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Homestead Tax Credit

Introduction

The homestead tax credit program directs
property tax relief to low-income homeowners
and renters. The program is often referred to as a
"circuit breaker" since it is intended to provide
relief once property taxes exceed a taxpayer's
ability to pay them. Relief is provided as a credit
reducing individual income tax liability or as a
cash refund if the credit exceeds income tax due;
the homestead credit is referred to as a refundable
credit due to this characteristic. Credits are lim-
ited to Wisconsin residents 18 years of age or
older. Homestead credits of $133.0 million were
paid in 2012 for property taxes or rent accrued in
2011. These credits were provided to approxi-
mately 248,000 households.

This paper provides the following: (1) a de-
scription of the formula used to determine the
credit and eligibility requirements; (2) historical
data regarding annual claims and program ex-
penditures; (3) information regarding characteris-
tics of program participants; and (4) a discussion
of the program's effectiveness as a means for
providing property tax relief.

Homestead Tax Credit Formula

The amount of the credit received by claim-
ants depends on the interaction of household in-
come and allowable property taxes or rent under
the three primary homestead tax credit formula
factors: the income threshold; the maximum in-
come level; and the maximum property taxes or
rent constituting property taxes.

For claimants with incomes below the income
threshold, the credit is equal to 80% of their
property taxes or rent constituting property taxes
up to the maximum in property taxes or rent.

Rent constituting property taxes is 25% of rent if
payment for heat is not included in rent and 20%
of rent if payment for heat is included.

Under 2009 Wisconsin Act 28, beginning
with tax year 2010, the three formula factors
were to be indexed annually by comparing the
12-month average of the Consumer Price Index
from August through July of the prior year to the
comparable average from August, 2007, through
July, 2008. The three formula factors were in-
dexed for tax year 2010. However, 2011 Wiscon-
sin Act 32 repealed the annual indexing of the
formula factors beginning with tax year 2011.
Therefore, tax year 2010 was the only year in
which indexing of the credit's formula factors
took place. As a result, the credit formula factors
remain as follows: the maximum property taxes
or rent constituting property taxes is $1,460; the
income threshold is $8,060; and the maximum
income level is $24,680. These factors produce a
maximum credit of $1,168.

For claimants with household income exceed-
ing $8,060, the credit is calculated by first taking
8.785% of income in excess of $8,060 and sub-
tracting it from allowable property taxes. The
credit, then, is 80% of this amount. In the form of
a mathematical equation, the homestead credit
formula is as follows:

Credit = 80% x [Property Taxes - 8.785% X
(Household Income - $8,060)]

For households with property taxes or rent
equal to or exceeding the $1,460 maximum, the
credit becomes zero when income reaches
$24,680. For households with property taxes or
rent less than $1,460, the credit will reach zero at




Figure 1: Homestead Tax Credit Computation

Example A: For a claimant with household income less than the income threshold ($8,060).

Calculation of homestead tax credit for a claimant with $6,000 of household income and property taxes of $800.

Homestead tax = Property taxes x 80%
credit = $800 x 80%
= $640*

Example B: For a claimant with household income greater than the income threshold ($8,060).

Calculation of homestead tax credit for a claimant with $12,000 of household income and property taxes of $1,460.

Homestead tax
credit

$891*

80% X [Property taxes -
8.785% x (Income - $8,060)]
80% x [$1,460 - 8.785% x ($12,000 - $8,060)]
80% x [$1,460 - 8.785% x $3,940]
80% x [$1,460 - $346]
80% x $1,114

*The actual credit received may be slightly different because the credit is read off of a table supplied with the
homestead tax credit form rather than being computed by formula for every income and property tax combination.

a lower income level. Figure 1 provides examples
of the computation of the homestead tax credit
for two hypothetical households. Table 1 shows
the homestead tax credit available to claimants at
various levels of income and property taxation.

