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Legislatlve Fiscal Bureau
Lne East Main, buueJU] 'Mnduon Wi 53703 t(l()h) 266-3847 « Fax: (ANR) 2K7-ART3

June 26, 1999

TO: Representative Shirley Ki-ug,.
Room 201 West, State Capitol

FROM: Kelsie Doty, Fiscal Analyst

SURIKCT: Individual Income Tax Proposal: Crcatg'?rqpeny Tax Refund Credit

At your request, this memorandum pro\)idcs infé;rmalion on your poposal to maodify the

1999-01 biennial budget bill to creatc: urcfundablu pmpcny tax refund credit.

Individual Income Tax Modiﬁcahons
1999-01 Bicnnial Budget Provisions

The individual income tax propwsal contairied in the 1999-01 biennial budget bill as adopted
by the Joint Commitice on Finance would modify the income fax structure beginning in tax year
2000 by increasing the sliding scalc standard deduction, creating personal exemptions, creating
fourth income tax bracket, ieducing the income. tax. rates, eliminating miscellaneous deductions
from the itemized deduction credit (with the exception of union and professional dues), creating a
deduction for the icpaywent of incume previously taxed, increasing the marmed conple credit.
climinating certain incoue (ax credits and making withholding table adjustments. Current law
provisions icluted 10 the taxation of social’ security henefirs and the indexing of the standard
deduction and income 1ax brackers ‘would he rewsined. Compared to current law, these
odifications would reduce individual income tax revenue by an estimated $195.1 million in tax
year 2000 and $305.]1 million in tax year 2011 (in 2000 dc)l].\ta) On a fiscal year basis, tho proposal
is estimated to cost $317.9 milhon in 2000-01, which includes $122.8 million as the cost of
adjusting the withholding tahles.on Inly 1, 2000, to reflect the 2001 tax rates.

Under your proposal. [he incame tax maditications adopted by the Finance Committee would
be retained with the exception of the creation ‘of the founh income tax bracket and the reduction in
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the income ‘tax-rates; This moditication is estimated to increase income tax revenues by $187.3
million in 2000-01 from the Comxnitteqi?s provision.

Property T ax/Rent Credlt o
e
The PTRC is wrrenlly equal to: 10% of property taxes, or rent consltuting property taxes,
paid-on a principal residence up to-a maximum of $2,000 in property taxes. The maximum credit 1s
$200. On a.one-lime baxls in 1998,the crcdu was increased to 14% of property taxes or rent up to a
maxitnum of $2,500 in taxes (‘S?SO maxxmum credit). For homeowners, the credit is based on the
amount of property taxes- pmd ona pnnc.lpa.l residence during the year. The credit is available to
renters based onthe 'Lmount of renf: consutulmg property taxes. Rent constituting property taxes is
defined as 25% of actual rent if payment ﬂ)r heat is not included or 20% of actual rent if payment
for heat is included. The PTRC is applied dlrectly against income tax liability, but the credit is not
refundable. The PTRC would be ehmmatcd beginning in tax year 2000 under the budget bill as
adopted by the Finance Commitiee. |
§
~Your: propnsal would uhmmate the: PTRC in tax year 1999, which is estimated to increase
income tax.revenues by $252. 9 million in 1999-00. The budget bill provision to eliminate the

PTRC.in 2000 and thereaftér would also:be retained.

Homestead Tax Credit W ‘
. . i
The homestead tax credit program dirgcts property tax relief to low-income homeowners and
renters. The amount of the credit received by claimants depends on the interaction of houschold
income (Wisconsin adjusted gross income plus specified amounts that are not subject to tax) and
allowable property taxes or rent. Rent (:onéstituting property taxes is calculated using the same
provisions as used for the PTRC. The homestcad credit is refundable; that is, a check from the state

is issued if the amount of the credit cxu:uls mwmc tax hablhty

The budget hill recommc"ndcdvby, th¢ Governor and adopted by the Finance Committee
would increase maximum income for-claiming the credit from $19,154 to $20,290, beginning with
claims filed in 2000 and thereafter based on property taxes accrued during the previous year (tax
year 1999). Tn addition, the bill would reduce the percentage used in phasing out the credit for
higher-income claimants from 13% to 11.8%. The following chart shows the parameters of the
homestead credit under current law and the budget bill recommendation.

Budget Bill
Current Law Provision
Maximum Incomme - $19,154 $20,290
Maximum Property Taxes : 1,450 1,450
Property Tax Reimbursement Rate 80% 80%
Income Threshold ; 8,000 8,000
Phasc-Out Rare ‘ 13.0% 11.8%

Maximum Credit - ' 1,160 1.160

‘Page 2
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}
- Based on reesllmates of the: b1ll pxovxslon the proposed-expansion is expected to increase the

cost of the credit by $5.5 million.in }999-00 and $5.3 million in 2000-01. In total, the proposed
credit would cost ‘581 2 rmlhon in: 1999-00 and $78.6 million in 2000-01.

Your pmposal wou}d chrmn.ue Lhe hmncstead tax credit beginning with claims filed in 2000
for property taxes accmed dunng the prevxous jrcar {tax year 1999). :
Lottery Tax Credit_ oo :

i
Your propo:a] would not mclude a prov[xslon adopted by the Assembly Republican Caucus
' that would fund the following purposes. with gencral fund appropriations that are currently funded
with lottery proceeds: retailer compensation, ve~ndor fees, general program operations, gaming law
catorcement and lottery credit. administration. Instead, these funds. which total $76.5 million in
1999-00 and $79.3 mﬂhon in 2000-01; -would be used for the new property tax refund credit
described below.
. . ) §
Property Tax Réfund-Credit i v
B

A refundable ' propcrty tax rc,fund credn" would be created under your proposal beginning
with tax year 1999. The credit would be culLula(cd as a percentage of property taxes or rent
constituting property taxes'to a- maxmmm of $i 000 in property taxes. Rent constituting property
taxes would be the same as:currenty used for thq PTRC and the homestead credit. The property tax
refund credit percentage would vary based on Wiisconsin adjusted gross income (AGI) as shown in
the following chart. The credit pcrcenmge and imaximum credit would be reduced based on the
claimant’s level of income within-the. phdsa -down range for claimants with AGI between tier 1 and
tier 2 and between tier 2 and tier 3. ‘

: _ " Credit Maximum

Income Limits* ‘ ' ' Percentage Credit
i

1st Tier
$0 to $8,000 if Married-Joint 80.0% $1,600
$0 10 $8.000 1t Single ' ’
2nd Tier '
$21.000 1o $140,000 it Marricd-Joint " 12.2% 244
$21.000 1o $105,000 if Single ‘ ‘
3rd Tier [
$150.000 and Over if Mamied-Joint ' 10.0% 200

$115.000 and Over if Single
“Ihe income limits for macricd taxpayers filing scparately would equal onc-half of the married-joint amounts. The credit

percentage and maximum credit would be reduced bascd on the claimant’s level of income within the phasc-down range
for claimants with AGI between tier | and cer 2 and between tier 2 and tier 3.

Page 3
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For married taxpayers filing a joint return with AGI below 3&, OOO the: property tax. rcfund
credit would be equal to 80% of property taxes or rent iip to'a maximum credit. of $1,600. The
credit percentage would be reduced from 80% to 12.2% for taxpayers: with: income between $8, 000
and $21,000 (for example, a married-joint taxpayer with $14, 506 in income, which.is the mid- pomt
of the phase-down range, would be eligible for a credit eqm] to 46. l% -of ptoperty taxes or rent to a
maximum credit of $922). For married-joint taxpayers thh income between $21,000 and $140,000.
the credit percentage would equal 12.2% of property mxes or rent o a maximum credit of $244
The credit percentage would be reduced from 12.2% to 10% for mauned mxpaycb with mcorne
between $140,000 and $150,000 (a taxpayer with $145.000 in incomne would be cligible for a
PTRC equal to 11.1% of property taxes or rent up. to a maximum credit of $222). Finally, the credit
would equal the current law 10% up to a maximum credit of $200 for all marrjed-joint taxpayers
with income above $150.000. The credit would be calculared: %1m11a:ly for-single and married-
separate taxpayers using different income limits.

