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Tommy G. Thompson Mark D. Bugher

Gavernor : Secretary of Revenue

April 9, 1996

Mr. James R. Klauser

Secretary of Administration

101 East Wilson Street
-_:Madtson Wf 53703

Dear Secretary Klauser

The attached veto proposaf suggests a veto of two sections of Senate Bill 632 that provide an
income tax exemption for armed forces reservists serving in Operation Joint Endeavor in Bosnia.
This exemption can be better provided by adopting recently enacted federal legislation that also
exempts pay received by military personnel in Bosnia from federal tax. The Department of
Revenue has asked the Joint Committee on Finance to adopt this federal law change by updating
the reference to the Internal Revenue Code in the state i income tax statutes:

The income tax exemption in SB 632 is limited to reservists, while the federal law would appEy L
o toall military personnel. Further, SB 632 limits the exemption for officers to the first $500 of EL
" monthly-income, the amount. provided by old federal Taw: The new legislation raised the officer's
exemption to the maximum amount of income that could be excluded by enlisted personnel,
about $4 ’EO{} per month

Adoptsng the fedara! change mstead of the exemption in SB 632 would. also avoid _
mcons;stenc;es between federai and state iaw preventmg confusmn among W!sconsan resadents o
currently serving in ‘Bosnia.

Thank you for your attention to this matter, If you have iny questions, please contact me.

Secret7ry of Reve

MDB:DC:jec
fisecitnikiauser 508

Attachment



VETO PROPOSAL
DEPARTMENT OF REVENUE

VETO TOPIC: Senate Bill 832 - Income Tax Exemption for Income Earned by Military
Reservists Serving in the Bosnian Hazardous Duty Area

SECTIONS OF BILL AFFECTED: Sections 42, 43 and 52 (in part)

PROBLEM DESCRIPTION: This bill provides a state income tax exemption for military income
earned by reservists serving in the Bosnian hazardous duty area. The exemption applies to all
pay received by enlisted personnel and the first $500 of monthly income earned by officers.
Congress has enacted a similar exemption from federal tax, and Wisconsin can adopt the
federal treatment for state tax purposes by updating its reference to the Internal Revenue Code
in Chapter 71, Wis. Stats. . 'i'he Department of Revenue has asked the state Legasiature to do
_sobeforeﬁadjoums:nr\day S Gt Snel

The federa exemptzon m the form of an excius;on from mcome subject to federai tax is.
bmader than. that created in SR 632 because it applies to all m;t;tary personnei serving in
Bosnia, while SB 632 applies only to reservists. Further, SB 632 fimits the exemption for
officers to $500 per month. This was the amount allowed under old federal law; the federal
Bosnia tax relief legislation raised it to the maximum amount of income that could be excluded
by enlisted personnel -- currently about $4,100. Wisconsin should also adopt the federal
exclusion rather than the exemption in SB 632 to avoid inconsistencies between federal and
state law that will complicate tax filing for military personnel serving in Bosnia.

PROPOSED VETO AND ITS EFFECT: Veto Sections 42 and 43, and a portion of initial
-applicability language in section:52 of the: bill. This change would eliminate the tax exemption

" 'however, a similar exemption can be provided by enacting legislation, sought by the

Department of Revenue, that conforms Wisconsin law 1o the new federal law. Because SB

632 and the federal law differ in their definitions of military service, there may be a limited
number of military personnel.who would receive the exemption in SB 632, but not the federal
exclusmn However, it is not clear whether there would be any such cases, and if there are, itis
not apparent why a person not entltied to feciera! tax reiief should receive staie tax rebef

FISCAL EFFECT OF VETO Eilmmatlng the tax exemp‘t;on wouid prevent a revenue loss of
$100,000. Adopting the federal exclusion for state tax purposes would result in a revenue loss
of $740,000.

PROPONENTS OF VETO: Department of Revenue.

OPPONENTS OF VETO: None, presuming the newly enacted federal exclusion is adopted for
state tax purposes.

ANALYST: Craig Kammholz
DIVISION: Research and Analysis

DATE: Aprii 8, 1996

CK skr
fibudweto\sb632. vet
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SECTION 41

SEcTION 41. 71.03 (7) (b) of the statutes is created to read:

71.03 (7) (b) For taxable years beginning after December 31, 1994, and before
January 1, 1897, for persons who served in support of Operation Balkan Endeavor
or an operation that is a successor to Operation Balkan Endeavor, or for persons who
served in Croatia, Bosnia and Herzegovina, Serbia, Macedonia, Montenegro,
Hungary, Austria, Slovakia, Czech Republic or Sllovania, or for persons who qualify
for a federal extension of time to file under 26 USC 7508, who served outside the
Umted States beﬁause of the: par‘c1c1patxon m Operamcn Balka.n Endeavor or an
operatmn that is a successor tc Operatmn Balkan Endeavcr in the Baikan Endeavor' o

theater of operatlons

pod gt
% B )

29
2/9;/ /
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25

thelprecldent of the”Unxted States that the service i part of Operation/Balkan
/Encieavor /
SECTION 43. 71.05 (6 (b) 23. of the sta es is created to :

