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Fiscal Estimate Narratives
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LRB Number 05-0956/1 Introduction Number AB-31 Estimate Type  Original
Subject

Individual income tax deduction for contributions to out of state

Assumptions Used in Arriving at Fiscal Estimate

Under current law, up to $3,000 of contributions to an EdVest Il account per beneficiary may be deducted
from Wisconsin adjusted gross income (WAGI) if the beneficiary of the account is the claimant, the
claimant's child and dependent, the claimant's grandchild, the claimant's great-grandchild, or the claimant's
niece or nephew. EdVest Il is Wisconsin's version of a qualified tuition program that is authorized under
section 529 of the federal Internal Revenue Code. This bill would expand the income tax deduction to
contributions to the section 529 plan of any state.

According to limited information received from the College Savings Plans Network and the college savings
plan programs in several states, about 0.75% of the total section 529 accounts in each state, other than
Wisconsin, are owned by Wisconsin residents. Therefore, Wisconsin residents own an estimated 52,000
section 529 accounts in states other than Wisconsin. The average annual contribution made by parents to
an EdVest account is $2,100. Assuming that each of the 52,000 account owners annually contribute $2,100
to an account, under the proposed bill, $109.2 million (52,000 X $2,100) in contributions would be excluded
from income. Assuming an average marginal tax rate of 5.6%, this would result in a decrease in income tax
revenue of $6.1 million ($109.2 million X .056).

Long-Range Fiscal Implications

According to EdVest, there are many requests from EdVest account owners to move their contributions to
the Virginia program, the largest section 529 program. This may be a sign that encouraging investments in
the section 529 plans of other states could lead to a decrease in participation in the Wisconsin program over
time.

The proposed bill would provide an incentive for Wisconsin residents to invest in section 529 plans in other
states; as a result, the number of accounts held by Wisconsin taxpayers would increase. The number of
these accounts is also expected to increase with the growing popularity of these accounts. If both of these
scenarios occur, the revenue loss could grow substantially in future years.
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