The attachment to this memorandumn provides mformatmn on the propo>ed propeny tax
refund credil by showing the credit that would be recexv»d by claimants at various income and
property tax levels. The credit is estimated to cost $370.9 mllhon in 1999-00 and $382.1 million i in
2000-01 for a total of $753.0 over the biennium. Fundmg for the cxedn would be prov:ded by
eliminating: (a) the proposed fourth income tax bracket and tax rate: ‘reductions; (b) the current
PTRC in 1999; and (c) the homestead tax credit. As noted, the proposal would also be funded with
the monies that the Assembly Republican Caucus would use for lottery admmm[mlwe COSIS.

Refundability

Under your proposal, the portion of the credit paid to claimants: with. AGI below $50,000
would be refundable and the portion of the credit paid to clajmants with'AGl.above $50,000 could
oniy be used to reduce income tax liability to zero. However, it is estimated that there would be few
if any taxpayers with income above $50,000 who would have an. income tax habxluv that is less
than the amount of the credit.

Creating a refundable credit based on property taxes could raise issues related to the
uniformity requirements of the State Constitution. In 1996, the Wisconsin Supreme Count ruled ihat
the homestead program was a reliel program since it considered the:individual’s income and needs,
was available to renters as well as homeowners and was not linked to the propenty tax
adnunistration system (Harvey v. Morgan, 1996). It is not-known whether the sume reasoning
would be applicd by a court under the refundable portion of the proposed property tax refund credit.

1 hope this intormation is helpful. If I can be of further assistance, please contact me.

KD/dls
Attachment

Page 4
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BUDGET AMENDMENT mes .

See form AMENDMENTS — COMPONENTS & ITEMS.

‘ A AMENDMENT |
TO A AMENDMENT _ 2 (LRBb1369/—
TO ASSEMBLY SUBSTITUTE AMENDMENT 1
TO 1999 ASSEMBLY BILL 133

At the locations indicated, amend the as follows:
(fill ONLY if “engrossed ....” or “as shown by .....”)

#. Page.%.o.,line.% : aofhx K\AX P R S

#. Page....,line....:
#. Page....,line....:
#. Page....,line...‘.:
#. Page....,line....:
#. Page....,line....:

[rev: 6/14/99 1999DF15SuprAm(fm)]
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1999 - 2000 LEGISLATURE LRBb14547
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At the locations indicated, amend the substitute amendment as follows: b

1
2 “USm.Z. Page 265, line 3: after that line insert:
3 “(e) Property tax refund credit GPR S -0- —0-",
(,,X( [int M afc\ [)‘qb\ "N wsed -
4 2a1m & P{age 395, line 4: after that line insert:
5 “SECTION 609s. 20.835 (2) (e) of the statutes is created to read:
6 20.835 (2) (¢) Property tax refund credit. A sum sufficient to pay the claims
7 approved under s. 71.07 (7m) ”
193 (i 9. wffen WM (1 e
8 gy LXL B. Page 841, line 25: delete the material beginning with that line and ending
9 with page 847, line 6, and substitute:
10 “SECTION 1703e. 71.06 (2e) of the statutes is amended to read:
11 71.06 (2e) BRACKET INDEXING. For taxable years beginning after December 31,

12

1998, the maximum dollar amount in each tax bracket, and the corresponding
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10
11

12

1999 — 2000 Legislature ~2- Y

minimum dollar amount in the next bracket, under subs. (1m) and (2) (c) and (d) shall
be increased each year by a percentage equal to the percentage change between the
U.S. consﬁmer price index for all urban consumers, U.S. city average, for the month
of August of the previous year and the U.S. consumer price index for all urban
consumers, U.S. city average, for the month of August efthe yearbeforethe previous
year 1997, as determined by the federal department of labor. Each amount that is
revised under this subsection shall be rounded to the nearest multiple of $10 if the
reviséd amount is not a multiple of $10 or, if the revised amount is a multiple of $5,
such an amount shall be increased to the next higher multiple of $10. The
department of revenue shall annually adjust the changes in dollar amounts required
under this suhsection and incorporate the changes into the income tax forms and

. . )
instructions.”. " -

47 Lot L.tu/t/ e 22, 09{(’/\ ’(f\w( Lt?u‘bw;,cj'.

13 ugs n\%. Page 849, line 18: delete the material beginning with that line and ending

15

1=

w44 m. 9% Page 850, line 9: delete “1999” and substitute “1998”.
Paxe 25u, [ifRe 4o o Clew wr hlae woeor:

with page 850, line 6. o '
e 117, (i 2 bte Hux b s ey,

L 16 ¢ (o< & 8. f’age 851, line 17: delete the material beginning with that line and ending

Lo17
18

19
20
21
22
23
24

with page 852, line 2.
G668 ¥,

%.,\ Page 853, line 9: delete lines 9 to 13. .

# P g, lee 20 e HFux lim wo e e
a 6%3 g. Igage 850, line 3: after that line insert:

“SECTION 1715m. 71.07 (7m) of the statutes is created to read:

71.07 (7m) PROPERTY TAX REFUND CREDIT. (a) Definitions. In this subscction:

1. “Claimant” means an individual, or a married coupie that files a joint return
vor that files separate returns, who files a claim under this subsection.

2. “Department” means the department of revenue.
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3. “Household” means a claimant and an individual related to the claimant as
husband or wife.

4, “Household income” means all Wisconsin adjusted gross income received by
all persons of a household in a calendar year while members of the household.

5. “Income” means Wisconsin adjusted gross income.

6. “Principal dwelling” means any dwelling, whether owned or rented, and the
land surrounding it that is reasonably necessary for use of the dwelling as a primary
dwelling of the claimant and may include a part of a multidwelling or multipurpose
building and a part of the land upon which it is built that is used as the claimant’s
primary dwelling.

7. “Property taxes” means real and personal property 1;axes, exclusive of special
assessments, delinquent interest and charges for service, paid by a claimant on the
claimant’s principal dwelling during the taxable year for which credit under this
subsection is claimed, less any property taxes paid which are properly includable as
a trade or business expense under section 162 of the Internal Revenue Code. If the
principal dwelling on which the taxes were paid is owned by 2 or more persons or
entities as joint tenants or tenants in common or is owned by spouses as marital
property, “property taxes” is that part of property taxes paid that reflects the
ownership percentage of the claimant. If the principal dwelling is sold during the
taxable year the “property taxes” for the seller and buyer shall be the amount of the
tax prorated to each in the closing agreement pertaining to the sale or, if not so
provided for in the closing agreement, the tax shall be prorated between the seller
and buyer in proportion to the months of their respective ownership. “Property

taxes” includes monthly parking permit fees in respect to a principal dwelling

collected under s. 66.058 (3) (¢).
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8. “Rent constituting property taxes” means 25% of rent if heat is not included,
or 20% of rent if heat is included, paid during the taxable year for which credit is
claimed under this subsection, at arm’s length, for the use of a principal dwelling and
contiguous land, excluding any payment for domestic, food, medical or other services
which are unrelated to use of the dwelling as housing, less any rent paid that is
properly includable as a trade or business expense under the Internal Revenue Code.
“Rent” includes space rental paid to a landlord for parking a mobile home. Rent shall
be apportioned among the occupants of a principal dwelling according to their
respective contribution to the total amount of rent paid. “Rent” does not include rent
paid for the use of housing which was exempt from prqperty taxation, except housing
for which payments in lieu of taxes were made under s. 66.40 (22).

