. 

The District’s bracket structure, as discussed before, is currently very progressive 

in the lower portions of the income distribution and flatter in the upper portions; 

that is, rates climb rapidly with income at first and then flatten out.  In addition, 

the top rate of 8.95% is two tenths above the statewide (weighted) average top 

rate in Maryland (though equal to the rates in two counties adjoining the District). 

More important, however, than direct top rate comparisons to Maryland is the 

general principle that lower rates on a broader base is a more efficient means of 

taxation. 

The precise amounts by which to raise bracket thresholds or lower rates depend 

greatly on the overall goals of tax revision with regard to desired distributive and 

revenue effects for the District.  The changes modeled here are but one possible 

combination, but are designed to smooth out the currently steep progressivity 

lower in the income distribution while maintaining progressivity in the upper 

portions.  The direct effects on tax liabilities would be to substantially lower 

them, but would be offset by the base broadening measures accompanying these 

changes. 
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The specific bracket and rate changes modeled are to increase the 4 percent and 6 

percent bracket thresholds to $15,000 and $60,000 (from $10,000 and $40,000, 

respectively), and to reduce the two top tax rates to 7.75 and 8.75 percent (from 

8.5 and 8.95 percent, respectively). 

Summary simulation results by income group for these revision options are presented in 

Table 13 below.  Tables breaking out results by filing status as well as income group are 

presented in Appendix C (Tables C4 and C5). 

The base broadening component, eliminating itemized and standard deductions, offset 

partially with higher exemptions, has the expected effects.  Two lower to lower-middle income 

groups, where the vast majority of filers take the standard deduction, experience a tax cut.  

Higher in the income scale, as more and more filers itemize deductions, the effect from this base 

broadening grows and more filers experience a tax liability increase.  Overall, about 35 percent 

of filers (and a majority of those above $75,000 of AGI) experience an increase in their tax 

liability while about 55 percent experience a decrease.  About 10 percent are unaffected.  The 

overall liability increase is about $93 million. 

This is offset by the lowering of effective tax rates—the bracket and rate adjustments; 

about 225 thousand filers (roughly 70 percent of all filers) benefit from these changes.
31

  Though 

growing in absolute dollars as incomes rise, the percentage reduction in tax liabilities (for those 

with a positive tax liability under current law) is fairly even across the income scale at between 8 

and 13 percent for all but the top group, which saw a cut of less than 5 percent.  The largest 

average percent reductions were in the $75,000 to $200,000 income groups.  The aggregate 

effect of this component alone was a reduction in liabilities of approximately $118 million. 

                                                 

31
 Though it is not clear why, the simulation model produced very small tax increases, averaging $5 each, for five 

filers.  In reality, these rate and bracket changes would not result in higher tax liabilities for anyone. 
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Table 13:  Revisions 6-8 Simulation Results Summary

Returns Average Adj AETR Returns Amount Average Returns Amount Average

$0 or less 6,711     ($155) nmf -          -                 -         -          -                  -         

$ 0 to $ 10,000 42,639   ($286) -5.29% 19,838    $291,259 $15 4             $20 $5

$ 10,000 to $ 25,000 67,240   ($157) -0.85% 64,883    ($6,257,221) ($96) 29,824    ($1,999,141) ($67)

$ 25,000 to $ 50,000 79,300   $1,269 3.53% 79,085    ($6,888,149) ($87) 75,299    ($7,831,269) ($104)

$ 50,000 to $ 75,000 44,044   $2,909 4.82% 43,991    $8,711,923 $198 43,437    ($14,908,837) ($343)

$ 75,000 to $ 100,000 24,714   $4,610 5.40% 24,683    $13,161,378 $533 24,526    ($15,124,153) ($617)

$ 100,000 to $ 200,000 35,050   $7,997 5.92% 35,000    $36,357,124 $1,039 34,885    ($34,093,400) ($977)