Application Requirements

A claimant must meet each of the following
eligibility conditions to qualify for the homestead
credit:

1. Age. The claimant must have been 18
years of age or older by December 31 of the year
for which the claim is filed. For example, an ap-
plicant must have reached 18 years of age by De-
cember 31, 2012, in order to file a claim based on
2012 taxes.

2. Dependent Status. The claimant cannot
have been claimed as a dependent for federal in-
come tax purposes in the year to which the claim
relates, except for persons 62 years of age or old-
er.

3. Residency. The claimant must have been
a legal resident of Wisconsin for all of the pre-
ceding year.

4. Nursing Home Residents. At the time of
filing the claim, the claimant may not be a nurs-
ing home resident participating in the medical
assistance program.

5. Public Assistance Recipients. A credit
cannot be received for any month that the claim-
ant received $400 or more of cash benefits under
a county relief program. Further, a credit cannot
be received for any month that the claimant par-
ticipated in a community service job or transi-
tional placement or received a grant as the custo-
dial parent of an infant under the Wisconsin
Works (W-2) program. A claimant can receive a
prorated credit for each month not affected by
these restrictions.

6. Other Credit Participants. The claim-
ant cannot receive a homestead tax credit in a



Table 1: Homestead Tax Credit (Based on Various Levels of Income and Taxes)

Household Homeowners' Property Taxes Renters' Monthly Rent**

Income $800 $900 $1,000 $1,100 $1,200 $1,300 $1,400 $1,500*  $100 $200 $300 $400 $500*
$0 to 8,000 $640 $720 $800 $880 $960 $1,040 $1,120 $1,168 $240 $480 $720 $960 $1,168
9,000 574 654 734 814 894 974 1,054 1,102 174 414 654 894 1,102
10,000 504 584 664 744 824 904 984 1,032 104 344 584 824 1,032
11,000 433 513 593 673 753 833 913 961 33 273 513 753 961
12,000 363 443 523 603 683 763 843 891 0 203 443 683 891
13,000 293 373 453 533 613 693 773 821 0 133 373 613 821
14,000 223 303 383 463 543 623 703 751 0 63 303 543 751
15,000 152 232 312 392 472 552 632 680 0 0 232 472 680
16,000 82 162 242 322 402 482 562 610 0 0 162 402 610
17,000 12 92 172 252 332 412 492 540 0 0 92 332 540
18,000 0 21 101 181 261 341 421 469 0 0 21 261 469
19,000 0 0 31 111 191 271 351 399 0 0 0 191 399
20,000 0 0 0 41 121 201 281 329 0 0 0 121 329
21,000 0 0 0 0 51 131 211 259 0 0 0 51 259
22,000 0 0 0 0 0 60 140 188 0 0 0 0 188
23,000 0 0 0 0 0 0 70 118 0 0 0 0 118
24,000 0 0 0 0 0 0 0 48 0 0 0 0 48
Over 24680 O 0 0 0 0 0 0 0 0 0 0 0 0

* Only the first $1,460 of property taxes or rent constituting property taxes is considered in determining the amount of the credit.
**Assumes no heat included in rent; rent constituting property taxes equals 25% of gross rent for the year.

Note: If the amount of credit determined by the formula is more than $0 and less than $10, the amount of the credit equals $10. The actual
credit received may be slightly different than the amounts shown because the credit is read off of a table supplied with the homestead tax
credit form rather than being computed by formula for every income and property tax combination.

year in which a pre-2010 or a per acre farmland
preservation tax credit is received. Also, no
claimant for a homestead tax credit may claim a
veterans or surviving spouse property tax credit
in the same year for which a homestead tax credit
is being claimed.

7. Tax-Exempt Housing Residents. The
claimant cannot have lived the entire year in
housing that is exempt from property taxes (un-
less the housing is owned and operated by a
housing authority that makes payments in lieu of
property taxes). Persons who live in tax-exempt
housing and who still own their former home
may claim a credit based on property taxes ac-
crued on their former home for up to one year if
the claimant has attempted to sell the home, but
has not rented or leased the home. A prorated
credit can be received for the portion of the year

that a claimant resided in housing subject to
property taxation.