(b) Filing claims. Subject to the limitations provided in this subsection, a
claimant may claim as a credit against the tax imposed under s. 71.02, up to the
amount of those taxes, one of the amounts calculated under this paragraph; except
that if the allowable amount of the claim exceeds the income taxes otherwise due on
the claimant’s income, and if the claimant’s household income is less than $50,000,
the amount of the claim not used as an offset against those taxes shall be certified
by the department to the department of administration for payment to the claimant
by check, share draft or other draft from the appropriation under s. 20.835 (2) (e):

1. If the claimant is single or is married and files a joint income taxES return
and if the claimant’s income is less than $8,000 in the year to which the claim relates,
80% of the property taxes accrued or rent conslituting property taxes accrued or both
in that year on the claimant’s principal dwelling.

9. If the claimant is married and files a separate income tax return and if the

claimant’s income is less than $4,000 in the year to which the claim relates, 80% of
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the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

3. Ifthe claimant is single or is married and files a joint income tax return and
if the claimant’s income is at least $8,000 but less than $21,000 in the year to which
the claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $13,000 and
the numerator of which is the difference between $21,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 3. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the percentage determined under subd. 3. c. by the number
calculated under subd. 3. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 3. d.

4. If the claimant is married and files a separate income tax return and if the
claimant’s income is at least $4,000 but less than $10,500 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $6,500 and the

numerator of which is the difference between $10,500 and the claimant’s household

income.
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b. Subtract from 1.0 the amount that is calculated under subd. 4. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the percentage determined under subd. 4. c. by the number
calculated under subd. 4. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 4. d.

5. If the claimant is single and if the claimant’s income is at least $21,000 but
less than $105,000 in the year to which the claim relates, 12.2% of the property taxes
accrued or rent constituting property taxes accrued or both in that year on the
claimant’s principal dwelling.

6. If the claimant is married and files é joint income tax return and if the
claimant’s income is at least $21,000 but less than $140,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constituting property taxes
accrued or both in that year on the claimant’s principal dwelling.

7. If the claimant is married and files a separate income tax return and if the
claimant’s income is at‘least $10,500 but less than $70,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constituting property taxes
accrued or both in that year on the claimant’s principal dwelling.

8. Ifthe claimant is single and if the claimant’s income is at least $105,000 but
less than $115,000 in the year to which the claim relates, a percentage of the property
taxes accrued or rent constituting property taxes accrued or both in that year on the

claimant’s principal dwelling that is calculated as follows:
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a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $115,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 8. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 8. c. by the number
calculated under subd. 8. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 8. d.

9. If the claimant is married and files a joint income tax return and if the
claimant’s income is at least $140,000 but less than $150,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $150,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 9. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 9. c. by the number
calculated under subd. 9. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the

amount calculated in subd. 9. d.
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10. If the claimant is married and files a separate income tax return and if the
claimant’s income is at least $70,000 but less than $75,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $5,000 and the
numerator of which is the differenée between $75,000 and the claimant’s household
income.

b. Subtract from 1.0 the amount that is calculated under subd. 10. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
pefcentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined uhder subd. 10. c. by the number
calculated under subd. 10. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 10. d.

11. If the claimant is single and if the claimant’s income is $115,000 or more
in the year to which the claim relates, 10% of the property taxes accrued or rent
constituting property taxes accrued or both in that year on the claimant’s principal
dwelling.

12. If the claimant is married and files a joint income tax return and if the
claimant’s income is $150,000 or more in the year to which the claim relates, 10% of
the property taxes accrued or rent cunslituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

13. Ifthe claimant is married and files a separate income tax return and if the

claimant’s income is $75,000 or more in the year to which the claim relates, 10% of



LRBb1454/1

1999 — 2000 Legislature -9- MESkmeg:if
1 the property taxes accrued or rent constituting property taxes accrued or both in that
2 year on the claimant’s principal dwclling.
3 (c) Limitations, general. 1. No credit may be allowed under this subsection
4 unless it is claimed within the time period under s. 71.75 (2).
5 2. Part—year residents and nonresidents of this state are not eligible to claim
6 the credit under this subsection.
7 (d) Property taxes accrued limitations. The maximum property taxes accrued,
8 or rent constituting property taxes accrued, or both, that may be used in calculating
the credit under par. (b), with respect to any one household, may not exceed $2,000
10 in 1999 or any subsequent calendar year, except that if the claimant is married and
11 files'a separate return the maximum property taxes accrued, or rent constituting
12 property taxes accrued, or both, that may be used in calculatingr the credit under par.

13 (b), with respect to any one household, may not exceed $1,000.

14 (¢) Administration. The department may enforce the credit under this
15 subsection and may take any action, conduct any proceeding and proceed as it is
16 authorized in respect to taxes under this chapter. The income tax provisions in this
17 chapter relating to assessments, refunds, appeals, collection, interest and penalties
apply to the credit under this subsection.”. '
'L L{" \1 " ( éh\)"
19 9. Page 881, line %: after ;‘%%’ insert “, (Tm)”.
=4F r()a g, [ins te - e Lter Her  line pusea -
20 o ¢ 3&\ 8. Page 851, line 7: after that line insert:
S eeE : en
21 - “SECTION 1719k. 71.10 (4) (e#n) of the statutes is created to read:
N
22 71.10 (4) (QT) Property tax refund credit under s. 71.07 (7m), to the extent that
23 the credit is nonrefundable.”. ' .

, 7 " r o O —
2 sguynd Bl Page 851, Tisc Ui after that-line fsert:
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A

- B

CTION 17 19p. 71.10 (4) (i) of the statutes is amended to read:
71.10 (4)\Ti he total of claim of right credit under s. 73-67 (1), farmland
pre dservation credit under subeh, IX, homestead credf1 tnder subch. VIII, farmland

tgx relief credit under s. 71.07 (3m)s T ers~draycht property tax credit under s.

1.07 (2fd), property . credit under s. 71.07 (7m), tothe extent that the

credit is re fhdable, earned income tax credit under s. 71.07 (9e), estimaPed tax

1 1 xr» )]

09 3
PAVIIICIILS DO = 4 e STOICIT."ZE™

with page. 945, line 13.

(3t-m B3, Page 945, line 19: after that line insert:

“SECTION 1764e. 71.55 (11) of the statutes is created to read:
71.55 (11) SUNSET. No new claim may be filed under this subchapter for a

taxable year that begins after December 31, 1999, based on property taxes accrued

in the previous year.”.

631 s. B, Page 946, line 4: delete the material beginning with that line and ending

with page 947, line 20 7,

ﬁi\’ P“Y’ ga4 [ 121 cften thar bnd 1o

163 m ! Page 1598, lme 13: after that line insert:

“(14z) PROPERTY TAX REFUND CREDIT. The treatment of sections 20.835 (2) (e),

71.07 (7m), 71.08 (1) (intro.) (as it applies to the property tax refund credit) and 71.10

wn ;
@“ 4) (ea}\) and (i) of the statutes first applies to taxable years beginning on January 1,

21
22

1999.”. 7,

(END)
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LEGISLATIVE REFERENCE BUREAU

June 29, 1999

Please review this amendment very carefully. The calculations, particularly the
phase-down provisions, were very complicated. The amendment is also very unusual
in that it creates a tax credit that is both refundable and nonrefundable, depending on
the claimant’s level of Wisconsin adjusted gross income. Consequently, you may wish
to have the amendment reviewed by the fiscal bureau and the department of revenue.

Your instructions stated that “property taxes” and “rent constituting property taxes”
should be based on the definitions in the school property tax rent credit (SPTC) and the
homestead credit. However, the SPTC is based on property taxes accrued in the year
to which the claim relates and the homestead credit is based on property taxes accrued
in the year before the year to which the claim relates. This amendment is based on the
SPTC:; if you would like the amendment to be based on the homestead credit, please
let me know.