$ 200,000 to $ 350,000 10,887   $16,268 6.57% 10,855    $20,022,321 $1,845 10,825    ($19,955,834) ($1,843)

$ 350,000 to $ 500,000 2,664     $27,328 7.11% 2,647      $6,596,169 $2,492 2,637      ($7,514,826) ($2,850)

$ 500,000 to $ 1 M. 2,321     $45,066 7.69% 2,307      $7,963,596 $3,452 2,299      ($8,455,285) ($3,678)

Greater than $ 1 M. 1,160     $163,118 8.78% 1,148      $13,197,652 $11,496 1,139      ($8,468,207) ($7,435)

All Taxpayers 316,730 $3,609 5.71% 284,437  $93,156,052 $328 224,875  ($118,350,932) ($526)

DC Adjusted Gross 

Income

2012 Law

Tax LIABILITY

6) Elim. Deductions, Incr. 

Exemption Amt. by $4,500

7) 2 lower brkts to $15k & $60k, 

2 top rates to 7.75%  & 8.75%

Tax CHANGE Tax CHANGE

 

Table 13:  Revisions 6-8 Simulation Results Summary (continued)

Returns Average Adj AETR Returns Amount Average Average Adj AETR ∆Adj AETR

$0 or less 6,711     ($155) nmf -          -                 -         ($155) nmf

$ 0 to $ 10,000 42,639   ($286) -5.29% 19,838    $291,261 $15 ($279) -5.16% 0.13%

$ 10,000 to $ 25,000 67,240   ($157) -0.85% 64,870    ($7,922,993) ($122) ($274) -1.53% -0.68%

$ 25,000 to $ 50,000 79,300   $1,269 3.53% 79,066    ($13,997,944) ($177) $1,093 3.05% -0.48%

$ 50,000 to $ 75,000 44,044   $2,909 4.82% 43,977    ($8,075,907) ($184) $2,726 4.52% -0.30%

$ 75,000 to $ 100,000 24,714   $4,610 5.40% 24,669    ($3,642,915) ($148) $4,463 5.23% -0.17%

$ 100,000 to $ 200,000 35,050   $7,997 5.92% 34,994    ($1,471,772) ($42) $7,955 5.89% -0.03%

$ 200,000 to $ 350,000 10,887   $16,268 6.57% 10,845    ($1,744,429) ($161) $16,108 6.50% -0.06%

$ 350,000 to $ 500,000 2,664     $27,328 7.11% 2,644      ($1,343,030) ($508) $26,824 6.99% -0.12%

$ 500,000 to $ 1 M. 2,321     $45,066 7.69% 2,307      ($757,661) ($328) $44,739 7.65% -0.05%

Greater than $ 1 M. 1,160     $163,118 8.78% 1,148      $4,394,729 $3,828 $166,906 8.93% 0.15%

All Taxpayers 316,730 $3,609 5.71% 284,358  ($34,270,660) ($121) $3,500 5.55% -0.16%

8) Combined Effect of 6 and 7

Tax CHANGE Proforma Tax LIABILITY

2012 Law

DC Adjusted Gross 

Income

Tax LIABILITY
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Figure 15: 

 

Combined, the results of revisions 6 and 7 are an aggregate tax cut of about $34 million 

and an average cut of $121 (which as noted before can be adjusted to meet overall commission 

objectives in conjunction with changes to other taxes, if any).  All income groups with a positive 

average tax liability except for the very top group experience a cut from the combination, on 

average, though some members of each do see an increase.  The group with the fewest increases 

is the $10,000 to $25,000 AGI group at 14 percent of filers, and the one with the most frequent 

increases is the $100,000 to $200,000 AGI group at 44 percent.  The top group—those over $1 

million of AGI—experiences a mean increase of $3,828, but this is a case where means can be 

misleading; only 28 percent of filers in this group experience a tax increase from the 

combination of revisions 6 and 7 while 71 percent experience a decrease. 
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2012 Law Revisions 6 & 7

