Paper #111 1997-99 Budget June 4, 1997
m

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Burean

ISSUE

Minor Policy and Technical Changes -- Tax Appeals Commission Filing Fee (General
Fund Taxes and Administration -- Attached Programs) -

[LFB Summary: Page 34, Item #20; Page 70, Item #9]

GOVERNOR

Increase, from $5 to $25, the filing fee for appe:ais to thé.Téﬁ: Appeals Commission. In
addition, impose a $5 filing fee on appeals related to the Homestead Tax Credit (HTC).

MODIFICATION TO BILL
Increase GPR-Eamed by $9,500 annually for Tax Appeals Commission filing fees.

Explanation: Under current law, a taxpayer or municipality can appeal a determination

of the state Board of Assessors or the Department of Revenue by filing a petition with the
Tax Appeals Commission. Petitioners are required to pay a $5 filing fee, which is

deposited in the general fund as GPR-Eamed. Appeals related to the Homestead and

Farmland Preservation Tax Credits are not subject to the fee. The bill would increase the

filing fee from 35 to $25 and specifically impose a $5 filing fee on appeals related to the

HTC. However, the bill does not include any additional revenues to reflect the fee

increase. As a result GPR-Earned estimates for filing fee collections should be increased

by $9,500 annually.

Medification GPR
1887-69 REVENUE (Change to Bill) $19,000

Prepared by: Ron Shanovich

General Fund Taxes (Paper #111) Page 1




MO#

BURKE
DECKER
GEORGE
JAUCH
WINEKE
- SHIBILSKI .
7 cowles
PANZER "

€€t €€ <<
zzzzzzzz
PP B P >e>>

JENSEN ...
OURADA
HARSDORF
ALBERS
GARD
KAUFERT
LINTON

A A

zzzZZZZZ
" BErPBP PRI

P
&
|




Paper #112 1997-99 Budget June 4, 1997

To:  Joint Committee on Finance

' From: Bob Lang, Ditector
Legislative Fiscal Bureau

ISSUE

Tax Amnesty Program (General Fund Taxes)

CURRENT LAW

Under current law, taxes become delinquent when they are not paid by the due date.
However, ‘unpaid ‘and unreported taxes are not immediately entered into the delinguent tax
* colleéction system but, rather, when an unpaid tax is identified, a bill is sent to the taxpayer.. If
the bill'is ot paid within 60 days, the tax.is declared delinquent and an account is established

‘for the’ unpmd tax. “Ten days after an-account is established, a delinquent tax notice is sent to
“the taxpayer The notice indicatés that the delinquent tax collection fee has been imposed and
“'that the taxpayer is- subject to'various kinds of irivoluntary collection actions if the account is'not
_rasoive& If the taxpayer does not- rcspond to the delinquent tax nonce, the account issenttothe

e 'Central Coilectaen Sect}.on or rcferreci toa ﬁeld ageni

I the case is the first deimquency for the taxpayer, it.is’ asszgned to the Central Collection
' Section. The case is-then is referred to an-agent who is required to send an informal notice to
“the taxpayer “The notice attem;:ts to'schedule a meeting with the taxpayer to make arrangements
to ‘settle the account. If the taxpayer does not respond to the notice or fails to follow through
on repayment arrangements made at the informal hearing; the unit may proceed with involuntary
collection actions such as withholding delinquent tax amounts from ‘wages or garnishing bank
accounts. Also, private collection agencies can be used to collect delinquent taxes. If an account
" is sizeable ‘and cannot be resolved by the Centrai Conecuon Sectmn wxﬁnn $iX to nine mouths,

i zs referred toa ﬁeid agant - : R . ' :

In cases that involve repeat delinquencies for a taxpayer where the taxpayer does not
respond to the delinquent tax notice, a warrant is sent to the taxpayer and the Circuit Court. The
‘warrant places a‘lien on the delinquent taxpayer’s property for the amount of tax, fees, .interest
and penalty. After the lien'is placed, the delinquent account is sent to a field agent who attempts
‘to arrange ‘an informal hearing to resolve the delinquency. ‘If the taxpayer ignores the collection
efforts ‘or refuses to pay, the agent may use involuntary collection measures. -
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Dehnqucm state taxes are subject to mterest of 1:5% a month.” Generally,’ the penaity for
fazlure to file a return is equal to 5% of the tax per month, up to a maximum of 25% of the tax.
Other penalties, such as those for fraud, negligence and filing false information, are also imposed
and vary depending on the tax and circumstance. A delinquent tax collection fee equal to the
greater of $35 or 6.5% of the delinquent balance is also imposed on each new account. The
revenue from the fee is used to fund DOR’s delinquent tax coliecuon activities.

GOVERNOR

No provision.

DISCUSSIGN POINI‘S
Amnesty as Tax Pohcy

Sen '1 Attachment 1 shows the- yaax*end balance of dehnquant taxes. and the numbﬂr of
-:dehnquent tax accounts; by the type of tax, for fiscal years 1989-90 through 1995-96. .(The table
- does-not include -accounts under $10 and. related. accounts. - Related accounts are accounts
~-established with more than one taxpayer for. the same delinquent tax liability,) The. attachment
- shows that the delinquent account balance has increased 129.2%, from $341.7 million on June

30;,-1990, to $783.2 million on June, 30, 1996.: “The individual i income and wlthholdmg taxes:and
~the sales:anduise tax have consistently been: the primary. sources of delmqucnc;es The number
_:of delmquent accounts mcreascd ?.9 8%, from 254 370 zo 330 192 durmg that penod

Paﬂ of the increase e reflects conversion of the fundmg source. for deknquent tax collectnm’- S
~.activities from GPR. to- program:revenue.. - The conversion . led. to actions. that affected the
-.dehnquent tax balance. First, imposition of the. delinquent tax, fec in July, 1992, mcreased the
~-amount owed: by each-account.. . The fee-was increased again.in December, 1995. .In addmcn,
- under the’ Bepartment s method of accounting for the. dehnquent baiance, additional interest was

-addedito the balance when the fee was imposed. and increased. DOR doesn’t formally. account
“ for acc:med interest-on. dehnqusm accounts until a transactxon in the account occurs.

- C 2 Smce 1995 fivc states-have conducted amﬂesty pregrams under. which. thcy have
granted, for a limited time, complete or partial forgiveness from civil and criminal penalties. and
interest owed for certain taxpayers on the condition they voluntarily pay the taxes they owe. The
. states-are Connecticut, New. York; New Jersey, Pennsylvania and Rhode Island. Attachment 2
~provides descriptive information concerning the:state amnesty. programs for these. states. The
-attachment indicates that the amnesty provisions generally involved. the suspension or reduction
of civil-or criminal penalties. New-Jersey provided amnesty from interest owed on delinguent
accounts. ' The level-of participation-varied with New. Jersey. experiencing the. mghest level.
Connecticut, New Jersey, New York and Rhode Island had conducted amnesty. programs prior
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‘to the 'most recent ones. Total collecuons ranged between $359 mxlhon in Ncw Jersey to S’? 8
million in Rhode Isiand. -

3. Wisconsin conducted an amnesty program from September 15, 1985, 'through
November 22, 1985. The program generated $26.3 million in addmonal tax collectxons The
-Ap;aend:x prowdes a summary of the prcwszons of the program R

L4 Increases in the dclmquent tax balance indicate’ that the’state is iosmg rcvenue
because many taxpayers, both individuals and cmporataons are not filing tax returns or are
‘underpaying amounts owed. ‘It is believed that some of these’ taxpayers did not-file because of
financial problems or simply due to oversight. These taxpayers may now be capable of paying
taxes, but may be fearful of the possibility of large penaiues, and m;ght come forward with
amounts owed 1f t}:zey would not have to face panaitxes -

Tax amnesty 15 viewed as a’ mechamsm fer encouragmg such taxpaycrs to pay back: the
taxes" owed the state. ?mponents of tax: amnesty ‘believe such programs provide a low-cost,
--efﬁcaent method of coilectmg delmquent taxes that would: otherwzse be collected tbrough mere o

-expenswe mestheds or remain unpaid ‘In addmon, tax amnesty can encourage nonfiiers to come

‘forward and; as a result, broaden the tax base by bringing these individuals back onto'the tax
rolls. To the extent amnesty would encourage businesses, paxucuiarly out-of-state businesses,
to file returns, it would address the Department s greatest comphance problem. Finally, tax
‘amnesty programs-can provide both' a short-term revenue ga.m and to the extent nonﬁlers are
--3dent3ﬁcd can generate mcreased revenues m futm*e yeam : o S
: 5.+ ~However, tax amnesty has been criticized as being inequitable. Under amnesty,
taxpayers that pay their taxes voluntarily and on time: receive no benefit while others that
' 'undcrpay ot do not pay their taxes are not fully penalized for such actions. One conld argue that
this promotes ‘an injustice by ovcriookmg violations of the law by tax evaders and delinquents.
The' ‘credibility “of the tax system could be’ undermined, because the legal penaities for
nﬁncomphance and delinquency are not enforced under amnesty.” This is ‘a’ potentially serious
problem because ccmphance is pnman}y voluntary under the curmnt tax system

Arguabiy tax amnesty cou}d actuaily encourage tax evasion and reduce collections in
subsequent years if taxpayers anticipate similar programs in the future. This would be of
particular concern in Wisconsin if a second amnesty program was enacted so soon after the first
program. Moreover, the majority of amnesty collections are often not from delinquent taxpayers.
In 1985, §19.2 rmlhon of amnesty coilectxcns were from assessments of addmonai lzabﬁzty from
aud;!:s m progress o - : : S :

Sup;aorters would counter that the states which recently conducted’ amnesty programs for
a second time (Connecticut, New Jersey, New York and Rhode Island) have indicated that the
programs were successful and not detrimental to compliance. The New Jersey program was
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-particularly successful generating the highest per capita revenue ($46.60) of any program ever
administered in the U.S. while adding 2,000 new taxpayers to the tax rolls. o

Program Des:gn

State ofﬁcza}s who havc admuustcred tax amnesty programs md;cate that ca:eful plarzmng
is necessary to ensure that the program will be successful. They point to a number of elements
of an _amnesty . program that need to be considered. in designing and implementing. such a
__ program Included in these design facters to consider are eligibility, type of taxes covered, nature
of amnesty, provxded enhancement of enforcement activities, 1ength of program administration
and Qperanonai proccdures = el e -

Ehgzbihgy On a genera,l }eve} a basm questmn re}ated to ehgxbxhty 18 whether or. not to
include known delinquents .in the ammesty program. It is likely that inclusion of known
dehuquems will increase collections and participation during the amnesty period. . Of the states.
which have. condncted amnesty programs, those. ‘which have extended eligibility 1o known
_;dehnquents have. generaily had relatively larger. numbers . of participants and. have. generated
Trclatzvc}y largar amounts. of . tax collections.. .Also, preponents cantend that extending amnesty
0. mciude known ée}mquents reduced the costs of seeking out and prosecuting those delinquents
below the costs which would be mcurred through normal collection procedures. :

: However, those who oppesc mc}udmg icnown dehnquenis in axrmesty pmgrams be}xeve
that such mdw:duals should be excluded in. fairness.to honest taxpayers.. .From this view,
amnesty is ‘seen solely a means of increasing the number of current and future taxpayers by
attracting nonfilers -to. the tax. rolls. :Most of the states. which have. condacted tax amnesty
o :programs have extcndgd ehg;bxhty to known delmqumts S I SR

§ In 1985 both known dselmquents and other taxpaycrs whe owed amounts to the
Departmenz were eligible for amnesty. . To be defmed as dehnquent the. taxpayer s account had
to.meet one. of the. foilowmg conditions; . : . i - :

1. An assessment exlsted fcr whlc:h the appea.l penod had expu‘ed pnor to the
eligibility date and an amount was unpaid during the amnesty. penod :

: 2. B A nanappealab}e bzlimg nouce which had a due date pxwr to the ehgfmhty date
had been issued and an amount was still unpaid dunng the amnesty pcnad S

Other taxpayers who were e:hglble mciuded taxpayers ﬁimg late rctums voiuntaniy or
upon request; taxpayers filing amended returns; taxpayers who had been assessed or billed; and
taxpayers  with pending appeals before the Department’s Appellate Bureau, the Wisconsin Tax
Appaals Comimission or a court if they voluntanly withdrew the appcals :

The tax amnesty provisions d;d not appiy in the foliowmg types of situations:
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1. ‘The persons applymg for amnesty were the subgect of ‘tax:related criminal
f-m%stzgatsons or pendmg cmmnal prosecutxons relating to any tax adnnmstered by the
: department

‘2. The amounts for which amnesty was requested were subject to a civil collection
action by the Department initiated before the amnesty application was received, or were similarly
subject to other types of creditor enforcement proceedings under other state laws. This provision
'apphed to deimquent accounts of nenres:dents asszgned toa ccﬂecnon agency by the Department

19300 % The taxpayer was nonﬁed during the amnesty period of an adverse detenmnauon
of his or her appea} to the Wisconsin Tax Appeals Commission or any court. S

fut 400 Y The person-applied for amnesty and was notified of the-balance due, yet made no

“‘payment or- only partial payment of the balance within the period specaﬁed by the Deparcment

“In ‘such cases, the forgiveness of amounts due or the waiver of penalties, fees and interest was
disaliowed ané the taxpayer owed the full amount of ‘any ‘delinquency or assessment (less the
amount of any pamal payments made)

5. Amnesty was not allowed to taxpayers appealing an assessment, determination or
notice to the Department, Wxsconsm Tax Appeais COII}IIHSSIOH or any court unless the appeal was
"w1thdrawn b“y the taxpayer :

Tvves of Taxes. ‘Most states which have operated amnesty programs’ havc included all
'*3?5tate taxes administeréd by the Revenue: Department or similar agency in the amnesty program.
“Obviously, if all the state’s significant revenue sources are covered, the p{)tenual number ‘of

participants and amount of revenue generated-is greater. If an amnesty program is enacted, all =

“state’ taxes: adxmmstercd by the Department’s Income; Sales and Excise tax division could be
included in the program. ‘The 1985 amnésty program applied to the individual income, corporate
income and franchise, sales and use, withholding, ‘inheritance and gift, liquor, beer, wine,
cxgarctte tobacco, motor fael and 5peczal fuei taxes and hemestead and farmla.nd tax credits.

Tvz)e of- Anmestv The greater the incentives prmrided to taxpayers the greater will be
‘the participation ‘and revenues that are generated. However, if ammnésty provisions are too
generous'they raise equity issues since they may reward taxpaycrs who faﬁed to abade by the tax
laws or regulatmns s :

From one pomt of view, an amnesty program should not be designed to create a
“competitive premium” for dishonestly by reduicing tax costs, including compliance costs, for the
tax evader. Therefore, an amnesty should not reduce any ordinary taxpayer responsibilities (filing
returns, ‘supplying information), tax due, or hormal interest on-the liability. - Providing any of
these forms of relief would create an advantage for the amnesty recipient compared to the normal
taxpayer. ' Tt is believed that whether ‘or not amnesty discriminates against honest taxpayers
depends primarily on the interest rate the government applies to past due taxes. If the rate is
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below. the market rate, the previously dishonest taxpayer .in the amnesty gains from what is
.effectively a low«mtemst government loan. However, if the interest rate is at or above the market
rate, amnesty can provzde relief from penalties and prosecution without creating. .any
discrimination favoring the evader. Thus, supporters of this view believe that amnesty should
be.provided primarily in the form of reduced or suspended civil and criminal penalties and
pessﬁ)iy with a xaducnon in. mtcrest:. T

_ On the other ha.nd some would arguc that addztzonal mcentzves should ba pmvuied Tﬁtai

mterest forgiveness and possibly some other form of forgiveness would encourage more

~widespread: participation. - In turn, this would attract more nonfilers than otherwise be the case,
and as a result, add to the state’s tax base. .

