


Senator Burke
Representative Jensen

GENERAL FUND TAXES/LITIGATION

Motion:
Move to modify the bill as follows:
a, SIPD Lawsuit Settlement:

(1) Create a one-time GPR sum certainappropriation under the Departmient of Employe
Trust Funds (ETF) to pay the costs of the special investment performance dividend (SIPD)
lawsuit settlement agreement and’ provide $215,000,000 GPR in 199?~98 for this purpose
Provide that the appropriation sunset on June30,.1998. S

(2) Increase estimated expenditures from ETF’s retired employes benefits supplement
“sum sufficient appropriation by $2,022,900 GPR in 1997-98 and $2,733,100 GPR in 1998-99 to
- fund the resumptzon of suppiemental benefits on November L, 1997 to annmtants retzrmg before

(3) Provide $1 000 000 GPR annually - in  the “Comimittee’s supplemental -GPR
appropriation for possible release to a new appropriation to be created by separate legislation
-dealing with additional supplemental payments to certain aninuitanits who may receive a rcduct;on
in thexr current’ annmty level as-a-result of the prowsxons of" the lawsuzt settlemf:nt

-bQ Informatwn '{‘echrwiagy Fun&mg (Paper #714 Altemat:ve 6) Delete the
Governor’s' recomimendation, but provide expenditure’ authonty for existing’ program revenue
appropriations. Also, provide GPR funding for all of the following projects: :

LR ST s e 1‘99.3»‘99
Current Masterlease E
Milwaukee Refund Inquiry $16,000 $16,000
- PC Hardware and Software e . B8.BOO . 88,800
_ Total Masterlease L $104 800 $104,:800
AT T'raining Center - . S ._$3-,50§_)_ . 827,800
 WangtoWord . . 163400 184900
Applications Deveiopment _ _ 25000 0
IT Migration ) L 300,000 ' 300000"
‘Forms Production - 15000 2300
Total I’I‘ Pm;ects ' ST 8506900 0 $515; (}GO- -'
Total $611,700 " $619,800
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c. Revenue Field Auditors (Paper #100)
Revenue Fw!d Auditors (Aitematwe 4)

Modify the Gevemor s reccnunendatlon to provzde 3590 400 GPR in 1997-98 and
$658,800 GPR in 1998-99 and 12.0 revenue auditors beginning in 1997-98. Estimate additional
general fund revenues of $8,400,000 in 1998-99 due to the additional andit activities. .. In
addition, require DOR to prepare a report for the Committee on the activities of the new auditors,
the amount of revenue-that was generated by the additional staff and an analysis of the amount
that could be generated by further increases to the audit staff. Specxfy that the report would be
due on January 1, 2000. . .

Individual. Incume Tax Audlt Saftware (Altematlve 1)

Prov;de $£OS OO{} GPR in 1997~98 and $80 900 GPR in 1998-99 to: purchase mdzvxdaal
income tax software. Esmmate addmonal general fund revenues (}f $2 :mlhon ammaliy

de integrated '}Z‘ax System (Paper #101, Alternative 1):. Prc}vxde $£ 257, 106 GPR
in 1997-98 and-$203,500 in. 1998-99 for: DOR to contract with a pnvate vendor to develop and
: _1mplement an mtegrated tax: proc:essmg sygtem in:the Department Place the _fundmg in the Joint.

- Committee on Finance’s upplemental appropriation. Require the. Department to submit a: pimz--'.-. Fia

for development of an integrated tax system to the Committee for its. approvai before the funding

~can be re}easeei from the Cemrmttee s appro_{mauon L

& Sales’ 'rgreements Wlﬂl Blrect Marketers (?aper #iﬂZ Aitemative 2a and
2b): Adopt the Govemer.;.s recommendation. wzth the following modifications: (a) remove speczﬁc
references to tax collections and quarterly payments. This alternative would provrde ‘broader

- authority for DOR to enter into agreemants with direct marketers about:state and local sales and
. use taxes; and (b). spec‘fy;-that DOR: could not impiement any sales and use tax agreement 1f thc
terms. of the agrecmej____ _do' niot. conform to state law... T R LR

L Saim Tax on Com—(}perated Laundrxes (Paper #164 Altematlve 3) Mamtam S -

‘current iaw

g. Sales Tax on ’i‘e!ﬁphnue Answering Serv:ces (Paper #*105 Alternatwe 3
Adopt the Govemcr s recommendation with modifications to: (a) impose ‘the sales tax on services
that consist of recerdmg telecommunications messages” rather than takmg messages by
telephone”; (b)’ delete the portion of the bill that would impose the tax on services that consist
of recording messages for a pa.rncuiar person into a central computer data base’ and ‘activating
those messages for that person when the computer is accessed for the messages {c) specify that
the exclusion for services that are incidental to another service would apply enly if the other
service is not: taxabie, and (d) prov1de a cross reference to clarify that the current definition of
“incidental” under the sales tax statutes would apply to this provision. A sp&mﬁc exclusxon for
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burglar alarm and' security monitoring $érvices  would not ‘be provided. ~This option would
increase revenues by $1, 100 000 in 1997~98 and S&I 50{} GGO m 1998 99

h. ‘Sales Tax on Fabricated Bmlémg Units and Manufactured Bmldmgs (Paper
#106, Alternative 1): Adopt the Governor’s recommendation 'to modify the definition of real
property construction activities and to allow retailers of certain manufactured buildings to exclude
a portion of the gross receipts and sales price of such buildings from the sales'tax. ‘Specifically,
the retailer would have the option to exclude either: (a) 35% of the gross receipts or sales price;
~or (b) an amount equal to the gross receipts or sales price minus the cost of the matenals that
become an ingredient or component part of the building.

In addition, reestimate the fiscal effect to be a revenue loss of $830,000 in 1997-98 and
$1,130,000 in 1998-99. These amounts exceed the decrease estlmated in the i}lil by $I3O 000
in the first year and SZBO GGO in the seconci year : :

i. Sales Tax on Umversrty Food Contracts (Paper #107, Alternative 2) Modlfy
the current sales tax exemption for meals, food; food prodicts and beverages furnished in
accordance with any contract or agreement by a public or private institution of h;gher education

‘to provide ‘the exemption only if these items are furnished for purposes that are consistent with
' the institution’s- educatzonai mission. - In ‘addition, provide that the exemptlan could not beé used

" for purchases ‘of meals. by: facuity members and specxfy ‘that this provzsmn woald take effect on- L

~the day after pubhcanon of the bill, and first apply to contracts entered into on'or after that date.
This alternative would ‘inicrease sa}cs tax revenues by a rmmmai amount in 1997»98 and ‘an
estimated $1GOOO€} in 199&-99 ' = : e Rt

j.- o Reestimate Fundmg for the Eamed ‘Income  Tax’ Credrt (Paper #108,
Reestimate): Reestimaté funding for the earned income tax credit at '$78.7 million'in 1997-98
and $88.2 miliion in 1998-99. These amounts exceed the base funding level by $21,700,000 in
the first year and $31,200,000 in the second year. Compared to the bill, the rev;sed estimates
would increase funding by $3,200,000 in 1997-98 and $2§)G 000 in 1998-99. '

k. Individual Income Tax Treatment of Nonresidents and Part-Year Resxdents
(Paper #109, Alternative 2): 'Delete the bill provision: and adopt: DOR’s recommendation to
prorate the income tax brackets for nonresident and part-year resident taxpayers, based on the
ratio of Wisconsin ‘AGI to federal AGI, effective Janiary 1, 1997. o

L Internal Revenue Code Update (Paper #110, Alternative I) Adept the
provisions requested by the Department ‘of Revenue to update state tax’ references to the federal
Internal Revenue Code in effect as of December 31, 1996. “In addition, repeal the current
statutory prowsmras regardmg the state rnedxcal savmgs accaunt program

" 'Minor Policy and Technical Changes -« Tax Appeals Cﬁmm:ssmn Fﬂmg Fee

(Pa’per #}11 Reestimate): Increase” GPR-Earned by $9,500 ‘annually for Tax Appeals
Commission filing fees. e Cowmere e e
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n. Utility Tax on Personal Communications Services (Paper #113, Alternatives
1 and 2): Adopt the Govcmer s recommendation to spemfy that the transmenal -adjustment fee
would be imposed on persons that provide commercial mobile service (as defined by federal law)
with a modification to.specify that only persons licensed.-by. the FCC to provide commercial
mobile service would be subject to the transition fee.

s Adcpt the medzﬁcatzon rcquss’sed by the Dapartment of Revenue to speczfy zhat Ef an

_ .mterexchange company also provides conunercxai mobile service, the revenues used to caiculate

_the transition fee would. be limited to.the person’s activities as a commercial mobﬁe service
provider. :

0. Revised Definition of Cellular Mobile Radio Telecommunications Utility:
Modify the. current definition of a cellular mobile radio telecommunications utility ["a person
authorized by the Federal Communications Commission to provide domestic. ceilular radio
telecommunications service under 47 USC 154(1} Tto newly specify that such a ut;ilty would be
. aperson authorized by the Federal Communications Commission to provzde domestic cammermal

. ___.__ceiiular radzo teiecomunmauons serv;ce under 47 USC 154(1)

- p. - Mmcr Pohcy and '{‘echmcal Changes = Use Tax on Automoblles Used hy
- -Bealers (Paper #114 Modxﬁcatmn) Define actwely parﬁc1pates for purpeses of tkus_

i performs servu:es fﬁr the mcter vehxcic dea.iershxp, such as sales, accountmg, management ad

_.consulting, -for more . than . 500 hours in_a.taxable year for which. such person receives
compensation. "Actwely partlmpate“ would not include services. perfmmed {mly in the capac:ty
of an investor such as studying and reviewing financial statements or reports on operation of the
~~business, preparing or compiling summaries or analyses. of finances of the business for the
. investor’s own use, or monitoring the finances or operations of the activity in.a non-managerial
.. capacity. : :

In add;tmn modlfy the language to reaci “day—t()-day rather shan "daﬂy opefat_ié;;:_:éf}éha.
dealershxp '

o q. Increase ngarette Tax (Paper #115) {ncrease the c;garet;te tax ratc by an
- -additional 11¢ from the Governor’s recommendauon The. total tax rate. would be 60¢ per pack
effective on the first day of the second month after pu_bhcauon _Qf_ the budget act or September 1,
1997, whichever is earlier. '

I. ngarette Dnscount Rate Reduce the manufacturers and chstnbutors cigarette

: .;stamp discount percentags from-2.0% to 1.6% effective September 1, 1997.
T
=

5. Indwndual Income Tax -- Long~Term Care Insurance Deductien: Create an
. income tax deduction for.premium costs paid by taxpayers for long-term care insurance beginning
~in tax year 1998. Prohibit the premium costs for long-term insurance from being included as an
itemized deduction for purposes of calculating the itemized deduction tax credit.
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: t. . - Credit for Sales Tax on Fuel and Electricity Used in Manufacturing: Provide,
for tax years beginning on or after January 1, 1998, the tax c¢redit for sales taxes on:fuel and
electricity used in manufacturing under the individual income tax to allow owners, partners and
shareholders of businesses organized as sole. proprietorships, partnerships, and tax-option
corporations, respectively, to claim the credit... Require shareholders in tax-option corporations
- and: partners to claim the credit in:proportion to the ownership interest of each shareholder or
partner. Require the tax-option corporation or partnership to calculate the amount of credit which
could be-claimed by each-shareholder or partner and provide that information to: the individual.
Provide that the credit could only be claimed against the tax imposed on the business operations
of the claimant in which the fuel and electricity are consumed and, for shareholders and partners,
‘the: credit -could only be claimed against their pro-rated share-of income. . Provide that, if the
credit is not.offset against: income tax lability for the current year, the owner, partner or
shareholder of the business may carry forward the remaining credit for up to 15 years to offset
future tax liability.

u o Stip;}lement to Federal Hlstorzc Rehabnhtat;en Credxt Prowde that qualified
rehabilitation expenditures:would beeligible for: the: state: suppiement to the federal historic
rehabilitation: credit if either the physical work of construction or destruction in preparation for
construction begms after December 31, 1988. - - : :

Ve Tax Admmlstratmn Modzfy thc Govemer s recommendatxon {0 provxde_” -
$590 40{) GPR in 1997 98 and $658, 80{} GPR in 1998-99 and 12.0 revenue auditors (instead of
+-.5.0-positions) beginning in-1997-98. Estimate additional general fund:revenues of $8,400,000 in

1998-99 due: to-the additional audit activities (instead of $3,500,000). - In addition, require. DOR

- to prepare a report for the Committee on the activities of the new auditors, the amount of revenue
-that was generated by the additional staff dnd an analysis of the amount that.could be generated
by further increases to the audit staff.. Specify that the report would:be due on: January 1 2000.

Provide $105,000 GPR in 1997- 98 and $80,000 GPR in 1998-«99 to purchase incilvxduai
- income tax software : Gwlm o BEE L ieaediane st

Pravzde $1 257, 10{} GPR in 1997 98 and $2€)3 SGO in, 1998-99 for DOR to con‘iract wzth
pnvate: vendor to develop and. zmpiement an. mte:grated tax: procassmg ‘system in the
Department.- Place the funding in the Joint Committee on Finanee's supplemental appropriation.
Require the Department to submit-a-plan . for development of.an integrated tax system to, the
‘Committee for - its  approval before ‘the funding can be released from the. Committee’s
appropriation. :

Increase the funding for the Department of Revenue by $26,200 GPR in 1997-98 and
$1,096,700-GPR in 1998-99 for computer hardware and software to mplement the Department’s
information: technoiogy nngraUGn (IT) p}an : e _
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-’from that entity Wou}d be mc:luded on 1ts ewner s return

w.. - Adopt Federal Regulations for Single-Owner Entities and Impose Restrictwns
on W:thdrawaks fram LLCs by Certam Members = f :

Smgle Owner Entztzes Mc)ve to adopt federal ragalatmns that allow: smgle»fowner entities
“to be disregarded as a separate entity for federal income tax purposes to be disregarded for state
tax purposes, unless the entity elects to be taxed as'a corporation.” Specify that the owner would
be stbject to the tax on the entity’s income. - Provide that if a partnership is the owner of a
disregarded single-owner ‘entity, the entity’s information would be ‘included on the owner’s
statément that is requzred o be file:d wﬂh the Department of Revenue (DOR) .