* (Net DC Tax Liab + Other States' Taxes Paid Credit) / DC AGI 
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Finally, several of the revision options above are combined in Table 14.  Specifically, the 

combined revisions are the elimination of the District employee homebuyer credit, the low 

income credit, and the District/federal pension exclusion (options 1-3 above) together with the 

base broadening and rate lowering changes of options 6 and 7.  Options 4 and 5 are excluded, the 

former based on the apparent popularity of the property tax credit, even though those claiming it 

are relatively few, and on the relatively large average value of the credit to the filers currently 

claiming it.  The latter, the capital gains exclusion, is excluded primarily because of the 

significant revenue loss that would result, with unclear benefits in terms of economic efficiency 

or growth.  And again, such a broad exclusion of capital gains is rare among the states. 

The overall effect of this package of revisions is a $31 million proforma reduction in 

2010 tax liabilities or $109 per filer, on average.  The overall effect on mean AETRs, compared 

to 2012 law, is not materially different from those depicted in figure 15. 

Table 14:  Revisions 1-3 and 6-7 Simulation Results Summary

Returns Average Adj AETR Returns Amount Average Average Adj AETR ∆Adj AETR

$0 or less 6,711     ($155) nmf -         -                -        ($155) nmf

$ 0 to $ 10,000 42,639   ($286) -5.29% 21,463   $652,691 $30 ($271) -5.01% 0.28%

$ 10,000 to $ 25,000 67,240   ($157) -0.85% 65,004   ($7,547,662) ($116) ($269) -1.50% -0.65%

$ 25,000 to $ 50,000 79,300   $1,269 3.53% 79,079   ($13,153,443) ($166) $1,104 3.08% -0.45%

$ 50,000 to $ 75,000 44,044   $2,909 4.82% 43,983   ($7,549,940) ($172) $2,738 4.54% -0.28%

$ 75,000 to $ 100,000 24,714   $4,610 5.40% 24,669   ($3,298,234) ($134) $4,477 5.25% -0.15%

$ 100,000 to $ 200,000 35,050   $7,997 5.92% 34,994   ($1,018,964) ($29) $7,968 5.90% -0.02%

$ 200,000 to $ 350,000 10,887   $16,268 6.57% 10,845   ($1,606,018) ($148) $16,120 6.51% -0.06%

$ 350,000 to $ 500,000 2,664     $27,328 7.11% 2,644     ($1,303,336) ($493) $26,839 7.00% -0.12%

$ 500,000 to $ 1 M. 2,321     $45,066 7.69% 2,307     ($735,341) ($319) $44,749 7.65% -0.05%

Greater than $ 1 M. 1,160     $163,118 8.78% 1,148     $4,400,674 $3,833 $166,911 8.93% 0.15%

All Taxpayers 316,730 $3,609 5.71% 286,136 ($31,159,573) ($109) $3,510 5.56% -0.14%

2012 Law 9) Combined Effects of Revisions 1, 2, 3, 6, and 7

DC Adjusted Gross 

Income

Tax LIABILITY Tax CHANGE Proforma Tax LIABILITY
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VII. Summary and Conclusions 

The District is not alone in considering revisions to its systems of taxation; a host of 

states, with differing needs and goals, are evaluating and debating possible tax changes.  Several 

states are considering, or have recently considered, shifting from dependence on income taxes 

toward consumption taxes, with the objective of stimulating growth and looking to Texas and 

other no-income-tax states as models.  Republican governors in Louisiana, Nebraska, and Ohio 

have recently tabled proposals to do just that, according to the Wall Street Journal, as a result of 

Republican lawmakers’ concerns about revenue adequacy, while Kansas is debating the issue.  

Indiana and Oklahoma have recently passed income tax cuts, but in a smaller form than original 

proposed or with a deferred start.
32

  Most recently, North Carolina’s Republican governor and 

legislative leaders have passed a tax reform package that broadens the personal income tax base 

and reduces rates to a flat 5.75 percent from a three tiered rate structure with a top rate of 7.75 

percent, but makes only limited changes to sales taxes. 