8. Due Date for Filing Claims, Penalties,
and Administration. Eligible households are
required to file a claim for the homestead credit
with the Department of Revenue. Claims are
generally due on the 15" of April four years after
the 15" of April following the year to which the
claim relates (for example, the deadline for filing
a 2012 homestead credit form is April 15, 2017).
State law specifies that individuals who file
fraudulent or excessive claims could be found
guilty of a Class H felony and may be fined not
more than $10,000 or imprisoned for not more
than six years (three years in prison and three
years of extended supervision), or both, and
would be required to pay the costs of prosecution.
Income tax provisions related to assessments, ap-



peals, and collection apply to the homestead
credit.

Household Income and Property Taxes

Household Income. Household income in-
cludes only the income of the claimant and his or
her spouse. There is no test for total wealth or
assets owned by claimants.

Household income is broadly defined to re-
flect most cash resources available to claimants,
and includes all income that is taxable for Wis-
consin income tax purposes. It also includes the
full amount of income sources that are only par-
tially taxable by Wisconsin, such as social securi-
ty benefits, unemployment compensation, and
capital gains. Finally, certain items that are ex-
cluded from taxation are included in the defini-
tion of household income, such as excluded divi-
dends and interest, contributions to IRAs, and
child support. The Appendix lists all of the in-
come sources included in household income.

A downward adjustment is made to household
income for family size. Beginning in tax year
2010, the adjustment equals $500 for each de-
pendent who lives with the claimant for more
than six months during the year (prior to 2010,
the adjustment was $250 per dependent). This
provision helps target funds to families with de-
pendents.

Property Taxes. In determining the home-
stead credit, eligible households can claim up to
the $1,460 in maximum allowable property taxes
or rent constituting property taxes. This is the
claimant's property tax levy, or rent, exclusive of
special assessments, delinquent interest, and
charges for services. Property taxes include any
municipal permit fees assessed on mobile and
manufactured homes. For farmers, the credit can
be claimed on property taxes or rent accrued on
up to 120 acres of land contiguous to the claim-
ant's principal residence.

For renters, rent constituting property taxes is
equal to 25% of actual rent if payment for heat is
not included in the rent payment and 20% of ac-
tual rent if payment for heat is included. This rent
may include the value of utilities if utility pay-
ments are included in gross rent paid to the land-
lord. Rent includes any rent paid to a landlord for
the parking of a mobile or manufactured home
and any municipal fee assessed on a rented mo-
bile or manufactured home. A certificate filed by
the landlord documents rent payments and ad-
justs gross rent to exclude nonoccupancy ser-
vices.

Program Expenditures and Participation

The annual cost of the homestead program
grew from $2 million at its inception in 1964 to
$10 million by 1972-73. In 1973, the program
was expanded to include any person age 18 or
older who satisfied income and other eligibility
requirements. Lowering the age restriction more
than doubled the program participants and con-
tributed to an increase in program costs to $35
million in 1973-74 (changes in formula factors
also increased program costs). The program ex-
perienced steady growth throughout the rest of
the 1970s, reflecting further increases in the for-
mula factors. By 1980, the annual cost exceeded
$90 million.

The credit's parameters remained unchanged
from 1990 through 1998. During this time, the
number of claimants fell by 35% and expendi-
tures declined by 32%. This trend reflected
growth in personal income compared to constant
formula factors. In other words, the value of the
maximum income amount ($19,154 at that time)
became smaller each year in real terms leaving
fewer individuals eligible for the credit. The de-
crease also occurred due to significant increases
in state support for public schools, which had a



stabilizing or downward effect on property taxes
in many jurisdictions.

1999 Wisconsin Act 9 increased the maxi-
mum income level for claims under the credit
from $19,154 to $20,290 for tax year 1999 and to
$24,500 for tax year 2000 and thereafter. Credit
expenditures and the number of claimants have
increased in recent years, initially due to the ex-
panded credit under Act 9. In 2001-02, the credit
and number of claims increased further due to
lower income levels resulting from the recession
of 2001.