Provlde that fcr thhhoidmg purposes, the owner; not the entﬁy, wou}d be: the empioyer"
“in a single-owner enuty thatis &sregarded as a separate ent;ty under-the internal revenue: code
- (IRC). s : : :

Specify. that, for purposes of a business registration certificate under the Tax Appeals
Commission ‘provisions, the person is the owner-in the case 0f a smgle-owner entity that is
- disregarded as'a ‘séparate éntity under the IRC." Provide that "person”. includes the owner ofa
* single-owrier entity that is disregarded as a separate entity under the IRC under the sales and-use
_tax provisions. Specify that, for purposes of the sales tax return that:is required to: be: filed by

-aseller, if a single-owner entity is disregarded as a separate entzty under the IRC Ehﬁ mformauon_ o

Spec:fy that a smgie-owner entzty that is dz,sregarded as'a separate entzty for state income .

“and franchise tax purposes; would be distegarded as a separate ‘entity for purposes of ‘the

- temporary recycling surcharge. - Provide that the information: from: that entity be ‘included: in

" computing the surcharge on the owner’s return. Include an entity treated-as-a partnership under

“the IRC under the definition of partnership for purposes of the temporary recycling: surcharge and
aicohoi beveragcs tax.

Deﬁne partnershlp, for state income and franclnse tax purposes, to mclude hnnteci hablhty S
companies (LLCs) and other entities that are treated as partnerships under the IRC. Speczfy that -

e ‘partnership “does: not’ mciude pubhcly traded partnershxps treated “as corporations for ‘state

- ¢orporate tax purposes; Modify the definition of corporation to 1nc}ude any other entities ‘treated

““ag'corporations under the classification election regulations of the IRC. Specify that a single-

‘owner entity that is disregarded as a separate entity under the- IRC would be- disregarded as a

" sepdrate entity for state corporate tax purposes and its owner would be subject to ‘tax on the
entity’s income. SRR

- LLC Gift Memberships. Specify that if an. LLC member acquired an interest for no or
~"nominal consideration; the member may withdraw from the LLC ‘only in accordance with'the
operating agreement and only at the time or upon-the occurrence of ‘an event specified in the
operating agreement. Provide that if the operating agreement does not specify such time or
event, the member may not withdraw, prior to dissolution and commencement of winding up,
without the written consent of all members of the LLC.
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Specify that these provisions would take effect beginning with taxable years on or after
January 1, 1997,

X. Miscellaneous Tax Provisions: Create an exemption from the sales and use tax
for medicines furnished without charge to ‘a physician, surgeon, nurse anesthetist, advance
practice nurse; osteopath, denfist, podiatrist or optometrist if the medicine may not be dispensed
without a prescription. Specify that the exemption would take effect on the first day of the
second month beginning after publication of the bill.

Create a sales and use tax exemption for raw materials used for the processing, fabricating
or manufacture of, or the attachment to or incorporation into, printed materials that are
transported and used solely outside the state. Repeal the current provision which excludes from
the definition of taxable "storage” keeping, retaining or exercising any right or power over raw
materials by a publisher or printer of printed materials for processing or fabricating or for
manufacturing into, attachment to or incorporation into printed materials to be transported, and
thereafter used solely, outside this state. Specify that these provisions would take effect on the
first day of the second month beginning after publication of the bill.

2,

/y/ ) Exclusion for Capital Gains on Business Assets Sold to Family Members:
Proviéé“’fféompiete exclusion for long-term capital gains realized on the sale of business assets
‘and assets. used in farming to a family member that were hcid for more than one year, mcludmg
gains on propeity used in the ordinary course of business as defined under the internal revenue
code, effective January 1, 1999. Provide that farm assets would include shares in a corporation
or trust that meets the same standards that currently allow a corporation or trust to carry on
farming operations in the state. Specify that an eligible family member would include a person
who is related by blood, marriage or adoption within the 3rd degree of kinship. Provide that
amounts treated as ordinary income for federal tax purposes because of the recapture of
depreciation or for any other reason would not be included in this provision. Specify that the
capital gains exclusion under this provision would be applied after all capﬁ:aE gams and losses
have been netted :

. /- Working Families Tax Credit: Create a nonrefundable credit equal to a
SFS net tax liability for taxpayers with adjusted gross income up to $18,000 if married-
joint and $9,000 if single or married-separate, effective with tax year 1998. Provide that the
credit would phase out over the next $1,000 of income. Specify that only full-year resident
taxpayers and taxpayers who can not be claimed as a dependent on another taxpayer’s return.
would be eligible for the credit.

aa.  Delay School Aid Payment: Delay payment of $50 million of general
equalization aids in 1997-98 to the fourth Monday in July of the following year on a permanent
basis, which would be reflected in the four quarterly payments to school districts. Specify that
school districts would record this July aid payment as if it were received in the prior fiscal year.
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Note:

The following table ou-tlines the biennial fiscal esiimatas_._f_{if'thése provisions compared
‘to the bill. The figures for the increased cigarette tax are compared to the 52.5¢ tax rate already
- adopted by the Committee.
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Department of Revenue
Information Technology

Field Auditors

Audit Software

Integrated Tax System
Information Technology Migration

General Fund Taxes
Taxation of Interstate Telecommunications
Sales Tax on Self-Service Laundries.
Sales Tax on Telephone Answering Services
Sales Tax on Fabricated Buildings
Sales Tax on University Food Contracts
Reestimate EITC
Income Tax: Nonresident and Part-Year Residents
IRC Update
Tax Appeals Commission Filing Fee
increase Cigarette Tax to $.60 Per Pack

Cigarette Distributor’s Discount

Long-Term Care Insurance Deduction

Working Famities Tax Credit

Historic Rehabilitation Credit

Credit for Sales Tax on Manufacturing Electricity

Sales Tax Exemption for Samples of Drugs to Physicians
Sales Tax for Raw Materials Used in Printing

Pension Litigation
Payment of Pension Litigation
Shift of School Equalization Aids Payment
ETF Annuity Payments

TOTALS

$1,370,700
-440,100
1,455,100
1.50

-2.50

728,900
4,900,000
7.00

185,000
4,000,000

1,460,600

1,122,900

1,800,000
-5,100,000
-360,000
100,000
3,400,000
6,700,000
-6,000,000
19,000
56,900,000
2,800,000
1,900,000
-3,000,000
-25,300,000
176,400
-1,800,000
-530,000
-800,000

215,000,000
30,000,000
6,756,000

$182,824,100
35,412,500
-1,455,100
8.50

-2.50

GPR
GPR-REV
PR

GPR FTE
PR FTE

GPR
GPR-REV
GPR FTE

GPR
GPR-REV

GPR
GPR

GPR-REV
GPR-REV

 GPR:REV

GPR-REV
GPR-REV
GPR

GPR-REV
GPR-REV
GPR-REV
GPR-REV
GPR

GPR-REV
GPR-REV
GPR-REV
GPR-REV
GPR-REV
GPR-REV
GPR-REV

GPR
GPR
GPR

GPR
GPR-REV
PR
GPR-FTE
PR-FTE




Senator Wineke

GENERAL FUND TAXES/LITIGATION

Motion;
Move to delete the following items from motion #9700.

Department of Revenue
Information Technology $1,370,700 GPR
-440,100 GPR-REV

Integrated Tax System 1,460,600 GPR
Information Technology Migration 1,122,900 GPR
Gener3l Fund Taxes
IRC Update -6,000,000 GPR-REV
' Long-Term Care Insurance Deduction - -3,000,000" GPR-REV
- 'Working Families Tax Credit -25,300,000: GPR-REV
Credit for Sales Tax on Manufacturing Electricity 1,800,000 GPR-REV
Sales Tax Exemption for Samples of Drugs to Physicians -530,000 GPR-REV
Sales Tax for Raw Materials Used in Printing ~800,000 GPR-REV

Pension Litigation
Shift of School Equalization Aids Payment -50,000,000 GPR

Other 8,000,000  GPR-REV

In addition, increase the cigarette tax to 62¢ effective July MO#, 6?7493
1, 1998, and transfer, on a one-time basis, $25 million of 1997- JEﬁSEN

98 school aid payments to July 1, 1998, OURADA
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Paper #714 1997-99 Budget April 30, 1997
M

To: Iq_i_nt'f Committee on Finance

From - Bob Lang, Director
Leglsianve Fzscal Burcau

ISSUE
Informat:on Technoiogy Fundmg (Revenue - Tax Adnumstrat;on}
[LPB Summaxy Page 513 #5 Page 515; #8 Page 519, #17]
(_:_UI&REN’I‘-LAW -
Base level fundmg in 1997-98 for information technology infrastructure is $556,800 GPR,

~ $274,100 PR ‘and-$35,100 SEG. 'In addition; 1997-98 base’ funding of $I{}O 000 SEG and 2.0
SEG positions is provided for administration of the Lottery. : .

GOVERNOR

“Provide expendlture authomy of $’7I4 100 PR in- 1997-98 and $683, 9(}0 PR in 1998 99
to fund information technology (IT) expcndlmres A separate program revenue appropriation
would be created to fund cxpendxtures on technoiogy for tax collection, tax ad:mmstrauon, state
and local finance responsibilities; and expcnéxmres for which general purposé revenues would
otherwise be necessary. The source of revenue for the new IT appropriation would be 75% of
the year-end balance in the delinquent tax collection (DTC) administration appropriation and 75%
of the year-end balance in the’ newly«»created real estate transfer fee audit appropriation. The new
IT appropriation would be the primary source of funding for the Department’s additional IT
expenditures for the 1997-99 biennium. The total amount transferred to the new IT appropriation
would be an estimated $908,800 in 1997-98 and $411,600 in 1998-99. Expenditure authority of
$611,700 in 1997-98 and $619,800 in 1998-99 would be provided from the new IT appropriation.
The remaining funding of $102,400 in 1997:98 and $64,100 in 1998-99 fcr information
technology would be provxded from existing appropriations. L
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. DISCUSSION POINTS =~
Real Estate Transfer Return Audits

1. As noted, one source of program revenue for the IT appropriation would be funds
from a new real estate transfer fee audit appropriation. The bill would provide $106,800 PR in
1997-98 and $116,800 PR in 1998-99 and 2.5 PR positions in each year to convert the funding
source for auditing real estate transfer returns from GPR to PR. The action would shift 1.0
revenue auditor and 0.5 program assistant position from GPR to PR and create an additional 1.0
PR revenue auditor position. - The positions would be used to audit real estate transfer returns.

A new PR appropriation would be created to fund the audit activities. The source of
funding would be amounts attributable to the Department’s audit activities less $424,600 and
refunded overpayments.  In addition, amounts received from sales of information from real estate
transfer returns:would: provide.funding. for the -appropriation. (Currem law authorizes the
Department to sell information from real estate. transfer returns concerning street addresses, sales
prices, dates of sales and types of: ‘conveyances.)- At the end of each fiscal year; 10% of fiscal
year expenditures and the amount encumbered during the fiscal year would be retained in the
.appropriation balance. Of the remaining year~end balance, 75% would be transferred to the new
i ET program revenue appropnation and 25% wcuid be éepcs:ted in thc general fund

_Under the bill, it is estmzated that the amount that weuid be transferred to the I’i‘
“appropriation would be $67; 100 in. 1997-98 and $140,000 in: 1998—99 ‘The esu;nated éeposzt to
the general fund would' be $22,400 in }997—98 and $46,700 in 1998- 99 e

2. In fiscal year 1995-96, 225 000 real estate transfer returns were filed, including
about 73,000 exempt transactions. The Department has I. 0 revenue auditor pemanently involved
in auditing returns. Conveyances are selected for audit based on value as well as to verify
- exempt status. One auditor is able to. cenduct between: 400 to: 600 audits a year Table 1 shows
. annual audit assessments and coliecnons fcr the last fonr fiscal years : o

ABLE 1

: Reai Estate Transfer Fee Aud:t Coliectlons
(Flscai Years 1992—93 Throngh 1995*96)

Totai Tax, Interest | : . State

Fiscal Year _ and Penalties . ... County.Share Colleczioné
1992.93 | sse4s00 . 113000 . $451,600
1993-94 506,700 102400 . 404,300
1994-935 529,600 106,400 C 423200
1995-96 527,500 106,100 421,400
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3. Under the bill, it is estimated that the additional auditor-and program assistant
positions along with implémentation of scanning of real estate transfer fee returns would generate
an annual increase of $212,000° in audit cellections. ~The real estate transfer fee audit
appropriation is set up so that $424,600 (the approximate average annual collections for the past
four fiscal years) would continue to be-deposited in the-general fund and the-additional revenue
- generated from the increased audit actzvxtzes would fund both real estate transfer fee audxts and

the new’ IT appmpnauon L IS c

Assnmmcr tbat the auditor and support. staff would generate addzt;(mal revenue raises a
significant budget issue: Implicitly, this could be interpreted as meaning that additional revenue
could consistently be generated by hiring an additional auditor..-However; at some point, one
would expect that the additional revenue would begin to diminish until the cost of an additional
auditor position would exceed the revenue that could be generated by the position. The bill
provides $41,400 in full year salary and fx“inge‘ benefits for the new auditor position.