This drafter’s note is also meant to alert you to the possibility that the property tax
refund credit created in this bill could be challenged as a violation of the uniformity
clause of the Wisconsin Constitution, article VIII, section 1. Basically, the uniformity
clause requires that the taxation of real property be uniform. The uniformity clause
does not apply to income taxes. See Gottlieb v. Milwaukee, 33 Wis. 2d 408, 427428
(1967). A 1974 amendment to the uniformity clause exempted agricultural land from
the uniformity requirement.

The tax credit for residential property taxes that is created in this amendment,
however, essentially provides a refund to some taxpayers based on their income and
property taxes. Arguably, such a refund provides a partial exemption for the property
taxes of some taxpayers. The Wisconsin :Supreme Court has held that reducing the
taxes oh some property but not exempting the property is a partial exemption that
violates the uniformity clause. See Knowlton v. Supervisors of Rock County, 9 Wis. 410
(1859), Gottlieb and Ehrlich v. Racine, 26 Wis. 2d 352 (1964). It could be argued that
the economic effect of this credit is a reduction of property tax liability, which is a
partial exemption, and that the credit therefore violates the uniformity clause.

A court could, however, decide that the credit created in this bill is a relief measure
and not a tax provision. The uniformity clause does not apply to relief measures. It
was on this basis that the Wisconsin Supreme Court held that the homestead tax credit
was not a violation of the uniformity clause. See Harvey v. Morgan, 30 Wis. 2d 1 (1966).
When the homestead credit was challenged in Harvey, however, the credit was
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available only to individuals aged 65 and older whose household income was $3,000 or
less per year. In addition, the Wisconsin court of appeals, following Harvey, has held
that the farmland preservation credit is a relief measure and not a tax statute. See
McManus v. Department of Revenue, 155 Wis. 2d 450 (1990). When McManus was
decided, the maximum household income allowed under that credit was $38,429 for
persons who first enter into a farmland preservation agreement in1991, unless the
person chose to take the minimum credit of 10% of property taxes accrued, regardless

of income, up to 8 maximum credit of $600.

The credit created in this bill, however, is available to individuals who, with their
spouses, have household income of over $150,000. Consequently, it may be more
difficult to argue that this credit is a relief measure and for the credit to withstand a
constitutional challenge; the reasoning that the Wisconsin Supreme Court employed
in Harvey may no longer apply because of the expanded scope of the credit in this bill.

While I am not at all certain how a court would rule on a constitutional challenge to
this amendment, should it become law, I believe that you should be aware of possible
challenges to the amendment. If you have any further questions about this issue,
please don’t hesitate to contact me.

. Marc E. Shovers

Senior Legislative Attorney
- Phone: (608) 266-0129
. E-mail: Marc.Shovers@legis.state.wi.us

B
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June 29, 1999

Please review this amendment very carefully. The calculations, particularly the
phase-down provisions, were very complicated. The amendment is also very unusual
in that it creates a tax credit that is both refundable and nonrefundable, depending on
the claimant’s level of Wisconsin adjusted gross income. Consequently, you may wish
to have the amendment reviewed by the fiscal bureau and the department of revenue.

Your instructions stated that “property taxes” and “rent constituting property taxes”
should be based on the definitions in the school property tax rent credit (SPTC) and the
homestead credit. However, the SPTC is based on property taxes accrued in the year
to which the claim relates and the homestead credit is based on property taxes accrued
in the year before the year to which the claim relates. This amendment is based on the
SPTC; if you would like the amendment to be based on the homestead credit, please

let me know.

This drafter’s note is also meant to alert you to the possibility that the property tax
refund credit created in this bill could be challenged as a violation of the uniformity
clause of the Wisconsin Constitution, article VIII, section 1. Basically, the uniformity
clause requires that the taxation of real property be uniform. The uniformity clause
does not apply to income taxes. See Gottlieb v. Milwaukee, 33 Wis. 2d 408, 427-428
(1967). A 1974 amendment to the uniformity clause exempted agricultural land from
the uniformity requirement.

The tax credit for residential property taxes that is created in this amendment,
however, essentially provides a refund to some taxpayers based on their income and
property taxes. Arguably, such a refund provides a partial exemption for the property
taxes of some taxpayers. The Wisconsin Supreme Court has held that reducing the
taxes on some property but not exempting the property is a partial exemption that
violates the uniformity clause. See Knowlton v. Supervisors of Rock County, 9 Wis. 410
(1859), Gottlieb and Ehrlich v. Racine, 26 Wis. 2d 352 (1964). It could be argued that
the economic effect of this credit is a reduction of property tax liability, which is a
partial exemption, and that the credit therefore violates the uniformity clause.

A court could, however, decide that the credit created in this bill is a relief measure
and not a tax provision. The uniformity clause does not apply to relief measures. It
was on this basis that the Wisconsin Supreme Court held that the homestead tax credit
was not a violation of the uniformity clause. See Harvey v. Morgan, 30 Wis. 2d 1(1966).
When the homestead credit was challenged in Harvey, however, the credit was



_9_ LRBb1494/1dn

available only to individuals aged 65 and older whose household income was $3,000 or
less per year. In addition, the Wisconsin court of appeals, following Harvey, has held
that the farmland preservation credit is a relief measure and not a tax statute. See
McManus v. Department of Revenue, 155 Wis. 2d 450 (1990). When McManus was
decided, the maximum household income allowed under that credit was $38,429 for
persons who first enter into a farmland preservation agreement in 1991, unless the
person chose to take the minimum credit of 10% of property taxes accrued, regardless
of income, up to a maximum credit of $600.

The credit created in this bill, however, is available to individuals who, with their
spouses, have household income of over $150,000. Consequently, it may be more
difficult to argue that this credit is a rclief measure and for the credit to withstand a
constitutional challenge; the reasoning that the Wisconsin Supreme Court employed
in Harvey may no longer apply because of the expanded scope of the credit in this bill.

While I am not at all certain how a court would rule on a constitutional challenge to
this amendment, should it become law, I believe that you should be aware of possible
challenges to the amendment. If you have any further questions about this issue,
please don’t hesitate to contact me.

Marec E. Shovers

Senior Legislative Attorney

Phone: (608) 266-0129

E—-mail; Marc.Shovers@legis.state.wi.us
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ASSEMBLY AMENDMENT,
TO ASSEMBLY AMENDMENT 2,
TO ASSEMBLY SUBSTITUTE AMENDMENT 1,

TO 1999 ASSEMBLY BILL 133

At the locations indicated, amend the amendment as follows:
1. Page 40, line 4: after that line insert:
“965m. Page 265, line 3: after that line insert:

“(e) Property tax refund credit GPR S -0- -0-".

2. Page 62, line 4: after that line insert:

“291m. Page 395, line 4: after that line insert:

“SECTION 609s. 20.835 (2) (e) of the statutes is created to read:

20.835 (2) (e) Property tax refund credit. A sum sufficient to pay the claims

approved under s. 71.07 (7m).”.”.

3. Page 243, line 8: after that line insert:
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“594m. Page 841, line 25: delete the material beginning with that line and
ending with page 847, line 6, and substitute:

“SECTION 1703e. 71.06 (2e) of the statutes is amended to read:

71.06 (2e) BRACKET INDEXING. For taxable years beginning after December 31,
1998, the maximum dollar amount in each tax bracket, and the corresponding
minimum dollar amount in the next bracket, under subs. (1m) and (2) (c) and (d) shall
be increased each year by a percentage equal to the percentage change between the
U.S. consumer price index for all urban consumers, U.S. city average, for the month
of August of the previous year and the U.S. consumer price index for all urban
consumers, U.S. city average, for the month of August ofthe yearbefore the previous
year 1997, as determined by the federal department of labor. Each amount that is
revised under this subsection shall be rounded to the nearest multiple of $10 if the
revised amount is not a multiple of $10 or, if the revised amount is a multiple of $5,
such an amount shall be increased to the next higher multiple of $10. The
department of revenue shall annually adjust the changes in dollar amounts required
under this subsection and incorporate the changes into the income tax forms and
instructions.”.”.