-As noted, most states which conducted- amnesty programs suspended civil and criminal.
__penaines Some.; _h_ave effﬁred teduced interest. New Jersey was the only state. to. forgive. ail-
:f_mtemst ewcd _e_;_Depaztment of Revcnua has reco:m‘nendcd that ihe type of arrmesty offered
_should be aasy to compute and ccnsxstem : T S G

: ‘In {hﬂ 1985 state amnesty program the tax amnesty prowsxons apphed in the follow:tng
_typesofsamaﬁons T o N _

. 1 | For taXpéyérlsniﬁzhé. h’éd a.deiinquént tax hablhty c:n' fecofd as .éf the sta.rtiz':;g:ﬂéte

of the amnesty period, 20 percent of the delinquent balance as of the date of payment was

--forgwen The maximum reduction was $5,000. Amnesty was not;allowed unless all tax returns
or other documents: corresponémg with the assessment, determination. or. notice. of the tax. labﬂzty

| wcrc pro;aerly fﬂﬁd thh the Deparf;ment

i 2 : —For: taxpayers w1th an unpald tax habﬂlty that was not on record as delmquent as'
of. the begmmng of amnesty, the: Begartment waived penalties. and fees and. lowered the interest
rate: from } 5% percem (the de}mquent rate) to 1% (the normal. rate) per month

3. Fer Iaxpayers thh a tax habxhty that was nexther reportcd nor estabhshed
{unknown), the. taxpayers were allowed to file returns and make payment. . Penalties, fees, and
the right of the Depamnent to seek prosecution were waived provided that proper payment was
made. In addition, the interest on delinquent amounts was reduced from 1.5%.to 1% per month.
However, penalties and the full rate of interest could be imposed if additional taxes were due on
the returns filed by the taxpayer or if the taxpayer defauited on the amnesty agreement

: : In mnszdenng the type of amz;esty prowded 1t 18 unportant te recogmze that the
__Df:panmant $ dehnquem tax -collection activities are entirely funded by the, _delinquent .tax
collection fee. The fee'is equal to the greater of $35 or 6.5% of the delinquent balance due.and
is 1mpesed on each new. delinquent.account at the time it is. entered into the delinguent tax
system. For 19974—98 base level funding for the Depamnent s delinquent tax collection. system
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(DTCS) i is'$9,679,300 with 158.90 authorized positions. If the fee was suspended as part of the
amnesty ‘program, an alternative funding’ source would be needed for’ the DTCS -

Enhanced Enforcement of Tax Laws. The experience of states which have conducted
“amnesty programs indicates that an increased comphance effort by the state provides an incentive
for delinquent taxpayers to voluntarily participate in the amnesty program, rather than risk the
increased chance of detection by taxing authorities following the amnesty. All of the states that
‘operated ‘amnesty ‘programs indicated " that they- had increased ‘their ‘compliance efforts in
conjunction with or subsequent to the amnesty programi.’ As outlined in the Appendix, several
addmonal enforcement prov;sxons were adopted along thh tho Wlsconsm amnesty program in

Length of the Program. The recent amnesty programs conducted by other states have run
from 75 days to three months. Propononts suggest that the length of the program should be Iong
.enough to allow taxpayors to complete the research and paperwork necessary to participate but

“HOL S0 long so that the “publicity and"- advemsmg associated with the" program loses its
effectiveness. In 1985, the Wzsconsm amnesty program ran 68 days, from September 15, 1985,
through November 22 1985

: Adnumstranon Admzmsn'atxon of a tax-amnesty program involves‘a number of different
‘activities. Proponents ‘of amnesty ‘point out that one of the key elements in the success of such
"-programs is vigerous promotion and advertising of ‘the program In"addition, réturns must be
‘processed, tax fonns and *supplemental information’' must” be printed “and distributed and
information must be provided to interested taxpayers. The cost of administering the 1985
amnesty program was $959 760

Fzscal Effect The amount of revenue whlch can be expectcd to be coliected through an
amnesty program is dependent on the specific structure of the program, including such elements
as eligibility requzrements the level of advertising and promotional activities and the current and
expected future: comphzmce activities undertaken by the’ Department of Revenue. As a result, it
is possﬁale to provide oniy a general estimate of the potentzal revenues which: zmght be raised
through amnesty. If an amnesty’ program that was similar to the 1985 program was instituted for
all taxes administered by the Income, Sales and Excise Division of the Department, an estimated
$40 million could potentially be generated. This amount would bc offset by administrative costs
and funding provided to replacc the dehnquem tax fee. .

Department of Revenue Cons;deratlons

When the Commzttco was - consadermg adoptmg an amnesty program in: 1985, the
I}epamnont of Revenue developed guidelines which were used. to establish and implement the
program: - To date,-DOR has. offered some general suggestions for a second -ammnesty program,
but has not prepared specific guidelines. These suggestions, which are outlined below, are not
intended to be an indication of the Department’s support for tax amnesty.
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- . .» Limit debts eligible for amnesty to liabilities that are already delinquent as, of some date
prxor to enactment of the. law.  This. discourages people from not paying current liabilities.in
anticipation of amnesty.

| . For any estunatcd ta.x ltabllmes mciudcd in. the ehgzbie dehnquent balance, require all

_' retﬁms to.be.filed before. mnnesty is granted

e Make the amnesty ﬁasy to compute and coaszstent The1985 p_rta_gram aiio\&ed
forg;veness 0f-20%-of the balance due, up 10 $5 00{) S :

. Lcavc the delmquent tax coll&ction fec who}e in order tc prov;de adequate revenue to
fund collection efforts after the amnesty program ends.

: » Lmtnt £he rcqum:d payment wmciow to a pcnod such as. 9{} days

'- o Pttmﬁc mcreased enforcement authenty aftcr arnnesty ends The Depanmeﬁt has net "

Because DOR would 1mplmnent the amnesty program and centznue to be responsxble for

tax-administration and collection activities after the program ends, the Committee may wish to

obtain addms:mal input. from the Department ‘before adopting. specific. amnesty provisions.

. Therefore, the Committee: could direct the Department to develop. a specific proposal for.an
amnesty pmgram to be consxdered by the. Commn:tee at the Sﬁptember, 1997 s.:13.10. meetmg

- 'AL’I‘ERNATIVES TO BILL
.- _ -1... Mamtam cnrrem law N
2 Reqmre DOR to- dcvaiep a pm;:osal for a tax amnesty program to be conducted

-in: the 1997 98 - fiscal year. -Specify that the Department’s proposal must be developed and

presented . for the. Cemzmttce s canszderauon for inclusion in. t:he 1997-99 biennial budget. bﬁl

‘Alternativez 7 @PR{|"
1997.99 REVENUE (Change to Bil) ~ $40,000,000
3. Require DOR to develop a proposal for a tax amnesty program to be conducted

in the 1997-98 fiscal year.  Specify ‘that the Department’s proposal must be developed and

‘presented for thé Committee’s’ ‘consideration ‘at the September, 1997, section 13:10 meeting.

Provide that-the- Depaxtment could not :mpiement the amnasty gmgram w:thont apprcvai fmm

the Commiitee. -
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Alternative 3 - GPR
'1997.99 REVENUE (Change to Bill $40,000,000

Pfcpared by: Ron Shanévich

MO#
BURKE Y N &
DECKER Y N A
GEORGE Y N A
JAUCH Y N A
WINEKE Y N A
SHIBLSKI Y N A
COWLES Y N A
PANZER Y N A
JENSEN Y N A
OURABA Y N A
HARSDORF Y N A
ALBERS: Y N A
GARD - ¥ N A
KAUFERT Y N A
LINTON ¥ N A
COGGS Y N A
AYE NO ABS
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APPENDIX
1985 Wlsconsm Tax Amnesty Program :

'I’he tax ‘amnesty program was estabhshed by 1985 Wzsconsm Act 29 (the 1985-87 biennial
budget act). The program was not included in the Governor’s budget recommendations but was
incorporated into the budget bill (1985 Assembly Bill 85) by the Joint Committee on Finance and
‘modified by the Legzsiatm'e The fo}iewmg sectxons describe each of the speczﬁc components
of the program. S .. . : :

“Eligibility;" The ‘amnesty program. apphed 1o delinquent taxpayers (as specifically defined
for the program); nonfilers who owed taxes, interest or penalties; ‘taxpayers who filed late returns
. voluntarily or upon request; tax;aayers who filed amended returns; taxpayers that were assessed

“or billed; and taxpayers with -pending- appeals ‘before the Departmem -of Revenue’s (DOR)

" Appellate Bureau, the Wisconsin Tax Appeals Commission or a cotirt that could: withdraw the ©

vappeals.” The pregram exciaded certain taxpayers from ehg:bﬁzty for amnesty, such as ax:cotmts
"mvolvmg cmmnal mvcsnganons or cnnuna} complamts . R

Taxcs Ali state taxes that were adnnmstered by the Income Sales Inhentanca and Exczse
‘Tax Division in DOR were included in"the program. Specifically, the program applied to: the
individual and corporate income and franchise taxes; sales and use taxes; withholding tax;
inheritance and gift taxes; liquor, beer, wine, cigarette and tobacco taxes; motor fuel and spec1al
: fuel taxcs and homestead and farmiand tax cred;ts : S e

csgz Undf:r the amnesty prnvzsmns, the chartmcm of R&vamze was authonzed to:. (a) S

e %wazve czwl and criminal penames (b) waive late: filing fees; {©) reduce’ from: 18% o 12% the rate‘ L

g of interest owed by nondelinquents; ‘and’ (d) reduce tax Tiability by 20%, up to 2 maximum
amount-of $5,000. The addition to tax penalty for c:wﬂ fraud that was assessed prxor to the date
of applymg for amnesty was not waived. S : : e . :

Enhanced Enforcement In conjunction with the amnesty program, a number of compliance
provisions were enacted and strengthened. Included among these enhanced enforcement °
provisions were the following:

(a) A levy law was established to allow for direct seizure of the assets of a delinquent
taxpayer;

(b) The penalty for tax fraud was increased from 50% to 100% of the amount of the tax on
the underpayment;

(c) Late filing fees under the individual and corporate income and franchise taxes were
increased from $10 to $20 for returns filed more than 60 days late.
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In addition, there were a number of enhanced -compliance provisions that were included in
Act 29 that were in the Governor’s recommendations and, thus, not directly linked to the amnesty
program but worked to increase the incentive for delinquent taxpayers to participate. For
example, as submitted by the Governor, AB 85 contained provisions that authorized state
_agencies:to-revoke or refuse. to renew -or issue. occupatmna] licenses. for persous who owed
:dehnquent state taxes. - . oo o - : : SR :

_ g{h of ____gram The program ran frem Scptember 15 1985 th;rough Nevember 22
1985 Taxpayers could apply for amnesty only during this time period. _

Miscellaneous Operational Provisions. The cut-off date-after which taxpayers who became
deimquent or failed to file were no longer eligible to apply for.amnesty was . May- 15, 1985.
Taxpayers were ‘required to submit a written application in order to participate in the program.
All amounts that were due had to be paid in full and all returns had:to be filed, including returns.

.for which an f:sumated ‘assessment was. issued:. Paymf:zzts were made in cash, money:: order .

.-cashler S check or other guarameed amounts- and had to-be paid within 90 days after receiving o

notification from the Department. All ‘amounts pa:d under amnesty were final and conclusive.
No reﬁmds were aliowed at a later date regardless of other statutory changes

Admzmstratmn The Depamnent of Revenuc was: provzded $959 700 to adrmmster the
.amncsty pmgram - : e e o

Revenue in Act 29 the revenue generated by thf: amnesty program: was placcd in: a
separate segregated fund and used to cover the costs of operating and administering the elderly
property tax deferral program. However, as part of a number-of measures that were included in

1985 Wisconsin Act 120 (the 1986 Fiscal Management Bill) to address a projécted $340 million -

~ -revenue shortfall in- 1986-87; amnesty ‘collections -were transferred to the- .general fund.
Originally, it:was -estimated that the amnesty program would generate $10. million; actual
collccnons were approximately $26.3 million. : . o . :
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Paper #113 1997-99 Budget June 4, 1997
D e

" To: quz:u'Clammit_ie:c on Finance O

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE
Utlhty Tax sn Personai Commumcatmns Semces (General Fuml Taxes)

[LFB Summary Page 32, #15]

CURRENT LAW

" “Under current law, a gross revenues tax is imposed on all telecommunications companies
“iat a’rate of 5.77%." Beginning with taxes due for 1998, the gross revenues license fee will be
“'eliminated and an ad valorem tax will be imposed (as enacted in 1995 Wisconsin Act 351). As
“part of the shift from a gross revenues fee to an ad valorem tax, each cefhular ‘mobile radio

_ 5_-tele¢0mmnmcatxons company and local exchangﬁ: service: campany will pay a transitional fee for .

. 1999 and 2000. The fee will be the difference between the taxpayer’s ad valorem utility ‘tax

payment and the amount that the’ taxpayer would pay if subject to the gross revenues tax. Under

~current law," "cellular mobile radio communications utility” means a person authorized by the
Federal ‘Communications” Commission - (FCC) -to provide cellular service: " Interexchange
companies and resellers will not be subject to the-transitional fee. R

GOVERNOR
_ Specify that the transitional adjustment fee on certain telecommunications utilities would
be imposed on persons that provide commercial mobile ‘seérvice rather than on cellular mobile

radio telecommunications’ compamcs Cermnercml mobﬂe services Wouid have the same meanmg
as under federal law. : : o
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L. Under federal law, "commercial mobile service” means any mobile service (radio
communication carried on between mobile stations and land stations or between different mobile
stations) that is provided for profit and made available to the public or to a substantial portion
of the public. Both cellular communications and personal communications services (PCS) are
forms of commercial mobile service.

2. PCS companies are an emerging group of telecommunications businesses that use
a different portion of the radio spectrum than cellular companies. ‘The two different types of
services are the same from a consumer viewpoint. At this time, there are two PCS companies
operating in Wisconsin.

3,7 The administration indicates that the intent of the budget provision is to cianfy that
PCS compames weu}d be treated the same as. cellular telecommunications companies for purposes
of the transition fee. The administration also indicates that when Act 351 was enacted, it was
undcrstcod that the term cellular mobzle rad,lo teieconnnumcancns mcludcd PCS..

4. If the modlﬁcaUQn is not made, it is possible that the transitional fee could not be
collected from PCS companies without litigation. i

oS0 On April 22, 1997, the Department of Revenue sent a letter to the Committee
: requesnng a tcchmc:al correction to this provision to-ensure that resciiers of ccmmercml mobile

_services :would-.continue 1o be. ‘exempt from the: transition. fee. . _Under the bill, resellers of _
.. commercial :mobile service would be. subject to the: transxtmn fee. becausc they: pwwde_ _
'_:cemmerclai ‘mobile services to their customers

“indirectly when they purchase the service to rescll ‘The- modxﬁcanon requested by DOR Would' :
specify that only persons.licensed by.the FCC to provide comerc:al mobile service wouid be
-subject to:the. transition fee: _Since. reseﬂers are not 11<:ensed by the FCC, they would not have
“to ‘pay: the. transition. fee. on. the service they resell. Under current law, the resale of .local
cxchange service does not tngger !’hf: fee for-resellers. .

6. The April 22 letter also requested a second modification to the transition fee.
Under current law, if an interexchange company also engages in the business of selling cellular
phone service (or commercial mobile service under the bill recommendation), all of the
interexchange company’s. gross revenues. would be subject to. the transition fee, including
revenues -from -providing ‘interexchange service.. The Department has. requcsted a mod1ﬁcanon
to. specify that only the revenues.from commercial mobile service be used in the calculation of
the transitional fee. The Department indicates that it was not the intent of Act 351 to impose the
fee on interexchange revenues.