The estimated additional revenue from the increased audit activities ($212,000) represents
“a 50% increase over current average audit collections.  DOR would argue that this is-a reasonable
+estimate for a number of reasons. : Curfently, one auditor generates an average of $424,600. from
400 to 600 annual audits. This means that fewer than-1% of real estate transfer returns are

| ':.'-audxted each: year to generate over $40€} GGG m ccilﬁctions ’?hc addmonal audxtor, clerical

“position- and zmplcmentanon of scanning’ are expected to increase the number of ‘audits to range
from 2,000 to 2;500. Although this would represent a substantial increase in audits, the number
~performed would still be only slightly over 1% of total returns. It can be argued that this level
- of auditing would not exhibit sharply diminishing returns. Therefore, the total number of audits
conducted would be at a level which should result in a 50% increase in collections: Szrmiar}y,
assigning two auditors and a clerical position to audit a tax with about $30 million in annual
collections would likely put staffing at level that would generate additional collections that would
- more than offset additional expenditures. In addition, an estimnated $100,000 in program revenue
in 1998-99 would be produced frorn charges for access to and the sale of mfermauon from real
“estate transfer remms e HENE X T

" However; itis possible that additional audit activities would not-generate above average
collections each year. Total real estate transfer fee collections can. fluctuate from year to year.
For example, real estate transfer fee collections decreased 5.1% from $29.3 million in 1993-94
+to $27.8 million in 1994-95, Similarly, audit collections decreased from $451,600 in 1992-93
to $404,300 in 1993:94. Consegtiently, in some years,; the revenues. generated from. the. audit
activities might not be sufficient to fund-expenditures from the real estate transfer fee audit
appropriation and to provide funds to transfer to the information technology appropriation. Also,
there 4ré no specific agreements between DOR and other agencies for access to information from
returns. Therefore; estimates of the additional revenue. from the sale of real estate transfer fee
return mformatmn are specﬁiatxve : RRTERETIy : :
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 4.¢.0 As -an - alternative,  the .Committee may - wish to . delete the Governor’s
recommendation and, instead, fund the positions with GPR.. The-additional audit collections.and

" any income from the sale of information would be placed in the general fund. - This would ensure
the positions- would be funded even if additional audit assessments and. other sales .were

insufficient. - To implement this alternative; program revenue fundmg for the audit positions and

- the appropriation for auditing real estate transfer retumns would be deleted. In addition, the bill

would be modified to provide $37,200 GPR in 1997-98 and $47,200 GPR in 199899 and 1.0
GPR position beginning in 1998-99. It is estimated that the additional audit collections would
be $212,000 each year and sales of information would generate $100,000 in 1998-99. Under this
alternative, there would be no funding directly. provided from transfer fee audits for. the
information technology projects that are included in the bill.: -~ R :

Delinquent Tax Collection System -

1. The 9mnary source of program revenue: for. the recommended IT appropnanen is

“funding that would be transferred from the delinquent - tax “collection (DTC) administration
- appropriation. - The Department’s delinquent tax coﬂec{zon activities are funded- from  this
-.appropriation.. The source of revenue for the appropnanon is a delinquent tax fee- wmch_ 18 _
~ annually- assessed to each new dehnquent account.. The fee is.the greater of $35 or 6: 5.__a;i)f IR
- -deimquent tax lzabxhty (The fee was increased: to thzs level from $25 or 4.5% of the delmquent :
‘balance in 1995 Wisconsin: Act 27, the 1995-97: budget.) Base level funding of $9,679,300 PR
- and 158:90 PR ‘positions. ate provided-throughthe appropna&on - The bill: would-increase

expenditure authority to $9,968,500 PR in 1997-98 and: $9 970,100 PR in 1998-99 and: posmon

-authonty to 174 0 PR posmens in each year

w2 The  provisions - of the bﬂl would char;ge the delmquent tax collectxon
administrative appropriation from a continuing to an anpual- appropriation. - The' -appropriation

Janguage would be modified to provide that, at the end of each fiscal year, 10% of fiscal year -

expenditures and the amount encumbered during the fiscal year ‘would be’ retained -in. the

- appropriation balance. Of the remaining 'year-end balance, 75% would be transferred to the new

program ‘revenue - appropriation that would be used: to fund the Department’s 1nformatmn'=-. =

) technolcgy expemses and 25% would be deposued in the generai fund.

~ Under the bﬁ} the estxmated amount that would be transferred to the new. IT apprepnatmn
would be $841,700 in 1997-98 and $271,600in 1998-99. The esnmated deposﬂ to the genera}

: ftmd wouid be $280 500-in 1997 98 and $90 500 in 1998-99. 1

3. The estlmated amounts- that would bc transfe;red to the I’i‘ appropnaﬁon and

~deposited-in the general fund are based on revenues projected for the delinquént tax collection

administration appropriation in DOR’s budget request. Since that time, the Department has
reestimated appropriation revenues for 1996-97, 1997-98 and 1998-99. Table 2 shows projected
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-revenues, expenditures and the year-end-balance in the appropriation using the revenue
reestimates and the expendltures (mciudmg :eserves) authorized. in the bill.

: TABLE 2

thnquent 'I‘ax System Admmlstratmn Appropmatwn

I997~98 L _ 1998-99

Opening Balance _$377700 '5$43§,1G'0'_
Revenues . 10,183,200 10,692,400

Total $10,_f_560,900 h $11,129,500
Expenditures _ _ $9.968,500 $9,970,100
Reserves - 185300 321,800

Total " $10,123,800 © $10291,900
Balance e e "-$43?,100‘- S $837,600

- The tablc shows that the DTC fee co]lecuons are estzmated to be sufﬁczant to fund all the -

'-expendxtures from the DTC apprapnatwn that are included in the bill. The estimated. yearuend
. balances in the appropriation would be $437,100 in 1997-98 and.$837,600 in 1998-99. . These
balances ‘would not be sufficient to provide a carry-over: ‘nalance equal to.10% of fiscal year
expenditures (31,012,400 in1997-98 -and: $1,029,200 in 1998-99) as is required under the bill.
As a result, no funding could be transferred unless the appropriation carryover provisions. of the
bill were changed. However, such changes would reduce each of the year-end balances below
- alevel that was: deemed appropnate under the bxll e e e

BRI It cm‘tki be argued that convertmg the DTC adnnmstr&txon appropnauon to an
annual appropnatm and transferring amounts from the appropriation to fund other. activities is
an inappropriate use of those: funds. The delmq‘aent tax fee and appxopnatwn were spamﬁcally
- jmplemented to fund the i)epartment s dehnquem tax: collectxon activities. The fee was originally
set and then increased to a level that was viewed as necessary to fund these activities. - Diverting
some of the fee revenues to fund other expenéltures could create pressure to m_craase the fee
beyond what is reasonable to fund delinquent tax collection activities. -At some.level, the
delinquent tax fee would act as a disincentive to settle delmquent accounts. Moreover, as shown
in Table 2, fee revenues are-only sufficient to fund ongoing delinquent tax collection activities
- and provide balances that would be léss than 10% of annual expenditures. Finally, it.may be
argued that the lapse to the general fund is unnecessary since collection activities generate
general fund revenues. From this view, the delmquen{ tax adxmn;strauon appropnanon should
remain unchangsd o S et .
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-On the other hand, one could argue that funding IT expenditures from delinquent tax fees
would be appropriate because the delinguent tax system benefits from the general administrative
services provided by the Department. Further, improving the Department’s automated systems,
such as the word processing system, would benefit delinquent tax collection activities. The IT
enhancements would also improve the Department’s training center which would provide training
services for delinguent tax: system: (DTS} personnel. - From' this view, information technology
upgrades inerease the efficiency of all Department programs. As a result, it is appropriate to
charge the Department’s programs for those services. Finally, even if revenues transferred to the
IT appropriation would be insufficient to fully fund the Department’s IT requesis, the
appropriation establishes a rnechamsm to convert the funding source for Department IT expenses
from GPR to program revenue. If sufficient revenues would be generated durmg the biennium,
the Department could request the additional IT funding under s. 16.515 of the statutes.

5. As noted, based on current revenue ' estimates, the DTC administration
approprzauon would not have sufficient- year-end balances to provide for carry—over balances
equal to 10% of fiscal year expenditures and to transfer funding to the IT appmpnanon i3 the
Committeé wishes to provide funding for IT expenditures, the appropriation balance carryover
provisions could be modified or eliminated. Any number of modifications could be. ad_op_ted_that
would transfer amounts to the IT appropriation. However, the only way to fully fund all of the

R -;_authonzed expenses: from the IT -appropriation in both " fiscal years would be to reduce DTC'.__ -
o expenses as described below and to transfer the entire year-end batance in the DTC appropriatmn"

- in each year to the IT appropriation. This would be necessary regardless-of the medzﬁcanons

“that'would be made to the real estate transfer return-audit-appropriation: Discussion: of yarious

- modifications to:the DTC administrative. approprzauen is’ mcluded in the fellawmg section
' concermng funding for IT pro_;ects IR - R

Each of these modzﬁcanons would reduce or eliminate the year-end balances. in the
appropriation. If actual DTC fee collections are less than projected, total funding for the
- appropriation could be insufficient to cover authorized expenditures. In- addxtmn, the amount of
' thc GPR lapses to.the genera}; fund would be reduced or. eimnnate:i R

& 6. One optlon for increasing the amount transferred from the appropn&uon tﬂ pmvzde

- funding for IT expenditures would be to reduce the delinquent tax administration expenditures

- authorized in the bill. The bill includes the foilowmg prowsxons that.are reiated to.the dehnquent
tax: adn'umstrat;on appropnat;on i o =

a - Provade $278 990 a.nd ’? 0 PR positions annually to convert 7.0 PR revenue agent
praject positions to permanent pesmens These positions are scheduled to expire on June 25,
1997. SRR

b.  Provide $84,300 PR and 2.0 PR positions annually and delete $84,300 GPR and
2.0 GPR positions to convert the funding source for field compliance staff positions.
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c. Provide $206,300 PR and 4.4 PR positions annually and delete $206,300 GPR and
4.4 GPR positions to convert the funding source for central compliance staff positions. -

7. .. Conversion of the funding:source for the field and central office compliance staff
from GPR to the DTC administration appropriation was based on DOR workload- apalyses-that
showed that the positions worked exclusively on delinquent tax collection activities. Therefore,
it was viewed as appropriate budget practice to fund these p{)smons with the delmquent tax fee.
- Moreover, the conversions would reduce GPR expendltuxes - R

8.- - The. DTS redeszgn pro_';ect was mztzated in the i991 93 biennial budget (1991
- Wisconsin Act 39) to: (a) replace an outmoded computer system that did not support modern
collection activities; and (b) generate additional revenue by increasing the productivity of revenue
- agents. - Act: 39 provided the Department with 4.0 applications. &evelepmeut project positions
- beginning in 1992-93, that: were authorized through June 30,"1995." ‘The 1993-95 budget (1993
Wisconsin Act 16) prowded an additional 4.0 applications developm&nt project positions for the
-redesign project, also authorized through June 30, 1995. In the 1995-97 budget (1995 Wisconsin
Act 27), DOR was authorized 7.0 PR applications éevelopment permanent positions to replace
the project positions and complete the DTS redesign and to- maintair the' automated delinquent
- tax system.. However, 7.0 PR revenue agent positions were converted from permanent to project
- ___:posmons and were scheduled to terminate on June 25, 1997 ’}Z'hese are the posmons that would L

be converted to permanent posztions under ti:e b}.il - : :

: 9. Onc way to reduce dehnquent tax coilecuon appmpnatzon expend1tures would’ be
- to: modify thlS provision. : However; DOR- would ‘argue - that all “of the revenue agent and
applications development positions would be pecessary to maintain or increase the level of
delinquent tax and fee collections and to provide for adequate implementation, support and
enhancement of the automated delinquent tax system: The Department ‘maintains that the
applications development staff is necessary to complete redesign:of the 'system which is not

- expected to be: completed in-all field offices until: June 30, 1998 “In addition, appl:catmns_

. development staff are necessary to- modzfy the computer system in response to frequent - law

-~ changes. Examples of recent changes mclude an increase in-the delinquent. tax fee,, electronic

filing of tax warrants and satisfactions, and use of collection: agencies for resxdent accounts. By
way of comparison, the individual income tax processmg system has SiX. permanent apphcatmns
development staff : _ e . .

. The Department- also notes that-the revenue agent positions are necessary to:generate
revenue to fund the delinquent tax appropriation. “The average delinquent tax collections are
$560,000 for field compliance agents and $1.39 million for central collection agents. Similarly,
average delinquent tax fee-collections are:about $76,000 per field agent and $152,700 for central
collection agents. The Department believes that elmnnation of any of the revenue agent posxtxons
‘would reduce delinquent-tax and fee collections.: S L T TR
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. -.'develepment pcs;tmns under s. 16 515 of the statutf:s

* Inits action plan regarding the position conversion, DOR: indicates that one alternative
would be to convert 4.0: of the revenue agent project positions to permanent positions and also
convert 3.0 of the existing applications development positions to revenue agent positions, This
would leave 4.0 applications development positions to implement, maintain.and enhance the
automated delinquent ‘tax system. - Under: this alternative, $159,500 PR and.4.0- PR positions
- would: be pmvzded to convert 4.0 revenue. agent pesmons from prOJeci to permanent gosme:ms

The action plan mc}xcates that thls aitematxve wzmid maintain or increase the Ieval of
revenues. However, DOR would argue that, because the applications development staff would
be reduced, automated system enhancements may not be made in a timely manner or GPR
funding might be needed to fund expenditures: related to implementation: ‘of significant law
changes in-the system..: The counter argument is. that 4.0 applications development staff would
- be sufficient to implement, maintain and enhance the automated: delinquent:-tax. system.

- Moreover, ‘staffing of ‘4.0 positions seems adequate when compared to 6.0"for the individual
income tax processing system.  In ‘1995-96; income tax collections were approximately- $4 2
© billien compared to: $73 million  total deimquent tax-collections. S;malariy, tthere are
approximately 2.7 million individual income taxfilers compared 16:311 70{} dehnquent accounts.
-~Finally, these:modifications could be made with the understanding that: if delinquent taxfee

~collections were sufficient, the Department could request authonty for the addxtzonal apphcaﬁans o

It shou}d be noted that reducing the D’FC adrmmstranon appropnation expend;tures under
~-this alternative ‘would: not generate -a- balance sufficient to-provide a carryover balance of 10%
" of fiscal year expenditures.- As a result, the carryover provisions would also have to be modified.