A. Page 244, line 22: after that line insert:

“597m. Page 849, line 18: delete the material beginning with that line and
ending with page 850, line 6.”.

9. Page 247, line 2: afler that line insert:

“599g. Page 850, line 3: after that line insert:

“SECTION 1715m. 71.07 (Tm) of the statutes is created to read:

71.07 (7m) PROPERTY TAX REFUND CREDIT. (a) Definitions. In this subsection:
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1. “Claimant” means an individual, or a married couple that files a joint return
or that files separate returns, who files a claim under this subsection.

2. “Department” means the department of revenue.

3. “Household” means a claimant and an individual related to the claimant as
husband or wife.

4. “Household income” means all Wisconsin adjusted gross income received by
all persons of a household in a calendar year while members of the household.

5. “Income” means Wisconsin adjusted gross income.

6. “Principal dwelling” means any dwelling, whether owned or rented, and the
land surrounding it that is reasonably necessary for use of the dwelling as a primary
dwelling of the claimant and may include a part of a multidwelling or multipurpose
building and a part of the land upon which it is built that is used as the claimant’s
primary dwelling.

7. “Property taxes” means real and personal property taxes, exclusive of special
assessments, delinquent interest and charges for service, paid by a claimant on the
claimant’s principal dwelling during the taxable year for which credit under this
subsection is claimed, less any property taxes paid which are properly includable as
a trade or business expense under section 162 of the Internal Revenue Code. Ifthe
principal dwelling on which the taxes were paid is owned by 2 or more persons or
entities as joint tenants or tenants in common or is owned by spouses as marital
property, “property taxes” is that part of property taxes paid that reflects the
ownership percentage of the claimant. If the principal dwelling is sold during the
taxable year the “property taxes” for the seller and buyer shall be the amount of the
tax prorated to each in the closing agreement pertaining to the sale or, if not so

provided for in the closing agreement, the tax shall be prorated between the seller
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and buyer in proportion to the months of their respective ownership. “Property
taxes” includes monthly parking permit fees in respect to a principal dwelling
collected under s. 66.058 (3) (c).

8. “Rent constituting property taxes” means 25% of rent if heat is not included,
or 20% of rent if heat is included, paid during the taxable year for which credit is
claimed under this subsection, at arm’s length, for the use of a principal dwelling and
contiguous land, excluding any payment for domestic, food, medical or other services
which are unrelated to use of the dwelling as housing, less any rent paid that is
properly includable as a trade or business expense under the Internal Revenue Code.
“Rent” includes space rental paid to a landlord for parkinga mobile home. Rent shall
be apportioned among the occupants of a principal dwelling according to their
respective contribution to the total amount. of rent paid. “Rent” does not include rent
paid for the use of housing which was exempt from property taxation, except houéing
for which payments in lieu of taxes were made under s. 66.40 (22).

(b) Filing claims. Subject-to the limitations provided in this subsection, a
claimant may claim as a credit against the tax imposed under s. 71.02, up to the
amount of those taxes, one of the amounts calculated under this paragraph; except
that if the allowable amount of the claim excecds the income taxes otherwise due on
the claimant’s income, and if the claimant’s household income is less than $50,000,
the amount of the claim not used as an offset against those taxes shall be certified
by the department to the department of administration for payment to the claimant
by check, share draft or other draft from the appropriation under s. 20.835 (2) (e):

1. If the claimant is single or is married and files a joint income taxES return

and if the claimant’s income is less than $8,000 in the year to which the claim relates,
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80% of the property taxes accrued or rent constituting property taxes accrued or both
in that year on the claimant’s principal dwelling.

2. If the claimant is married and files a separate income tax return and if the
claimant’s income is less than $4,000 in the year to which the claim relates, 80% of
the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

3. Ifthe claimant is single or is married and files a joint income tax return and
ifthe claimant’s income is at least $8,000 but less than $21,000 in the year to which
the claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Caleulate the value of a fraction, the denominator of which is $13,000 and
the numerator of which is the difference between $21,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is ealculated under subd. 3. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the perccentage determined under subd. 3. c. by the number
calculated under subd. 3. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 8. d.

4. Tfthe claimant is married and files a separate income tax return and if the
claimant’s income is at least $4,000 but less than $10,500 in the year to which the

claim relates, a percentage of the property taxes accrued or rent constituting
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property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $6,500 and the
numerator of which is the difference between $10,500 and the claimant’s household
income.

b. Subtract from 1.0 the amount that is calculated under subd. 4. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the percentage determined under subd. 4. c. by the number
calculated under subd. 4. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 4. d.

5. Ifthe claimant is single and if the claimant’s income is at least $21,000 but
less than $105,000 in the year to which the claim relates, 12.2% of the property taxes
acerued or rent constituting property taxes accrued or both in that year on the
claimant’s principal dwelling.

6. If the claimant is married and files a joint income tax return and if the
claimant’s income is at least $21,000 but less than $140,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constitﬁting property taxes
accrued or both in that year on the claimant’s principal dwelling.

7. If the claimant is married and files a separate income tax return and if the
claimant’s income is at leaét $10,500 but less than $70,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constituting property taxes

accrued or both in that year on the claimant’s principal dwelling.
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8. Ifthe claimant is single and if the claimant’s income is at least $105,000 but
less than $115,000 in the year to which the claim relates, a percentage of the property
taxes accrued or rent constituting property taxes accrued or both in that year on the
claimant’s principal dwelling that is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $115,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 8. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 8. c. by the number
calculated under subd. 8. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 8. d.

9. If the claimant is married and files a joint income tax return and if the
claimant’s income is at least $140,000 but less than $150,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $150,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 9 a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the

percentage of property taxes accrued in subd. 5.
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d. Multiply the percentage determined under subd. 9. c. by the number
calculated under subd. 9. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 9. d.

10. Ifthe claimant is married and files a separate income tax rcturn and if the
claimant’s income is at least $70,000 but less than $75,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Caleulate the value of a fraction, the denominator of which is $5,000 and the
numerator of which is the difference between $75,000 and the claimant’s household
income.

b. Subtract from 1.0 the amount that is calculated under subd. 10. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 10. c. by the number
calculated under subd. 10. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 10. d.

11. If the claimant is single and if the claimant’s income is $115,000 or more
in the year to which the claim relates, 10% of the property taxes accrued or rent
constituting property taxes accrued or both in that year on the claimant’s principal
dwelling.

19. If the claimant is married and files a joint income tax return and if the

claimant’s income is $150,000 or more in the year to which the claim relates, 10% of
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the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

13. If the claimant is married and files a separate income tax return and if the
claimant’s income is $75,000 or more in the year to which the claim relates, 10% of
the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling. |

(¢c) Limitations, general. 1. No credit may be allowed under this subsection
unless it is claimed within the time period under s. 71.75 (2).

2. Part—year residents and nonresidents of this state are not eligible to claim
the credit under this subsection.

(d) Property taxes accrued limitations. The maximum property taxes accrued,
or rent constituting property taxes accrued, or both, that may be used in calculating
the credit under par. (b), with respect to any one household, may not exceed $2,000
in 1999 or any subsequent calendar year, except that if the claimant is married and
files a separate return the maximum property taxes accrued, or rent constituting
property taxes accrued, or both, that may be used in calculating the credit under par.
(b), with respect to any one household, may not exceed $1,000.

(e) Administration. The department may enforce the credit under this
subsection and may take any action, conduct any proceeding and proceed as it is
authorized in respect to taxes under this chapter. The income tax provisions in this
ché.pter relating to assessments, refunds, appeals, collection, interest and penalties

»»
..

apply to the credit under this subsection.
6. Page 247, line 2: after that line insert:

“599m. Page 850, line 9: delete “1999” and substitute “1998”.
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7. Page 247, line 4: after “(6m)” insert “, (7m)”.
8. Page 247, line 10: after that line insert:
“603m. Page 851, line 7: after that line insert:

- “SECTION 1719k, 71.10 (4) (cn) of the statutes is created to read:
71.10 (4) (cn) Property tax refund credit under s. 71.07 (7m), to the extent that

»»

the credit is nonrefundable.

