FISCAL NOTE

Bill #: HBO0774 Title: One-time income tax rebate
Primary Sponsor: Himmelberger, D Status: Second Reading
Sponsor signature Date David Ewer, Budget Director Date

Fiscal Summary

FY 2005 FY 2006 FY 2007
Difference Difference Difference
Expenditures:

General Fund $39,300,000 $400,000 $0

State Special Revenue $0 $39,300,000 $0
Revenue:

State Special Revenue $39,300,000 $0 $0
Net Impact on General Fund Balance: ($39,300,000) $(400,000) $0
[] Significant Local Gov. Impact [ ] Technical Concerns
[ 1 Included in the Executive Budget [ ] Significant Long-Term Impacts
[ ] Dedicated Revenue Form Attached [ ] Needs to be included in HB 2

Fiscal Analysis

ASSUMPTIONS:

1. This bill would provide for a one-time rebate of individual income taxes in the amount of $39.3 million.
This amount would be refunded on a pro rata basis to taxpayers who file individual income tax returns for
tax year 2004 by October 15, 2005.

2. For the purposes of this bill, the term “taxpayer” would not include a fiduciary or beneficiary of an estate
or trust who was required to file an income tax return, unless the return was filed on behalf of a decedent.

3. The pro rata share rebated to each taxpayer would be calculated by multiplying the taxpayer’s tax year
2004 tax liability by the ratio of the total amount to be rebated to total tax year 2004 tax liability of all
eligible taxpayers.

4. Under the bill, taxpayers whose rebate calculation results in a rebate of less than $50 would not receive a
rebate, and the maximum rebate for any taxpayer is capped at $500. To illustrate the practical
implications of this provision of the bill, it is assumed that total tax liability for all taxpayers for tax year
2004 is $614,232,000. Based on a rebate amount of $39,300,000 the pro rata ratio applied to each
taxpayer’s liability to determine each individual taxpayer rebate is approximately 0.063982
($39,300,000/$614,232,000 = 0.063982). Consequently, taxpayers with tax liabilities of about $781.47 or
less would not receive a rebate under this bill ($50/0.063982 = $781.47); and taxpayers with tax liabilities
of $7,814.70 or more would be capped at the maximum rebate amount of $500 ($500/0.063982 =
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$7,814.70). (These threshold liability levels will adjust somewhat when the actual calculations are
completed to take the minimum and maximum rebate amounts into account.)

This bill also requires the Department of Revenue to monitor filings of amended returns for tax year 2004,
and to make adjustments up or down as required to the rebate amount associated with these amended
returns, as amended returns are received for tax year 2004. Because these adjustments may occur well
after the initial mailing of rebates, these adjustments could result in a final total amount rebated that is
slightly more than or less than the original $39.3 million provided for in the bill. Any additional funds in
excess of the original $39.3 million appropriated needed for this purpose are specifically appropriated in
the bill.

The bill provides that the Department of Revenue will make the calculations and distribute the rebates of
tax in FY 2006.

This bill transfers $39.3 million from the general fund to a special revenue fund in FY 2005 and
appropriates $39.3 million from the special revenue fund to pay rebates in FY 2006.

Section 3 of the bill also provides for an appropriation of $400,000 from the general fund to the
Department of revenue for the 2007 biennium to administer the provisions of this bill.

There will be significant costs associated with the administration and compliance aspects of this bill.
There will be significant costs associated with the initial determination of rebate amounts and the
subsequent mailing of hundreds of thousands of rebate checks. The bill also requires the Department to
track all tax year 2004 amended tax returns, and adjust any initial rebate amount issued for changes in tax
year 2004 tax liability that arise as a consequence of an amended return. These adjustments must be
handled by the Department by either crediting or debiting a taxpayer’s subsequent tax return.

Department of Revenue costs to administer and ensure compliance with the provisions of this bill will be
covered within the appropriation provided for in the bill.

FISCAL IMPACT:

FY 2005 FY 2006 FY 2007
Difference Difference Difference
Expenditures:
Operating Expenses $0 $400,000 $0
Transfers — general fund to state special $39,300,000 $0 $0
Transfers — rebates $0 $39,300,000 $0
TOTAL $39,300,000 $39,300,000 $0
Funding of Expenditures:
General Fund (01) $39,300,000 $400,000 $0
State Special Revenue (02) $0 $39,300,000 $0
TOTAL $39,300,000 $39,300,000 $0
Revenues:
State Special Revenue (02) $39,300,000 $0 $0
Net Impact to Fund Balance (Revenue minus Funding of Expenditures):
General Fund (01) ($39,300,000) $(400,000) $0
State Special Revenue (02) $39,300,000 ($39,300,000) $0

LONG-RANGE IMPACTS:
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There may a small amount of the initial rebate expenditure that is recouped, or a small amount of additional
rebate distributed to taxpayers in fiscal years 2007 and thereafter as adjustments to the initial rebate amount

are made to amended returns.