Informatmn Techno!ogy Fundmg

: ERRD PO ’I‘he bﬁi would Create a new. program revenue appro;matlon ‘to-. fund the_- o
Department s information technology expenditures. Total expencﬁture authority of $611,700 PR

in 1997-98 and $619,800 PR in 1998-99 would be provided from the- appropnanon The source’
“of revenue for the T appropnatmn would be estimated transfers of $908,800 in 1997-98 ‘and
- $411,600 in 1998-99 from the DTC administration appropriation and a-new real estate’ ‘transfer
fee audit appropriation. Of the total amnount of funding provided under the bill, an estimated
$841,700 in 1997-98 and $271,600 in 1998-99 would come from the DTC administration
‘appropriation. -'The real estate transfer fee audit. appro;matxon wouId prev;de an ‘estimated
$67 100 in 1997-98 and $140000 in 1998-99 S : : s

-2.' As is d;scussed above, because the revenue: for the DTC admlmstranon

“appropriation has been reestimated, amounts that could be transferrcd to the new IT appropriation
under the provisions in the bill would not be sufficient to fund all of the authorized IT expenses.
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3. The bill would provzde additional expendature authority from the I'T appropriation
for the following purposes : : .

a. o A total of 538’? 400 in 1997- 98 a;nd $364, I()O in 1998-99 would be prov1ded to
- implement part of the Department’s IT migration plan. Of the total expenditure authority for this
itern, $300,000 annually would be from the IT appropriation; the remaining $87,400 in 1997-98
and $64.100 in 1998-99 would be from other current program revenue appropriations.

b. Funding of $163,400 in 1997*98-&1}&&-184,9@0511 :1998-99 would be provided to
convert the Department’s current Wang VS 5000 word processing system to a personal computer
- based local area network (LAN). -

©C. Fundmg of $104, 80{) would be: provided annua&ly to fund maste;iease payments
' 'bcgun in 1996-97. .. Of the total, $16,000 would be provided for masterlease. payments. to
implement a refund inguiry -system in the Milwaukee . district office. The remaining $88,800
would fund masterlease payments to purchase computer hardware and software, including
personal computers, printers and network servers, to develop local area networks in two of the
. Department’s divisions:-that do not have LANs. Fiscal year 1998-99 is the last year of these
*- masterleases. : - s : e L o

d Fundmg of $40 m Wou}d be gro\rided in 1997 98 to purchase software wluch
would allow DOR apphcaﬂons development staff to perform testing on personal computers to
- avoid mainframe computer charges. ' Of the total funding provided, $25, 000 would be provided

from the IT a;)propnauon and the remmmng $15,000 - would- be -from - anothcr existing
appropnation : : : . S

‘e, A total of $3,500 in 1997-98 and $27, 800.in 1998.99 would be provided to
: -_purchase eqmpment fnrmture and too}s for the Department s computer trammg facﬁlty

f Fundzng of $15 000 in’ 1997-98 anci $2 309 in 1998 99 woulci be p:rowded to
.purchase an electromc forms deveiopment saftware package : g pmesn

: 4. DOR mcluded a hst cf de:c:l,smn ltem pnonty for GPR fundmg in xts I99’?~99
bzenmai budget request: which.could be used to establish a funding priority: for IT expenditures
if revenues in the IT appropriation are insufficient to fund all expenditures authorized in the bill.
-However, the Department has indicated that the firstpriority for funding. should be the $88,800
- and $16,000 annual amounts needed to fund the masterleases. The Department is: ‘bound to fund
these amounts and will be forced to absorb any unfunded amounts. Based on the biennial budget
request, subsequent priority would be as follows: (a) funding for the IT training center; (b)
funding to-convert the Department’s. word . processing  system;: (¢) funding for applications
. development testmg, {d) fundmg for the IT. ngxatxon plan and:(e)- fun&mg for forms production
software. . : . . S : o
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5. Expenditure’ authority c)f $102 400 PR in 1997-98 and $64,100 PR in 1998-99 is
provided for existing appropriations to  fund portions of the cost- ‘of . xmplemcntmg the
Department’s IT migration plan and applications development testing on persona} computers.
- Fhe Départment indicates that this fundzng could be used for. those purposes without the

- additional- ﬁmdmg that would be provided from the new IT appropriation.:- Consequently, the -
: Comnnttce may wxsh to approve this expendm}re authemy for. exzstmg PR appropnatzons

Smnmary and P‘osszble Madlf' catlons to Bdl
As dzscussed above there are several issues rclated to the Govemor S proposa} The

primary concern is that funding from the delinquent tax collection appropriation will not be
sufficient to cover the Department’s current. collection’ activities along with the proposed IT

expendxtures ‘In addition, it can be argued that it would ‘be more. appropnate to- fund the T
. Department’s IT costs with general fund revenue: than to allocate a. pomon of the apprapnanons S

A for dehnquent tax coliactmns and reai estate transfer fee audits for IT costs ol

’}f'here are a number'of aiternat;ve actions. the Comzmtte:e' coulé take c’encernmg fun&mg _

the Department’s IT expenditures.. Each could involve a number. of modxficauons to-provisions. . .. - :

S affecting the real estate transfer return audit appropriation, the DTC adnnmstrzmon appropnatmn g

and the fundmg source for IT expendxtures ’fhe fellawmg are posszbie optmns

S Adopt the Gevemor 8 recamendatlon Under thzs optx(m, the only fundmg that
~ would be available to fund IT- expenditures ‘would be an estimated $67,100 in 199798 and
$140,000 in 1998-99 that would be transferred from the real estate transfer return audit
appropriation. These amounts would almost fully fund the current masterlease comrmtments :
($104,800 annually). DOR would have to absorb $37,700 in costs in 1997-98, but 1998-99-costs

would be fully funded.’ Other expendxmres could be fundeci mtemally with GPR: In thxs ragard el
it shmzld be noted that the Department. lapsed $363 600 GPR in 1995-96. - On an annual 'aszs 5 S
this' amount could fund all of the expenditures authorized in‘the bill except for| the IT migr: tion -

and forms- production software ‘projects: - Also,. ‘because the IT approprxanon would be a -

continuing program revenue appropnatxon if DTC fee ‘and audit ‘revenue: exceeded current““" '

“estimates to increase the amounts transferred to-the IT- apprepnatmn DOR cotld use that revenie

“to fund additional IT expenditures. However, based on current estimates, there. wauld nothea

“lapse to the general fund of $280,500 in 1997-98 ‘and $90,500 in 1998-99, from the DTC =

" administration appropnanon ‘In addxtmn it wouid be nnhk;ely that" any funding woulﬂ ‘be

-~ transferred from the DTC adrmmstrauen appmpnatm because the reqmred 16% bafance waulci o

exceed $1 mﬂlmn each year =

g Modlfy the Govemor s reccnunen&anon to: delete the: regturemem thaz }(}% of :

fiscal year expendifures remain in the DTC adrmmstratwn appropriation and transfer the entire
balance to the IT appropriation. In addition, convert 4.0 rather than 7.0 DTS revenue agent -

positions from project to permanent positions. These modifications would transfer azhoﬂnts from -
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the real estate transfer audit and DTC administration appropriations that would be sufficient to
fully fund all the IT expenditures authorized from the IT appropriation. However, the GPR lapse
from the DTC administration appropriation would be eliminated. Moreover, if future DTC fee
revenues were less than pm;ected revenues could be msuffxment to fund both DTC and IT
authorized expenditures. . -

3 -Mcvéify the: Governor’s recommendation to delete the requirement-that 10% of
fiscal year expenditures remain in the DTC administration appropriation. Instead, retain $200,000
annually in the appropriation and transfer the remaining balance to the IT appropriation. -These
modifications would provide an annual balance of $200,000 in the DTC administration
appropriation which could be used to offset fluctuations DTC fee revenues. In addition, there
would be sufficient funding in the IT appropriation to fund the Department’s masterlease
commitments as well as the IT training center, Wang to Word conversion and applications
development testing projects. Total expenditure authority for these projects would be $296,700
in 1997-98 and $317,500 in 1998-99. Again, other expenditures could be mtemally funded and
- the Department could make additional expenditures from the IT appropriation if revenues were

sufficient. Under these modifications, the DTC lapse to the general fund would be eliminated.

Also, the required balance of $200,000 would represent less than 2% of fiscal year expenditures;

in general, appropriations. with statutonly set balance amounts requzre that 10% of ﬁscal year
“expenditures be retamed : o SO s - o

4. Delete the Governor’s recommendation. except.for IT funding from existing
program Tevenue appropriations. Instead, provide. $37,200 GPR.in 1997-98 and $47,200 GPR
in 1998-99 and 1.0 GPR position for auditing real estate transfer fee returns. Provide that
amounts received for the sale of mformatlon from real estate transfer fee returns be placed in the
general fund. Under these pr0v151ons “no changes would be made to the current DTC
appropriation. The expenditure and’ position authority prowded in the bill would be included.
The bill would be modified to provzde an additional position and fund real estate transfer return
audit activities with GPR. All revenue from the' additional audits and the sale and accessing of
return information would be plaeed in' the general fund Flmdmg for the Department s IT
projects could- be mternaliy realiocated as noted the Degartment iapsed $363 600-GPR i in 1995-

6.

5. As a final alternative, the Commitiee could delete the Governor’s recommendation,
- except for the existing program revenue: funding, and fund all or some of the Department’s IT
expenditures: with GPR.. It could be argued that this. would be the appropriate funding source
because the I’I‘ proyects would contribute to the Department $ genera;l tax adnumstratwn activities.
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- ALTERNATIVES T(} BILL

1 Approve the Gﬁvernor s recammendauen to create a separate program revenue
appropriation to fund expenditures on technology for tax collection, tax administration, state and
local finance responsibilities, and expenditures for which general purpose -revenues would
otherwise be necessary. Provide that the source of revenue be funding transferred from the DTC
administration appropriation and a new real estate transfer fee audit appropriation. Modify
‘expenditure authority for the IT appropriation to provide. $67 100 in 1997-98-and $14() 000 in
1998-99 to fund the cost of masterleases . S

 Alternative 1 | GPR PR
1997-69 REVENUE (Change to Bil) - $371,000 )
- 1997-99 FUNDING (Change to Bill) _- - $1,024,400
2. Modify the Governor’s recommendations as indicated in #2 (page 10) abeve

Also, approve expendxtnre authonty for existing program revenue appropnatxons

Alternative 2 o GPR -~ PR |
1997-99 REVENUE (Change 1o Bill -$a71,000
1997-99 FUNDING (Change to Bill) S - $238,800
1998-99. POSITIONS (Chanige to Bil) T 300
3. Modlfy the Govemor s recornmendamons as mdxcated in #3 (page 11) above

- Also, approve expenditure authonty for existing program revenue appropnanons

A%ternatwes e GPR | -~ PR
' 1997-99 REVENUE (Crange to 8if) -s37i000
'1997-98 FUNDING (Change fo Bill] T Use17300
4. Modify the Governor’s recommendations as indicated in #4 (page 11). above.

' Also approve expendxture autht}nty for ex1stmg program revenue appropnatmns

Alternative 4 GPR BR TOTAL,
1997-99 REVENUE (Change 1o Bill) $83,900 $83,900
1897.99 FUNDING (Change to Bill) $223,600 - $1,455,100 - $1,370,700
1998-99 POSITIONS (Change to Bilf) 250 - 250 0.00
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5. Delete the Governor’s recommendation but provide expenditure authority for

existing program revenue appropriations.

Alternative § GPR PR JOTAL
1997-99 REVENUE (Change 1o Bil) - $440,100 - $440,100
1997-99 FUNDING (Change to Bil) $139,200 - $1,455,100 - $1,315,900
1988-99 POSITIONS (Change to Bill) 1.50 - 2.50 -1.00
6. Delete the Governor’s recommendation, but provide expenditure authority for

existing program revenue appropriations. Also, provide GPR funding for some or all of the

following projects, which are listed in order of priority as indicated by the Department:

1997-98 1998-99

Current Masterlease
Milwaukee Refund Inquiry $16,000 $16,000
PC Hardware and Software 88.800 38.800
Total Masterlease $104,800 $104,800

IT Projects

IT Training Center $3,500 $27.800
Wang to Word 163,400 184,900
Applications Development 25,000 0
IT Migration 300,000 300,000
Forms Production 15.000 2.300
Total IT Projects $506,900 - $515,000
Total $611,700 $619,800
Alternative 6 GPR PR TOTAL
1997-98 REVENUE (Change to Bill) - $440,100 - $440,100
1997-99 FUNDING (Change to Bill) $1,370,700 - 51,455,100 - $84,400
1.50 - 2.50 - 100

1998-99 POSITIONS (Change to Bill)

This box reflects the net fiscal effect if all of the IT expenditures are approved.
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7. .Delete the Governor's recommendation.

Altetnative 7 ~ GPR PR TOTAL
1997-96 REVENUE (Change to Bil) . - $440,100 .- $440,100
' 1697:96 FUNDING (Change to Billy = $139200  «§¥621.600 - $1482,200

' 1948-86 POSITIONS (Change to Bill) - 450 o - -250 .. - =100

~ Prepared by: Ron Shé’z;cvich
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Paper #100 1997-99 Budget June 4, 1997

“To: Joint Cotninittéé on Finanice

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE
Revenue Field Auditors (General Fund Taxes/Reventue)

[LFB Suminary: Page 513, #2}-

S '_'CURRENT LAW

Base level fundmg for the Department of Revenue s Auzm Bureau is $I6 550 (}O{} GPR
$315,000 PR, $988,900 SEG and $51,000 FED for 1997-98. (The FED funding is deleted as a
standard budget adjustment for removal of noncentmumg elements. ) Base level posatzon authority
is 315. IG GPR, 5. 75 PR and 17. 50 SEG posmons L : TR

' GOVERNOR
Provzde 3245 900 GPR in 1997~98 and $274 400 GPR in 1998 99 and 5. O GPR revenue
auditor positions begmmng in 1997-98.-Ttis estxmatcd that the increased audit activity that-would
be associated’ with the revenue auditor positions and would increase general fund tax revenues
by $3,500,000 in 1998-99.
DISCUSSI()N POINTS
Revenue i?:eld Audxtors
1. The Audit Bureau is responsible for auditing individual .im.:eme, cﬁfporation
franchise and income; sales and use, withholding, motor vehicle fuel, and excise tax returns. The

Bureau -aiso- andits’ homestead; earned income and- farmland preservation tax -credit returns.
Bureau activities include conducting office and field audits and issuing assessments and refunds.
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“The Audit Bureau; along with the Cormipliance Bureau, provides direct taxpayer assistance during

the tax filing season and conducts informational workshops and meetings for taxpayers. The
Audit Bureau’s main office is in Madison. District offices are located in Appleton, Eau Claire,
Madison and Milwaukee with branch offices in 28 other Wisconsin cities. The Bureau also has
four out-of-state offices in New. York, Minneapolis, Los Angeles and Chicago.