9. Page 250, line 2: after “(2fd),” insert “property tax refund credit under s.
71.07 (7m), to the extent that the credit is refundable,”.

10. Page 250, line 4: after that line insert:

“605g. Page 851, line 17: delete the material beginning with that line and
ending with page 852, line 2.

605r. Page 853, line 9: delete lines 9 to 13.”.

11. Page 265, line 10: after that line insert:

“632e. Page 944, line 22: delete the material beginning with that line and
ending with page 945, line 13.

632m. Page 945, line 19: after that line insert:

“SECTION 1764e. 71.55 (11) of the statutes is created to read:

71.55 (11) SUNSET No new claim may be filed under this subchapter for a

taxable year that begins after December 31, 1999, based on property taxes accrued

in the previous year.”.

632s. Page 946, line 4: delete the material beginning with that line and ending
with page 947, line 20.”.
12. Page 594, line 19: after that line insert:

“1163m. Page 1598, line 13: after that line insert:
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“(14z) PROPERTY TAX REFUND CREDIT. The treatment of sections 20.835 (2) (e),
71.07 (7m), 71.08 (1) (intro.) (as it applies to the property tax refund credit) and 71.10
(4) (en) and (i) of the statutes first applies to taxable yearsA beginning on January 1,

1999.”.”.

(END)
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ASSEMBLY AMENDMENT,
TO ASSEMBLY SUBSTITUTE AMENDMENT 1,

TO 1999 ASSEMBLY BILL 133

At the locations indicated, amend the substitute amendment as follows:

1. Page 243, line 8: after that line insert:

“594m. Page 841, line 25: delete the material beginning with that line and
ending with page 847, line 6, and substitute:

“SECTION 1703e. 71.06 (2¢) of the statutes is amended to read:

71.06 (2e) BRACKET INDEXING. For taxable years beginning after December 31,
1998, the maximum dollar amount in each tax bracket, and the corresponding
minimum dollar amount in the next bracket, under subs. (1m) and (2) (c) and (d) shall
be increased each year by a percentage equal to the percentage change between the
U.S. consumer price index for all urban consumers, U.S. city average, for the month
of August of the previous year and the U.S. consumer price index for all urban

consumers, 1J.S. city average, for the month of August of the yearbefore the previous



State of Wisconsin
1999 - 2000 LEGISLATURE

ASSEMBLY AMENDMENT,

TO ASSEMBLY AMENDMENT 2,
TO ASSEMBLY SUBSTITUTE AMENDMENT 1,
TO 1999 ASSEMBLY BILL 133

At the locations indicated, amend the amendment as follows:

h Y

Ve
1. Page 40, line 4: after that line insert:

“265m. Page 265, line 3: after that line insert:

4 “(e) Property tax refund credit GPR S —0- —0-".7,

age 62 Aine 4naftex that\lingins

e ———

“291m. Page 395/, line 4: after that line insert:

“QECTION 609s. 20.835 (2) (e) of the statutes is created to read:

20.835 (2) (e) Property tax refund credit. A sum sufficient to pay the claims

L) 9 approved under s. 71.07 (7m).”.”.
G N e
v q 10 3. Page 243, line 8: after that line insert:
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“694m. Page 841, line 2
ending with page 847, line 6, 3
“SECTION 1703e. 71.06 (
71.06 (2€) BRACKET INDE3
1998, the maximum dollar ai
minimum dollar amountin the
be increased each year by a pet
U.S. consumer price index for 3

of August of the previous yea

5. delete the material beginning with that line and
ind substitute:

2e) of the statutes is amended to read:

(ING. For taxable years beginning after December 31,
mount in each tax bracket, and the corresponding
next bracket, under subs. (1m) and (2) (¢) and (d) shall
rcentage equal to the percentage change between the
111 urban consumers, U.S. city average, for the month

r and the U.S. consumer price index for all urban

consumers, U.S. city average, for the month of August efthe-year-before-theprevious

year 1997, as determined by the federal department of labor. Each amount that is

revised under this subsection shall be rounded to the nearest multiple of $10 if the

revised amount is not a multiple of $10 or, if the revised amount is a multiple of $5,

such an amount shall be in¢reased to the next higher multiple of $10. The

department of revenue shall annually adjust the changes in dollar amounts required

under this subsection and incorporate the changes into the income tax forms and

»»
. e

instructions.
4. Page 244, line 22: aft
“597m. Page 849, line 1

ending with page 850, line 6.”.

L

er that line insert:

8: delete the material beginning with that line and

8. Page 247, line 2: after that line inscrt:

“599g. Page 850, line 3: after that line insert:

“SECTION 1715m. 71.07 (7m) of the statutes is created to read:

71.07 (7m) PROPERTY TAX REFUND CREDIT. (a) Definitions. In this subsection:
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1. “Claimant” means an individual, or a married couple that files a j‘oin‘t return
or that files separate returns, who files a claim under this subsection.

2. “Department” means the department of revenue.

3. “Household” means a claimant and an individual related to the claimant as
husband or wife.

4. “Household income” means all Wisconsin adjusted gross income received by
all persons of a household in a calendar year while members of the household.

5. “Income” means Wiscongin adjusted gross income.

6. “Principal dwelling” means any dwelling, whether owned or rented, and the
land surrounding it that is reasonably necessary for use of the dwelling as a primary
dwelling of the claimant and may include a part of a multidwelling or multipurpose
building and a part of the land upon which it is built that is used as the claimant’s
primary dwelling.

7. “Property taxes” means real and personal property taxes, exclusive of special
assessments, delinquent interest and charges for service, paid by a claimant on the
claimant’s principal dwelling during the taxable year for which credit under this
subsection is claimed, less any property taxes paid which are properly includable as
a trade or business expense under section 162 of the Internal Revenue Code. Ifthe
principal dwelling on which the taxes were paid is owned by 2 or more persons or
entities as joint tenants or tenants in common or is owned by spouses as marital
property, “property taxes” is that part of property taxes paid that reflects the
ownership pércentage of the claimant. If the principal dwelling is sold during the
taxable year the “property taxes” for the seller and buyer shall be the amount of the
tax prorated to each in the closing agreement pertaining to the sale or, if not so

provided for in the closing agreement, the tax shall be prorated between the seller
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and buyer in proportion to the months of their respective ownership. “Property
taxes” includes monthly parking permit fees in respect to a principal dwelling
collected under s. 66.058 (3) (c).

8. “Rent constituting property taxes” means 25% of rent if heat is not included,
or 20% of rent if heat is included, paid during the taxable year for which credit is
claimed under this subsection, at arm’s length, for the use of a principal dwelling and
contiguous land, excluding any payment for domestic, food, medical or other services
which are unrelated to use of the dwelling as housing, less any rent paid that is
properly includable as a trade or business expense under the Internal Révenue Code.
“Rent” includes space rental paid to a landlord for parking a mobile home. Rent shall
be apportioned among the occupants of a principal dwelling according to their
respective contribution to the total amount of rent paid. “Rent” does not include rent
paid for the use of housing which was exempt from property taxation, except housing
for which payments in lieu of taxes were made under s. 66.40 (22).

(b) Filing claims. Subject to the limitations provided in this subsection, a
claimant may claim as a credit against the tax imposed under s. 71.02, up to the
amount of those taxes, one of the amounts calculated under this paragraph; except
that if the allowable amount of the claim exceeds the income taxes otherwise due on
the claimant’s income, and if the claimant’s household income is less than $50,000,
the amount of the claim not used as an offset against those taxes shall be certified
by the department to the department of administration for payment to the claimant
by check, share draft or other draft from the appropriation under s. 20.835 (2) (e):

1. If the claimant is single or is married and files a joint income taxES return

and if the claimant’s income is less than $8,000 in the year to which the claim relates,
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80% of the property taxes accrued or rent constituting property taxes accrued or both
in that year on the claimant’s principal dwelling.