Page 2 . General Fund Taxes (Paper #113)
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ALTERNATIVES TO BILL

1. Adopt the Governor’s recommendation to specify that the transitional 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.

2. Adopt the modification requested by the Department of Revenue to specify that,
if an interexchange company also provides commercial mobile service, the revenues used to
calculate the transition fee would be limited to the person’s activities as a commercial mobile

service provider.

3. Maintain current law.

Prepared by: Kelsie Doty
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Paper #114 1997-99 Budget June 4, 1997

" To:  Joint Committee on Finance

From: Bob Lang, Director N
Legzsianve Fxscal Bureau S

ISSUE

Minor Policy and Technical Changes -- Use Tax on Automoblles Used by Dea}ers -
(General Fund Taxes) : . e

{LFB Sumazy Page 25, Item #9]

GOVERNOR

Modify provisions regarding imposition of the use tax on vehicles that are used for a
purpose in addition to retention, demonstration or display while theld for sale in the regular course

of business by motor vehicle dealers. Under curtent law, the use tax is imposed on the fair rental - -

~ or lease value of the vehicle as determined under federal income tax regulations, except that the
lease value for vehicles held in inventory and used by cmpleyf:s for whom the dealer is required
to withhold federal income taxes is specified at $96 per month. The $96 amount is adjusted for
inflation each year. L

Under the bill, the $96 monthly lease value would also be applied to persons who have
an ownership interest in the dealership and actively participate in the daily operation of the
dealership. This provision would take effect on the first day of the second month beginning after
publication of the bill. The fiscal effect is estimated to be minimal.

MODIFICATION TO BILL

Define "actively participates” for purposes of this provision to mean the sole proprietor,
partner, subchapter S shareholder, or LLC member performs services for the motor vehicle
dealership, such as sales, accounting, management and consulting, for more than 500 hours in
a taxable year for which such person receives compensation. "Actively participate” would not
include services performed only in the capacity of an investor such as studying and reviewing

General Fund Taxes (Paper #114) Page 1



~financial statements Or Teports _qn--gp_eratién -_-Qf_lthe_ business,: preparing pr;-cqmpumg;.sumaﬁes
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 addition, modify the language to read "day-to-day” rather than "daily” operation of the

dealership.
Explanation: The Department of Revenue indicates that these modifications are necessary

in order to clarify that the budget provision would not apply to individuals who are only
marginally involved in the day-to-day operations of the dealership. :

* Prepared by: Rob Reinhardt
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Paper #115 _ 1997-99 Budget June 4, 1997

To: . Joint Committee on Finance

" From:  Bob Lang, D;rector
Legxslatwc F1sca1 Bureau

ISSUE

Increase Cigarette Tax (General Fund Taxes)

" [LFB Summary: Page 21, #2 and Page 554, #2]

CURRENT LAW

" Wisconsin imposes an excise tax on the salé of cigarettes: The tax rate’is generally 44¢
per pack, or 22 mills per cigarette, although for larger cigarettes (weighing more than three
~pounds per thonsand) the tax rate is 44 mills per cigarette. Cigarette tax collections totaled

E :_f'$198 0 million in 1995—96 and are esumatcd to be $198 0 Imlilon in 1996-97 $196 0 mﬁlmn in S
. 1997-98 and $194.0 million in 1998- 99 under current law. =

'GOVERNOR
Increase the cigarette tax rate by 5S¢ per pack, from 44¢ per pack 16 49¢, effective on the
first day of the second month beginning after publication of the budget act.

DISCUSSION POINTS

_ 1. " The bill esamates that the proposed cigarette tax increase ‘would ‘generate
' 320 400 G{}O in 1997-98 and $21,500,000 in 1998-99, assuming an effective date of September
1, 1997. In adchnon, fundmg for mgarette tax refunds to Native American retailers is increased
by $700,000 GPR in 1997-98 and $1,100,000 GPR in 1998-99 to reflect the proposed increase
in the tax rate (under an agreement with the state, the tribes are refunded 70% of the tax paid
on mgarettc saies made to non—mbal members and 10(}% of the tax on sales made to Native

General Fund Taxes (Paper #115) Page 1



Americans). - Therefore, the net-impact of the tax increase s estimated at $19,700,000 in the first
year and $20,600,000 in the second year.

It is assumed that an increase in the cigaretie tax would result in reduced demand for
cigarettes in Wisconsin,  However, the administration’s figures do not fully account for this
factor. Therefore, the estimates for the tax increase should be revised t0 $19,400,000 in 1997-98
and $20,300,000 in 1998-99. The additional refunds to Native American retailers should be
reestimated to be $800,000 in the first year and $1,200,000 in the second year. With these
revisions, the net impact of the tax increase would be $18,600,000 in 1997-98 and $19,100,000
in 1998-99. These amounts are lower than the figures used.in the bill by $1,100,000 in the first
year and $300,000 in the second year.

2. Attachment 1 identifies the cigarette tax rates in effect in other states. Currently,
there are 12 st_atefs--_With"a__.h_i.gher_'t_ax_ than Wisconsin, the highest being ‘Washington with a tax

of 82.5¢ per pack. The state with the lowest cigarette tax is Virginia at 2.5¢ per pack. Ofthe =

“neighboring states, the cigarette tax is currently 44¢ per pack in Hlinois, 36¢ per pack in lowa,
75¢ in Michigan and 48¢ in Minnesota. Although not shown in the attachment, the federal
excise tax on cigareties has been 24¢ per pack since January 1, 1993. o

3. The cigarette tax rate has been increased three times in the last ten years. The rate
was increased from 25¢ per pack to 30¢ on September 1, 1987. On May 1, 1992, the rate was
_increased to 38¢ and the current rate of 44¢ per.pack was pg;z;b_l_iﬁh_ed in1 99_5_W§§cqn§in Act 27,

effective September 1,1995. .. .

4. Atachment? outines the estimated fiscaleffects of a mumber of potental cigarette
fective date of September 1, 1997. If a different effective date is

used, the 1997-98 estimates would vary. “The estimates also account for: {2) one-time revenues -
in 1997-98 from the floor tax on inventories; (b) increased sales tax revenues since the state sales
tax is imposed -on the price of cigarettes, including the excise tax; (c) increased refunds of
cigarette taxes for sales on Native American reservations; and (d) decreased demand in response

_to-a state tax increase. .

5. Wisconsin also imposes an occupational tax on the sale of all other tobacco
products, except cigarettes, equal to 20% of the manufacturer’s list price to distributors.
According to data from the Department of Agriculture, Trade and Consumer Protection, the
manufacturer’s price of premium cigarettes when sold to distributors is $12.29 per carton (or
- $1.23 per. pack) for 1997. - A 49¢ per pack cigarette tax rate, as proposed in the bill, is 40%

(50.49.  $1.23) of the manufacturer’s price, which is double. the state’s tax on other tobacco

_ products. Tobacco product.tax collections totaled $7.4 million in 1995-96 and are estimated to
. be $8.4 million in 1996-97, $9.0 million in 1997-98, and $9.5 million in 1998-99. . .

... . The tobacco pmduc;s taxcouldbe mcreasedte 40% (}fthemanufacma:e;’s hst price to

make it comparable with the proposed cigarette tax rate. This modification would generate an
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' esnmated $7 300800 in 1997-98 and $9 300600 m 1998 99, assummg an effectwe date of
September 1, 1997.

6. Under the blii the cigarette tax increase ‘would: be effccuve on the first day of the
second month beginning. after publication. The. fiscal estimates. reflect an effective date of
September 1, 1997, which would occur if the budget were enacted in July. However, if the bill
were not enacted until August, the effective date of the tax increase would be October 1, 1997,
which would reduce the fiscal effect by $1.5 million in 1997-98. [Two of the last three biennial
budgets were enacted during the month of August.] In order to prevent this revenue loss, the bill
could be modified so that-the cigarette tax increase would be effective on the first day of the
second month begmmng after pubhcauon of the budget act'or September 1, 1997, whichever is
earljer. e e :

ALTERNATIVES TO BILL

1.7~ Adopt the'Governor’s recommendation to increase the cigarette tax rate by 5¢ per
pack, from 44¢ per pack to 49¢, effective on the first day of the second month beginning after
publication the budget act. Reestimate the fiscal effect of the tax increase to be $19,400,000 in
1997-98 and $20,300,000 in 1998-99, a decrease of $1,000,000 in 1997-98 and $1,200,000 from
the bill. Increase funding for cigarette tax refunds to Native Americans by $100,000 GPR in

each year.
A!tematme 1. ._ ._ ' GPR
“1997:99 BEVEHUE {Change o Baﬁ) + $2,200,000
1997.89 FUNDING (Change to Baﬁ) $200,000
2. Adopt the Governor’s recommendation with a modification to specify that the rate

increase would be effective on the first day of the second month beginning after publication of
the budget act or September 1, 1997, whichever is eatlier.

Alternative 2 R GPR
1997-99 REVENUE (Change'to Bill) - $2,200,000
1997-99 FUNDING (Change to Bif) $200,000
3. Adopt one of the alternative cigarette tax increases outlined in Attachment 2

effective on the first day of the second month after publication of the budget act or September 1,
1997, whichever is earlier.

4. Increase the occupational tax on tobacco products from 20% to 40% of the
manufacturer’s list price to distributors, effective on the first day of the second month beginning

General Fund Taxes (Paper #115) Page 3



. after publication of the budget act or.September 1, 1997, whichever is earlier. This alternative
is estimated to increase revenues by $7.3 million in 1997-98 and $9.3 million in 1998-99

199?-99 REVEN%JE (Changa to' Bzii} T 818,600,000 |

5 b Mamtam i:i_}_lfzjenf law. :

Aitematwes coeet e e PR
1997-89 REVENUE (Change to Bill) - $41,900,000

Prepared by Kcisxe Doty
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1997-89 FUNDING (Change to Bill) - $1,800,000
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ATTACHMENT 1

~Cigarette Tax Rates in Other States* -

. - Tax Rate Tax Rate
State Per Pack State Per Pack
Washington 82.5¢ Florida 33.9¢
Massachusetts 76.0 South Dakota 33.0
Michigan 75.0 Pennsylvania 31.0
Oregon 68.0 Alaska 29.0
District of Columbia 65.0 Idaho 28.0
Rhode Island 61.0 © New Hampshire 25.0
‘Hawaii : . 60.0 ' Delaware 24.0
Arizona 58.0 -~ Kansas 24.0
New York ' 56.0 Ohio 24.0
Utah* ' 51.5 Oklahoma 23.0
Connecticut 50.0 New Mexico 21.0
‘Minnesota - ©48.0 Colorado 200
Tlinois ' 44.0 Louisiana L0200
North Dakota 44.0 Mississippi 18.0
Vermont - 440 Montana: 180
WISCONSIN - ' 4.0 Missouri - - 17.0
Texas 410 West Virginia ' 17.0
New Jersey 40.0 Alabama 16.5
California 37.0 Indiana 15.5
Maine 37.0 Tennessee 13.0
TIowa 36.0 Georgia 12.0
Maryland 36.0 Wyoming _ 12.0
Nevada 35.0 South Carolina 70
Arkansas 34.0 North Carolina 5.0
Nebraska 34.0 Kentucky 3.0
Virginia 2.5

*As of July 1, 1997.

General Fund Taxes (Paper #115) Page 5



ATTACHMENT 2

.Estimated Fiscal Effects of Alternative
Cigarette Tax Increases

Fiscal Effect (In Millions)

‘Tax New : _ 1997-99 Change

Increase Tax Rate 1997-98% 1998-99 Biennium* to Bill

$0.01 $0.45. - $39 $3.9 $7.8. -$32.3

0.02 046 - 15 7.6 15.1 -25:0

0.03 0.47 112 11.6 22.8 -17.3

0.04 0.48 . 148 154 302 9.9

0.05 0.49 18.6 19.1 37.7 2.4

0.06 0.50 - 22.3 229 452 51

0.07 051 - 258 26.7 52.5 124

0.08 0.52 295 30.3 59.8 19.7

0.09 0.53 331 342 67.3 27.2

0.10 054 . 368 37.9 74.7 34.6

0.15 0.59 54.3 56.1 1104 70.3

0.20 064 . - 719 73.8 145.7 105.6

0.25 069 . . - 888 910 1798 . 1397

0.30 074 . . 1054 107.9 213.3 1732

0.40 084 . - 1312 140.1 271.3 2372

0.50 094. . 1676 1705 338.1 298.0
0.56. 1.00 185.0 187.8 372.8 332.7
0.75 1.19 - 2364 238.2 474.6 4345

1.00 144 - . 2951 294.2 5893 5492

*Reflects an effective date of September 1, 1997.
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Paper #116 ' 1997-99 Budget June 4, 1997

To:"  Joint Committee on Finance

From Bob’ Lang, DH’ECtOl‘
' Legzslanve Flsca} Bureau

* Individual Income Tax - One-Time Credit (General Fund Taxes)

CURRENT LAW

“ ““No'provision. -

GOVERNOR

- No-provision. = -

' BISCUSSI()N POINTS

Gn May 5, 1997 ‘estimates of general fund tax’ coilectmns were revised to reflect
currcnt yeir collections data and more fecent forecasts of the U.S. economy. Estimates were
increased by $95 million in 1996-97, $75 million in 1997-98 and $60 million in 1998-99 for a
total increase of $230 xmllxon over the three ﬁscal years.

2: Since most of the' $230 million is from 1996-97 and 1997-98, it may be preferable
“to distribute those revenues’ through a oné-time mechanism rather than enactmg a permanent tax
reéuctmn cr mcreasmg spendmg on'an ongmng baszs -- :

3. This paper provzdes mfcrmatzon on one-time income tax credits that could be
provided for tax year 1997. The first section provides information on credit alternatives that
would ‘equal 10% of a taxpayer’s net income tax liability. The s&cond section provzdcs
mfonnatxen on a one- tzme preperty tax/rent credit (PT RC) :

General Fund Taxes (Paper #116) : ‘Page' 1



. One-Time Credit Equal to10% of Net Tax Liability -~~~

4. This credit would equal 10% of a taxpayer’s net income tax liability. The credit
would be limited to a maximam amotnt based on filing status and would cost an estimated $150
million. There are two options for establishing a maximum credit amount.

Alternative 1. The credit could be structured so that the maximum credit for married
taxpayers filing joint returns would be $100; the maximum credit for single taxpayers would be
$75 and the maximum credit for mamed~separate taxpaycrs would be $50. This would establish
the same relationship between the different filing statuses for the maximum one-time credit as
currently exists for purposes of the income tax brackets.

Aitematwe 2. The credit could also be structured so that the maximum credit for married-
joint taxpayers would be $110.and the maximum credit for single and married-separate taxpayers
would be $55. Undef this. optzon, the credit would not create a marriage penalty since the
maximum credit. for. s;ngle taxpayers wouid be one-half of the maximum credit for married
taxpayers filing a joint return. A mamagc penalty exists when a married couple fihng a Jomt
return pays more taxes than two single taxpayers filing single returns. SR

5. Attachments 1 and 2 to this paper provide information on the. 10% one-time credit
based on the 1995 Wisconsin tax sample. The sample has data from over 20,000 tax returns,
weighted to reflect all taxpayers in 1995. However, changes in the number of taxpayers and the
kinds and amounts of income they claim over time cannot be shown. To the extent possible,
changes in tax laws between 1995 and later years have been included. The amounts shown in
the attachments:and the estimated fiscal effect differ because the attachments reﬂect 1995 data

' and the fiscal esumate is for the 1997«98 ﬁscai year S : S R

Attachment 1 shows distributional information under the option to set the maximum credit
amounts -at $100 for married-joint taxpayers, $75 for single taxpayers and $50 for married-
separate ‘taxpayers... Attachment 2: shows distributional. information for an., -option to set the
maximum credit- amounts at. $110 for mamed—_;omt taxpaycrs and - $55 for single and married-
separate taxpayers ; - Coe P : : BT

6. If the two attachments are compared, it can be seen that the distribution of each
alternative is similar. However, the average credit is larger for taxpayers with income between
$15,000. and- $40,000 under Alternative 1 while taxpayers with income above $40,000 would
receive a larger average credit under the second alternative. ‘This. occuts because the maximum
credit is higher for single taxpayers under the first alternative and the maximum credit is larger
for mamedwjomt taxpayers under Aimmatwg 2.