2. The Audit Bureau has four sections:

Central Audit Section. This section is authorized 111.10 positions, including 97.1 auditor
positions. The section is responsible for auditing individual income, corporate franchise and
income, partnership, homestead, earned income and farmland preservation returns. Section

personnel also provide taxpayer assistance and conduct nonfiler programs.

Field Audit Section. There are 155.75 authorized positions in the section, iﬁclﬁding

... 125.85 auditor positions. The section is ‘responsible for conducting -field audits of sole
- proprietorships, partnerships, and cerparatmns for individual income, corporate franchise and
- income, state and county sales, and withholding taxes. -Staff prov1de technical assmtance for

office and field auditors, review completed audits, and offer taxpayer assistance.

: Excise Tax Secnon This sect:en has 23.50 authorized posmcns, mclndmg 15 5 audltor.'. b i
'posmons ‘The responsml}mes of the section include: conducting office and ﬁeld auchts ‘of
_'beverage cigarette tobacce products and motor vehmle fuel taxes L

- Office Servzces The section has posmgn authonty fox: 39 40 posmons Staff pnmanly
perform word processing and clerical functions for the Bureau. - Iu addition, ‘there are. 8.6
supervisor and technical specialist positions authorized for the Bureau Director’s office. =

Although the Bureau is authorized 238 auditor positions, it currently has 115 field alidifor_

~-and 97 office auditors. The remaining positions provide techmical assistance. and taxpayer;.r_'
- ‘assistance. - There were also 10 vacancies in 1995-96. The Department indicates. that hmng -

. freezes over the past 10 years have preventcd it. from bnngmg the stafﬁng level for aud;tors up _

to the number of authorized audit positions.".

3. In fiscal year 1995-96, the Bureau conducted 37,717 office audits which .resul.'t'éd'
in-$60.0 million in assessments and $17.6 million in additional.tax collections. For the same

‘period, a total of 1,419 field audits led to $78.9 million in assessments which: generated $33 7

million in tax collections. Of the total amount of field audit collections, $19.5 million was-
collected through corporate sales and use tax audits and $12.7 million was collected tilroagh-

.corporate income and francmse tax audits.

’{‘he 5.0 ﬁeld :auditor posi{mﬁs _;wonid:bé- hired in the Department’s. _outfof*s.f_aég: :
offices and would conduct large case franchise and income and-sales tax audits of multistate
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corporations. The Department 0enerally hires former Internal Revenue Servzce (IRS) auditors
for these offices. : :

Large case field audits focus on the largest 500+ corporations that have filed Wisconsin

returns as identified by staff of the Audit Bureau’s Technical Services Unit. The staff are

tesponsible for selecting the cases to-be audited. They compile an inventory of the corporations

‘which includes relevant information, such as-prior. year audit results and, after reviewing the

inventory, they identify possible audit cases and check the corporation income and franchise and

sales tax returns for each case. The cnrpcrations with-the largest potential for tax adjustments
are selected for audit. :

Once a corporation is selected for a large case field audit it is assigned to an audit
supervisor who assigns the case to one of his-or her auditors based on: (a) the location of the
- audit; (b) the complexity of the case; and (c) the auditor’s experience. Increasingly, Large Case
field audits are conducted outside of Wisconsin because many state firms have been acquired by
firms that-are domiciled outside of the state. - Generally, a case is assigned for the most recent
four years- and often -inciudes both income and franchise and sales and use taxes.

Upon receiving the assigned case, thc auditor logs it into hlS or her- mventory control and
is responsible for contactmg the taxpayer and scheduilng an office visit. “When notxfymg the

= taxpayer the auditor can request information relevant to the audit. ~The auditor then prepares

* preliminary workpapers from tax return schedules and identifies potential-audit aé]ustments The
- field - andit:. asszgnment sheet is ‘reviewed for:comments regardmg potentlai adjustments or
quest:ons - : : : :

‘Field work:begins with a conference with the taxpayer so . that there.is a mutual
understanding of what is expected during the course of the audit. The taxpayer is provided with
a copy ‘of the Wisconsin Taxpayer Bill of Rights and the list' of rights are discussed .and
~explained. The typical large case income and franchise tax audit focuses on (but is not limited
to) the following Vareas-c')f - potential - adjustments: (a) book to tax income adjustments;. (b)
intercompany. transactions; (c) apportionment computations; (d) manufacturer’s sales tax credit;
and (e) research facilities and expenses credit. Since the corporate: income and franchise tax is
federalized, the Department does not focus audits on areas the IRS will review. Instead, the
auditor receives audit réports from the IRS. The auditor reviews computations and adjustments
--made ciunng the audit’ Wlth the taxpayer : o L

When the- ﬁeld work 18 complated the audxtor completes the detazled audzt werkpapers
and prepares a :preliminary -audit report. documenting proposed -audit - adjustments.. - The
- workpapers and audit report are then submitted to the audit supervisor for review.. Revisions are
- made, if ‘necessary, and:the ‘proposed audit report is discussed with the corporation’s tax
personnel at a final meeti!;’g; Further revisions can be made as a result of these discussions.. The
report is then submitted to the supervisor for final review.: After the supervisor completes. his
or her final review, the final audit report and workpapers are sent to large case reviewers for final
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review and approval. If approved, the report and assessment notice are issued. The typical large
case field andit takes at least four months to complete and process. SR

: The logistics and manner in which a large case sales and use tax audit is conducted are
- similar to those done in a'Large Case income and franchise tax audit. Almost all Large Case

sales and use tax audits use sampling due to the large number of invoices that wou-}-d-o_thégwise
" have to be reviewed. The majority of the audits, and samples, involve use tax examinations
-where untaxed purchases are reviewed to determine if tax should have been paid. The majority
-~ of samples employed in‘these audits are computer: generated statistical samples set up by Bureau
staff. As is the case for income and franchise tax audits, auditors follow sales and' use.tax
policies and procedures to assure consistent auditing and application of the tax laws.

‘ 5. Tt is argued that additional auditors are needed to address the increasing number
“of tax returns that are filed and the increasing complexity of state tax laws.. The number of -
~‘corporate franchise and income tax returns increased 19.8%, from 89,300 to 107,000, ‘between
- fiscal years 1989-90 and 1995-96. Corporate franchise and income tax collections increased from

$437 million to $636 million during the same period. Similarly, the number of sales: and use. tax

returns increased 16.8%, from 1,052,600 to 1,229,500, between fiscal years 1989-90 and 1995-96.

Sales and use tax coﬂecﬂons grew from $I 984 nnlhon in. 1989—90 to $2,704 1 in. 1995—96

While the number of returns and amounts of corporate income and franchzse and sales and A

- use taxes have been increasing, the Department has not been provided with additienal aud;t staff
- for the past:11 years. The Audit Bureau is authorized 238.45 auditor positions;: currentiy there
are 97 central office auditors and 115 field auditors, With this level of audit’ stafﬁng :the
Department is able to audit between 1% and 2% of all taxpayers in a year. Some would note
. that additional auditors would provide DOR with more staff to handle the annual increases in tax
filers and tax collections. Moreover, the audits that would be conducted by the: five additional
field auditors would generate an estimated $3.5 million in tax revenues in 1998- 99 The mcreased
- audit staff would also strengthen the Department s enforcement of tax Jaws. Sinice the tax: system :

- relies on’ voluntary' compliance: by taxpayers to- pay taxes: owed. the state, the. mcreased

~“enforcement -activities (audits) would encourage voiuntary comphance with tax. laws Fmaily, '
audits promote more accurate future returns. L e G

6. To back their argument fer additional field andltors SUpporters would pomt to the
audit activities of other states. Many other states have recently increased their field audltor
staffing levels and neighboring states and states with similar populations generally have a larger
- number of field auditors than ' Wisconsin. *According to the annual audit survey published by the
-“State Tax Institute in the September, 1995, Sales and Use Tax Alert, 22 states indicated that they
" -had added auditers during the previous five years and nine states indicated that they intended to
~add auditors in the future. Tables 1 and 2, which are based on data from the survey, show the
‘number of field auditors for neighboring states and for states with a similar population.. _'I_‘ha .
tables show that, even with the additional five positions, the field audit staff for Wisconsin would
be relatively small when compared with the other states. : : -
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TABLE 1

Field Audit Staffing fc;r Neighboring States

- - Number.of e e e

State . Field Auditors {1995): Population (million)
Wisconsin R E 7. T S )

- Indiana. = : : 166 ' .. 58
Minnesota ' 225 : 4.7
Michigan : 229 9.6
Hlinois B 5] o _ _ 11.8

SOURCE: Sales and Use Tax Alert, Annual Audit Survey, State Taxation Institute, September, 1995, |

TABLE 2.

lecf Aud.lt Staﬂ"mg for States vnth
Comparahle Popaiatlous

Number of |

State - . .. Field Auditors ( 1995) - Population (million)
Wisconsin _ L _.115' o 52
- Louisiana o . R X ¥ 44
Tennessee - e S 208 3
Minnesota. L e 225 AT
Missouri 232 .. .54
Washington 235 ' : 55

SOURCE: Sales and Use Tax Alert, Annual Audit Survey, State Taxation Institute, September, 1995.

7. Opponents would a:gue that provxdmg addltmnal ﬁeEd auditers would not
necessarily generate additional revenues or improve compliance with the tax system. The
opponents note that an audit does not aiways result in additional assessments; often, audits

_generate 1 reftmds Moreover audits usua.liy requlre the taxpayer to provxde supporting documents
'and to partzczpate in meetmgs with Department staff Asa msult part;c;patzon in an audit can
d;smpt the daily activities of the taxpayer. This can cause the taxpayer to resent the enforcement
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activities. Rather than creating support, audits can cause a lessening of public support for the
tax system.

Audits can also lead to litigation which can be costly to both the state and taxpayer. A
recent example would be the case of NCR v. Wisconsin Department of Revenue. The case
originated from audit assessments made by DOR beginning in 1981. In part, the assessments
related to the treatment of dividends and other intangible investment income received by NCR
from foreign subsidiary corporations. NCR objected to the additional assessments and eventually
filed with the Wisconsin Tax Appeals Commission for review. The case went before the
Cormmission, the Circuit Court of Dane County and a settlement was reached in September 1996
with the case before the District IV Court of Appeals. As a result of the settlement, DOR will
refund an estimated $38.4 million in taxes and interest between 1997 and 2000.  On the other
hand, NCR will not contest the inclusion of certain other intangible investment income in taxabie
income. . o L e _

8. The bill. mcludes $3. 5 mﬂhon in general fund tax revenues in 1998 99 te reﬂect
the estimated revenue that would be generated by the 5.0 field auditors. The estimai:e was.
determined by multiplying the estimated average annual- tax collections generated by a field
auditor times the five auditors. The average ‘collections per field auditor was calculated by

o dmdmg the total amount of annuai field aud;t; assessments by the total amount of field audxtors-'-_- LT
" and adjusting to reflect the pomon of assessments that are coliected RS TN EERT

Assuming that each field auditor position would generate additional revenue raxses a. -
significant budget issue. As noted, under the bill, each auditor is estimated to generate $7(}0 000
annually, which is the average amount of revenue currently estimated for each field auditor.
However, at some level of staffing, the average amount of revenue that could be raised by each
auditor would begin to decline until, eventually, the cost of each auditor would exceed the
revenue. the auditor could generate. Thus, ata certain number of auditors, each addltaonai auditor
would raise less revenues until the amount raised would be less than the cost of ‘the auditor -
position. The bill provides $45,500 for a full year of salary and fringe beneﬁts fer each audxtor _

- Apnual support costs of approximately $9 300 are also prov1ded

In reviewing the estimate of $3.5 rmihon in addmonal revenue attnbuted to the ﬁve
auditor positions a number of factors can be considered: ' -

a. QOver the past 10 years the number of auditors has not increased while the amount
of corporate income and franchise and sales tax returns have increased substantzaiiy

_'Consequently, the number of p(}tentia} audxts zs mcreasmg each year

b. The Department is on}y able to audit between 1% and 2% of taxgayers “In

_;'addmon about 1/3 of the corporatxons in'the iarge cas¢ mvemory are annually audxted At ﬁns
level, it would seem that additional audlts wouid not qulckiy reach a piateau and begm to
“generate diminishing retumns. '
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c. The -auditors will focus:on out-of-state corporations which pay relatively h;gher
taxes. Consequently, the audits should generate higher than average revenues. :

d. . Wisconsin generally has fewer auditors than neighboring states and states with

.comparable populations. In addition, many states have recently increased their audit staffs.. The

experience of other states could be viewed as indicating. that the additional auditors would
. generate: additional revenue. v

Given these considerations, supporters would argue that the estimated additional revenue
attributed to the auditors appear to be reasonable. No additional revenues are estimated in 1997-
- 98 because the new. anditors would be involved in training activities for most of that year.