2. If the claimant is married and files a separate income tax return and if the
claimant’s income is less than $4,000 in the year to which the claim relates, 80% of
the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

3. Ifthe claimant is single or is married and files a joint income tax return and
if the claimant’s income is at least $8,000 but less than $21,000 in the year to which
the claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $13,000 and
the numerator of which is the difference between $21,000 and the claimant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 3. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the percentage determined under subd. 3. c. by the number
calculated under subd. 3. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 3. d.

4. If the claimant is married and files a separate income tax return and if the
claimant’s income is at least $4,000 but less than $10,500 in the year to which the

claim relates, a percentage of the property taxes accrued or rent constituting
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property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $6,500 and the
numerator of which is the difference between $10,500 and the claimant’s household
income.

b. Subtract from 1.0 the amount that is calculated under subd. 4. a.

c. Subtract the percentage of property taxes accrued in subd. 5. from the
percentage of property taxes accrued in subd. 1.

d. Multiply the percentage determined under subd. 4. c. by the number
calculated undei' subd. 4. b.

e. Subtract from the percentage of property taxes accrued in subd. 1. the
amount calculated in subd. 4. d.

5. If the claimant is single and if the claimant’s income is at least $21,000 but
less than $105,000 in the year to which the claim relates, 12.2% of the property taxes
accrued or rent constituting property taxes accrued or both in that year on the
claimant’s principal dwelling.

6. If the claimant is married and files a joint income tax return and if the
claimant’s income is at least $21,000 but less than $140,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constituting property taxes
accrued or both in that year on the claimant’s principal dwelling.

7. If the claimant is married and files a separate income tax return and if the
claimant’s income is at least $10,500 but less than $70,000 in the year to which the
claim relates, 12.2% of the property taxes accrued or rent constituting property taxes

accrued or both in that year on the claimant’s principal dwelling.
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8. Ifthe claimant is single and if the claimant’s income is at least $105,000 but
less than $115,000 in the year to which the claim relates, a percentage of the property
taxes accrued or rent constituting property taxes accrued or both in that year on the
claimant’s principal dwelling that is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $115,000 and the claimant;s

household income.

b. Subtract from 1.0 the amount that is calculated under subd. 8. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 8. c¢. by the number
calculated under subd. 8. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 8. d.

9. If the claimant is married and files a joint income tax return and if the
claimant’s income is at least $140,000 but less than $150,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $10,000 and
the numerator of which is the difference between $150,000 and the claiinant’s
household income.

b. Subtract from 1.0 the amount that is calculated under subd. 9. a.

c. Subtract the percentage of property taxes accrued in subd. 11. from the

percentage of property taxes accrued in subd. 5.
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d. Multiply the percentage determined under subd. 9. c. by the number
calculated under subd. 9. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 9. d.

10. Ifthe claimant is married and files a separate income tax return and if the
claimant’s income is at least $70,000 but less than $75,000 in the year to which the
claim relates, a percentage of the property taxes accrued or rent constituting
property taxes accrued or both in that year on the claimant’s principal dwelling that
is calculated as follows:

a. Calculate the value of a fraction, the denominator of which is $5,000 and the
numerator of which is the difference between $75,000 and the claimant’s household

income.

b. Subtract from 1.0 the amount that is calculated under subd. 10. a.
c. Subtract the percentage of property taxes accrued in subd. 11. from the
percentage of property taxes accrued in subd. 5.

d. Multiply the percentage determined under subd. 10. ¢. by the number

calculated under subd. 10. b.

e. Subtract from the percentage of property taxes accrued in subd. 5. the
amount calculated in subd. 10. d. |

11. If the claimant is single and if the claimant’s income is $115,000 or more
in the year to which the claim relates, 10% of the property taxes accrued or rent
constituting property taxes accrued or both in that year on the claimant’s principal
dwelling.

12. If the claimant is married and files a joint income tax return and if the

claimant’s income is $150,000 or more in the year to which the claim relates, 10% of
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the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

13. If the claimant is married and files a separate income tax return and if the
claimant’s income is $75,000 or more in the year to which the claim relates, 10% of
the property taxes accrued or rent constituting property taxes accrued or both in that
year on the claimant’s principal dwelling.

(¢c) Limitations, general. 1. No credit may be allowed under this subsection
unless it is claimed within the time period under s. 71.75 (2).

2. Part—year residents and nonresidents of this state are not eligible to claim
the credit under this subsection.

(d) Property taxes accrued limitations. The maximum property taxes accruéd,
or rént constituting property taxes accrued, or both, that méy be used in calculating
the credit under par. (b), with respect to any one household, may not exceed $2,000
in 1999 or any subsequent calendar year, except that if the claimant is married and
files a separate return the maximum property taxes accrued, or rent constituting
property taxes accrued, or both, that may be used in calculating the credit under par.
(b), with respect to any one household, may not exceed $1,000.

(e) Administration. The department may enforce the credit undér this
subsection and may take any action, conduct any proceeding and proceed as it is
authorized in respect to taxes under this chapter. The income tax provisions in this
chapter relating to assessments, refunds, appeals, collection, interest and penalties

» »
s e

apply to the credit under this subsection.

6. Page 247, line 2: after that line insert:

“599m. Page 850, line 9: delete “1999” and substitute “1998”.
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7. Page 247, line 4: after “(6m)” insert “, (7m)”.

8. Page 247, line 10: after that line insert:

“6038m. Page 851, line 7: after that line insert:

“SECTION 1719k. 71.10 (4) (cn) of the statutes is created to read:

71.10 (4) (cn) Property tax refund credit under s. 71.07 (7m), to the extent that

»»
..

the credit is nonrefundable.

9. Page 250, line 2: after “(2fd),” insert “property tax refund credit under s.
71.07 (7m), to the extent that the credit is refundable,”.

10. Page 250, line 4: after that line insert:

“605g. Page 851, line 17: delete the material beginning with that line and
ending with page 852, line 2.

605r. Page 853, line 9: delete lines 9 to 13.”.

11. Page 265, li?e 10: after that line insert:

“632e. Page 944, line 22: delete the maferial beginning with that line and
ending with page 945, line 13.

632m. Page 945, line 19: after that line insert:

“SECTION 1764e. 7 1.55 (11) of the statutes is created to read:

71.55 (11) SUNSET No new claim may be filed under this subchapter for a
taxable year that begins after December 31, 1999, based on property taxes accrued
in the previous year.”.

632s. Page 946, line 4: delete the material beginning with that line and ending

with page 947, line 20.”.

12. Page 594, line 19: after that line insert:

“1163m. Page 1598, line 13: after that line insert:
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ASSEMBLY AMENDMENT ,
TO ASSEMBLY AMENDMENT 2,
TO ASSEMBLY SUBSTITUTE AMENDMENT 1,
TO 1999 ASSEMBLY BILL 131

1 At the locations indicated, amend the amendment as follows:
2 Page 36, line 20: delete lines 20 and 21.
3 2. Page 37, line 3: delete lines 3 to 6.
4 3. Page 39, line 5: delete lines 5 to 17.
5 4. Page 40, line 3: delete lines 3 and 4.
6 5. Page 56, line 10: delete lines 10 to 23.
7 6. Page 60, line 5: delete lines 5 to 24.
8 7. Page 61, line 1: delete lines 1t0 23.
9 8
10
N ;\5
\ \/0\ / ? _
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1 X 10. Page 94, line 1: delete lines 1 to 25.
2 II.We lines 1t0-13.
. '49 3 12. Page 243, line 9: delete the material beginning with that line and ending
\-}/\,ﬁ with page 244, line 4.
5 13. Page 255, line 16: delete the material beginning with that line and ending
\,ﬁ 6 with page 256, line 12.
\0,\.&'-7 14. Page 262, line 10: delete the material beginning with that line and ending

8 with page 263, line 6.