Meanwhile, Massachusetts’ and Minnesota’s Democratic leaders are proposing the 

opposite—raising income taxes in exchange for lower sales taxes, among other things.  The 

governor of Massachusetts is also proposing to use part of the new income tax revenues to 

increase education and transportation funding.
33

  Minnesota’s senate struggled to pass a measure 

that broadened both the income and sales tax bases, while raising income tax rates and lowering 

                                                 

32
 Peters, Mark, and Neil King Jr. “Governors, GOP Allies Clash Over Tax Cuts.” The Wall Street Journal, May 1, 

2013. 
33

 Wise, Kurt. “Possible Reforms to the Governor’s Tax Plan.” Massachusetts Budget and Policy Center, March 12, 

2013. Available online: http://www.massbudget.org. 

http://www.massbudget.org/
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sales tax rates.  The governor wants to limit increases in income taxes rates to the top 2 percent 

of earners and leave sales taxes unchanged.
34

 

The objective of this report was to evaluate the District’s personal income tax structure in 

terms of equity, efficiency, and it’s strengths and weaknesses in comparison to neighboring and 

other states.  Based on this evaluation, and general principles of fair and efficient income 

taxation, the ultimate goal was to offer options for improvement of the District’s income tax.  

The options outlined in the previous section are not necessarily final recommendations, but 

rather flexible options to be combined and refined depending on the specific goals developed by 

the commission as it evaluates all the District’s taxes in light of its revenue needs and other 

considerations.   

The options evaluated are focused primarily on simplification and horizontal equity, 

though adjustments can easily be made to the rate and bracket changes in option 7, in particular, 

to work toward commission objectives with regard to vertical equity and revenues.  Several of 

the simplification options are themselves simple and would have little or no revenue or 

distributive effects because they merely eliminate, for example, redundant filing status options.  

Others eliminate little used credits and deductions. 

As the commission refines its overall goals, it is hoped that the options evaluated here, 

and the framework for evaluating them, can be useful.  To that end, I will close by noting one 

shortcoming of that framework; that is, the District’s microsimulation model used to estimate the 

distributive and revenue effects of the options needs to look more closely at the effects on 

individual taxpayers, and not just the averages.  In particular, a measure that is useful for 

evaluating the progressivity of the income tax, the average effective tax rate, is also extremely 

                                                 

34
 Sturdevant, Lori. “Minnesota tax reform limping along after Senate vote.” Minneapolis StarTribune, April 30, 

2013. Available online: http://www.startribune.com/blogs/205419091.html. 

http://www.startribune.com/blogs/205419091.html
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useful for evaluating horizontal equity by looking at the distribution of effective tax rates among 

otherwise similar taxpayers—those with similar incomes and the same filing status.  

Unfortunately, distributive data on effective tax rates resulting from simulations are not presently 

available.  My final recommendation would be to enhanced the statistical data that may be drawn 

from the model’s simulation results. 
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes

2012 Tax Year

Who must file?

Part-Year Residents:

Non-Residents:

District of Columbia Maryland

Anyone required to file a federal return 

whose permanent legal residence was in DC 

at any time during year, or who maintained 

place of residence in DC for 183 or more 

days in year.  If not otherwise required to 

file, must file to get refund.

Exceptions: Elected US officials not 

domiciled in DC; personal staff of member 

of Congress and resident of same state; 

exec. branch appointee subject to Senate 

confirmation or SCOTUS justice not 

domiciled in DC.

Changed domicile to or from DC during 

year, or resident for 183 days or more (but 

less than full-year). Taxed on all income 

earned during residency. Itemized deductions 

related to time of residency allowed. 

Exemptions and standard deduction prorated 

by rounded months of residency.

Taxation of nonresidents precluded by the 

District of Columbia Home Rule Act .