-9 It should be noted, however, that total corporate. franchise and income tax audit
- collections have decreased in each of the last two fiscal years, from $28.7 million in 1993-94,
to $28.2 million (-1.7%) in 1994-95 and then to $25.2 million (-10.6%) in 1995-96. Although
sales and use tax audit collections increased from $59.6 million in 1994-95 to almost $74 million
in 1995-96, the 1994-95 amount represented a decrease. of about 5.1% from $62.8 million in
collections in 1993-94. . The decreases in audit collections occurred during a period in which-both
.-corporate income and franchxse and sales .and use taxes were annually increasing.- Opponents
would argue that these pattems of andit coiicctzons mdzcate that adchtmnal audxt actmty would
" not necessarily generate additional revenues. - SR L R

10. According to th_e state vacancy report for-the pay period ending March 29, 1997,
the Audit Bureau had seven GPR revenue auditor positions that were vacant for more than a year.
The vacant positions included three revenue auditor 1, two revenue auditor 3 and two revenue
auditor 5 positions. Current annual funding for salary and fringe benefits for these positions is
$269,300. The Governor’s recommendation is to provide five revenue auditor 7 positions. The
- bill would provide funding of $245,900.in..1997-98 and- $274,400in.:1998-99 to fund these
positions.: As an alternative, the Committee could authorize DOR-to reclassify five of the vacant
positions as revenue auditor 7- positions- and to reallocate funding from. other vacant revenue
. auditor posmons to partially.cover the cost of the upgrade. In addition, funding could be. reduced
by $23,500 in 1997-98 and $5,100 GPR could be provided in 1998-99 to fully fund the revenue
. auditor 7 positions. -The Department . could. fill ‘the reclassified positions: and: gencrate the

additional tax revenue associated with:the increased audxt activity. . :

Huwevez-;::thc Depa.ttment indicates that-_ it';-cenducts_,an-._annu_al recruitment and fills its
vacant auditor positions each June. As a result, the Audit Bureau only fills its authorized auditor
positions once-a year. ‘Department staff note that the currently vacant auditor positions will be
filled this June. If the Audit Bureau is required to reclassify. and reallocate funding from existing
positions it will not have sufficient staff to conduct current audit-activities. . In effect, it would
reallocate auditors from current responsibilities to Large Case audits.. As a result; revenues from
current audit activities will be decreased and offset the increased: revenues from the large case
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+ audits. ‘The Department would argue that oniy with the additional auditor posztzons wmﬂd
additional revenue-be generated. oo : _

: 11.  The Governor’s recommendation is based on an action plan prepared by DOR in
- which the Department proposed adding: 12 field auditors to concentrate on auditing income and
.franchise and sales and use taxes paid by large and multistate companies. The Departinent’s plan
estimated that 12 field anditors would each generate the $700,000 average collections 4ttributed
to each field auditor. The estimate was based on the same factors that were used to deveiop the
-jesumated 553 5 mﬁh{m for the five a‘&dzters mciuded n the bﬂl :

' The; Cammittee- may Wish to modi-fy th’e biIi and provida 12 auditors rather than the five
included in the bill. This would require total funding of $590,400 in 1997-98 and $658,800 in
“1998-99 to cover the cost of the positions and related expenses. If each additional auditor
““generated $700,000 in’ collections annuaﬁy, genera} fand tax revenues would mcrease by $8. 4
rmlilon in 1998:99: and thereafter S NRES

It shouid be noted that DOR is"confident that the additional 12 audztors would each |
*.generate $700;000 in collections. - However, it is not clear that beyond the level of 12; each
~ auditor would contmne to_generate this amount.: In order to assess:the effecuveness of the new.

~-andit staff; the Commmee could require DOR to prepare a report for the Committee onithe o
" activities of the new auditors, the amount of revenue that was generated by the additional staff

and an analysis of the amount that could be generated by further increases to the audit staff. The
Vre;;ort could be due on Janaary 1, 2{}{)9 - - . L

Indwndual Income Tax Audit Software .

12 The Department of Revenue has: requested spendmg authority ef $105 {}Gﬂ GPR
+in1997-98 and $80,000 GPR in 1998:99 to purchase computer software to be used in audxtmg
. mdxvxdual income tax returns. (The $80; 000 would be the ongomg ‘cost of using the software)
' "'Recently, the vendor has allowed the Department to use the software for four months and in that.
“time Department auditors have generated an additional $1.0 Imihen in‘assessments." Although

~ “not all additional assessments result in additional collections, it can be reasonably expected: that

~ this enhanced capability will generate considerable: collections. - Assuming that 70% of -the
'~ additional annual assessments will result in additional tax collections, it is estirnated that use of
_-:_the software would generate an addmonai $2 0 rmlhon annualiy in audat collections. '

The software aﬁows the. Department to put thrce years of state and federa} mdwﬁual
-income tax and information returns on a personal: computer. ~Auditors can then use the software
“to select likely audit candidates. The currént system requires: the Department to conduct tape
‘miatches of taxfiles through a mainframe computer. Computer programmers are needed: to
- perform audits.  As-a result the software-would allow the Department to increase both the numiber
and efficiency of individual income tax audits.
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ALTERNATIVES TO BILL
Revenue Field Auditors

1. Approve the Governor's request to provide $245,900 GPR in 1997-98 and
$274,400 GPR in 1998-99 and 5.0 revenue auditor positions beginning in 1997-98.

2. Adopt the Governor’s recommendation with a modification to require DOR to
prepare a report for the Committee on the activities of the new auditors; the amount of revenue
that was generated by the additional staff and an analysis of the amount that could be generated
by further increases to the audit staff. Specify that the report would be due on January 1, 2000.

3. Delete the Governor’s recommendation. Instead authenze DOR to reclassxfy 5.0
currently vacant revenue auditor positions as revenue auditor 7 positions. Reallocate funding
from other vacant revenue auditor positions to cover the costs of the position upgrade. Finally,
decrease funding by $23,500 GPR in 1997-98 and prowde $5,100 GPR in 1998-99 to fully fund
the revenue auditor positions.

| Alternative3d . GrPR |
1997-89 REVENUE (Change to Bill} - $3,590,060
1997-98 FUNDING {Change to Bill) - $538,700
1998-89 POSITIONS (Ghange to Bl -5.00

4. Modify the Governor’s recommendation to provide $590,400 GPR in 1997-98 and
$658,800 GPR in 1998-99 and 12.0 revenue auditors beginning in 1997-98. Estimate additional
general fund revenues of $8,400,000 in 1998-99 due to the additional audit activities. In
addition, require DOR to prepare a report for the Committee on the activities of the new auditors,
the amount of revenue that was generated by the additional staff and an analysis of the amount
that could be generated by further increases to the audit staff. Specify that the report would be
due on January 1, 2000.

Alternative 4 GPR
1967-99 REVENUE (Change to Bill) " $4,900,000
1997-99 FUNDING {Change to Bil) $728,900
1998-99 POSITIONS {Change to Bill) 7.00
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5. Delete the Governor’s recommendation.

Alternative & GPR
1997-99 REVENUE (Change to Bil) - $3,500,000
| .1997:99 FUNDING (Change 1o Bill) . - $520,300

.~ | 1998-99 POSITIONS (Change to Billy~~ ~ =* 1 ~5.00

»

Individual Income Tax Audit Software -«

1. Provide $105,000°GPR in 1997-98 and $80,000 GPR in 1998-99 to purchase
individual income tax software.

5._"Kl'témati'\_re‘t N i _ S GPR
_1:9:9'749'9 REVENUE (Change to Bill) * Sé;_m,oeo

199709 FUNDING (Change to Bif) ~ ~ $185,000

2. Maintain current law.

o

- ‘Prepared by: Ron Shanovich - o
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Paper #101 1997-99 Budget June 4, 1997
w

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Integrated Tax System (Revenue -- Tax Admi.nistration)

CURRENT LAW

The Department of Revenue (DOR) currently has more than 130 application systems
dedicated to tax administration and revenue collection. The Department’s major. tax systems
- -include: individual: income tax; corporate income and franchise tax; sales tax; thhhoicimg tax;
individual income tax audit; corporate income and franchise tax audit; fuel taxes; beverage taxes;
cigarette and tobacco products taxes; stadium tax; exposition center tax; delinquent tax control
system; individual income estimated tax; recycling surcharge; partnerships; estate and inheritance;
manual refunds; manufacturing assessment; utility taxes; and real estate transfer fee. .

GOVERNOR

No provision.

: DISCUSSION P()INTS

L Generally, the: Deparunent s tax. processmg systems have been deveioped o
support a specific tax program. Although each of the systems is basically reliable, they are built
to stand alone from other tax processing systems. These systems were implemented at various
times over the last. 30 years using different methods for organizing data and different
programming languages and are not designed to be connected in their operamons The systems
- often have duphcate functzons involving registration, tax. processing methods and computation,
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“jssuance of refunds and bills, management of estimated payments, audit case’ activities and
appeals.

2. DOR indicates that many of the existing tax .pr(.)c':éssing systems are difficult and
expensive to maintain and modify. A number of administrative problems have been identified:

a DOR staff perform many tasks manually that could be automated. Standard letters
frequently must be obtained by a typed request.  Adjustments are often made on handwritten
worksheets and keyad into the processing system. Thirty different accounting transfers are
manually recorded to generatc a monthly report. In some cases, staff must retrieve previously
filed returns to verify amended returns.

b. The existing systems contain redundant information that is difficult to maintain and
update. Under the current systems, it is possible that the Department would maintain a sepfarate
record of the name and address of a business owner in ‘the sales tax system, thhhoidmg tax
system, individual income tax system and the individual income estimated tax system. - A
separate system was established to process stadium sales tax returns because the state sales tax
system could not be modified in time to process stadium tax returns.

c. The same level of taxpayer service cannot be- provzded from every tax processmg

o system ‘Some: tax returns, such as the individual income tax, allow electronic filing of returns o

* while other systems, such as the sales tax system, Tequire “paper returns: Each system
- mciependentiy 1ssues bllls and’ refunds Response time far taxpayer mqumes varies frﬂm system
' tt} Systern R . : gRE L _

~d.’ The Department cannot aiways ensure that all {axes that are due will be pmd and
deposited in a timely manner. - Some current refund processes do not check current refunds
against refunds previously issued to detect duplication. Employer withholding deposits. are not
‘reconciled to the amount of state withholding shown on cmpioycr copies of W-2 forms filed thh- -
the state. Sales tax payments not deposited with a return may not be deposited until a bz!l is
- generated. Some deliriquent tax bills must be manually entered into the de}mquent tax system, :
delaying the commencement of collection activity. o S T

e. DOR staff cannot electronically access all information that is collected by the
Department. W-2 information is not available to staff on-line. Certain Department actions are
not shown on computer screens that are accessible to all Department staff. In order to determine
' if audits ‘have occurred that modify a taxpayer s mcame tax h:story, an employe must: refer to
_"'thetaxpayerspaperfiie o T b e e

_ f. “Some processing systems are written in ouboﬂdate unsupported software and use
" antiquated processes. The sales tax processing system is written'in a language that is. relauveiy

inflexible and difficult to modify to reflect law changes. -Statistical requests from the individual
income tax system must be generated by a programmer. The Department has difficulty hmng
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programmers that are knowledgeable in the language used for the income and sales tax systems.
Most systems use batch processing. :

g. Applications development staff devote most of their resources to working on
existing applications. - Staff activities include making modifications to reflect law changes,
monitoring systerns for accuracy and performance, correcting problems and incorporating
enhancements. The Department reallocated staff from the sales tax team and the audit
automation project to implement the stadium tax.  Modifying the recycling surcharge system
caused the Department to delay redesxgn of the corporate income and franchise tax system for
approximately one year. : :

3. DOR has proposed developing an integrated tax processing system, beginning in
fiscal year 1997-98. The integrated tax system would be a tax administration system that would
use technology whenever possible to: :

a. Assist taxpayers by providing information and returns to voluntarily comply with
tax laws. '
b. Register taxpayers by: establishing a single registration system that.would create

a taxpayer profile in a departmentwide database. The current busmess tax reglstraﬁon system
would be the foundation for this system. S SRR :

c. Process returns through an automated system.

d. Manage accounts receivable through a central system that promptly and accurately
records payments and outcomes of balance due notices.

e. Process refunds by creating a single automated system that processes overpayments
for all tax types in a timely and accurate manner. R

f. -+ Audit and investigate taxpayers by creating a single automated system for all tax
types, including utility and special taxes, that targets most productive areas for. revenue
production and compliance., . :

g. Manage collection cases by developing a single automated system that permits the
prompt collection of all delinquent taxes using the lowest level of enforcement necessary. The

current delinquent tax system: would essentially perform this function.

h. Develop a single automated system that provides statistics and disbursements to
internal and external customers for all documents, revenues and refunds.. -
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: 4. DOR contracted with Grant Thornton to develop an action plan for developing and
implementing an integrated tax processing system in the state:: The report was completed: in
October, 1996, and 1isted a number of a}ternative actions the Beparﬁnent could take.

- 5.. .One altemauve would be to continue the current method of devaiopmg Systems.
_ The: Income, Sales and Excise Tax Division is generally organized by function and.is gradually

~‘moving toward-integration. . The Department’s Strategic Business and Information Technology
-plan recommends several integration initiatives over a five-year. period. - In addition, the
Department’s IT migration plan includes a number of projects, such as providing. anditors access
to local area networks, that would be part of an integrated tax processing system.- The delinquent
tax and business tax registration systems provide integrated systems for registering taxpayers and
managing collection cases. It could be argued that providing DOR with funding for I'T hardware

~and software would allow the Department to- gradually: achieve tax processmg mtegratmn,
maintain internal control over the project and limit the cost. : :

However, the action plan indicates that- gradual mtegratzon that extends beyond- ﬁve ‘years
is at serious risk of being unsuccessful. Projects with long timelines frequently create: situations
where current and future development teams cannot wait for an integrated solution. The primary
- gﬂal becomes project completion or implementation of law changes, not addressing futare agency

R needs. - Under the current method of system: development hi gh priority law. changes wﬁl contmue:j_' _ -

fo drive a;;phcaﬂons development. System improvements will cmly occur when resources are
provided for a specific tax. Current systems will continue to be modified until the’ compiemty
makes integration efforts more difficult.- Even if the Department does not develop an integrated -
processing system, it will still need to rewrite the individual income tax system and the sales tax
system to eliminate dependence on out-of-date computer languages. - :

6. A second alternative would be to develop a tax integration system using internal
resources. The Delinquent Tax System (DTS) will be:fully implemented by June, 1998, while
the business tax rcglstraUOn system (BTR) will complete. the first phase by January, 1998. Both..

project teams are aware of the tax integration initiative and have included tax mtegrauon as a
.goal for their projects.. These initiatives cover two major functions of a Tax Integration System

| The remaining functions’ couEd be addressed by dedicated project teams-internally, as resources

allow. Internal reorganization of the IS&E Division would be required with the: specxfic
orgamzatzonal structure cieveloped as a cc)mponent of a tax mtegratzon plan.