T . {}nder thc pmwszons of Chapter 1 Laws of 1979 -a one-time credlt equal 10 16%

of tax liability, up to a maximum of $900, was. provided for tax year 1979. As part of that
credit, an eight-week individual income tax withholding moratorium was provided during May
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and June of 1979. Self-employed persons who were required to' make quarterly estimated tax
‘payments were allowed to reduce the last three payments to reflect ‘the credit. - Persons niot
' subject to withholding and not required to make estimated payments during the year were able
to claim the credit when their 1979 tax returns were filed.- A two-week withholding moratonum
'couid be prowded to reflect the 10% credzt for tax year 1997. : : :

8.7 Asnoted in Attachments 1 and 2, the average tax bencﬁt from the one-time credit
" would be’ approxnnately $70. Establishing 4 two-week withholding moratorium would allow
taxpayers to receive the credit several months earlier than if the credit was claimed on the 1997
tax return. However, the withholding moratorium would create an additional administrative
bm’den on employers and’ the Depaxtment of Revenue in processmg thhhoidmg payments

 One-Time Pro‘perty Tax/Rent Credit

.'9.; Under current law, a PTRC equai to 10% of property taxes or rent constltutmg -
’ 'pro;)erty taxes pazd on a principal residence up to a maximum amount of $2,000 is provided.

" The maximum credit is $200. For homcowners, the credit is equal to. 10% of property taxes paid =

‘on a principal residence during the tax year. The credit is available to renters based on 10% of
rent constituting property taxes. Rent constitutmg propercy taxes is defined as 25% of actual rent

if payment for heat is not included in rent or 20% of actual rent if payment for heat is included
'm rent The crecht is apphed directly agamst income tax Izablhty but the credxt is not reﬁmdabie

10.  The PTRC could be increased on a one-time basis for tax year 1997 There are
“two options presented in this memorandum for establishing the maximum property tax amount
"f‘fand credit - percentage Under each .of the- alternatives, ‘the- credit - would continue to be- -

' "_'namefundab}e T R T

' A}__ternanve 3. The credit would be 15% of property taxes or rent constituting property
taxes up to a maximum of $3,000 in taxes. ‘The mhaximum credit ‘would be $450. This
' 'alternatlve is estimated to cost $16’7 7 million in 1997-98

Alternative 4. The credit would be 20% of property taxes or rent constztutmg property
taxes up to a maximum of $2,000 in taxes. The maximum credit -would be $400. This
alternative is estimated to cost $216.3 million in 1997-98.

11. For federal income tax purposes, taxpayers can claim the greater of the federal
standard deduction or itemized deductions. Itemized deductions include the amounts paid for
property taxes within the calendar year, regardless of the year for which the tax is levied.
Taxpayers whose itemized deductions are smaller than their federal standard deduction may
choose to pay two years of property taxes in one calendar year in order to claim itemized
deductions in one year and the standard deduction in the next year (this is referred to as
"doubling up”). For most taxpayers, the property tax amount claimed as an iternized deduction
for federal tax purposes is the same amount used in calculating the state’s PTRC.
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+. .12 . ‘Under the provisions of 1989 Wisconsin Act 31, a one-tine increase. in the PTRC
was. pmwded based on: property taxes or rent consumtmg pmperty taxes. pazd in 1987 and 1988.
.The-credit percentages were increased by 6.5%. for each year and the maximum of . $2,000 in
- property. taxes was: rsetamed The one-time crccht was not reflected in the income tax fﬂrms but

rather a tax refund check was 1ssuad in:April of. 1990, using tax. forms already filed for tax years

1987 and 1988. Taxpayers who doubled up property taxes in 1987 or 1988 objected to the Act
.31 credit because it was based on tax.forms already filed. . These individuals argued that they
. may have chosen to pay p;ropcrty taxes indifferent. years: 1:f thc onc~txme credxt had bcen available
~at-the: tzme the. returns, were, filed. .

13 The onc~nme P’I‘RC altemanvcs presented m ti:us paper d1ffer from the Act 31
cred;t because the Proposed credit would be reflected on the 1997 tax return. As a result,
taxpayers: would be able to weigh all of the tax implications of doubling up property taxes prior
to paymg prepelty taxes, and ﬁhng mcome tax retums _

e 14 A{taz}lments 3 and 4 pmwde mformatzon cm the one t;me P’I‘RC optmns descnbed
b -abave bamd on the 1995 Wzscensm tax sample.. If the atta;chments are com;aared it.can be seen
that: 10wer~mc:cma taxpa’yers tendto. fare better under. Alternative, 4 whﬁe hxgherwmcome zaxpayars'
“tend to. fare better under. Alternative. 3 This - would -happen becausc individuals 'who pay a
relatively small-amount of property taxes would receive a larger tax benefit from a }arger credit
percentage while mdﬁ*zduais who pay a relatively large amount in property taxes woulﬁ be better
off w1th an aitematwe that would increase the maximum amount of property taxes ehglble for

Attachment 5 shows the potennal PTRC under cun‘ent law and under casch of the -

"-altemanves for various amounts of property tax or rent consnmnng propcrty tax.. Indmduais who G

pay $2,600 or less in property taxes would ‘e eligible for a larger credit under Alternative 4.
Taxpayers who.pay. $2,700 or more in property. taxes would be eligible for a larger credit under

Alternative 3. Accerdmg to:the tax sample, the average property tax or rent constituting property
tax that was used in claiming the PTRC in 1995 was $1,836. Itis also estimated that, under the
budget bill, the net property tax bill on a medxan—-valued home in the state for 1997 would be

' $i 976..
ALTERNATIVES ’I’() BILL
1{3% One-—Tlme Cred,lt
S5 . Provzde a one-ume mdxwduak mcome tax. crcdxt equal to. 10% of net tax hablhty

up:to: $1€}£} for married-joint taxpayers, $75 for smgie taxpayers and $50 for married taxpayers
--ﬁhng segarate returns. - _ e
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Alternative 1 GPR
1997-98 REVENUE (Change 1o Bill) - $150,000,000

2. Provide a one-time individual income tax credit equal to 10% of net tax liability
up to $110 for married-joint taxpayers and $55 for single and mamed»separatc taxpayers.

ARternative 2 GPR
1997-99 REVENUE (Change to Bill) - $150,000,000
3. Create a two-week withholding moratorium to reflect the 10% one-time credit.

Direct DOR to notify employers of the moratorium and to provide instructions to self—empioyed
md;v;duals to reﬂect the credit in theu' estimated tax payments.

One-Time PTRC
4. Provide a one-time PTRC equal to 15% of property taxes or rent éonstimting

property taxes up t0 a maximum of $3,000 in taxes in tax year 1997. The maximum credit
~would be $450. This alternative is estimated to cost $167.7 million in 1997-98.

Alternative 4 GPR
| 1997-99 REVENUE (Change to Bi) - $167,700,000 |
5 Provide a one-time PTRC equal to 20% of property taxes or rent constituting

property taxes up to a maximum of $2,000 in taxes in tax year 1997. The maximum credit
would be $400. This alternative is estimated to cost $216.3 million in 1997-98.

Alternative 5 GPR |
1997-99 REVENUE (Change to Bill) - $218,300,000

Prepared by: Kelsie Doty
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- ATTACHMENT 1

Distribution of Tax Decrease Under a Proposal to Create a One-Time 10% Credit
‘With a Maximum of $100 Married-Joint; $75 Single and $50 Married-Separate
Alternative 1

. Taxpayers With a Tax Decrease’ . % of All
~ Wisconsin Adjusted + - Percentof ~ Amountof  Percentof Average Count of Retums in
Gross Income Count - Count - TaxDecrease - Amount Decrease All Returns AGI Class
Under $5,000. - 41,500  22% -$268,000 02% -6 363,200 11.4%
5,000 to 10,000 159,000 84 -1,863,000 14 12 282,500 56.3
10,000 to 15,000 212,800 112 ~6,019,000 45 28 247,700 85.9
15,000 to 20,000 216700 115 -11,776,000 8.9 -54 218,200 99.3
20,000 10 25,000 182,500 . 9.6 -13,125,000 9.9 g2 182,600 999
25,000 to 30,000 151,000 3.0 ~12,279,000 9.2 -81 151,400 9.7
30,000 to 40,000 . 255000 135 ~22,677,000 17.0° -89 255,000 100.0°
40,000 to 50,000 211,200 112 -19,914,000 15.0 94 211,200 100.0
50,000 to 75,000 298,400 158 -29,091,000 21.9 97 298,400 100.0
75,000 to 100,000 92,100 49 -9,053,000 68 98 92,100 1000
100,000 to 200,000 53600 28 -5,239,000 3.9 -98 53,600 1000
200,000 to 300,000 9,000 0.5 -883,000 0.7 98 9,000 100.0°
300,000 and Over 8600 04 '-838.000 06 97 8,600 100.0
TOTALS . 1,801,400 100.0% -$133,025,000 1000%  -$70 2,373,500 79.7%

SOURCE: 1995 Wisconsin Tax Sample

* Approximately 1.9 million taxpayers, or 79.7% of all taxpayers would feceive a tax benefit
from the credit. -

* 53.9% of the credit would be received by taxpayers with income between $30,000 and
$75,000. These taxpayers account for 40.5% of all taxpayers with a tax benefit.

* The average tax benefit increases from $6 for taxpayers with income below $5,000 to
approximately $98 for taxpayers with income above $50,000.

* Over 99% of all taxpayers with income above $15,000 would have a tax benefit from the

credit. Individuals who would not receive a benefit include taxfilers who do not have a tax liability
under current law.,
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ATTACHMENT 2

~ Distribution of Tax Decrease Under a Proposal to Create a One-Time 10% Credit
With a Maximum of $110 Married-Joint and $55 Single and Married-Separate
- Alternative 2

_ Taxpayers With.a Tax Decrease - _ % of All
Wisconsin Adjusted ... Percentof . Amountof Percent of Average  Count of Returns in
_Gross Income  Count  Count . TaxDecrease Amount Decrease AllRemms: AGIClass
Under $5,000 .. 41,500 22% -$269,000 02% - -$6 363,200 11.4%
5,000 to 10,000 159,000 84 ~1,864,000 14 -12 282,500 56.3
10,000 to 15,000 212,800 112 -6,004,000 46 28 247,700 85.9
15,000 to 20,000 216,700 115 -10,208,000 7.8 4T 218,200 99.3
20,000 to 25,000 - - 182,500 9.6 10,647,000 8.1 ~58 182,600 95.9-
25,000 to 30,000 151,000 8.0 -10,714,000 8.2 iy 151,400 99.7
30,000 to 40,000. 255000 135 -21,922,000 16.8 -86 255,000 100.0
40,000 to 50,000 - 211,200 112 -20,625,000 158 98 21,2000 - 1000
50,000 to 75,000 298,400 158 -31.235000 239 -105 298,400 100.0
75,000 to 100,000 92,100 49 -9,793,000 7.5 -106 92,100 100.0
100,000 to 200,000 53,600 28 -5,644,000 4.3 -105 53,600 100.0
200,000 to 300,000 9,000 OS5 -947,000 0.7 -105 9,000 100:0
300,000 and Over 8600 _04 _-900,000 0.7 -105 8,600 100.0
N TOTALS _ 1,891,400 100:0% -$130,772,000  100.0%  -$69 2,373,500 797%

SOURCE: 1995 Wisconsin Tax Sample

* Approximately 1.9 million taxpayers, or 79.7% of all taxpayers would receive a tax benefit
from the credit.

* 56.5% of the credit would be received by taxpayers with income between $30,000 and .
$75,000. These taxpayers account for 40.5% of all taxpayers with a tax benefit.

* The average tax benefit increases from $6 for taxpayers with income below 35,000 to
approximately $105 for taxpayers with income above $50,000.

* Over 99% of all taxpayers with income above $15,000 would have a tax benefit from the
_crecht Taxfilers who do not have a tax liability under current law would not benefit from the credit,
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ATTACHMENT 3

Distribution of Tax Decrease Under a Proposal to Create a One-Time PTRC
Equal to15% of Property Taxes up to $3,000 in Taxes
Alternative 3

Taxpayers With a Tax Decrease’

% of All
‘Wisconsin Adjusted Percent of =~ Amount'of Percent of Average  Count of Returns in
_Gross Income Count Count Tax Decrease Amount Decrease All Returns AGI Class
Under $5,000 * 3,000 02% -$28,000 0.0% -$9 363,200 0.8%
5,000 to 10,000 . 57900 39 -1,454,000 0.9 -25 282,500 205
10,000 1o 15,000 145,800 9.7 -6,644,000 4.2 -46 247,700 58.9
15,000 to 20,000 - 162,200 108 -10,713,000 6.8 66 218200 743
20,000 10 25,000 145,500 9.7 ~10,748.000 6.8 =747 182,600 79.7
25,000 to 30,000 128800 86 ~10,476,000 6.6 -81 151,400 85.1
30,000 to 40,000 225200 150 -20476,000  13.0 91 255,000 . 883
40,000 to 50,000 198400 132 -22,558,000 143 -114 211,200 93.9
50,000 to 75000~ 282300  18.8 -43,337.0000 275 -154° 298,400 94.6
75,000 to 100,000 ° 86900 5.8 -16,758,000  10.6 -193 92,100 94.4
100,000 to 200,000 49,800 33 -10,723,000 6.8 215 53,600 92.9
200,000 to 300,000 8200 05 -1,898,000 12 -231 9,000 91.1
300,000 and Over 7400 _ 05 -1,779.000 1.1 -240 8,600 860
TOTALS 1,501,400 100.0% -$157,592,000  100.0% -$105 2,373,500 63.3%

SOURCE: 1995 Wisconsin Tax Sample

_* Approximately 1.5 million taxpayers, or 63.3% of all taxpayers, would receive a tax
benefit from the one-time PTRC.

* 65.4% of the credit would be received by taxpayers with income between $30,000 and
$100,000. These taxpaycrs account for 52.8% of all taxpayers with a tax benefit.

