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FUNDSAFFECTED: X GENERAL IMPACT: State & Locd
DEDICATED
FEDERAL
STATE IMPACT FY 2000 FY 2001 FY 2002
State Revenues (10,900,000)

State Expenditures

Net | ncrease (Decr ease) (10,900,000)

Summary of Legislation: (A) Thisbill provides that aresident of Indianawho is serving outside Indiana
on active duty in the armed forces of the United Statesis entitled to an adjusted grossincome tax deduction
equal to the entire amount of the income received during the taxable year by the individual for the active
service. (B) Thebill aso providesthat anindividual or the individual's surviving spouse who is not entitled
to this active service deduction is entitled to an adjusted gross income tax deduction for the first $6,000 of
income received for military service. (Current law provides a $2,000 deduction.)

Effective Date: January 1, 2001.

Explanation of State Expenditures. The Department of State Revenue (DOR) will have some
administrative expensesto revisetax forms, instructionsand computer programsto incorporate theseincome
tax deductions. These expenses can be covered in the Department's existing budget.

Explanation of StateRevenues: Theadditional revenuelossfromtheseincometax deductionsisestimated
to be $10.9 M in FY 2002.

This bill provides two income tax deductions for individuals with military service income. (A) The first
deduction is for an Indiana resident who is serving in active duty outside the state. The bill provides an
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income tax deduction for the entire amount of income earned for military service. (B) Thebill alsoincreases
the current military servicededuction for all other taxpayerswho receivemilitary serviceincome and are not
entitled to the first deduction. The current deduction is $2,000 and is increased to $6,000. Both deductions
are effective for tax years beginning January 1, 2001.

(A) According to the Department of Defense there are currently14,777 Indianaresidentswho are serving in
active duty outside the state of Indiana. It is estimated that the complete exemption of their income, net the
current deduction, would reduce Individual Income Tax revenue by $8.2 M in FY 2002.

(B) Based on the 1997 DOR Individual Income Tax Statistics, approximately 35,200 taxpayers claimed the
current deduction. Theseindividual sdeducted approximately $69 M in adjusted grossincomewhichresulted
in arevenue loss of $2.3 M in FY 98. The additional $4,000 deduction for all other taxpayers who have
military serviceincomebut are not entitled to thefirst deduction isexpected to reduce I ndividual Income Tax
revenue by approximately $2.7 M for FY 2002 and years after.

Individual Adjusted Gross Income Tax revenue is deposited in the General Fund.

Explanation of L ocal Expenditur es:

Explanation of Local Revenues. Counties with alocal option income tax will experience a minimal
reduction in their local option income tax revenue.

State Agencies Affected: Department of State Revenue.

L ocal Agencies Affected: Countieswith alocal option income tax.

Information Sources: Indiana Department of State Revenue; Department of Defense- Manpower Data
Center, Mike Dove, (831) 583-2400.
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