Despite stronger income levels statewide and
no change in the formula factors, the number of
claimants and the total amount of claims in-
creased each year from 2002 through 2004. It is
generally believed that these increases were due
to greater outreach efforts on the part of the De-
partment of Revenue relative to the credit, and
due to increased electronic filing of taxes, which
prompts filers to apply for the credit.

Subsequently, tax credit expenditures declined
for three out of four years from 2005 through
2008. However, since 2008, total credit expendi-
tures have risen each year as a result of the reces-
sion in 2008 and 2009, and the continued eco-

Table 2: Homestead Tax Credit Expenditures

Fiscal Amount

Year (Millions) % Change
2002-03 $113.4
2003-04 119.8 5.6%
2004-05 126.9 5.9
2005-06 122.4 -3.5
2006-07 1175 -4.0
2007-08 125.1 6.5
2008-09 124.6 -0.4
2009-10 129.2 3.7
2010-11 133.9 3.6
2011-12 133.7 -0.1

nomic slowdown. In addition, the indexing of the
three primary formula factors of the credit in
2010 may have contributed to additional credit
claims and expenditures in 2010 and thereafter.

Table 2 shows homestead credit expenditures,
by fiscal year, since 2002-03, and the percentage
change between years.

Table 3 shows the number of credit claimants,
amount claimed, average credit, and major for-
mula factors for the homestead program since
2002. Total expenditures in Table 2 differ from
the amounts shown in Table 3 because Table 2
shows fiscal year data and Table 3 shows ex-

Table 3: Homestead Tax Credit Participation and Formula Factors by Tax Year

Maximum

Tax % Amount % Average % Maximum  Property Income
Year Count  Change (Millions) Change Credit Change Income* Taxes Threshold
2002 226,605 $112.8 $498 $24,500 $1,450 $8,000
2003 235,807 4.1% 1187 5.2% 504 1.2% 24,500 1,450 8,000
2004 249,097 5.6 125.7 5.9 504 0.0 24,500 1,450 8,000
2005 239,546 -3.8 121.9 -3.0 509 1.0 24,500 1,450 8,000
2006 233,070 -2.7 119.4 -2.1 512 0.6 24,500 1,450 8,000
2007 236,193 1.3 122.0 2.2 517 1.0 24,500 1,450 8,000
2008 231,124 -2.1 121.4 -0.5 525 15 24,500 1,450 8,000
2009 247,011 6.9 128.5 5.8 520 -1.0 24,500 1,450 8,000
2010 250,845 1.6 132.9 34 530 1.9 24,680 1,460 8,060
2011 248,014 -1.1 133.0 0.0 536 1.1 24,680 1,460 8,060

*Household income was reduced by $250 for each dependent through tax year 2009 and by $500 for each dependent beginning in

tax year 2010.



Table 4: Distribution of Total Homestead Tax Credit Payments by Household Income (Tax Year

2011)
Cumulative
Household Count of  Percent of Percent of
Income Claimants  Claimants Claimants
Less than $2,500 10,196 4.1% 4.1%
2,500 - 4,999 7,805 3.1 7.3
5,000 - 7,499 14,036 5.7 12.9
7,500 - 9,999 38,851 15.7 28.6
10,000 - 12,499 38,206 15.4 44.0
12,500 - 14,999 35,531 14.3 58.3
15,000 - 17,499 33,563 135 71.8
17,500 - 19,999 30,062 12.1 84.0
20,000 - 22,499 24,989 10.1 94.0
22,500 - 24,680 14,775 6.0 100.0
Total 248,014 100.0%

Table 5: Homestead Tax Credits by Age
(Tax Year 2011)

Claimants Credits Claimed

% of %of  Avg.
Age Count  Total Amount  Total Credit
Unknown 3,744 15% $2,005,178 1.5% $536
18-25 24,641 99 12,534,034 9.4 509
26-35 37,060 14.9 20,587,182 155 556
36-45 29591 119 17,594,974 13.2 595
46-55 42,716 17.2 25,495,364 19.2 597
56-65 38,910 15.7 21,778,772 16.4 560
Over 65 _71,362 _28.8 33,010,116 _24.8 463
Total 248,014 100.0% $133,005,620 100.0% $536

penditures by tax year, using annual, aggregate
statistics.