9 15. Page 271, line 19: delete the material beginning with that line and ending

ﬁlﬂo with page 272, line 22.

\ ,91 16. Page 500, line 3: delete lines 3 to 9.
\0/ 12 17. Page 563, line 12: delete lines 12 to 16.
13 18. Page 570, line 15: delete lines 15 to 20.

14 19. Page 596, line 18: delete lines 18 to 22.
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“(14z) PROPERTY TAX REFUND CREDIT. The treatment of sections 20.835 (2) (e),
71.07 (Tm), 71.08 (1) (intro.) (as it applies to the property tax refund credit) and 71.10

(4) (en) and () of the statutes first applies to taxable years beginning on January 1,

1
2
3
4

1999.”.”,

(END)
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Pm amendment very carefull){ The calcul’aﬁons, particularly’ot?e;%,

phase—down provisions, were very complicated. The amendment is also very unusual
in that it creates a tax credit that is both refundable and nonrefundable, depending on
the claimant’s level of Wisconsin adjusted gross income. Consequently, you may wish
to have the amendment reviewed by the fiscal bureau and the department of revenue.

Your instructions stated that “property taxes” and “rent constituting property taxes”
should be based on the definitions in the school property tax rent credit (SPTC) and the
homestead credit. However, the SPTC is based on property taxes accrued in the year
to which the claim relates and the homestead credit is based on property taxes accrued
in the year before the year to which the claim relates. This amendment is based on the
SPTC; if you would like the amendment to be based on the homestead credit, please
let me know.

This drafter’s note is also meant to alert you to the possibility that the property tax
refund credit created in this bill could be challenged as a violation of the uniformity
clause of the Wisconsin Constitution, article VIII, section 1. Basically, the uniformity
clause requires that the taxation of real property be uniform. The uniformity clause
does not apply to income taxes. See Gottlieb v. Milwaukee, 33 Wis. 2d 408, 427-428
(1967). A 1974 amendment to the uniforfnity clause exempted agricultural land from
the uniformity requirement. :

The tax credit for residential property taxes that is created in this amendment,
however, essentially provides a refund to some taxpayers based on their income and
property taxes. Arguably, such a refund provides a partial exemption for the property
taxes of some taxpayers. The Wisconsin Supreme Court has held that reducing the
taxes on some property but not exempting the property is a partial exemption that
violates the uniformity clause. See Knowlton v. Supervisors of Rock County, 9 Wis. 410
(1859), Gottlieb and Ehrlich v. Racine, 26 Wis. 2d 352 (1964). 1t could be argued that
the economic effect of this credit is a reduction of property tax liability, which is a
partial exemption, and that the credit therefore violates the uniformity clause.

A court could, however, decide that the credit created in this bill is a relief measure
and not a lax provision. The uniformity clause does not apply to relief measures. It
was on this basis that the Wisconsin Supreme Court held that the homestead tax credit
was not a violation of the uniformity clause. See Harvey v. Morgan, 30 Wis. 2d 1(1966).
When the homestead credit was challenged in Harvey, however, the credit was
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available only to individuals aged 65 and older whose household income was $3,000 or
less per year. In addition, the Wisconsin court of appeals, following Harvey, has held
that the farmland preservation credit is a relief measure and not a tax statute. See
McManus v. Department of Revenue, 155 Wis. 2d 450 (1990). When McManus was
decided. the maximum household income allowed under that credit was $38,429 for
persons who first enter into a farmland preservation agreement in 1991, unless the
person chose to take the minimum credit of 10% of property taxes accrued, regardless
of income, up to a maximum credit of $600.

The credit created in this bill, however, is available to individuals who, with their
spouses, have household income of over $150,000. Consequently, it may be more
difficult to argue that this credit is a relief measure and for the credit to withstand a
constitutional challenge; the reasoning that the Wisconsin Supreme Court employed
in Harvey may no longer apply because of the expanded scope of the credit in this bill.

While I am not at all certain how a court would rule on a constitutional challenge to
this amendment, should it become law, I believe that you should be aware of possible
challenges to the amendment. If you haye any further questions about this issue,
please don’t hesitate to contact me.

Marc E. Shovers

Senior Legislative Attorney

Phone: (608) 266-0129

E-mail: Marc.Shovers@legis.state.wi.us
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This version of the amendment adds in LRBb1449, which deletes the ARC funding
of certain items, such as retailer compensation and vendor fees, from GPR instead of
from lottery proceeds. '

Please review this amendment very carefully. The calculations, particularly the
phase—down provisions, were very complicated. The amendment is also very unusual
in that it creates a tax credit that is both refundable and nonrefundable, depending on
the claimant’s level of Wisconsin adjusted gross income. Consequently, you may wish
to have the amendment reviewed by the fiscal bureau and the department of revenue.

Your instructions stated that “property taxes” and “rent constituting property taxes”
should be based on the definitions in the school property tax rent credit (SPTC) and the
homestead credit. However, the SPTC is based on property taxes accrued in the year
to which the claim relates and the homestead credit is based on property taxes accrued
in the year before the year to which the claim relates. This amendment is based on the
SPTC; if you would like the amendment to be based on the homestead credit, please
let me know.

This drafter’s note is also meant to alert you to the possibility that the property tax
refund credit created in this bill could be challenged as a violation of the uniformity
clause of the Wisconsin Constitution, article VIII, section 1. Basically, the uniformity
clause requires that the taxation of real property be uniform. The uniformity clause
does not apply to income taxes. See Gottlieb v. Milwaukee, 33 Wis. 2d 408, 427428
(1967). A 1974 amendment to the uniformity clause exempted agricultural land from
the uniformity requirement.

The tax credit for residential property taxes that is created in this amendment,
however, essentially provides a refund to some taxpayers based on their income and
property taxes. Arguably, such a refund provides a partial exemption for the property
taxes of some taxpayers. The Wisconsin Supreme Court has held that reducing the
taxes on some property but not exempting the property is a partial exemption that
violates the uniformity clause. See Knowlton v. Supervisors of Rock County, 9 Wis. 410
(1859), Gottlieb and Ehrlich v. Racine, 26 Wis. 2d 352 (1964). It could be argued that
the economic effect of this credit is a reduction of property tax liability, which is a
partial exemption, and that the credit therefore violates the uniformity clause.

A court could, however, decide that the credit created in this bill is a relief measure
and not a tax provision. The uniformity clause does not apply to relief measures. It
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was on this basis that the Wisconsin Supreme Court held that the homestead tax credit
was not a violation of the uniformity clause. See Harvey v. Morgan, 30 Wis. 2d 1 (1966).
When the homestead credit was challenged in Harvey, however, the credit was
available only to individuals aged 65 and older whose household income was $3,000 or
less per year. In addition, the Wisconsin court of appeals, following Harvey, has held
that the farmland preservation credit is a relief measure and not a tax statute. See
McManus v. Department of Revenue, 155 Wis. 2d 450 (1990). When McManus was
decided, the maximum household income allowed under that credit was $38,429 for
persons who first enter into a farmland preservation agreement in 1991, unless the
person chose to take the minimum credit of 10% of property taxes accrued, regardless
of income, up to 2 maximum credit of $600.

The credit created in this bill, however, is available to individuals who, with their
spouses, have household income of over $150,000. Consequently, it may be more
difficult to argue that this credit is a relief measure and for the credit to withstand a
constitutional challenge; the reasoning that the Wisconsin Supreme Court employed
in Harvey may no longer apply because of the expanded scope of the credit in this bill.

While I am not at all certain how a court would rule on a constitutional challenge to
this amendment, should it become law, I believe that you should be aware of possible
challenges to the amendment. If you have any further questions about this issue,
please don’t hesitate to contact me.

Marc E. Shovers
Senior Legislative Attorney
Phone: (608) 266-0129
- E—mail: Marc.Shovers@legis.state.wi.us