Changed domicile to or from MD during 

year. Income earned during non-residency 

subtracted from gross income. Exemptions 

and deductions prorated by ratio of MD AGI 

to Federal AGI (but not less than zero or 

greater than one). Earned income credits 

and poverty level credit also prorated.

Anyone whose permanent legal residence 

was in MD at any time during year, or who 

maintained place of residence and  was 

physically present in DC for 183 or more 

days in year, and whose MD AGI exceeds 

certain levels.  If not otherwise required to 

file, must file to get refund.

Nonresidents are subject to tax on that 

portion of the federal adjusted gross income 

that is derived from tangible property 

permanently located in MD; on income from 

a business, trade, profession, or occupation 

carried on in MD; and on all gambling 

winnings derived from MD sources. 

Exceptions: Residents of DC, PA, and VA 

who did not maintain a place of abode in MD 

for more than 183 days during year, and all 

WV residents are not taxed on MD wage 

and salary income.

Virginia

Anyone whose permanent legal residence 

was in VA at any time during year, or who 

maintained place of residence or  was 

physically present in VA for 183 or more 

days in year, if VA AGI exceeds $11,950 

($23,900 MFJ).  If not otherwise required to 

file, must file to get refund.

Exceptions: Members of the U.S. armed 

forces and the U.S. Congress who are legal 

residents of another state, even if they 

maintain a place of abode in VA for more 

than 183 days, are not subject to taxation on 

their active duty military or congressinal pay. 

Military spouses may also be exempt under 

certain conditions.

Changed domicile to or from VA during 

year. Taxed on all income earned during 

residency. Itemized deductions related to 

time of residency allowed. Standard 

deduction prorated by ratio of Federal AGI 

attributable to period of residency to total 

Federal AGI (but not less than zero or 

greater than one). Exemptions prorated by 

days of residency.

Nonresidents are subject to tax on that 

portion of the federal adjusted gross income 

that is derived from tangible property located 

in VA; on income from a business, trade, 

profession, or occupation carried on in VA; 

and on all gambling winnings derived from 

VA sources. Exceptions: Residents of DC, 

KY, MD, PA, and WV whose VA source 

income was entirely wage and salary 

income that was taxable in their home state 

(and in the case of DC and KY, who also 

had no place of abode in VA at any time 

during the year), are not taxed on that VA 

income.
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Filing Status (number and 

types):

Calculation of Adjusted 

Gross Income (AGI):

Number of Additions:

Additions:

Married Filing Separately

Qualifying Widow(er) with Dependent Child 

(QW)

Dependent Claimed by Someone Else

Base: Federal AGI (FAGI)

Federally tax-exempt interest on non-MD 

municipal obligations.

Pickup contributions to a state retirement 

system that are deferred for federal, but not 

MD taxes.

21

Head of Household (HH)

Married Filing Jointly (MFJ)

Bonus depreciation and extra IRC sec. 179 

expenses claimed on federal return.*

Deductions for S corporations from federal 

sched. K-1.*

Discrimination awards subject to federal 

income averaging.*

Married Filing Separately (MFS)

MFS on Same Return (MFCS)

Domestic Partners Filing Jointly (DPJ)

6

Single

Head of Household

Married Filing Jointly

Domestic Partners Filing Separately on 

Same Return (DPCS)

Dependent Claimed by Someone Else (D)

Base: Federal AGI (FAGI)

Franchise tax deducted on federal return.

Income distributions subject to federal 

income averaging.*

5 (6 beginning 2013)

[new for 2013: Interest on non-DC 

municipal debt acquired on or after Jan 1, 

2013]

8

Single (S)

Lump sum distributions from qualified 

retirement plans.

Other (18 separate codes; see instructions)

[Part-year residents filing MFS on federal 

return may file a combined MFS return.]

Base: Federal AGI (FAGI)

Federally tax-exempt interest on non-VA 

municipal obligations.