Characteristics of Program Participants

Tables 4 and 5 provide descriptive infor-
mation about characteristics of homestead credit
claimants, based on tax year 2011 aggregate sta-
tistics. Table 4 shows the distribution of home-
stead credits by household income. The majority
of claimants were in the middle of the homestead
income distribution (58.9% had household in-

Cumulative

Total Percentof  Percentof  Average
Credits Credits Credits Credit
$9,395,084 7.1% 7.1% $921
6,327,690 4.8 11.8 811
11,365,518 8.5 20.4 810
28,406,430 214 41.7 731
24,422,966 18.4 60.1 639
19,989,790 15.0 75.1 563
15,622,546 11.7 86.9 465
10,662,548 8.0 94.9 355
5,550,712 4.2 99.1 222
1,262,336 0.9 100.0 85
$133,005,620 100.0% $536

come between $7,500 and $17,500). However,
claimants within this group received lower aver-
age credits (a $605 average for the group as a
whole) than those with lower income levels, il-
lustrating the "circuit breaker™ nature of the credit
formula.

In 2011, the amount of credits received by
renters exceeded the amount received by
homeowners. Renters totaled 151,144 claims
(60.9%) and received a total of $79.2 million
(59.5%) in credits. Homeowners totaled 96,870
claims (39.1%) and received a total of $53.8
million (40.5%) in credits.

Table 5 shows the distribution of homestead
credits by age for 2011. Claimants over age 65
represented 28.8% of total claimants and received
24.8% of total credits. Conversely, only 9.9% of
all claimants were 25 years old or younger and
these individuals received 9.4% of total credits.

Although not shown in the tables, social secu-
rity, supplemental security income (SSI), and
railroad retirement payments made up 44.8% of
total household income for all homestead credit
claimants combined. Overall, nontaxable income
(income not included in adjustable gross income)
comprised 64.8% of total household income. The



remaining 35.2% of household income was
taxed.

Formula Changes and Program Participation

Homestead participation and credit amounts
can change over time in three major ways. First,
rising income will cause some claimants to ex-
ceed the maximum income level of $24,680. Se-
cond, other claimants' income may rise above the
income threshold of $8,060, resulting in dimin-
ished credits or no credits. Third, rising property
taxes or rents may increase credits, until the tax
bill or rent exceeds the $1,460 in maximum al-
lowable property taxes or rent constituting prop-
erty taxes.

The net impact on a claimant's credit depends
on the interaction of changes in the claimant's
income and property taxes. Over time, as overall
income and property tax levels change, policy-
makers have responded by making or proposing
changes in the five formula factors:

Percent of Property Taxes Reimbursed.
Increasing this percentage (currently 80%) will
increase credits for all claimants. This will not
affect the distribution of benefits or the number
of claimants.

Property Tax Limit. Increasing just the
$1,480 limit targets the expansion to those
claimants with property taxes, or rent constituting
property taxes, that exceed the current limit.
Claimants with relatively low property tax
amounts will either be unaffected or experience a
decrease in their homestead credits depending on
changes to the other formula factors.

Reduction Rate for Excessive Income. If the
8.785% reduction percentage in the phase-out
range for the credit is lowered and the maximum
property tax and income threshold are left
unchanged (this would also imply an increase in
the maximum income level due to the
interdependence of the formula factors), benefits

to all claimants with incomes above the income
threshold of $8,060 will increase. Also, there will
be an increase in the number of eligible
claimants.

Maximum Income Level. Increasing this
level of $24,680 while holding the maximum
property tax and income threshold constant (this
would imply a lower reduction rate for excessive
income) will also expand benefits to all claimants
above the threshold factor and will increase the
number of eligible claimants.

