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Fiscal Estimate Narratives
DOR 1/23/2007

LRB Number 7-0457/1 Introduction Number AB-0018 |Estimate Type  Original

Description
Exempting from taxation retirement plan income received by an individual

Assumptions Used in Arriving at Fiscal Estimate

Under current law, the pension benefits of certain public employees are exempt from state taxation. Pension
plans that are exempt from taxation include the following: U.S. Civil Service or military, Milwaukee city and
county, Milwaukee police officers and public school teachers, Wisconsin state teachers' retirement fund, and
the sheriff's annuity and benefit fund of Milwaukee County.

This bill would exempt from taxation up to $2,500 of income received from a retirement plan in tax year 2007
if the income is not already exempt from taxation. The maximum allowable exemption would increase from
$2,500 to $5,000 in 2008, $10,000 in 2009, $15,000 in 2010, and $20,000 in 2011 and thereafter.

Using the 2005 Individual Income Tax Model, inflated for 2007 income levels and law, an exemption of up to
$2,500 for each person with retirement income would reduce taxes on approximately 391,000 returns. State
income tax revenues would decrease by $58 million to $88 million for tax year 2007. A range, rather than a
specific amount, is given because tax returns do not include information about the source of pension
distributions for married couples. The lower bound assumes that ali pension income is attributed to one
spouse, while the upper bound assumes that the pension income is divided evenly between both spouses.

Long-Range Fiscal Implications

Similar simulations using the 2005 Individual Income Tax Model, inflated for tax years 2008 through 2011
were completed to estimate the costs during the remainder of the phase-in period of the bill. State income
tax revenue is estimated to decrease by $106 million to $157 million in tax year 2008, $188 million to $268
million in tax year 2009, $259 million to $357 million in tax year 2010, and $288 miilion to $389 million in tax
year 2011.
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Exempting from taxation retirement plan income received by an individual

annualized fiscai effeci):

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

li. Annualized Costs:
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Increased Costsl

Decreased Costs

A. State Costs by Category
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B. State Costs by Source of Funds
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