3

Single (includes federal HH filers)

District of Columbia Maryland Virginia

Lump-sum distributions from qualified 

retirement plans for which the 20% capital 

gain election or the ten-year averaging option 

were taken on federal return.

10

Other (7 separate codes; see instructions)

Fixed date conformity additions for certain 

bonus depreciation (excess of federal over 

VA), cancellation of debt income, and IRC 

sec. 199 domestic production deductions.

Married Filing Jointly

Married Filing Separately
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Number of Subtractions:

Subtractions:

State/local income tax refunds included in 

FAGI.

State/local income tax refunds included in 

FAGI.

Up to $27,1000 per person (self and spouse), 

less total social security & railroad 

retirement benefits, of qualified taxable 

pension or retirement annuity income.

Interest on US Treasury obligations.*

Up to $4,000 per taxpayer (self and 

spouse/partner) for contributions to DC 529 

College Savings Plan; contributions in excess 

of $4,000 may be carried forward up to five 

years.*

Up to $2,500 per taxpayer per beneficiary 

for contributions to certain MD 529 plan 

accounts.*

Up to $500 per taxpayer (self and 

spouse/partner) for long-term care insurance 

premiums paid.

Part-year resident income received during 

non-residency.

Taxable social security & railroad retirement 

income.

Income taxed on DC franchise or fiduciary 

return.

Up to $5,200 of disability income per 

disabled person (self and spouse/partner).*

Excess of DC allowable depreciation over 

federal.*

Up to $3,000 per person (self and 

spouse/partner) age 62+ of DC or federal 

pension or annuity income, incl. military 

retirement pay.

DC or federal survivor's benefits, excl. social 

security, if age 62+.

Interest on US Treasury obligations.*

16 48

Part-year resident income received during 

non-residency.

Taxable social security & railroad retirement 

income.

For joint filers, the lesser of $1,200 or the 

income attributable to the lower income 

spouse, after all other additions and 

subtractions attributable to that spouse.

Up to $3,000 of child care expenses ($6,000 

for 2 or more dependents) reported on 

federal form 2441.

Up to $2,500 per contract for advance tuition 

payments to the MD Prepaid College Trust.*

Pickup contributions to a state retirement 

system that are included in FAGI.*

Up to $5,000 of military retirement pay.*

42

Disability income reported as wages on 

federal return.

Fixed date conformity subtractions for 

certain bonus depreciation (excess of VA 

over federal) and other.

Interest on US Treasury obligations.

Income, including gains, from VA obligations 

included in FAGI.*

Certain military pay for i) VA National 

Guard*, ii) active duty in a combat zone or 

hazardous duty area*, and iii) extended 

active duty for more than 90 days.*

Up to $3,000 of child care expenses ($6,000 

for 2 or more dependents) reported on 

federal form 2441.*

Up to $4,000 per contract or account for 

prepaid tuition contract payments or savings 

account contributions to the VA College 

Savings (529) Plan.*

District of Columbia Maryland Virginia

Part-year resident income received during 

non-residency (form 760PY).

State/local income tax refunds included in 

FAGI.

Taxable social security & railroad retirement 

income.

Deduction for Age: Up to $12,000 per 

person (self and spouse) age 65 or older, 

reduced for filers between age 65 and 74 by 

$1 for each $1 of adjusted FAGI above 

$50,000 ($75,000 for married couples).
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Subtractions (cont'd):

Exemptions:

Personal (each):

Dependent:

Over 65:

Blind:

Add'l for Dep. over 65:

>$100k-125k $1,600       $3,200

>$125k-150k $800       $3,200

>$150k-175k $0       $1,600

>$175k-200k $0           $800

>$200k $0                $0

NA $3,200*

* exemption amount reduced based on FAGI 

as follows:     Single/MFS   Other

* indicates Schedule I adjustments; others 

itemized on D-40.

