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Fiscal Estimate Narratives
DOR 2/14/2005

LRB Number 05-0632/2 Introduction Number AB-74 Estimate Type  Original
Subject

Exempting from taxation retirement plan income

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 2006 if
the income is not already exempt from taxation. The maximum allowable exemption would increase from
$2,500 to $5,000 in 2007, $10,000 in 2008, $15,000 in 2009, and $20,000 in 2010 and thereafter.

Based on a simulation using the 2003 Individual Income Tax model, adjusted for 2005 law, allowing an
exemption up to $2,500 for each person with retirement income would reduce taxes for about 353,000 filers
and decrease state income tax revenues between $23 million and $36 million for fiscal year 2006. A range,
rather than a specific amount, is estimated because it is not possible to tell from information reported in tax
returns whether one or both spouses receive pension distributions when a couple reports such income. If it is
assumed one spouse receives all the pension income, the revenue loss would be $23 million; if both spouses
receive pensions, the loss would be $36 million. Revenue losses have been converted to represent fiscal years,
rather than taxable years, because of the use of estimated tax payments by some taxpayers. *

Long-Range Fiscal Implications

Performing similar simulations for fiscal years 2007-2010 allowing for the annual increase in the maximum
allowable exemption, results in a decrease in state income tax revenues of $73 million to $111 million in 2007,
$126 million to $181 million in 2008, $180 million to $245 million in 2009, and $221 million to $284 million
annually in 2010 and thereafter.
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