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Proposed law provides a state deduction for disaster-related casualty losses allowed on a taxpayer’s federal tax return for the
same year. Applies to losses which arose in the presidentially declared Hurricane Katrina disaster area on or after August 29,
2005 as a result of the hurricane or the Hurricane Rita disaster area on or after September 23, 2005 as a result of that 
hurricane.

Effective for all taxable periods beginning after December 31, 2004.

There is no anticipated direct material effect on governmental expenditures as a result of this measure.

The Department of Revenue estimates the state revenue loss from this new deduction from estimates of the federal tax loss
developed by the Congressional Joint Committee on Taxation with regard to the Katrina Emergency Tax Relief Act of 2005. 
The federal tax loss from casualty losses is $1.089 billion in 2006 and $1.259 billion in 2007. These tax loss estimates were 
grossed up to a casualty loss estimate by assuming a 15% effective average federal tax rate, resulting in $7.260 billion of 
loss in 2006 and $8.390 billion of loss in 2007. Louisiana’s share of these losses is estimated as 66% of the total (Hurricane 
Insurance Information Center), resulting in estimates of Louisiana casualty loss claims of $4.7 billion in 2006 and $5.5 billion
in 2007. If these levels of casualty loss were deducted from Louisiana tax returns, the potential state income tax revenue 
loss is $141 million in 2006 and $165 million in 2007 (at a 3% effective average state tax rate).

Since these casualty losses will reduce federal tax liabilities and those liabilities are deductions on the state return, state tax 
liabilities will increase due to this interaction. The estimated state tax revenue gain from this is $21.5 million in 2006 and 
$24.9 million in 2007 (66% of the federal revenue loss estimates at a 3% state tax rate). The net effect of these two 
processes is a state revenue loss of $119.5 million in 2006 and $140.1 million in 2007.

These estimated losses represent real losses to the baseline revenue forecast. The revenue forecast does anticipate the tax 
revenue associated with taxpayer income that the deduction of this bill would affect. Thus, the bill will result in a substantial 
loss of state tax revenue. While some tax payers may not have sufficient state tax liabilities to fully benefit from the new 
deduction provided and thus, the revenue loss estimates above may be overstated, the federal loss estimates from which 
these state estimates were derived only reflected hurricane Katrina. Additional losses will result from hurricane Rita.
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