Income Threshold. Increasing the $8,060
income threshold along with the maximum in-
come level, while holding the maximum property
tax and reduction rate constant, will extend max-
imum benefits (80% of eligible property taxes) to
all claimants between the old and new thresholds.
All claimants above the new threshold will also
receive increased credits.

Homestead as a Mechanism for
Property Tax Relief

In 1964, Wisconsin pioneered the circuit
breaker approach to property tax relief by estab-
lishing the homestead tax credit to relieve low-
income homeowners and renters aged 65 or older
of excessive property taxes. The homestead tax
credit program targets property tax relief to low-
income households through the income-based
formula. The program attempts to address the
property tax "burden™ on an individual house-
hold. For affected households, the homestead
credit introduces an ability-to-pay factor into the
property tax system. Property tax relief programs
paid directly or indirectly to municipalities can-
not achieve such income-based targeting.

In 1966, the Wisconsin Supreme Court ruled
that the homestead program was a relief program,
since it considered the individual's income and



needs, was available to renters as well as home-
owners, and was not linked to the property tax
administrative system. This finding was central to
the Court's decision that the program did not vio-
late uniformity requirements of the State Consti-
tution (Harvey v. Morgan, 1966). This ruling has
not been subsequently changed.

The homestead program grants relief solely to
residential property owners and renters, unlike
property tax relief programs paid directly or
indirectly to municipalities. Credits paid to local
governments benefit all property owners, but do
not directly benefit renters. Renters may indirectly
benefit from these credits (lower property taxes
may result in smaller rent increases), but landlords
are not required to pass along these savings.

Since homestead credits are paid directly to
individuals and are not provided to all property
owners, it is more difficult for local governments

to increase spending to "capture" these credits.
Taxpayers who receive these credits may offer less
resistance to property tax increases, but spending
increases would result in higher gross property tax
levies and taxpayers not receiving homestead
credits would pay higher net taxes.

The homestead program cannot address other
objectives frequently cited in property tax relief
discussions. For example, it cannot reduce overall
municipal tax rates or levies, or equalize tax bases
among municipalities. If funds are distributed
through the homestead program rather than
through credits to local governments, the net
nonresidential property tax will increase, although
this type of property may also need relief. Finally,
since homestead credits are not automatically
applied to tax bills, but must be claimed on an
individual basis, it is likely that some individuals
who are eligible for these credits will not receive
relief.



APPENDIX

Sources of Income Included in ""Household Income™
Under the Homestead Tax Credit Program

Household income means Wisconsin adjusted gross income (AGlI) plus the following amounts to the extent not
included in Wisconsin AGI:

* Support money

» Cash public assistance (not including credits from this program or amounts granted under the
community options program for long-term support) and cash benefits paid under county
relief programs

» Maintenance payments (except that foster care maintenance and supplementary foster care
payments are excludable)

» Gross amount of any pension or annuity

* Railroad retirement benefits

* Social security benefits

* Veterans disability pensions

* Nontaxable interest received from the federal government, or any of its instrumentalities

» Nontaxable interest received on state and municipal bonds

» Worker's compensation

* Unemployment compensation

* Gross amount of "loss of time" insurance

» Compensation and other cash benefits received from the United States for past or present
services in the armed forces

» Scholarship, fellowship, or educational grants, gifts, or income

* Capital gains

* Gain on the sale of a personal residence that is excluded from taxable income

* Dividends

* Income of a nonresident or part-year resident who is married to a full-year resident

* Housing allowances provided to members of the clergy

» Amount by which a resident manager's rent is reduced

* Nontaxable income of an American Indian

* Nontaxable income from sources outside this state

* Nontaxable deferred compensation

« Intangible drilling costs

* Depletion allowances and depreciation

» Amortization

* Contributions to individual retirement accounts

* Contributions to Keogh plans

* Net operating loss carry-forwards

* Capital loss carry-forwards