SEC'?::?/%Z 71.05(6) (Ei)/22/of the st aﬁutis/}s’greated to read:” /
71.0546) ( 1 i i nﬁv/e pay income

b) 22. Any.dmount of basic, special and ince

compenisation, as those térms are used in 37 USC chapters 3and 5, received from the

fe

"al gove"nmeni person who ' 2 membe" of a réserve componen of the U S

umt Of the U S. amed forces 1f ":

a. The peéén is actwate for Operat? alkan Endeavor;and D//
b/}‘he service cccur durmv the pe i6d that there is in-éffect a designation by

1.05 (6) (b) 2/.«,713 to $500 per mont: of basic, special incentive pay income

or'compensation,£s those terms are'éd in 37 USC chapters 3 and 5, received from
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government by #'person who is a mémber of 2 resyeﬁmponent of th

fined in 26 USC 7701 (a)(15), and is afom

med forces, as issioned o c_:e‘,

6r services performied for Operation Balkan Endeavor. In/és subdivi ﬁ?’ services

eration Balkan Fndeavor’ means sefviceinaunito

eU.S. armed

4. The person is

\

b. The service occurs during theperiod that there is in effect a desiéation by

the pres1dentfoz the Umted qta es that the s *'Vlce is par; of Operatma Balkan

Lo ) poedt <o

'SECTION 44, 71.85 (3) of the "siétﬁtés is renumbered 71.85 (3) (intro) am
amended to read:

71.85(3) ABATEMENT OF INTEREST AND PENALTIES. (intrc.) No penalty or interest
that has been imposed under this subchapter on a taxpayver who is eligible for the

exemptlon unde*

Saction ;1 {}g {6) (b) 13 or 1-1 ‘may conﬁlnue to. accrue wmle tfne ta:mave*"

is in the Ope’-aticn Desert Shield or Operation Desert Storm theater of ope*ation:
~and for 180 days aﬁer the taxpaver leaves tha Ope"atmn Daﬁert S}:ueid or Opev‘amon
Dese"a Stoz'm theater of ope*atmns
SecTION 40. 71.85 (3) (b) of the statutes is created to read:
71.85 (3) (b) Section 71.05 (6) (b) 22. or 23. may continue to accrue while the
taxpayveris in the Operation Balkan Endeavortheater of operations and for 180 days
after the taxpayer leaves the Operation Balkan Endeavor theater of operations.

SECTION 46. 230.03 (14) (b) of the statutes is amended to read:
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SECTION 51

(b) If the eligible employe has been insured during the period beginning on the
date on which the eligible employe Iéaﬁ employment with the employer to pe?'fc:;:rm
sev-vxc:e for the operatzon and endingon the date on which the eligible emplove or the
elxg:bl._e_ empl_oye s designated representative makes the election under subsection (2)
but the ehglbie emplove did not receive émpio-yér contributions under section 40;05
(4) of thézétatﬁtes toward one or more of the premium payments during that ;ﬁéﬁod

the empioyer shall pay to the ehglble emnlove in a lump sum an amount equa}. tothe

= _;--:-employe* com:nﬁutlons that would have beon pa.ld toward thme premmm paymeqts }

R under ef‘m{m 40 Qa (4) cf the statutes 1f the ehe*%ble emplove haa contmued

emplovmeqt W"n;h the emnlove* dumc that pe*'zcd instead of performing service fDr
the operation.
(¢) The number of months for which the eligible employe receives emplover

contributions under paragraphs (a) and (b), when added to the number of months for

o whmh the ahmnie emnloye ref*ewed empiove* csntnnutwms under sec r,mn 40 Oa (4}___

| of the c=1::3.tz,1i;<-3="~ c:urmg the pewod bem,.nmng on the date on whmb the e'flmble emniove

le?t employmem wzzh the emblcyer to perform service f'cr the ope*afzcn a.nd eqdmg

g 011 the date on wmch the ehglbie emplcye ceases tc pe*'mrm sew:xce for the operatmn

' 'may not eXCEﬁd a total of 12 months.

(d) No employer contributions may be paid under this subsection after the last
day of the 24th month beginning after the effective date of this paragraph.

(5) Notwithstanding sections 111.84 (1) and (2), 111.81 (1) and (2) and 111.93
(3) of the statutes, this SEcTION applies to an eligible employe and to the employer
regardless of whether the eligible employe is unrepresented or represented by a labor
organization, es defined in section 111.81 (12) of the statutes.

SEcTION 52. Initial applicability.
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SECTION 52

(1) The treatment of sections 71.03 (7),7710546) fb).22, dnd '213’.’éand 71.85 (3)

of the statutes and the creation of sections 71.03(7)(b) and 71.85(8) (b) of the statutes

first apply to taxable years beginning on January 1, 1985.

SECTION 53. Effective dates. This act takes effect on the first day of the first
month beginning after publication, except as follows:

(1) SEcTION 51 (3) of this act takes effect on the day after publication.

(2) The treatment of section 45.25 (8) (a) of the statutes takes effect on July 1,
1897.