* The average tax benefit increases from $9 for taxpayers with income belaw $5,000 to
$240 for taxpayers with income above $300,000. The average tax benefit for all taxpayers
would be $105

* Over 74.3% of all taxpayers with income above $15,000 would have a tax benefit from
the proposed credit. Taxpayers who do not pay property taxes or rent, taxfilers who do not have
a tax liability under current law and some taxpayers who pay the alternative minimum tax would
not benefit from the credit.
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-~ ATTACHMENT 4

Distribution of Tax Decrease Under a Proposal to Create a One-Time PTRC
. Equal to 20% of Property Taxes up to $2,000 in Taxes

Aitematwe 4
Taxpayers With a Tax Decrease % of All
Wisconsin Adjusted Percent of ~ Amount of Percent of Average Count of Returns in
Grogs Income ~ Count  Count  Tax Becrease “Amount Decrease All Returns  AGI Class
Under$5000 3000 02% —$ss 000 0.0% -$19 363,200 0.8%
5,000 to 10,000 . 57900 39.. -2,448,000 12 42 282,500 20.5
-10,000 to 15,000 145800 9.7 -10,953,000 54 75 247,700 58.9
15000 to 20000 = 162,200 108 ~17,402,000 8.5 -107.. 218,200 74.3
20000t0 25000 . 145500 9.7 -17,041,000 - 83 -117. 182,600 97
2500010 30,000, . 128300. 86 -16,003,000 78 -124 151,400 = 851
30,000-to 40,000, 225200 150 -. 15.0. . -136 255,000 883
40,0000 50,000 198,400  13.2. 151 . -156.. 2112000 . 939
50,000 to 75,000 © 282,300  18.8 243 . -176 298400 9456
75,000 to 100,000 86900 58 ,416.000 8.0 -189 . 92,100 - .-944
100,000 to 200,000 49,800 33 —9639000 4.7 -194 53,600 . 92,9
200,000 to 300,000 8,200 0.5 -1,607,000 038 . -196 9,000 . 9L1
300,000 and Over 7400 _05 -1462000  _0.7 -198 3600 - 860
TOTALS 1,501,400 100.0%  -3204,296,000 100.0% $136 2,373,500 63.3%

SOURCE:' 1995 Wiscd'nsin Tax Sa'mple
. Approx;mataly 1.5 million taxpayers, or 63. 3% of all taxpayers, wouid receive a tax
benefit from the one-time PTRC. '

*62.:4% of the credit would be received by taxpayers with mcome between $30,000 and
$100,000. These taxpayers account for 52.8% of all taxpayers with ‘a tax benefit.

* The average tax benefit increases from $19 for taxpayers thh income below $5,000 to
$198 for taxpayers with income above $300,000. The average tax benefit for all taxpayers
would be $136.

"« Over 74.3% of all taxpayers with income above $15,000 would have a tax benefit from
the proposed credit. Taxpayers who do not pay property taxes or rent, taxfilers who do not have
a tax liability under current law and some taxpayers who pay the alternanve mzmmum tax would
not bf:nef~ t fram the credxt
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ATTACHMENT 5

Credit Amounts Under Current Law and Alternative One-Time PTRCs
for Certain Property Tax Amounts

Property Tax Current Law Alternative 3 Alternative 4

$1,000 $100 $150 $200
1,100 110 165 220
1,200 120 180 240

- 1,300 130 195 260
1,400 - 140 210 280
1,500 150 225 300
1,600 160 240 320
1,700 170 255 340
1,800 180 270 360
1,900 190 285 380
2,000 200 300 400
2,100 200 - 315 400
2,200 200 330 400
2300 200 345 400
2,400 200 360 400
2,500 200 375 400
2,6{}_0 200 390 400
2,700 200 405 400
2,800 200 470 400
2,900 200 435 400
3,000 200 450 400
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Paper #117 1997-99 Budget June 4, 1997

- Tot  Joint Committee on Finance

From Bob Lang, Director -
Legxs}auve Fzscai Bureau

'_ Inﬂ:ividua_l:-_lncome Tax =« I-ndexing (Génera’l Fund Taxes)

'CURRENT LAW

* The cutrent state mdxvaduai income tax brackets shdmg sca}e standard deducnon and tax
“ credits ‘are not‘indexed to adjust for inflation. : ; SRR

GOVERNOR

- No provision.

: 'BISCUSSION POINTS
Background

L Chapter 1, Laws of 1979, provided for the annual adjustment of the individual
income tax brackets to reflect increases in the consumer price index (CPI) to a maximum of 10%,
rounded to the nearest $100. Specifically, changes were made based on changes in the U.S. CPI
for all urban consumers, U.S. city average, between June of the current year and June of the
previous year, as determined by the U.S. Department of Labor. Three indexing adjustments were
made to the tax brackets: 10% in 1980, 9.6% in 1981, and 7.1% in 1982.

2. The 1983-85 biennial budget (1983 Wisconsin Act 27) modified the indexing
provisions. First, indexing adjustments were suspended for the 1983, 1984 and 1985 tax years.
Both the income tax brackets and standard deduction were to be adjusted when indexing was to
resume in tax year 1986. Second, future increases were to be based on increases in CPI, minus
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39, to 4 niaximum annual adjustment of 7% in-$10 iricrements. ~This indexing provision was
deleted in 1987 Wisconsin Act 27 prior to being implemented.

3. Since state income tax brackets are not adjusted for inflation, an individual whose
income keeps pace with inflation would move into a higher marginal tax bracket over time, and
their standard deduction could be smaller as well, if they were in the phase-out range of income
for the deduction. As a result, a larger portion. of that person’s income would be paid in taxes
although their real income has not changed. In addition, fixed amounts such as the standard
deduction and tax credits decrease in value in real terms.

4. Opponents of indexing argue that indexing could cause budgetary complications
during. periods of recession since income tax revenues would grow at a slower pace than without
indexing. If the tax structure is indexed during a recession and certain program costs rise due
to increased unemployment, additional funds may be needed for these programs. '

5. At the federal level, the income tax brackets, standard deduction and. personal
exemption are adjusted annually for increases in. inflation. “Other components of the federal
income tax, such as phase-out income limits for certain deductions and tax credits; are also
indexed. In addition, of the 44 states that impose an income tax, seven (California, Maine,

. Michigan, Minnesota, Montana, Oregon and South Carolina) adjust the tax brackets, personal
exemption or standard deduction for inflation. One state(Nebraska) indexes the -personal
exemption amounts only. '

. Current Individual Income Tax Structure

6. The current law sliding scale standard deduction formulas are shown below. The =
standard deduction is subtracted from Wisconsin adjusted gross income (AGI) to determine the
amount “of ._taxable income, or the amount of income actually subject to-tax: - The existing
formulas for single, married-joint and married-separate taxpayers have been in effect since tax -
year 1988. The bead-of-household standard deduction was provided beginning in.tax year 1994.
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Marital Status Wisconsin AGIL Standard Deduction

Single WAGI less than $7,300 . . 35,200
WAGI between $7,500 aad 330, 839 $5,200 - [12.001% x (WAGI - $7,500)]
WAGH greater than $50,830 50
Married-Joint WAGH less than $10,000....+ . . $8.900
WAGI between $10,000 and $55 900 $8.900 - [19.778% x (WAGI - $10,000)]
- WAGI greater than $55,000 30
Married-Separate WAGH less than $4,750 . $4,230 B
. - WAGI between $4,750 and $26,140. - $4,230 - [19.776% x (WAGI - $4,750)]
WAGH greater than $26,140 80
Head-of-Household WAGI less than $7,500 . $7,040 - .
o : WAGH between $7,500 and $25,000 - $7,040 - [22.514% x (WAGI - $7,5000]
WAGH greater than $25,000 v - . -Single Standard Deduction

’I’he tax rates and brackets are applied to taxable income to caiculate gross tax whxch 1S
the amount of tax prior to subtraction of the credits. The ctirrent law rates and brackets are
outlined below. This structure has been in place since tax year 1987.

- Taxable Income Bracket D T Marginal

Single Married-Joint Marmried-Separate Tax Rate
Less than $7,500 Less than $10.000 Less than $5,000 4.50%
7.500 to 15,000 100001 20,000~ = - 5,000 to 10,000 6.55

15,00() and Qver 20,{300 and Over 10,000 and Over 6.93

’I'he state’s mdwzduai income tax generated $4 18 billion in 1995 96. Indxvxduai income
tax collections are esnmated to be $4.55 billion in 1996—97 '$4.81 billion in 1997-98 and $5.07
billion in 1998-99.

Adjust Tax Structure for Changes in Inflation Beginning in Tax Year 1997
7. The following section shows the standard deduction formulas and income tax
brackets if the standard deduction income amounts and maximum deduction amounts and the

income tax brackets are adjusted for inflation beginning in tax year 1997. The adjustments
reflect projected changes in the CPI, rounded to the nearest $10.
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Marital Staws

Single
Married-Joint
 Married-Separate,

Head-of-Household

-Page 4

1997 Projection -

Standar_d_]}edu'c'ti_ézi_ o

Wisconsin AGI

 WAGH less than $7,700 o
“WAGI between $7,700 and $52,150
WAGIH greaterthan $52,150 '

- WAGI less than $10,260
o “WAGL between $10,260 and 456, 4313
e WAGI gr&ter than $56,430 o

| WAGI less than $4,870
.- ' WAGI between $4,870 and $26,820.
WAGI grcater than $26 820

WAGI Tess than $’7 700
WAGI between $7,700 and 325,650

Standard Deduction

$5,340

© 35 340 [12{}13% % (WAGH - $7,700)]
gy

7 $9,130
59130 - {19 775% x (WAGI $10,260)]

3_4,340 '

.1$4,340:- [19.772% x (WAGI - $4,370)]
s |

' $’7 220

$7,220 - [22.487% x (WAGI - $7,700)]

WAGI greater than $25,650 .. 0 - ‘Single Standard Deduction
Rate and Bracket Stmctnre
. : - Taxable Income Brack Bracket . . Marginal
. Singi'ﬁ.j' R S Mamed—fomt e 'Marﬁcd-Segaraze _ " TaxRate -
Less than $7.700 Less than $10.260. Lessthan 55,030 490%
" 7,700 t0 15,390 10,260 to 20,520 5,130 to 10,260 © 655
15,390 and Over 20,520 and Over 10,260 and Over 6.93
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1998 Projection

Standard Deduction
Mamai Staius Wiscunsin AGI Standard Deduction
'Smgle _ WAG! less tha.n $7,900 35, 480 A
: _WAGI between $7, 900 and SSB 510 ~ $5,480 - [12 025% X (WAGI $7,900)1
'WAGI greater ﬁlan $53 5100 $G
Married-Joint WAGT less than $H3 530 $9 370.- .
_— . WAG] between £10.530. and $57 900 $9.370 - EIQ 78% x (WAGI $10 530}}
WAGi greater Lhan $57, 900 ' $0 '
Married-Separate - WAGTH less than $5,000 - $4.450 © .
WAGI berween $5,000 and $27, 52{) $4,450 - [19.76% x (WAGI - 85,000]
WAGI greater than $27,52{) 30 h
Head-of Houséhold ~~  ‘WAGI fess than $7,900 . $7.410
L R SO U WAGKHbetween $7,900.and” $26 320 2 $7,410 - [22.493% x (WAGi $7 960}]
. WAGI greater than $26,320. . . Single Standard Deduction
- Rate and Bracket Stencture
. _ 'I‘axabie Income Bracket Marginal
' 'Singic' ' Mamed'lmnt : Mamad~$a;garate : Tax Rate
i Less than $7,900 Less: Ehan 510,530 __Less than 35, 270 4,96%
7,900 t0 15,790 10,530 10 21,050 . 5,270 to 10, 530 - 6.53
15,790 and Over 21,050 and Over 10,530 and Cver 6.93

It is estimated that if the standard deduction and tax brackets shown above were in effect,
individual income tax revenues would decrease by $28.0 million in tax year 1997 and by $60.0
million in tax year 1997. However, on a fiscal year basis, the revenue loss would be greater due
to changes in the withholding tables. For example, the 1997-98 fiscal year would reflect the
entire cost of indexing for tax year 1997, assuming an effective date after July 1, 1997. In
addition, taxes withheld for the first half of tax year 1998 would affect revenues for the 1597-98
fiscal year. The cost for the 1998-99 fiscal year would include taxes withheld for the last half
of tax year 1998, tax payments with returns for 1998 and withheld taxes for the first half of tax
year 1999. As a result, the estimated cost of this proposal would be $55.0 million in 1997-98
and $78.0 million in 1998-99.

8. Attachment 1 shows distributional information on the effect of indexing on
taxpayers in tax year 1998 if indexing was effective beginning in tax year 1997. The information
is based on the 1995 Wisconsin tax sample, which has data from over 20,000 individual income
tax returns, weighted to reflect all taxpayers in 1995. However, changes in the number of
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taxpayers and the kinds and amounts of income they claim over time cannot be shown. To the
extent possible, changes in tax laws between 1995 and later years have been included. The
amounts shown in Attachment 1 and estimated fiscal effects differ because the attachment reflects
1995 data and the fiscal effects are for the 1997-99 biennium.

9. As mdzcated above the cost of mdexmg the standa,rfi dcducuon and tax brackets
for inflation would increase each year compared to current law. This occurs because, with each
additional inflation aéjusiment the difference between the cuxrent tax structure and the indexed
tax structure becomes greater. Therefore, proposals to index the income tax have the effect of
decreasing revenues 1mmedaate}y -and reducing the future growth of: tax collections. In essence,
the fiscal effect of indexing compounds over time. In contrast' “ane -time" changes, such as an
across-the-board reduction in tax rates or an increase in the standard deduction, result in
decreased tax revenues, but do not reduce the 1ong-tcrm g:rowth rate: of tax collections after the
yea: ef enactment o & : P

10 The esnmaies p;:asented in this paper reflect- projecuons of inflation between 2.3%

anf.i. 3. {}% over the next several years.. ‘The cost of indexing would be higher in periods of high
inflation. ‘Likewise. if inflation'is lower than projected; the cost of indexing would be reduced.

Index for Changes in Inflation Since --the-Curr‘ent Structure was Implemented
11 A second option would be to mdex the tax structure “for the total change in

mﬂatxon that has occurred since the components of the tax were last modified. The projected
. shdmg scaie sianda:d deducnon and tax. hrackets under tins aitemanve are outimed heiow
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Marital Status

Single -

Married-Separate

" ‘Head-of-Household |

Tax Year 1997 Projection

Standard Deduction

Wisconsin AGI

. WAGI less than $10,200

WAGI between $10,200 and $69,110
WAGI greater than $69,110

WAGI less than 313,600 .
WAGH between $13,600 and $74.780

__'WAGI greater E_hgm $74,780

WAGIH less than $6,460
WAGI between $6,460 and $35,540

_ WAGI greater than $35 54(3 _

. ‘WAGIless than $10; 2{)0

WAGI between $10,200 and $33 990 .