$1,675 

$1,675 

Up to $10,000 of income per disabled 

taxpayer; must be certified totally and 

permanently disabled by SSA, receiving SSI, 

SSD, railroad retirement disability, or DC or 

federal govt disability, and have household 

income from all sources of less than 

$100,000.

Up to $500 of classroom supplies and up to 

$1,500 of tuition and fees for public school 

teachers (net of any such deductions taken 

on federal return).*

Education loan repayment awards for DC 

healthcare professionals, up to $120,000 over 

four years.*

Employer paid health insurance premiums 

for registered domestic partner, unless 

already deducted on federal return.*

DC Poverty Lawyer loan assistance.*

$1,675 

$1,675 

37 other items (Form 502SU items; 42 

separate codes including those marked with 

* above; see instructions).

$3,200*

$3,200*

$1,000 

$1,000 

$930 

$930 

29 other items (Form 760-ADJ items; 35 

separate codes including those marked with 

* above; see instructions).

NA

$800 

$800 

District of Columbia Maryland Virginia
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Deductions:

Standard Deduction:

MD AGI

S/MFS/D:

$1,500 < $10,000

15% MD AGI $10,000-13,333

$2,000 > $13,333

MFJ/HH/QW:

$3,000 < $20,000

15% MD AGI $20,000-26,667

$4,000 > $26,667

Itemized Deductions: Federal itemized deductions less state and 

local income taxes, or state and local sales 

taxes included in federal deductions.

Phase-out: For filers with DC Adjusted 

Gross Income over $200,000 ($100,000 for 

MFS), itemized deductions are reduced by 

5% of the amount by which DC AGI 

exceeds the applicable threshhold.

Taxpayers may claim standard or itemized 

deductions, but choice must correspond to 

deduction type claimed on federal return.

S/MFJ/DPJ/HH/D:     $4,000 

MFS/MFCS/DPCS:     $2,000

District of Columbia

Flat, based on filing status.

Taxpayers may claim standard or itemized 

deductions without regard to deduction type 

claimed on federal return.

Federal itemized deductions less state and 

local income taxes included in federal 

deductions, and certain other items not 

deductible in MD.

 

Taxpayers may claim standard or itemized 

deductions, but choice must correspond to 

deduction type claimed on federal return.

Federal itemized deductions less state and 

local income taxes included in federal 

deductions, and modified by certain fixed 

date conformity additions (subtractions) to 

(from) FAGI.

$3,000 ($6,000 MFJ)

Flat, based on filing status.

Note: For filers claimed as a dependent of 

another taxpayer, standard deduction is 

limited to the amount of earned income.

Maryland Virginia

15% of MD AGI, subject to minimum and 

maximum amounts based on filing status.
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Marginal Tax Rates & 

Brackets: Rate Taxable Income Rate Taxable Income Rate Taxable Income

4.00% $0 to $10,000 2.00% (5.00%) $0 to $1,000 2.00% $0 to $3,000

6.00% $10,001 to $40,000 3.00% (6.00%) $1,001 to $2,000 3.00% $3,001 to $5,000

8.50% $40,001 to $350,000 4.00% (7.00%) $2,001 to $3,000 5.00% $5,001 to $17,000

8.95% > $350,000 S/MFS/D: 5.75% > $17,000

4.75% (7.75%) $3,001 to $100,000

5.00% (8.00%) $100,001 to $125,000

5.25% (8.25%) $125,001 to $150,000

5.50% (8.50%) $150,001 to $250,000

5.75% (8.75%) > $250,000

MFJ/HH/QW:

4.75% (7.75%) $3,001 to $150,000

5.00% (8.00%) $100,001 to $175,000

5.25% (8.25%) $125,001 to $225,000

5.50% (8.50%) $225,001 to $300,000

5.75% (8.75%) > $300,000

Spouse Tax Adjustment for MFJ Filers:

Up to a $259 reduction in tax for MFJ filers 

to equate tax to that which would be owed if 

filing MFS.

