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Current law authorizes a 3% income tax rate on an individual’s taxable income. Current law authorizes a standard deduction
for resident taxpayers when filing individual income tax returns equal to $12,500 for single filers. Beginning January 1, 2026,
the amount of the standard deduction shall be adjusted according to the Consumer Price Index US city average for all urban
consumers (CPI-U) as reported by the US Dept. of Labor, Bureau of Labor Statistics, for the previous calendar year.

Proposed law decreases the income tax rate to 2.75% of an individual’s taxable income. Proposed law provides for an
additional standard deduction for each resident 65 years of age and older in the amount equal to the standard deduction
applicable for single filers. Taxpayers claiming the deduction are required to maintain all records necessary to verify
eligibility and, if requested, provide the records to the Department of Revenue (LDR). The income tax rate change to 2.75%
is contingent upon voter approval of the Const. Amendment proposed in HB 678 of the 2025 RS. Effective Jan. 1, 2027

The bill is anticipated to increase $52,270 SGR within the Department of Revenue in FY27 related to computer system
development, modification, and testing. The department reports the ability to absorb this amount within its current budget
but may require additional resources if the aggregate impact of all bills enacted during this session is substantive.

The revenue table above shows the sum of two effects playing out throughout the fiscal horizon: the lower individual income
tax rate and the additional deduction for taxpayers 65+.

1) RATE CHANGE: The bill lowers the individual income tax rate to 2.75% beginning in tax year 2027. This is anticipated to
decrease SGF revenue by an estimated $54.5M in FY27, $310.3M in FY28, and $250.8M in each subsequent
fiscal year as taxpayers will be taxed 2.75% of taxable income. This estimate is generated by a micro-simulation model
processing the 2023 filing data with parameters set equal to the new taxing regime. The tax year liability change estimate is
translated to fiscal year receipt estimates. The first fiscal year of effect will be FY27 with tax receipts affected through
withholdings changes assuming a one-quarter lag for discernible impact. Receipts for the second fiscal year, FY28, will
decrease due to four quarters of withholdings, plus the catch-up of the first tax year’s first quarter liability change when
returns are filed, plus the amount of liability change typically realized on returns rather than through withholdings. The bill’s
tax year changes fully transition to fiscal year realizations by the third fiscal year, FY29, with tax table liability changes equal
to fiscal year collections changes. No growth path for income has been assumed for purposes of this estimate.

2) 65+ DEDUCTION: Assuming that the 65+ filers have income to take advantage of the deduction in the bill, the 65+
income tax deduction growing by inflation is estimated to lower SGF revenue by $67.6M in FY28, $68.6M in FY29 and
$69.7M in FY30. The bill allows taxpayers aged 65+ to take a deduction in tax year 2027 equal to that of the standard
deduction of a single filer (currently $12,500 + annual inflation) in addition to the standard deduction and a retirement
exemption of $12,000. The revenue loss associated with this deduction is assumed to take place when tax returns are filed
and the deduction is claimed by taxpayers.

Note: This reduction will also reduce 1% of income tax collections retained and normally reverted by LDR as SGF; if not
reverted, it would become an SGR reduction.

REVENUE EXPLANATION

EXPENDITURE EXPLANATION

Reduces the rate of the individual income tax and authorizes an income tax deduction for taxpayers sixty-five years of age
and older
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RE -$377,900,000 GF RV See Note Page 1 of 1
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