' ‘WAGI greater than $33 990

Standard Deduction

$7.070 :
$7.070 - [12. 001% X (WAG! $10,200)]
$0

$12,100 .
$12, 100 - [19 778% x (WAGI $13, 600)}

B $O

$5,750
$3,750 - [19.773% x {WAGI $6,460)]
%0

$9.570-
$9.570 - [22. 510% x (WAGI $10 2003

_ Smgle Siandard De:ductmn

Rate and Bracket Structure

B

Taxable Income Bracket

Smgie

' I.,.css I:han sm 620
10,620 to 21,230

Marital Status

Single

Married-Joint

Married-Separate

Head-of-Household

21,230 and 'Oyer o

Married-Joint

Less than $14 160
14,160 to 28,310
728,310 and Over

1998 Projection

Standard Deduction

- Wisconsin AGI

WAGI less than $10,470
WAGI between $10,47¢ and $70,910
WAGI greater than $70,910

WAGI less than $13,950
WAGI between $13,950 and $76,720
WAGH greater than $76,720

WAGI less than $6,630
WAGH between $6,630 and 536,460
WAGI greater than $36,460

WAGI less than $10,470
WAGI between $10,470 and $34,870
WAQGI greater than $34,870

Marginal
Manied-s_c:garate Tax Rate
 Lessthan $7,080  4.90%
7.080 to 14,160 6.55

©i14,1600and Over & ] 6.93

Standard 'Deductiqn

$7,250
$7.250 - [11.995% x (WAGI - $10,470)]
30

$12,410
$12.410 - [19.771% x (WAGI - $13,950)]
$0

55,900
§5,900 - [19.779% x (WAGI - $6,630)]
50

39,820
$9.820 - [22.528% x (WAGI - $10,470)]
Single Standard Deduction
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the ami B-racket Stjmc_mx_“g

Taxable Income Brackei Marginal .
Single Mamad«]ﬁant Married-Separate Tax Rate
Less than $10,900: 7 0~ Less than $14,530 Less than $7.270 L 490%
10,900 10 21,790 14,530 to 29,050 7,270 10 14,530 6.55

21,790 and Over 729,050 and Over SO 14,530 and Over 6.93 . 7

. 12. .. The standard deducnon formulas for 1997 reﬂect a 35 :97% increase in the ‘AGI
and maxxmum deductwn amounts the tax brackets reﬂect a 41 55% mcrcase These increases
are the cumulative ad;ustments attnbutabie to changf:s in CPI since 1988 and 1987, respecnveiy

13 If the above standard deducuen formuias a,nd fax. brackets were in effect for tax

' years 1997 and 1998, pro;ected mdzwdaal mcomc tax revenues would be $616.0 million lower -

in 1997«98 and. $502 8 ‘million lower in 1998-99 than. currenﬁy estimated. The 1997-98 projected :
cost’ would exceed the 99 estimate’ ‘because there would bea one~ume cost associated with
the }arge indexing adju tment for tax year 1997. Aztachment 2 shows dxstnbunenal mformaﬂoﬁ
for tax year 1998 if the income tax stmcture was mdexed for changes in inflation since the
current tax structure was implemented: -

- "'_.'_'I::_J_dex Since the bﬁ&éﬁ{&mcture waéﬁfih;iiéiﬁented - 1983 Act 2:'*75'indexing Law

14 The foHawmg secnon describes the changes in the tax stmcture if the tax brackets

_and standard deduction weuld be adjusied for inflation. using the indexing provisions. estabhshed}} I
in 1983 Act 27 (based on increases in CPIL, ‘minus 3%, to a maximum annual adjustment of 7%, ~ -

in $10 increments). For purposes of these estimates, the adjustments are made from the time the
existing tax structure was first 1mpiemented The standard deduction formulas for tax years 1997
and 1998 ‘would be as shown below if they: had been adjusted for inflation since 1988. The.
income tax brackets reflect increases since the current bracket structure was established in 1987.
There would be no change betwcezx 1997 and 1598 because the ex;aectcd change in the CPI is
less than 3%
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Tax Years 1997 and 1998 Projections

Standard Deduction”
Marital Status Wisconsin AGL Standard Deduction
‘sige ' WAGlesthan$7910  $sas0
S WAGH between $7.910and $53,620  * $5,400 - [12011% x {WAGI $7.910)
WAGI greatea' than $53 620 o get L
Mamied-Joint WAG less than $10550 . s9300
| o ' WAGH between $10,550 and 358, 020 $9.390 - 19. 781% x (WAGI - $10, 550}
"WAGI greattr :han 358 92(3 T 50 '
Married-Separate WAGI fess than $5,010 | $4,460 .
: WAGI between $5,010 and $27,580 $4.460 - [19.761% x (WAGI - $5.010)
| o WAG greater than 527,580 s
| Mead-of-Houschold - WAGLless than $7.910 . . - . - $7:430...
. WAGI between $7,910 and $z§_370  $7.430 - [22.520% x (WAGL- §7 91{))3
WAGTH greater than $26,370 ' Szngie Standard Deducunn

Rﬁt_;e and Bracket Structure .

TaxabielncameBt&ckez L RERRRE ©o R Marginal

~-Sipgle v Coe i Marriedsoint S Lo o Married-Separate ™ . . Tax Rate -
Less than $8,000 Less than $10,670 Less than $5,330  490%
80000160000 106701021330 . . 53301010670 - . 655

B U1 000and Over 21,330 and Over - . _10 670 and Over 693

15. .. The standard deduction formulas reflect a 5.49% increase and the tax brackets
reﬁect a6, 65% increase.. The 5.49% and 6. 65% increases are the cumulatwe adjustments
attributable to changes in C}’I that exceed 3% since 1988 and 1987, respecnvcly Since 1991
_the annual i increases in the. CPI have been less than 3%.

. 16 It is est:matcd that if the above standaxd deduczmn forrnuias and tax brackets were
in affect for tax years 1997 and 1998, md.w;duai income tax revenues would be $93.1 nnlium
lower in 1997-98 and $68.4 million lower in 1998-99 than currcnﬂy estimated. The fiscal
estimate is lower in 1998-99 than in 1997-98 under this alternative because it is pm}ected that
-there would be no indexing adjustment in tax years 1998 and 1999. Attachment 3 shows
distributional mfonnauon from the 1995 sampie, for tax year 1998 if the tax structure were
adjusted for cilanges in mﬁatmn _using the 1983 Act 27 mdcmng prowszons smce the cumnt
tax structure was implemented.

17. By adjusting the tax structure for changes in inflation that exceed 3%, the tax
structure would not change during periods of low inflation, which is currently the case. During
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periods when inflation exceeds 3% per year; inflation adjustments would only reflect increases
in the CPI that exceed 3%. On the other hand, limiting the adjustment to a maximum of 7%
slows the rate of indexing, and corresponding reduction in revenue growth, during periods of high
inflation.

18. Econmmsts have reportf;d that the CPI may ovcrstate changes in the cost of hvmg
The projected bias has ranged greatly, although an advzsery commission appointed by the uUs.
Senate Finance Committee has estimated that the CPI has had a bias.of 1.5% in recent years and
has projected a bias of 1% in the futare. As a result of the commission’s findings, the Bureau
of Labor Stausucs in the U.S. Department of Laber has adoptad the production of a ‘cost-of-
living index as an ob;act;ve in measuring consumer prices, The. intent of the cost-of-living index
would be to more accurate}y reflect improvements in the qua.hty of 1tems purchased and changes
in censumer buymg pattems o

19, Based on the commission’s findmgs subtracnng some amount (such as 3%) from o
CPI when makmg an mﬂatzon adjustmcnt could be viewed as- ‘appropriate. However, such an
approach could also: Wa.::rant review in the future whcn the Bureau of I.abor Statistics begins to
produce a cost-of-living index.

20.  Another option would be to begin indexing the standard deduction and tax brackets

for changes in inflation in tax year 1997, using the 1983 indexing law (CPI, minus 3%, to a

maximum annual adjustment of 7%, in $10 increments). However, since inflation is currently

prcgcctcd to be less than:3% for 1997 and 1998, there. would be no impact on-revenues in the
1997__-99 biennium.

B Adjust Income Tax Credits for Changes in Inflation

21 ’Z‘hc staie prcvxdes a number of tax credits’ that are based on statutorﬂy set dollar
amounts These ameunts ‘could also’ be indexed for. changes in ‘inflation begmnmg in tax year
1997 Cred;ts are subtracted from gross ‘tax to determine net tax ilabihty “The fcllewmg poirts
br;eﬂy describe the credits that could be indexed for changes in inflation. If all of the credits

were ad;usted for inflation, revenues would be reduced by an estimated $6.4 million in 1997-98
'_and $13.7 million in '1998- 99, assuming no other changes to the tax structure. The cost of
" indexing all of these crecilts is lower than the sum of the costs of mdexmg individual credxts
:because there would be addﬁmnal unused credlts 1f aﬂ of the credn:s were mdcxed

'» Dependent Credzt A SSO credit has been provided for each c}ependent since 1986. If
mdexed for inflation, the credzt wonid be $51°in 1997 and $52 in 1998. This would | mcrease the
cost of the credit by an estimated $1.2 million in 1997-98 and $2 7 rmlhon m 1998 99 '
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o * Senior Credit. Since 1986, a $25 credit has beén allowed for taxpayers age 65 or older.
; 'I’he credit wouid be'$26 in 1997 and $27 in 1998 if adjusted annually for inflation. This would
increase the cost by an estimated $300,000 in 1997-98 and $700,000 in 1998- 99 o

* Magried Couple Credit. Two-earner married couples are eligible for a married couple
credit equal to 2% of the earned income of the secondary wage earner, up 10 a maximum of
$15.000 in income (the current maximum income amount has been in place since 1989). The
maximum credit is $300. The maximum income amount could be indexed and would equal
$15,390 in 1997 and $15,790 in 1998; the maximum credit would equal $308 in 1997 and $316
in 1998. This would i increase the cost of the cred;t by an esumated 321 mﬂhon m 1997-98 and
855 Im}hon in 1998- 99 e

e Propertv Tax/Rent Credit. ‘A property tax/rent credit (PTRC) equa} 10 10% of property

taxes, or rent constltunng property taxes, paid on a principal residence up to a maximum amount
of praperty taxes of $2,000 is provided (the $2,000 maximum was established in 1987); the
“maximum credit is $200. If the maximum property tax amount were’ adjusted for inflation it
- would equal $2,050'in 1997 and $2,100in 1998; the maximum credit would be $205in 1997 and
$210'in'1998." This would increase the cost of the credit by an estxrnated $2 7 rmlhon in 199’?—98
and $5.5 million in 1998-99.

« lItemized Deduction Tax Credit. The itemized deduction credit is 5% of the difference
between allowable itemized deductions and the standard deduction; the credit would be adjusted
* for inflation indirectly if the standard deduction is mdexed Because indexing would increase
the amount of the standard deduction, the cost of the itemized deduction credit would decline.

ALTERNATIVES TO BILL
1. Index the standard deduction and income. tax brackets for changes in inflation

beginning in tax year 1997 This would decrease generai fund tax collections by an estimated
$55.0 million in 1997-98 and by $78.0 million in 1998-99,

Alternative 1 . GPR
| 1997-99 REVENUE (Change to Bill - $133,000,000
2. Index the income tax structure for changes in inflation since 1987 for the income

tax brackets and since 1988 for the standard deduction. This would decrease general fund tax
collections by an estimated $616.0 million in 1997-98 and $502.8 million in 1998-99.

Alternative 2 GPR

1897-99 REVENUE (Change o Bif) - $1,118,800,000
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" .3: .. Index the income tax structure for changes.in inflation exceeding 3%, but not more
-than 7%, szncs 198’7 for the income tax brackets and since 1988 for the standard deduction This
would decrease estimated: general fund. tax collections by $93.1 million in 1997-98 and $68.4

million in 1998-99.

1997-99 aﬁvzzw}&“ {Change o Bm) 7 .$161,500,000 |
4. Inciex the income tax stmctﬂre for changes in mﬂauon exceedmg 3%, but not more

than 7%, beginning in tax year 1997. This alternative is estimated to have no impact on revenues
-in the 1997-99 biennium since mﬂatmn 1s curremiy pro;ected 1o be less than 3% for tax years
: 1997 through 1999 ‘ o - -~ S U

y el 5. Index one 03: all ef thc fellewmg iax crechts for changes in mﬂatlon begmmng in _' o

tax year 1997 “The ﬁscai effects for these thxons assume: thai the rest of the tax structure would - .

notbe mod;ﬁed The fiscal impact of indexing’ individual credits wouid decline if othar mdexmg '
adjustments were aiso adopted. . RTI __

- a.. - - Index the $50 dependent. credit. . :

Alternative 5a CoigpR
" | 1997.:09 REVENUE (Change toBil)  -$3900000 | ~
b. Index the $25 senior credit.
| Atternative 56 S GPRY
' 1997-99&5?&%5 {Change to s;n} O I$1.000000 |
c. Index the $15,000 maximum income amount for the married couple credit.
- Alternative5e .. . ... PR
1697-99 REVENUE (Change to Bill - $8,200,000
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d Index the $2,000 maximum property tax amount for t_he_: PTR |

T -
Alternative 5d

i . 000
1997-99 REVENUE (Change to Bif} $8,200

Preparet.i. -b.y:. Kelsie Doty

- Mos_____
T —
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JAUCH |
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ATTACHMENT 1

Distribution of Taxpayers with a Tax Decrease in 1998
Under an Alternative to Index for Inflation Beginning in 1997

Taxpayers With a Tax Decrease % of AR}

Wisconsin Adjusted Percent of  Amount of  Percent of Average Count of Returns in

Gross Income Count Count Tax Decrease  Amount Decrease All Returns AGI Class
Under $5,000 12,800 0.7% -$54,000 0.1% -$4 363,200 3.5%
5,000 to 10,000 - 161,000 8.6 -2,267,000 4.6 -14 282,500 57.0
10,000 to 15,000 212,500 114 -4,844,000 9.8 =23 247,700 85.8
15,000 to 20,000 216400 116 -6,724,000 13.6 -31 218,200 952
20,000 to 25,000 182,500 9.8 -6,504,000 13.2 -36 182,600 99.9
25,000 to 30,000 151,000 8.1 -5,384,000 109 -36 151,400 99.7
30,000 to 40,000 255,000 137 -9,301,000 18.8 -36 255,000 100.0
40,000 to 50,000 211,200 114 -6,968,000 14.1 -33 211,200 100.0
50,000 to 75,000 298200 160 -5,399,000 10.9 -18 298,400 99.9
75,000 10 100,000 92,000 4.9 -1,152,000 23 -13 92,100 99.9
100,000 to 200,000 53,400 29 666, 000 1.3 -12 33,600 99.6
200,000 to 300,000 8,800 0.5 -110,000 0.2 -13 9,000 97.8
300,000 and Over 8,100 0.4 ~-100.000 0.2 =12 8,600 94.2
TOTALS 1,862,900 100.0%  -$49,473,000 100.0% -$27 2,373,500 78.5%

SOURCE: 1995 Wisconsin Tax s,amgz'e- |

~.» Approximately 1,862,900 taxpayers or 78 5% of ail taxpayers, would have a tax
decrease under this alternative.

* Most of the tax decrease (81.5%) would"bé received by taxpayers with AGI between
$15,000 and $75,000. These individuals make up 70.6% of the total count of taxpayers with a
tax decrease.

* The average tax decrease would range from $4 for taxpayers with income below $5,000
to $36 for taxpayers with income between $20,000 and $40,000. Overall, the average tax
decrease would be $27.

* Over 99% of all taxpayers with income between $15,000 and $200,000 would have a
tax benefit under the alternative. The taxpayers who would not receive a benefit from indexing
include people who have no tax liability under current law, those who pay the alternative
minimum tax or certain individuals who can be claimed as a dependent on another taxpayer’s -
return.
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“ATTACHMENT 2

C | Distribution of Taxpayers with a Tax Decrease in 1998
Under an Alternative to Index Since the Current Tax Structure was Implemented

: Taxpayers With-a Tax Decrease ' % of All
Wisconsin Adjusted * Percentof  Amountof Percent of Average  Count of Retums in
Gross Income Count Count Tax Decrease  Amount Decrease All Returns AGI Class
Under $5,000 16,200 0.9% -$328,000 01%  -$20 363,200 4.5%
5,000 to 10,000 162,600 8.7 -11,489,000 3.0 -7 282,500 576
10,000 to 15,000 - 213,300 11.4 -26,522,000 6.9 -124 247,700 86.1
15,000 to 20,000 216,800 11.6 -43,037,000 11.6 -208 218,200 99.4
20,000 t0 25,000 182,500 9.8 -45,940,000 11.9 252 182,600 99.9
25,000 to 30,000 151,000 8.1 ~41,691,000 10.8 -276 151,400 99,7
30,000 to 40,000 255,000 1356 -76,209,000 19.7 -299 255,000 100.0
40,000 to 50,000 211,200 11.3 -61,525,000 15.9 -291 211,200 100.0
50,000 to 75,000 - 298200 15.9 -60,559,000 15.6 -203 - 298,400 999
75,000 to 100,000 : 92,000 4.9 -9,908,000 2.6 -108 92,100 - 99.9
106,000 to 200,000 53,400 29 ~5,706,000 1.5 -107 53,600 99,6
200,000 to 300,000 8,800 0.5 941,000 0.2 -107 9,000 97.8
300,000 and Over 8,100 0.4 -860,000 0.2 -106 8,600 94,2
TOTALS 1,869,100 100.0% -$386,715,000 1000%  -$207 2,373,500 18.7%

N
S

SOURCE: 1995 Wisconsin Tax Sample

. A?;ﬁi‘oxiﬁlatéiy 1,869,100 faxpayer’s, or 78.7% of all taxpayers, would have a tax
decrease under the alternative.