Local Income Tax:

Rates above in parentheses include weighted 

average local rate of 3.00%, weighting on 

2010 personal income. Local income tax is 

charged at a flat rate on taxable net income 

of between 1.25% and 3.20%, depending on 

county of residence.

District of Columbia Maryland Virginia
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Credits:

Credits for Low/Lower 

Income Taxpayers:

Other Refundable Credits:

Other Nonrefundable Credits:

Greater of DC Low Income Credit (from 

table, nonrefundable) or DC EITC (40% 

of federal EITC, refundable). Non-custodial 

parents, not eligible for federal EITC, may 

also claim DC EITC under certain conditions 

(see sched. N).

Child and dependent care  expense equal 

to 32% of federal credit.

Credit for other states income tax paid.

VA coalfield/coal employment and 

production credits.

Heritage Structure/Sustainable Communities 

Tax Credit.

5 refundable business tax credits.

2 others. R&D expense credit.

Homeowner and renter property tax 

credit: full-year resident homeowners and 

renters with total household gross income < 

$20,000 receive as a refundable credit a 

portion of rent or property taxes paid (see 

sched. H instructions).

DC government employee first-time DC 

homebuyer credit: $2,000/yr for 5 years.

Poverty Level Credit: 5% of wage and 

salary income plus net profit from self 

employment, if this income measure and 

FAGI plus additions are both below the 

poverty level income for the number of 

exemptions claimed, plus local credit equal to 

local tax rate times the same income 

measure.

Credit for other states income tax paid.

Child and dependent care  expense equal 

to up to 32.5% of federal credit, phasing out 

to zero over FAGI range of $41,000-50,000 

($20,500-25,000 MFS).

20 other credits.

Neighborhood Stabilization Tax Credit.

Greater of VA Low Income Credit at 

$300 per exemption if VA AGI is below 

federal poverty guideline for family size 

(total exemptions) or VA EITC at 20% of 

federal EITC. Both are nonrefundable .

Credit for other states income tax paid.

28 other credits.

Earned Income Credit: State credit equal 

to 50% of federal EITC, plus local credit 

equal to federal EITC multiplied by 10 times 

the local tax rate. State credit is partially 

refundable .

District of Columbia Maryland Virginia

Motion picture production credit.

Agriculture best mgmt practices credit.
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Appendix A: Comparison of District of Columbia, Maryland, and Virginia Personal Income Taxes (continued)

2012 Tax Year

Notes and Other Items:

Notable Changes for 2011:

Notable Changes for 2012:

Notable Changes for 2013:

Beginning with tax year 2013, standard 

deduction, and personal and dependent 

exemption amounts are indexed for inflation.

Interest on non-DC municipal debt acquired 

on or after Jan 1, 2013 becomes taxable.

8.95% tax bracket added.

Itemized deduction phase-out added.

Lower income, long-term homeowner 

credit: if 7+ year resident homeowner with 

household income less than 50% of area 

median income, as defined, credit equal to 

amount of property tax increase, if any, in 

excess of 5% from prior year. Claimed 

separately by filing a Schedule L form by 

Dec. 31 of year of increase.

Local rate increases in 3 counties; 

5.75% tax rate bracket added; thresholds 

reduced for brackets above 4.0%.

Personal exemptions phase-out added.

Tax credit for donations to certain 

scholarship foundations.

AGI subtraction for federal long-term gains 

attributable to investment in certain VA 

qualified businesses.

Increased filing threshold by $300 ($600 

MFJ).

Telework expenses tax credit (AGI addition 

if federal deduction taken).

6 new tax credits.

District of Columbia Maryland Virginia
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APPENDIX B 

2010 State and Local Income Tax Burden Rankings 

Comparison to Maryland and Virginia 

 

 

Source: Minnesota Center for Fiscal Excellence, "Comparison of Individual Income Tax Burdens by State", 2013 Edition, March 2013.
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