The deveiopment of DTS and BTR could continue Wzth some leve} of overs;ght to msure
conformlty with overall integration by function. ‘The audit automation project could be expanded
to consider audits for all tax programs. Project teams are already working on a revente
accounting action plan and:an-action plan for processing refunds: Upon completion of DTS, the
existing development ream: could be assigned to develop: the system to manage accounts
receivable. Case management functionality developed for DTS could be used as a basis for.
‘developing the audit system. The BTR team, upon completion of their work for permit taxes,
would also complete the registration of taxpayers by adding individuals, corporations and
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-partnerships. to- their. business. name and address tables. The development of a Sales Tax
Processing System could serve as a prototype for processing-all other tax types.. Eventually an
"expert" system.could .be built- to-assist taxpayers. Internal development would retain the
completed work from BTR and DTS and DOR would have compete control over subsequent
-development efforts apart from:resource levels and:other externally driven conflicting pnorzt;cs
~The: cost would be ﬁmded fmm existing resources. L :

_ -Expezience- has- shawn- _that a..ﬁ&v&lapment- project of this scope cannot be completed
within five years relaying on.intemal resources. . The Corporation and Withholding System
projects each took six years even without law changes or court cases during this period.
Moreover; the Department indicates. that an integrated tax system.could not be developed
~internally. In addition, the Department needs outside expertise in order to devek)p and program
-a system using: the best technologies. : = : TR :

7. A third alternative for developing an integrated tax system would be to use a
combination of internal ‘and external resources. Under this alternative method, the Department
would combine its current integrated systems, such-as DTS and business tax registration, with

-systems development of the remaining functions provided by a private: vendor.: Applications
- development staff would work ‘with . the. vendor to: plan,. design, deveiop and. 1mplament the
i mtegrated pmcessmg systems This would allow the deveiopment team: 10 take advantage of the
- experience of Department staff and would result in a system that. wouid meet the Department’s
needs. Use of a private vendor . would prQVl_de__thc Department with additional staff to develop
new applications and expertise in systems development. According to the action plan, this
alternative method of implementing integration would most lfikely lead to a fully operational
integrated tax processing system for the sales and individual income taxes within five years, with
mtegratlon cf the other taxes shcrtly thereafter.

28 Thc Department has requested $I 257 100: GPR n 1997~98 and $203 500 GPR.in
1998-99 to contract with a vendor through:a. REP process for assistance in deve}opmg a staged'
implementation: of an integrated tax processing system. .The. fu;udmg wou}d be placed - “in
unallotted reserve in the Joint Committée on Fmazzce s supplamental GPR appropnat;cm The
Bcpartment would be required to submit a plan for. ;mplementauon of an ‘integrated-tax. system
to the Committee for its approval before the funding could be released. The Department
indicates that it w_euld work with the vendor to develop the following:

a. Requirements definition. The first phase of the project is the definition of system
requirements. This involves an analysis and determination of all the funcn(ms and features that
the system must have. st

b. High level systems design and architecture. This is a basic design for the various
components of the system and a description of how they fit together and includes a data model

which shows how the data are organized and accessed.
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B steps for c@nstmctmg the entire system. ‘It identifies what components should'be: develeped first .

| .costs for each component of the system weuld be estimated along ‘with the benefits for: that

S "_j--the new archxtecture that wﬂi be uscd for the project

S cannot provide estimates ‘the long-run costs’ assoczated wﬁh the development of an: mtegrated tax

7 the system to other states. ‘ Another concern would be that provxdmg initial funding woul not

S Department. Place the fundmg in the Joint Committee on Finance's. snpplemental_ _appfep

- ¢.. = Implementation: plan, ‘The implementation. plan-defines the iogzcal sequmca of

rand descnbes how to: phase out eld systems as the new: system are cansmcted

= d' Cost!t:enefit anaivszs A detazled costibeneﬁt amalyms would be cgm;)}eted The .

. component. Both internal cost savings, potent:al for increased revenue, and benefits for
© - eustomers wouldbe ‘estimated. - The: analysis' would provide the. basm for: makmg deczszons
_ --i'-semng pro;ect pnemles and develspmg bzenmai buciget requests > : :

L - e, < Pilot grc);ect “The- ﬁepat’zment Wou}d seiect a component of. the mtegratadf.tax
- 'system for a pilot project. The pilot projéct would be conducted during the 1997-99 biennium
‘as away to demonstrate the new technologies, mcludmg new apphcation deve}c}pment tegls and

R 9 ' A magor concern related to this. proposai 13 that the Department mcimates that 1t

_ --processma system. In part; the cost will depend: upon services provided by. the: ‘private vendor _
. under the terms‘of the contract According to the: }Dcpartment there is:a chance that the vendor B
would be willing to fun_d some of the system eieveiopm‘ i 'order to market the compol -

guarante& that a fuliy mtegrated tax: processmg system wxil be deve}oped and zmpiemente

- %‘ﬂ’fﬁﬁNﬁWﬁS .-TO-'EI?LL e

i. Provide $1 257 100 GPR in 1997-98 and $203 500 in 1998 99 for DOR to contract _
“with: a pnvate vendor to- develop' and. zmplement an: mtegrated tax processmg system m3-3the--. o

5 '-Reqmre the- Department to submit a p}an for develcpme_n;t Qf an integrated tax system o the N
e ;ﬁjComzmztee forits approva} before the fundmg can. be eleased ffom th Committee’s . .
appropnaﬁon ) i P : . i DA LR : o

Alternat;ve 1 :
. 199:&99 FUNDING (cnange 1o Ema}
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Paper #102 1997-99 Budget June 4, 1997
0 R

To: Joint Committee on Finance

" From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Sales Tax Agreements Wiﬁ‘l Dlrect Marketers (Generai Fund 'I‘axes)

{LFB Summary Page 22 #3]

-;ﬁ__-:;cmREN'r LAW - .

. The ‘state sales tax is: :mposeci on. the gross recexpts from the saie, lease or rental of
“tangible personal property and services identified by state law.. Aicompanion use tax'is’ imposed
-on the storage, use or other consumption of property or services: purchased from out-of-state
retailers if the:sale would: have been:taxable if the property or services had been pnrchased in
Wisconsin. A credit is allowed for sales taxes properly paid in the other state.

.The -sa-les- anci' use 'tax is- general}yrcoﬂected -throughr.oncf of -the--:fcsl}owing: methods:

a. If the seiler has adequate nexus’ {busmess connecuon} Wlth the state; the state can
‘require the seller to collect the tax. - This is how the tax is: generaﬂy collected from: in-state
retailers. In addition; some out-of-state retailers voluntanly collect the tax on behalf of the state.
Under state sales and use tax provisions, nexus is generally established if a seller owns, leases
or uses property in the state or maintains personnel or agents in the state for the purpose of
selling, de}wenng or takmg Grders for taxable: goeds or services. .

by The saies anci use.tax-can: be collected at the time of regwtrauen for goeds whlch
are subgect to-state: reg:stra&on ‘such as automobﬁes He g o -

c. The tax may be paud vomntanly by the purchaser or coﬁcczcd through audlt by

. state tax authorities.  Since>1988, state individual:income: tax forms have: conta:ned 4 line for
-raportmg and paymg sales and use tax on 0ut~9f—state purchases -
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“GOVERNOR

Authorize the Department of Revenue (DOR) to enter into agreements with direct
marketers about the collection of state and local sales and use taxes and about making quarterly
payments of those taxes.

DISCUSSION
Direct Marketers’ Agreement

The budget provision would not impose an additional sales or use tax lability on
Wisconsin residents. Rather, it would be an attemnpt to ensure collection of sales and use taxes
that are owed by state residents on purchases from out-of-state direct marketers.  Under current
law, if a Wisconsin resident purchases taxable merchandise through the mail from a seller Iocated
in another state, the sale is considered to have occurred in this state and is subject to the
Wisconsin sales tax. However, if the out-of-state seller does not have adequate nexus with this
state, the seller cannot be required to collect the tax from the customer and remit the proceeds

to DOR.

. Wisconsin-and 11 other states (California, Florida, Hlinois, Iowa, Kansas, Missouri, New
~“Jersey; New York, Ohio; Pennsylvania and Texas) are currently involved i in negotiations with:the
Direct Marketing Association (DMA) concerning ‘a multi-state agreement. for the: collection of
sales and use taxes on catalogue sales. - The Federation of Tax Administrators:(FTA) and. the
~Multi-State Tax Commission (MTC) are also involved in the-discussions,: whlch began in: }une

1996.

- The agreement would benefit states because additional sales and use tax. revenues would
be collected on sales by out-of-state sellers.. Direct mail retailers would benefit because they -
- -would be subject to more - uniforn reporting ‘and. payment fequirements. . In’ addmon, direct
-marketers. would have greater certainty that states will not subsequently assert that the seHe:r has
'sufficlent nexus-with the state: and assess the retailer for back ‘taxes on prior sales : b

: Accordin'g to. the __Dcpamnent of Revenue, it is poss_ible‘ that the-parties- inv.oiyéd' in the
‘negotiations will agree to final terms at the national FTA: meeting on' May: 29, 1997. -After that
occurs, it will take some time for a final agreement to be entefed into by state governors and
individual retailers. . Therefore, the agreement would likely take effect sometime during the first
six months of 1998. However, it is anticipated that some of the larger sellers will collect taxes

under the agreement on a pilot basis in Wisconsin this summer. '
- It is expected that each seller will-enter into a separate contract with each of the states

in the agreement. Retailers will be required to collect taxes for each of the states participating
in agreement; they will not be allowed to exclude certain states. The sellers will generally be
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required to use the tax base and rates (including local taxes) for each individual state; there will
be no uniform tax base or rate. It is anticipated that retailers participating in the agreement will
receive the current retailers’ discount. : :

Retaﬂers will prebabiy not be required to collect sales and use tax on shipping and
handling charges under the agreement. Under current Wisconsin law, the sales tax is imposed
on shipping and handling charges by direct:marketers. . Under the agreement, the state would no
longer tax these charges on sales by companies participating in the agreement, even:if the retailer
is already collecting the state sales tax because it has nexus with Wisconsin, -DOR indicates that
this provision is included because most.of the states involved in the negotiations do not tax
‘shipping and. handling charges: It is likely that subsequent-legislation will be introduced to
eliminate the sales tax on shipping and handling charges by all retailers, not just those under the
agreement.

The agreement will likely have a provision for review after a specified time limit. In
addition, ‘states and sellers-will be able to opt out, if they provide adequate notice.

- Other anticipate& provisions of the agreement include: (a) joint audits will be conducted,
led by the state in:which the retailer’s headqguarters are located; (b) retailers will be required to
file returns and pay taxes ona quarterly basis (in. Wisconsin, large seﬁers curmnﬂy must report

S ‘monthly); (c) there will be a uniform’ sales tax return forall states in the agreement; and (d)

- electronic filing will be allowed. In addition, retailers may be permitted to transfer responsibility
for uncollectible taxes to states in. cases where the purchaser ‘paid for-the merchandise with a
check but did not remit the tax : sei o T :

Flscal Effect

The bill estimates that an agreement with direct marketers would:result in increased state
sales and use tax collections of $6,800,000 in 1997-98 and $29,300,000 in 1998-99. These
estimates. are based on information from a 1994 study by the Advisory Commission on
- Intergovernmental Relations: (ACIR) on: proposed federal Jegislation regarding the collection of
state ‘sales taxes from dxrect marketers and the foiiowmg additional assumptzons

. The agreement Would take effect on January 1, 1998. It is expected that the agreement
would encourage retailers to signion during the first 12-months of the contract, so: that a full year
of collectzons Would first be Teceived durmg calendar year 1999, - Y

. Dn‘ect marketers accounmng- for --80%. of mazl: crder saies to Wisconsin residents would
enter into the agreement. This is based on an estimate by the Direct Marketing Association,
which assumes that a relatively large number of states will participate in the agreement. If few
states enter the agreement, the number of retailers participating could be lower.
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* Wisconsin would receive additional sales and use taxes on 65% of the sales by
- marketers. entering into the agreement. In other words, it is'estimated that the tax is currently
collected on 35% of these sales, because the seller has adequate nexus with the state. The 35%
estimate is greater than the 28% figure which was used for all states in the ACIR study, because
- a number of relatively large mail order sellers are located in Wisconsin. -

Based on the information available  at this time, it- appears that the administration’s
estimates are reasonable. However; two points should be noted regarding these figures. - First,
because the agreement is not expected to be fully implemented until calendar year 1999, the
-$29.3 million revenue estimate for the 1998-99 fiscal year understates the annualized impact of
the proposal. Based on the assumptions outlined above, the annualized fiscal esumate would be
approximately $40 million beginning in 1999-2000.

Second, the amount of revenue generated by the proposed agreement could differ
significantly from the budget estimates if actual experience varies from the assumptions 'de'scribed
above. According to a fiscal estimate prepared by DOR, the assumed January 1, 1998; effective
date may be optimistic. Further, the DMA indicates that Wisconsin and other states are unlikely

- to receive revenue under the agreement until the 1998-99 fiscal year. It also may be optimistic
-to assume-that retailers accounting for 80% of mail order sales would enter into the agreement.

- Modifications to these assumptions could significantly reduce the fiscal estimates.. For
'example if the effective date were delayed by six months to July 1, 1998, no revenues would
““be generated in-1997-98 and the estimate for 1998-99 would decrease by $13.8 million; fora
biennial reduction of $20.6 million compared to the amounts included in the bill. Smnlar}y,_ if
the participation assumption were decreased from 80% to 70%, the estimates would decline by
$0.9 million in the first year and approximately $3.7 million in the second year.

