FISCAL NOTE

Bill #: HB0219

Primary Sponsor: Eaton, E

Title: Allow exemption for Montana income tax based
upon household poverty level

Status: As Introduced

Sponsor signature

Date David Ewer, Budget Director Date

Fiscal Summary

Expenditures:
General Fund
State Special Revenue
Federal Special Revenue
Other

Revenue:
General Fund
State Special Revenue
Federal Special Revenue
Other

Net Impact on General Fund Balance:

FY 2006 FY 2007
Difference Difference

($988,000) ($988,000)

($988,000) ($988,000)

[] Significant Local Gov. Impact
[1 Included in the Executive Budget
[] Dedicated Revenue Form Attached

X]  Technical Concerns
X  Significant Long-Term Impacts
[] Needs to be included in HB 2

Fiscal Analysis

ASSUMPTIONS:

1. This bill would provide individual income taxpayers with an additional personal exemption if the total
gross income of the taxpayer’s household is less than the amount stated for the appropriate family unit size

established in federal poverty thresholds.

2. The bill provides that an additional exemption is allowed for the taxpayer’s spouse if the taxpayer files a
separate tax return, if the spouse is a member of the taxpayer’s household, if the spouse has no income,

and if the spouse is not the dependent of

another taxpayer.

3. This bill is effective on passage and approval, and applies retroactively to tax years beginning after

December 31, 2004 (tax year 2005).



Fiscal Note Request HB0219, As Introduced
(continued)

4. The Department of Revenue will not adjust withholding tables, and taxpayers will not adjust the number
of exemptions claimed for withholding purposes in response to this proposal. Thus, the first effect on
revenue will occur in FY 2006, when taxpayers file their 2005 income tax returns.

5. It is estimated that providing households with income below the poverty thresholds with an additional
personal exemption will reduce tax liabilities by $988,000 a year (DOR simulation model — TY2005). All
of this reduction will occur in the fiscal year following the tax year for which the additional exemption is
in effect.

6. There are no administrative impacts associated with this bill.

FISCAL IMPACT:

FY 2006 FY 2007
Difference Difference

Revenues:
General Fund (01) $(988,000) $(988,000)

Net Impact to Fund Balance (Revenue minus Funding of Expenditures):
General Fund (01) $(988,000) $(988,000)

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES:
None.

LONG-RANGE IMPACTS:
Revenues to the state general fund will be reduced by an estimated $988,000 for each tax year in which this
additional exemption is in effect.

TECHNICAL NOTES:

1. The new subsection on page 8, lines 8 through 11 defines when a taxpayer is allowed a second additional
exemption for the taxpayer’s spouse. The spouse must be a member of the taxpayer’s household, have no
gross income, and not be the dependent of another taxpayer. Under current law, couples meeting these
conditions may file a joint return, or the taxpayer may claim the spouse as a dependent if the spouse does
not file a return. This section imposes the additional requirement for a second additional exemption that
“a separate return is made by the taxpayer.” This appears to require that a couple may not claim the
second additional exemption on a joint return. If this is not the intent, the wording needs to be clarified.




