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LRB Number 07-2419/1 introduction Number SB-347 Estimate Type  Original

Description
Excluding from taxable income gains from a Wisconsin business

Assumptions Used in Arriving at Fiscal Estimate

Under current Wisconsin law, individuals may exclude 60% of net long-term capital gains. Under this bill, an
individual; an individual partner or member of a partnership, limited liability company, or limited liability
partnership; or an individual shareholder of a tax-option corporation may exclude the capital gain, not to
exceed $10 million, realized from the sale of any asset held more than one year if the claimant meets certain
requirements. The requirements are: 1) immediately deposit the gain in a segregated account in a financial
institution, 2) invest all of the proceeds in a Wisconsin business, as defined in the bill, within 180 days, and
3) notify the Department of Revenue (DOR) on a form prepared by DOR that the claimant will not declare
the gain. The exemption is first applicable for tax year 2008. The basis of the replacement asset would be
calculated by subtracting the excluded gain from the cost of the replacement asset.

There is inherent variability in capital gain income and investment decisions at the individual level.
Additionally a number of interactions with other tax incentives may impact the fiscal effect. Some taxpayers
with capital gains are otherwise able to reduce their taxable income to the point that additional deductions
may not be worthwhile. Additionally, federal tax rules will have a non-negligible effect on taxpayers'
investment decisions. Since the extent to which taxpayers will take advantage of this exemption is not
known, the revenue loss is inestimable.

However, using the 2005 Individual Income Tax Sample, it is estimated that approximately $170 million of
individual income tax liability was attributable to the non-excludable portion of long term capital gains in
taxable year 2005. If it is assumed that taxpayers with Wisconsin income or long-term capital gains of less
than $150,000 are unlikely to take advantage of this exemption for reasons listed above, the pool of
potential participants is approximately 5,000 individuals. Those individuals reported $3.3 billion of long-term
capital gains and paid $87 million in tax on the non-excludable gain. As an illustration, if it is assumed that
half of those individuals invest their gains in Wisconsin businesses, the pool of likely investors is
approximately 2,500 individuals and the potential fiscal effect of the bill is $44 million annually.

Long-Range Fiscal Implications
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