* 85.5% of the tax decrease would be received by taxpayers with AGI between $15,000
and $75,000. These individuals make up 70.3% of the total count of taxpayers with a tax
decrease. _ -

* The average tax decrease would range from $20 for taxpayers with income below $5,000
to $299 for taxpayers with income between $30,000 and $40,000. The average tax decrease for
all taxpayers would be $207. -

* Over 99% of all taxpayers with income between $15,000 and $200,000 would have a
tax benefit under the alternative. The taxpayers who would not receive a benefit from indexing
include people who have no tax liability under current law, those who pay the alternative
minimum tax or certain individuals who can be claimed as a dependent on another taxpayer’s
return.

General Fund Taxes (Paper #117) Page 17



ATTACHMENT 3

Distribution of Taxpayers with a Tax Decrease in 1998 Under an Alternative to
_Index Since the Current Tax Structure was Implemented Using the 1983 Law

Taxpavers With a Tax Decrease % of All
Wisconsin Adjusted Percent of = Amount of  Percent of Average Count of Returns in
Gross Income Count.  Count Tax Decmase Amount- - Decrease  All Returns AGIClass
" Under $5,000 12,200 0.1% -557,00{; 01%  -34 363,200 3.5%
5,000 to 10,000 161,000 8.6 ~2,348,000 43 -15 282,500 570
10,000 10.15,000 212,400 11.4 -5,119,000 9.3 -24 247,700 - '85.7
15,000 t0.20,000 216,400 116 ~7,239,000 132 -33 218,200 99.2
20,000 to 25,000 182,500 9.8 -7,129,000 13.0 -39 182,600 999
25,000 to 30,000 151,000 8.1 -5,929,000 10.8 -39 151,400 997
30,000 to 40,000 255,000 1137 -10,319,000 18.8 -40 255,000 (1000 -
40,000 050,000 211,200 11.4 -7,821,000 14.2 -37 211,200 1000
50,000 10 75,000 298,200 160 -6,466,000 11.8 22, 298,400- 999 -
75,000 1o 100,000 92,000 . 4.9 -1,456,000 2.6 -16 92,100 99.9
100,000't0 200,000 53,400 2.9 - -843,000 15 -16 - 53,600 996
200,000 to 300,000 8,800 0.5 -139,000 0.2 -16 9,000 97.8
300,000 and Over 8,100 0.4 -127.000 0.2 -16 8,600 942
TOTALS 1,862,800 100.0% -$54,992,000 100.0%  -$30 2,373,500 78.5%

SOURCE: 1995 Wisconsin Tax Sam;)le

. Aypmxzma:eiy 1,862, 800 taxpayers or 78 5% of all taxpayers, would have a tax decrease
under the alternative. - _

« 81.8% of the tax decrease would be received by taxpayers with AGI between $15, 000 and
$75,000. These méxvxduals make’ up 7{} 6% of the totai count of taxpayers with a tax decrease

. The avarage tax dccrease wou}d range from $4 for taxpayers with income below $5.000
to $40 for taxpayers with income between $30,000 and $40,000. The average tax decrease for
all taxpayers would be $30. '

« Over 99% of all taxpayers with income between $15,000 and $200,000 would have a tax
benefit under the alternative. The taxpayers who would not receive a benefit from indexing
include people who have no tax liability under current law, those who pay the alternative
minimum tax or certain ;ndwzduals who can be cimmeé as a dependent on another taxpayer 8
retur. - -
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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
infqnh_a.tien Technology Migration 1, 122990 GPR
General 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 {Jsed in Pnntmg -800,000 GPR-REV
Pensxon th;gatwn S . o S L
“Shift of School eqrahzatxon A;ds i’ayment -50,000,060 GPR
Other 8,000,000 GPR-REVY
In addition, increase the cigarette tax to 62¢ effective July Mﬁ#_glL
1, 1998, and transfer, on 2 one-time basis, $25 million of 1997- ‘
98 school aid payments to July 1, 1998, BURKE Y A
DECKER v A
L ceorae O N a
JAUCH Y ® a
Iwinexe ")} 5
SHIBILSK) @ A
s X @
PANZER vy @ 4
JENSEN . A
OURADA 4
HARSDORF -
ALBERS A
GARD
A
KAUFERT A
LINTON A
COGGS A

3
by
~

Motion #9703




" Senator Burke
R_e;_:resentative Jensen

~ GENERAL FUND TAXES/LITIGATION

Mf
Mo;e ic) .n.mdlfy the bﬂl as foii.ows”
a.  SIPD Lawsuit Settlement:
(1) Create a one-timeé GPR sumi certairi appropriation under the Department of Employe
Trust Funds (ETF) to pay the costs of the special investment perfcnnance dividend (SIPD)

“lawsuit " settlement agreemem and provzde $215, 006000 GPR m 1997«98 for th:s purgose
Prevzde that the. appmpnatmn Sunset on June 30,1998, S

(2) Increase csnmated expendltures fram E’I"F’s retireci employes benefits supplement ..

“sum sufficxem appropnatzon by $2,022,900 GFR in '1997-98 and $2,733; 100 GPR in 1998-99 to
“ fund the- resum;mon of supplemﬁnta} beneﬁts on November I, 199’? to annmtants mﬁnng before
':October 1 1974 ' : :

(3) Provide $1,000,000 GPR annualiy in the Comttee $ supplcrnenta.l GI-’R
appropriation for possible release to a new appropriation to be created by separate legislation
'deaimg with addmonal sup;:lerzwatal payments to'certain annuitants who may receive a rsducnen_
h m thear current annuity 1evel as a resuit of the pr0v1smns 0f the Ziawsmt scttieme:ni L

. ‘b Informatwn ’I’echnology Fundmg (Paper #’7}4 Aitematwe 6) Eeiete the" :
Govemor s Tecommendation, ‘but provideexpenditure “authority for existing’ program revenue
appropnancns Also, provide GPR funding for all of the following projects: - : :

LR R 199708 '1'19-9'8“99
Current Masterlease
Milwaukee Refund Inquiry $16,000 $16,000
.- PC Hardware and Software ... ...88800- 88800
. Total Masterlease . .. $104,800 $104,800
" IT Projects - Can e R e e
- IT Training Center == . . e 83,800 . - 327.800 i
Wang to:Word - - oy .. 163400, 184900 .
. Applications l}evciopmem o 25000 0
IT Migration .. = ) 300,000 300,000
Forms Production X ' 15,000 2300
Total I‘Y?ro;ccts ' - $506,900 $515 000
Total $611,700 $619 80(}
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¢. .- Revenue Field Auditors (Paper #100)
' Revenue erld Audltars {A!tematwe 4)

Modify the Govemor s recommendatmn to prcwde 5590 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 Comumittee on the activities of the new auditors,
the amount of revenue that was generated by the add;txonai staff and an analysis of the amount
that could be generated by further increases to the audit staff. Spec;fy that the repert would be
due on January 1, 2000. e e e e

Indmduai Income Tax Audlt Software {Alternative 1)

: vaxde $105 Qﬁ() GPR m 1997-98 and $80 {)GO GPR in 1998-99 to purx:hase mdiwdual
mceme tax saftware Esnmate addltmnal gencrai fund revenucs of $2 mﬁlmn anoually.

e d Integrateé Tax System (Paper #101 Alternatlve 1): Provide $1, 257 100 G?R -
in 199? -98 and $203,500 in- 1998-99 for DOR to contract: thh a pnvate, vender to develc}p and
.:1mplement an. mtegra&ed tax processing system.in the. Df:partmcnz Place the fundmg in the Joint
Committee on Finance’s suppiementai appropriation. Require the Department to subrmt a plan
for development of an integrated tax system to the Comumittee for its appmval before the funding
can be. releasaé from the: Commzt:t&e s appropriation. .. S

i Saies Tax Agreements Wxth erect Marketers (Paper #}02 Alternatwe Za aml'
_ Zb) Adopt the Gevernmr s recommendation with the foiiowm g modlfircatmns {(a) remove. spcclfic

. references to tax collections and quarterly payments. - This. alternative would provide broader

“authority for DOR to enter into agreements with. direct marketers about state and Jocal sales. and

use taxes; and (b) specify that. DOR. could not 1mplemem any sales and use tax agreement if the
terms of the agreement dc not. canform to state law. - : : :

f_ . Saias Tax on Com-()perated Laundries (Paper #104, Alternatwe 3) Mamtam
current-law.

g. Sales ‘Tax on Telephone Answering Servnces (Paper #105 Alternatxve 3):
Adopt the Governor’s recommendation with modifications to: (a) impose the sales tax on services
that consist of "recording telecommunications messages” rather than "taking messages by
telephone”; (b) deiete the portion- of the bill that would impose the tax on. services that consist
of recording messages for a partxcular person into a central computer data base and activating
those messages for that person when the computer is accessed for the messages; (¢} ‘specify that
the exclusion for services that are mmdental to another service would apply only if the other
service is not: taxable and (d) provxda a cross reference to clarify that the current definition of
"incidental” under the sales tax statutcs would apply to this provision. ‘A specific exclusxcm for
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”burgiar alarm a.nd sccunty monztonng servzces would not be prov;ded This option. would
increase revenues.by $1,100,000 i in 1997- 98 and $1, 50{) 000 in 1998- 99

"h.  Sales Tax on Fabricated Buﬂdmg Umts and Manufactured Buﬂdmgs (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 saies pnce of such buﬁdmgs from the sales tax. Specifically,

the reta:ier would ‘have the option to exclude either: (a) 35% of the gross I‘CCEIptS or sales price;
or (b) an amount equal to the gross recelpts or sales price minus the cost of the materzals that
become an ingredient or component part of the building.

_ In addmon reesnmate the ﬁscal effect to bc a revenue loss of $839 000 in 1997-98 and
'$1 130 000 in 1998-99. These amounts exceed the decrease estamatcd in the bill by $13{) 000
___jm the ﬁrst year and $23G OOO in the second yea.r '

* Sales Tax on Umverslty Foed Contracts (Paper #10‘7 Altemat:ve 2): Mochfy'
the current sales tax exemptmn for meals, food, fﬂod products a.nd bcverages ﬁxmxshed in
"to prowde the exemptzon only if these items are fumxshed for purposes that are consistent with
‘the institution’s educational mission. In addition, provxde that the exemptlon could not be used
_ _for purchascs of meais ’oy faculty mcmbers and specxfy that this prevxslon would take effect on
the day after pubhcatwn of the bill, and first apply to contracts entered into on or after that date.
This alternanve wouid increase sales tax revenues by a zmmmal amount in 1997~98 ami an

cstimatcd $10@ G(}O in 1998-99

Reastlmate Fﬂndmg for the Earned Income ’I‘ax Credit (Paper #108, =

.'Rei’-‘stlmate} Reesnmate fundmg for the earned i income tax credit at $78.7 million i in 1997-98 - =

and $88.2 million 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 revised estimates
would increase funding by $3,200,000 in 1997-98 and $200,000 in 1998-99, =~

k. Indw;dual Income Tax. Treatment of Nonresidents and Part-Year Residents
_ (Paper #109, Altematlve 2) Deiete the bill provision and adopt DOR’s recommendation to
prorate the mcomc tax btackeis for nonresident and part-year resident taxpayers, based on the
ratio of Wisconsin AGI to federal AGI, effective January 1, 1997.

_ L Internal Revenue Code Update (Paper #110, Alternative 1): Adopt 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 prowsms regardmg the state medzcal savings account program.

m. M:nor Pohcy and Technical Changes -- Tax Appeals Cemmxss:on Fﬁmg Fee

{Paper #111, Reestimate): Increase GPR»Eamed by $9,500 annualiy for Tax Appeals
Commission filing fees.
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n.  Utility Tax on Personal Communications Services (Paper #113, Alternatives

1 and 2): ‘Adopt the’ Governer s remmmendation to spemfy that thc transitional adjustment fee

would be imposed on persons ‘that provide commercml mobile service (as defined by federal law)

with a modification to specify that only. persons . lxcensed by the FCC to prevxde commercxai
mobxie servxce wouid be subgﬁci to the transmon fee R

) _:___Adept the medzficatmn reques{ed by the E)epartmant of Revenue’ to specafy that if an
__ { ange campany also prowdcs commercxal mobile service, the revenues used to calcuiate
'the transition fee woulci be hmited to the persen s a(:a:;vatxes as a commercxal m{)biif: servzce
“provider.

.0 Revised Definition of Cellular Mobile Radio Telecommunications Utility:
_ Mﬂdxfy the currcnt deﬁmuan of a cellula: mobﬂe radm telacenunumcatmns utlhty [ a person
‘authorized by the Federal’ Commumcataons Comssxon to pmv:de domestic cellular radio
telecommunications service under 47 usc 154(1)"} to newly specify that such a utility ‘would be
aperson aumomzed by ihc Federal Communications Commission to provide dornesnc commercial
cellular radm telecomumcauons servxcc undcr 47 USC 154(1) o B

p. Mxnor -ohcy ands-Techmcal Ch 'ges e Use ’I‘ax on Aatomobiles Used by-
__::_Dealers (Paper #}1_4 _Modxficahon o ____e" _actzveiy parnmpates “for purposcs ‘of this
_provision .to mean the_ sole propnetor pari:ner, subchapter S sharchalder, or LLC member
_performs servwes for thc motor ‘vehicle dcalcrshp, such as saies, accountmg, managemcnt and
_:consultmg, for _mor th_an_ 500 hours in a taxable year for which such person Teceives
' compensatmn ”Actwely pammpate" would not include services performed only in ‘the capacxty
of an investor such as studying and reviewing financial statements ‘or reports on operation of the
. business, prepanng or_compiling summaries or analyses of finances. of the business for the
_ investor’
_cap.ac;ty Pl

o In addxtmn, modzfy the language to read “day to»day rather than ”dmiy" operatm of the
deaiership

| qg.. | increase ngarette Tax (Paper #115) {ncrcasc the c1gazette tax ratc by an
' addxtxonal 11¢ from the Govemor s recomendauon The total tax rate ‘would be 60¢ per pack
effective on the first day of the secnnd month after pubilcatmn of the buciget act or Scptember
1997, whichever is earlier.

o I Clgarette stcount Rate Reduce the manufacturers and d;stnbutors cigarette
stamp dxscount percentage from 2. O% to 1. 6% effectlve Ssptember 1, 1997

s. Individual Income Tax -- Long-Term Care Insurance Deduction: Create an
income tax deduction for pmrmum costs paid by taxpayers for long-term care insurance beginning
in tax year 1998. Prohﬁb;t the premium costs for Iong«term insurance fmm bemg mciuded as an
itemized deduction for purposes of calculating the itemized deduction tax crecht '
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:futurc tax habahty

“ g’ Credit for Sales Tax on Fuel and Electmuty Used in Manufacturmg Provide,
for tax years beginning on or after January ‘1,"1998; the tax credit 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 soie proprietorships, partnershxps and " tax- -option

corporatlons, rcspectwely, to'claim the credit. chulre shareholders'in tax-option corporat;ons
and ‘partriers to claim the cre:dit in’ propertmn to the ownership interest of each' shareholder or

‘partner.” Requirc the tax-opnﬁn corporatmn or partncrshlp 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 cmdzt caukd oniy be ciazmed agamst their pro-rated share’ ‘of income. “Provide that, if the

“credit is ‘not ‘offset’ against income tax liability for ‘the ‘current year, the owner, ‘partner or

sharcholder of the business may carry forward the remmnmg credit for up to 15 years to offset

Snpplemeni to. Federal Histor;c Rehab:htatwn Credat Provzde ‘that quahﬁed. E
rehabﬂxtanon expendltures would be eligible for the state suppiement to-the federal ‘historic

' "rehahlktanen credit if either the physwal work of constmctmn or dcstmcnon in preparation for
‘ ﬁ:enstrucuon begms after Eﬁecember 31 }988 EE L R :

v. Tax Administration: - 'Modlfy' the - Gevem'o'r s “recommendation ‘to provide
$59€} 490 GPR in 1997—98 and $658 800 GPR in 1998 99 and 12 0 revenue aud1tors (mstead of

-'1993-99 due to the addmonal audlt acﬂvmes (mstead of $3 500, {)()O) “In addition, raqmre R
“ to prepare a report for the Committee ‘on the activities of the new audztars, the amount of revénue
“that was generated by ‘the ‘additional staff and an ‘analysis of the amount that could be'generated
g by flmher mcreases 10 the audlt staff Specnfy that the report would be due on ianuary 1 2000 S

Prﬁwde $195 {}OG GPR in 1997 98 and 380 {}OO G?R in 1998 99 to purchase individual

mcome tax software b

Prcwlde $1 257 }O(} GPR in 1997 98 and $203 500 in’ 1998~99 for DORto contract with
a“private vendor to- devak)p and implement “an - mtegrated tax processmg “$ystem 'in the
Department. Place the’ funding in the Joint Committee on Fmance s supplemental appropriation.
Require the {)epamnent 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 Cormmttee $

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 o 1mpiement the Separtmem $

mformation technoiogy m;graa{}n (I"T) plan
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. ..»w._. Adopt Federal Regulations for Single-Owner. Entltles and Impose Restrictions
_en W;thdrawals from LLCs by Certain Members:.