'I‘echmcal Correctlon

- In an April 22, 1997 letter to the Co-Chairs of the Committee the Department of
- Revenue indicated that the budget provision should. be modified to make the -provision broad
enough to cover all aspects of the proposed agreement. As noted, the provision in the bill would
allow DOR to enter into agreements with direct marketers about "the collection of state and local
sales and use taxes and about making quarterly payments of those taxes.” Because the agreement
would likely encompass additional tax provisions such as audits and nexus requirements for past
periods, the Department indicates that the language in the bill should be modified to eliminate
the specific references to sales tax collections and quarterly payments The Department bélieves
that these references would limit the scope of the agreement
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Additional Statutory Provisions

The provision in the budget bill would simply authorize DOR to enter into agreements
with direct marketers. The administration indicates that, once an agreement has been reached,
additional statutory changes will be necessary to allow out-of-state retailers to collect and remit
taxes under the terms of the agreement. These changes could include reduced nexus, reporting
and audit requirements for retailers under the agreement and elimination of the sales tax on
shipping and handling charges.

Because additional legislation would be required before the agreement could be
implemented, it appears that the Legislature would have an opportunity to review the final terms
of the agreement before it is put into effect. However, in order to ensure that the agreement is
not structured and implemented in a way that is contrary to state tax provisions, the Committee

: - may wish to modify the budget provision to specify that DOR could not 1mplement the

~-agreement if its terms do not conform to state law. The intent of this change would be to clarify
that the budget provision authorizing the Department to enter into sales tax agreements would
~ ‘not authorize DOR to implement such an agreement without the necessary statutory
modifications.

' ALTERNATIVES TO BILL

1. Adopt the Governor's recommendation to authorize the Department of Rf':ve'iiue
to enter into agreements with direct marketers about the collection of state and local sales and
use taxes and about making quarterly payments of those taxes.

2. Adopt the Governor’s recommendation with the following modifications:

a. Remove speczﬁc references to tax collections’ and quarterly payments “This.

. alternative ‘would provide broader authority for DOR to enter znto agreements. ‘with dlrect
'---marketers about state and local sales and use taxes. :

b. Specify that I)OR could not implement any sales and use tax agreement if the
terms of the agreement do not conform to state law.

3. Maintain currcnt'léw.
Alterniative 3 GPR :
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Paper #103 1997-99 Budget June 4, 1997
s ———

To: Joint Commitiee on Finance

From: Bob Lang, Director
Legislative Fiscal Burean

ISSUE
Sales Tax on Interstate 'i‘eiecammumcatmns That Terminate in This State

- [LFB Sumary Page- 22 #4]

CURRENT LAW

Under current law, the sales tax.is imposed.on. teieconunumcaﬂons services that originate
in this state and are charged to a service address in this state, regardless of ‘the location where
the charge is billed or paid.

"Telecommunications ‘services” means sending messages and information transmitted
- through- the use of ocal, -toll and.wide-area telephone service; channel services; telegraph
- services; teletypewriter; computer exchange services; cellular mobile telecommunications services;
~“specialized mobile radio; stationary two-way radio; paging service; or any other form of mobile
~-and portable one-way or two-way communications; or any other transrmssmn of messages. Or

= information by electromc or similar means between oramong. pomts by wire, cable., fiber opucs,

“laser; microwave, radio, satellite or similar facilities.
"Telecommunications services" does not include sending collect telecommunications that
- are received outside the state. - A : - pElee
g GOVERNOR
Impose the sales tax on: telecommumcancns services that exther originate or-terminate. in
zh;s state and are charged.to aservice address in'this state, regardléss of the location where the

charge is billed or paid. This provision-would take effect on-the first’ day of the second-month
beginning-after publication of the bill. = -
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- DISCUSSION POINTS

1. The budget bill estimates that the Governor’s proposal would generate $3,300,000
in 1997-98 and $4,200,000 in 1998-99. The administration indicates that these figures are
incorrect and should be increased to $5,200,000 in the first year and $5,400,000 in the second
year. These amounts are hzghe:r than the budget estimates by $1,900,000 in 1997-98 and
$1,200,000 in 1998-99. . o _

The revised estimate for 1997-98 assumes that a full year of collections would be received
in that year. However, the new provision would likely take effect on October 1, 1997 (two
months after publication). Therefore, the first year estimate should be reduced to $3,900,000 to
account for the delayed effective date.

2. In addition to generating state revenue, the budget provision would provide
consistent treatrmiient of interstate telephone calls that:are billed to a Wisconsin service address.
Under current law, such calls are taxable only if they originate in Wisconsin. Under the bill, the
tax would also be imposed on calls that originate elsewhere and terminate in Wisconsin.

3. The bill would impose the sales tax primarily on the following types of telephone

- services: (a) collect calls to a Wisconsin telephone that originate outside this state; (b) calls Eo_'-'_”- S

- a Wisconsin telephone that originate out-of-state and are charged to a service address in this state
through the use of-a "calling card” or other means; and (c) out-of-state calls to toll free "80{}"
and "888" numbers in this state: s : S o B

4. The administration indicates that its intent was to not impose the sales tax on out-
-of-state phone calls to toll-free numbers in this state. As drafted, such. calls would be taxable.
. Therefore, the administration has proposed a modification to exclude telecommunications services

.~ that are obtained by means of a toll-free number, that: originate outside this- state: -and - that

. terminate 1in this state. The fiscal estimates: outlined above assume that the tax would not be
~applied to these phone calls. " If they ‘were- included, -the fiscal estimate would increase by .
- $2,400,000 in. 1997-98-and- $3; 390600 in 1998-99 assummg an- effective. date of October 1 _

1997. . S E

* The administration cites two arguments for its proposal to continue to exempt out-of-state

calls to Wisconsin toll-free numbers from taxation. First, it is argued that the exeémption is

desirable on equity grounds, because calls from Wisconsin residents to toll-free numbers in other

states are typically not taxed by the other state. It should be noted, however, that toll-free calls

‘that both originate and terminate in Wisconsin are currently taxable, and would contiiiue to be
taxable under the Governor’s proposal. Therefore, as under current law, there would be

differential treatment of toll-free calls that terminate in this state: the sales tax would be imposed
- on calls that originate in Wisconsin, but not ‘on calls that originate out-of-state. It can be. argued
._"t_hat this situation would also be inequitable. This: could be addressed by also providing an
exemption for intrastate toll-free calls to Wisconsin locations. . However, such -an exemption
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would reduce sales tax revenues by an estimated $3,600,000 in 1997-98 and $5,000,000 in 1998-
99. : - : . _

The second argument in favor of the exemption is that imposing the sales tax on:out-of-
state calls to toll-free numbers in Wisconsin would place Wisconsin businesses at a competitive
- disadvantage compared to businesses-in other states that do- not tax toll-free telephone services.
This could be especially significant for firms, such as direct marketers, that make extensive use
of toll-free telephone services. As outlined below, most states do not impose sales or excise
taxes on interstate telecomnmunications.. : : - - L

5. - The administration also believes that the bill should be modified to allow a credit
for taxes paid in the state where the phone call originated. The intent of this provision is to
. .prevent more than one state from imposing the sales tax on the same telephone call and to ensure
that the budget provision does not violate constitutional protections regarding interstate
commerce. A 1989 U.S. Supreme Court decision (Goldberg v. Sweet) upheld a 5% excise tax
imposed by Tllinois on interstate telecommunications sérvices, in part, because the Iilinois statute
- avoided the risk of double taxation: by providing a credit for taxes paid on services originating
in-other states: The administration has suggested language that would permit the person remitting
- the tax (typically the telephone company) to "reduce the amount remitted to this state by an
" _amount -equal to the. sumla: tax pmper}y pa;d to another state on such serv‘;ces or the a.mount due

on servmcs to this: state, whichever-is less." : ST SR

- Several pomts shaulci ’be noteci regar&mg the proposed tax: credlt

. The Leg}.slanve Reference: Bureau (LRB) attomey who d;rafted the budget provision

- believes. that the credit is not necessary because, under Wisconsin law; the telecommunications
services would only be taxed if the charge is billed to a service address:in this state. Therefore,
it is unlikely: that ‘other states would- attempt to tax such:calls, or.even be aware that they
- occurred.~ The LRB attorney ‘also indicates that:the: proposed credit could result in unnecessary
- administrative efforts to- deal: with invalid claims.- However it is: possxble that double ‘taxation
could occur if another: state: attempted to: 1mgose a sales Or excise tax on interstate calls that are
charged to a billing address in that statc and to a service: address located in Wisconsin.  As
described below, it appears that no state currently imposes the tax in this manner. Like
Wisconsin, the other states that tax interstate telecommunications:i 1mpose ‘the tax on services that
are charged to a service address in the state, regardless of the Iocancn where the c:ha.rge 1s billed

= State law currently provides a credit from the use tax for taxes paid to other states.
- Therefore, it appears that the concern: about double: taxation raised by the administration may
already be addressed under present law.: However, the Department-points out that the existing
credit-only applies to the use tax; and that the pmposed credit would apply to-both the'sales and
use taxes. A L : : : : : . B
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o :-.--:_'Carohna and Vzrgxma) da not tax mterstate teleconnnumcatzon serv;ces

-« The proposed credit would allow the telephone company remitting the tax to reduce the
amount paid to Wisconsin by an amount equal to any similar tax imposed by another state, but
would not specifically require the telephone company to refund the tax back to the Wlsccmsm
-Cnstgmer . e .. . : . . .

Baseci on tkns mformauon, qtis dlfﬁcn}t to det;erzmne whethar the propﬁsed CI’BdIt is
- necessary. - However, in the- Goldberg decision, the U.S. Supreme Court specifically cited the
- Tllinois: credit as.a factor in'upholding the constitutionality of that state’s.tax. Further, it is not
clear whether the current use tax credit would be adequate to ensure that the proposed Wisconsin
tax would be constitutional. Therefore, the Committee may wish to adopt the proposed credit.
“If it ‘is determined that the credit should be adopted, the administration’s proposal could be
modified to require any telephione company or other person receiving the credit to refund the
sales tax back to the customer who- pa:d the tax. ‘A similar: reqmrement cmenﬂy apphes to
--‘refunds of sa}es tax to sellers. SR A S S e i =

LG Mest other states do not 1mpose the saies tax ‘on mterstate teiecammumcaums
- services: According to-an August; 1996, report by the New York Department-of Taxatior: and-
. Finance, 21 of the 435 states that zmpose a general sales tax, xmpose the tax on mterstate

_--teIephone services. : e - SRS : S e

In aédxuon, a telephone survey ef 20 larga states conducted in. Aprﬂ 1997 by
Leg;siauve Fiscal Bureau indicates that nine of the states surveyed impose the sales tax on
.interstate telecommunications. ' Seven-of these states: (Plonda Tinois, Massachusetts; chh}gan o
New Jersey, Ohio and Pennsylvania) impose the tax on services that originate or terrmnate in'the:

- state and are billed to a service address within the state; as under the budget: provxszon ‘The other' '
two states (Minnesota and Texas)-only impose the tax on services that originate in the state and
~are billed to a service address within the state, as under current law.in Wisconsin. - Mmhlgan and
+ Ohio: provide:an exemption for: toll-free services; the othe{ seven. states that i impose the tax on

o L

“interstate telecommunications do not exempt toll-free services: The remaining 11 states’ surveyed_ - Ll

' _-(Caixfomm, Coloracio Georgla indlana JTows, Mame, Maryland stsoun, New York’ 'Norﬂx‘- :

e ALTERNAT}ZVES 'm BILL
A Taxat:on ot‘ Interstate Tefecommumcatmns Semces

: =1 Adopt.-the Governor’s recomendatmn to: impose  the: sales’ tax  on
 telecommunications services that either originate or terminate in this state and are charged 10 a
“service address in this state, regardless: of the location where the charge is billed or:-paid, w1th o
& modification to exclude telecommunications services that are obtained by means of a toﬁ«free ‘o

_number, that originate outside this state and that terminate in this state g '

Page 4 ' ‘Sales Tax (Paper #103) =




Reestimate the fiscal effect to be $3,900,000 in 1997-98 and $5,400,000 in 1998-99 to
account for the administration’s revised estimates and the delayed effective date. These amounts
exceed the estimates used in the bill by $600,000 in the first year and $1,200,000 in the second
year. :

Alternative 1 GPR
1997-99 REVENUE (Change to Bill) $1,800,000
2. Adopt the Governor’s recommendation, as drafted in the bill. This option is the

same as Alternative 1 except that toll-free calls that originate outside Wisconsin and terminate
in this state would be subject to tax. Compared to current law, this alternative would increase
sales tax revenues by an estimated $6,300,000 in 1997-98 and $8,700,000 in 1998-99. These
amounts are higher than the estimates used in the bill by $3,000,000 in the first year and
$4,500,000 in the second year.

Alternative 2 GPR
| 1897-99 REVENUE (Change to Bil) $7,500,000
3. Adopt the Governor's recommendation with a modification to exclude

telecommunications services that are obtained by means of a toll-free number and that terminate
in this state, regardless of where the services originate. This option is the same as Alternative
1 except that intrastate toH free calls would no longer be subject to the sales tax.

Compared to cu_rféht law, this alternative would increase sales tax revenues by an
estimated $300,000 in 1997-98 and $400,000 in 1998-99. These amounts are lower than the
estimates used in the bill b})ﬁ'$3,000,000 in the first year and $3,800,000 in the second year.

Alternative 3 GPR
| 1997-89 REVENUE (Change to Bilt) « $6,800,000
4. Maintain current law.
Alternative 4 GPR |
199799 REVENUE (Change to Bill) - 87.500,000
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“B.  Credit for Taxes Paid to Other States (T hese op‘tmns are’ relevant if Aitematxve
1, 2 or 3 above is adopted} LA

1. Provzde a credit for sales taxes pmperiy pazd to another state on mterstate

telecommunications services and require any persam e:la,zmng the credit to refund the sales tax
back to the customer who paid the tax.

2. Do not provide the credit.

" Prepared by: R«_}_b: Remhardt
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