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Fiscal Estimate Narratives
DOR 3/16/2006

LRB Number 05-4502/1 Introduction Number AB-1117  |Estimate Type  Original

Description
Creating a refundable individual income tax living wage credit

Assumptions Used in Arriving at Fiscal Estimate

The bill creates a refundable individual income tax credit based on the difference between the nonfarm
federal poverty level and the combined income of a claimant, his or her spouse and dependents.

The credit may be claimed by individuals who 1)are eligible and who claim the earned income tax credit; 2)
reside in the state for the full calendar year; and 3)work in paid employment for at least 1,750 hours in the
taxable year to which the claim relates. While the bill does not define paid employment, it is assumed to
include self employment.

For purposes of the credit, income is defined to mean income as calculated for the homestead credit plus all
refundable state credits and income tax refunds plus the federal earned income tax credit and the
refundable portion of the federal child tax credit less state income taxes paid. Thus, both taxabie and
nontaxable sources of income are included.

In calculating the credit, the nonfarm federal poverty level is based on family size. For tax year 2007, the
credit is calculated using 90% of the nonfarm federal poverty level. For tax year 2008, the credit is
calculated using 95% of the nonfarm federal poverty level; thereafter, the credit will be calculated using
100% of the nonfarm federal poverty level.

Based on a simulation using the 2003 Income Tax Model, the bill will result in a $12.4 million increase in
costs in FY07 and $18.8 million in FY08.

The bill will result in $11,200 increase in annual administrative costs for the department related to postage,
printing and limited-term salaries for increased data capture.

Long-Range Fiscal Implications

The bill will result in approximately $27 million in increased costs in FY09 and thereafter.
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Detailed Estimate of Annual Fiscal Effect

Original O Updated O Corrected O Supplemental
LRB Number 05-4502/1 Introduction Number AB-1117
Description

Creating a refundable individual income tax living wage credit

annualized fiscal effect):

$12.4 million increase in costs in FY07, and $18.8 million in FY08.

I. One-time Costs or Revenue Impacts for State and/or Local Government (do not include in

Il. Annualized Costs:

Annualized Fiscal Impact on funds from:

Increased Costs |

Decreased Costs

A. State Costs by Category

State Operations - Salaries and Fringes $6,700

{FTE Pasition Changes)

State Operations - Other Costs 4,500

Local Assistance

Aids to Individuals or Organizations 27,000,000

ITOTAL State Costs by Category $27,011,200 $

B. State Costs by Source of Funds

GPR 27,011,200
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NET ANNUALIZED FISCAL IMPACT
State Local
NET CHANGE IN COSTS $27,011,200 $
NET CHANGE IN REVENUE $ $
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