Smgle Owner Entztzes Mov&: l:o adgpt fedcral reguianons that a}ls:)w smgle owner entmes
to be dxsrega:ded 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 thc owner. weuld
bc: subject to the tax on the entxty 5 income. vaxde that if a. partnersmp is the owner of a
dzsregar&ed smgie:‘owncr entity, l:he .entity’s mformanon wouid be included. on the owner’s
Statement thaz is reqmred o be ﬁiad with the Deparf;ment of Revenue (D{I}R)

. Provzde {hat far wnhhaldmg purpases, the owner not the enmy, weuld be the empléyer
m a sznglc-gwner entity that is disregarded as.a separate entity under the internal revenue code
(IRC).. _ L _ _ :

Sgecxfy that, for purposes of a business registration certificate under the Tax Appaais
Cammissmn pmvzswns, the person is: ‘the owner. in:the case. of a. smgiewﬂwner entity that is

'__dlsx‘egaxdcd as.a separate. entity under. the IRC Provide that- ”persen" includes the owner of 2

_smgieuewmr entity. that is chsregarded as a separate entity-under the IRC under the sales and use
tax provisions. Specify that, for purposes of the. sales tax return. !:hat is: requueé to be filed by
a seller, if a single-owner ennty is d;sregafdcd as a separate entity under the IRC, the information
.from that enuty would be mcluded on its owner’s return. .

: Spcclfy that a smgle»ownar e,nnty tha£ AS dxsregardcd as'a separaie entxty for state mcome .
; -and franch;se tax. purposes, would: be disregarded as a separate. entity for purposes of the
temporary.. rﬁcyt:hng surcharge... Pravxde that -the mfc}rmatmn from that. enuty be mciudcd in
“.computing the ¢ urcharge on the owner’s.-return. Include an cntlty treatcd asa garmarshlp undﬁr_ :
- the IRC under he”deﬂmtwn of partnership for purposes {)f the temporary recychng surcharge and.
~alcohol beverages tax. B

})eﬁne parmerslup, for state income and franchxse tax purposes, to mclude hm;ted liability
companies (LLCs) and other entities that are treated as partnerships under the IRC. Specify that
partnership. does : not (include - publicly -traded . partnerships treated -as corporanons for state
corporate:tax. purposes. Modify the definition of corporation to include any other entities treated
as: ccrparatmns under the classzficaﬁgn election regulations of the IRC.. Specafy that a. smg},e«
owner.entity that is disregarded as a separate entity : under the IRC would be disregarded as a
separate entity for. state corporate tax purposes and. its owner would .be subject to tax on the
entity’s income.

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 agre:ement 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 exemptlon from the sales and use tax
for medzcmes fumxshed wuhout charge o a physwzan, surgeon, nurse anesthetzst advance
practxce nurse, ostéopath, dentist; 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 prﬂv;sxons would take effect on the
ﬁrst day of {he second month begmmng after pubhcation of the bill. '

Y. Exciusmn for Capital Gams on Busmess Assets Sold to Famﬂy Membal‘s
Provide a complete exclusion for long-term capital gains:realized on the sale of business assets
and assets used in farming to a family member that were held for more than one year, including
gains on property used in the ordinary course of busxncss as defined under the internal revenue

“code, effective January 1, 1999. Provide that farm assets wou}d mclude shares in a corporation

or' trust that meets the same standards that currently allow a corporauan or trust to carty on

fmmng Gperatxons in the state. Specify that an eligible family member would include a person
“who is related by blood, marriage or adoption within the 3td degree of kmshxp Provide that .

B 'amoum& treated as ordma.ry income for federal tax purposes because of- the recapture of -
'dep;:ecxatmn or for any other reason would not be included in this provision. Specify that the

capital gains exclusion under this provision would be apphcd after all’ capztai gains and losses
have been netted. PR

z. Working Families Tax Credit: Create a nonrefundable credit equal to a
taxpayer’s net tax lability 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:

'{'hc fallcwmg table ouzimes thc b;.enmal ﬁscal esumates for these’ prov151ons compared

to the bﬂ} The figures. for the mcrcased c1garette tax are comparcd to t’he 52, 5¢ tax rate. already
adeptcd by thc Cemnnttec
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Senator Wineke
GENERAL FUND TAXES

:_Individua_}__lnéome Tax -- "A-I'térﬁa'tjiyé Tax Structure

Motion:

o ‘Move to modxfy Ihe caicuianon of Wzsconsm ad}usted gi'oss income (AGD), the sliding
scaﬁe standard deductmn the rate aad bracket structure and the tax credats effectwe Januaxy 1,
1997, as follows: :

Capital Gains and Social Security Benefits. Federalize the tax treatment of capital gains

and lesses and thc treatment of socxai security beneﬁts

Sliding . Scale Srandard Deducnon Modxfy the sliding scale standard deduction formulas

as shown below for tax year 1997

Index the maximum deduction amounts and AGI amounts o

for changes in the consumier price index (CPI) beginning with tax year 1999.

s

: "Wxsconsm AGi

.AGZ Icss than $10 060

L Standard Deductaon

$7, 500

Single. - . T .
- _AGI between $10,000 and $50 836 L . 87.500- [18 369% x (AGI $10 000)}
' AGI greater man sso 330 A 'so '
‘Married-Joint: .0 1 o AGLlessithan $15,000 31009()

Martied-Separate’

* Head“of-Household

. AGFbetween $15.000 and $55,000°

AGI “greater than $35,000

“AGH léss than §7,130
~AGI Between $7,130 and-$26,140. -

AGL _g_i_'éatef than $26,140 -

AGI less than $10,000
AGI between $10,000 and $25,000.
AGI greater than $25,000

$10,000 - {25% % (AGI - $15.000]
50

84,750 :
.. 34,750 - [24.587% x (AGI 37,1300

${)

'$10,160 - o
-$10,160 - {36:102% x (AGL -~ $10,000)]
- Single Standard Deduction

Rates and Brackets. Create and a fourth and fifth tax bracket and modify the rates as
shown below for tax year 1997 Index the bracket amounts for changes in the CPI ‘beginning

_WIth tax year 1999

Motion #3173
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Taxable Income Bracket Marginal

Single Married-Joint Married-Separate Tax Rate
Less than $7,500 Less than $10,000 Less than $5,000 4.0%
7,500 to 15,000 . . 10,00010.20,000 - .. 5,000 to 10,000 50
15,000 1o 45,000 20,000 to 60,000 10,000 to 30,000 6.0
45,000 to 60,000 60,000 to 80,000 30,000 to 40,000 7.0
60,000 and Over 80,000 and Over 40,000 and Over 80 -

pmperty tax/rent credﬁ Mochfy the a.liewa’ole deducmons for the nmmzed deductmn credit to
include: (a) interest expenscs for a principal residence or a second home in Wlsconsm, and (b)
charitable contributions.

Under the motion, modifications would be made to the calculation of Wisconsin AGI, the
sliding scale standard deduction, the rate and bracket structure and the tax credits using the
provisions contained in 1995 Senate Bill 167, beginning with tax year 1997. In addition; ‘the
standard deduction formulas and tax brackets would be. mdexed fox changes in CPI begmnmg
with tax year 1999. It is estimated that the alternative income tax structure would generate
o ap;aroximately thﬁ same. amount of revenue as current ia.w A descnpaon of the modlficatxons .

S foilows

Modifications to Wisconsin AGI. Wisconsin uses federal AGI, adjusted by additions and
subtractions required by Wisconsin law, to determine Wisconsin AGIL. -Currently, Wisconsin does
not follow the federal tax treatment of capital gains and losses and social security benefits, as
well as other types of income. - As a result, affected taxpayers must, after federal AGI has been
determined, make a calculation to*find ‘the amount: of income sub]ect 1o taxation in Wisconsin.
Under the motion. the state would tax these two sources of income using the same federal tax
treatment. A description of these sources of income and the current state and federal tax
treatment. follows:

' Ca;ntal Gams!Losses Under current law, Wisconsin prowde:s an income tax excluswn
for 60% of long-term capital gains, which are gains on assets held for at least one year. Short-
term gains from assets held less than one year are taxed as ordinary income. The amount of net
capital losses that may be used to offset ordinary income is limited to $500 annually, with the
remainder carried forward to offset income in future years.

Under federal law, net capital gains are generally fully taxable regardless of how long the
assets are held. However, long-term capital gains are subject {0 a maximum marginal tax rate
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of 28% rather than the 39.6% top rate which’ apphes to ordinary income. The amount of net
capital losses that may ‘be used to offset ordinary income is limited to $3,000 annually, with a
‘carryforward. Special federal -and state provisions appiy to- gams on the sale or exchanue of a
principal residence. - S

" Social Security Benefits.' Under current law, the 'state follows 1993 féderal law and only
‘taxes up’ ‘to 50% of social ‘security benefits.  The’ federa} taxatwn of socml secunty mcreased to
up 10 85% of beneﬁts beg;nmng in tax year 1994 : e : :

"Mo‘dif ications to 'tke' ‘Standard Deduction: Takable income, which is the amount of
income that is actually subject to' tax, is computed by subtracting: the sliding scale standard
“deduction from Wisconsin ‘AGL The shchng scale standard dediiction-is based on formulas that
vary by filing status ‘and adjusted gross income. The currént-law sliding scale standard deductwn
formulas are shown m the following table. : -

. M‘aﬁzai- Statis. <, i o Wisconsin A-G!-- L '_ Ceoooeei - Standard --l_ae'ciucribg -
singe U AGIIessthan$75000 7 s |
Sl e R YAGE between $7,500 ‘and 350 839 Sl 85,2000 {12 0% x (AGI -§7 590)3
AGI greater {than $50, SBG vain e i B0 T e
Married-Joint AGI less than $10,000 $8.900
AGI between $10,000 and $55,000 $8,900 - [19.778% x (AGI - $10,000)]
AGI greater than $55,000 36
. Married-Separate AGI less than $4,750 34,230
' AGI between $4,750 and $26,140 $4,230 - {19.778% x (AGI - $4,750}]
AGI greater than $26 140 - 30
Head-of-Houschold . AGIlessthan$7,500  ~ **" $7040 e
S - AGI between $7,500 and $25, (}00 $7.040 - [22.515% x (AGI - $7,500)]

AGI greater than $25,000 - Single Standard Deduction

Modifications to the Rates and Brackets. Wisconsin taxable income is multiplied by the
applicable tax rates to arrive at gross tax lability. The tax rate structure is cumulative so that
marginal tax rates apply only to income that falls within the appropriate brackets. The current
individual income tax rates.and:brackets are outlined below.

Taxable Income Bracket Marginal

Single - Married-Joint Married-Separate Tax Rate

Less than $7,500 Less than $10,000 Less than $5,000 4.90%
7,500 to 15,000 10,000 to 20,000 5,000 to 10,000 6.55
15,000 and Over 20,000 and Over 10,000 and Over 6.93

Under the motion, a fourth and fifth bracket would be created and the rates would be 2%/
modified.
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. Modifications. .to-the Tax. Credits, . The. motion would . modify the current itemized
daductwn tax credit and ehmmate the other nonrsfundable credits, including: the dependent

- credit, senior credit, married couple credit and the property tax/rent credit. The refundabie crcdits
~ would not be affected by the motion.

Under current law, an-itemized deduction tax credit is provided if allowable deductions

: cxcaed the sliding scale standard deduction; the excess amount.is. eligible for a tax credit of 5%.
With the exception of state income taxes and state and. local property. taxes, allowable expenses

used in calculating the state credit conform to the expenses permitted as federal itemized

deductions; - These include:- (a) charitable contributions;. (b) medical expenses. exca&dmg 7.5%

of AGI; {c) mlsceliancous expenses, including employe busmess expenses, in excess of 2% of

AGH (d)-interest: expenses fora principal reszdence or:a second homﬁ in Wisconsin; (¢) interest

_expenses for property. sold on-a land contract; and {(f) ather interest. expenses, except 9¢rsenal
mterest

Under the met:on aliowabic deductions for the itemized deduction tax credit: weuid be
llmlted to'include: (a) interest expenses fora pnncxpai res;dencc ora. second home in Wzscensm

and (b) chantable contributions, - The credit. would -still equal 5% of the amount by w}uch :
allowable deductions exceed the ‘sliding scale standard deduction.-

/) BUBKE .. ﬁ N
DECKER
GEORGE.. .
JAUCH
| WINEKE 1

- SHIBILSK! |
COWLES
pAszaa

_gJENsﬁﬁ _
OURADA
HARSDORF

CALBERS Y DY
GARD: B 1.5

KAUFERT X (Y]
LINTON
cosas (Y

| A%.%-NQ&AB&O

PE P PP PP
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GENERAL FUND TAXES

LFB Summary Items for Which No Issue Papers Have Been Prepared

Item # Title
1 General Fund Tax Changes
8 Sales Tax Exemption for Plastic Sheeting Used in Farming
12 . Federalize Treatment of Statutory Independent Contractors

14 - Exempt Interest Paid on Bonds Issued by a Premier Resort Center

LFB Summary items for Introduction as Separate Legislation

Item # Title -

17 Reciprocal Wine Shipments

18 Penaity for Frivolous Income Tax Return

19 Tax Appeals Commission -- Definition of Small Claims Mo¥_LL /‘Mé ¢ (iiL

' W viS '
Usurke (¥ N &
DECKER (B N A
GEORGE N A
JAUCH N A
WINEKE N A
sBist () N A
COWLES N A
PANZER N A
| JENSEN N A

OURADA N A
HARSDORF N A
ALBERS N A
GARD N A
KAUFERT N A
LINTON N A
COGGS N A
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