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Sunset the Working Families Credit
(General Fund Taxes -- Income and Franchise Taxes)

[LFB 2019-21 Budget Summary: Page 134, #1 and Page 143, #16]

CURRENT LAW

Under the individual income tax, Wisconsin taxable income is multiplied by the applicable
tax rates to arrive at gross tax liability. Wisconsin provides a number of tax credits that may be
subtracted from gross tax liability. Most individual income tax credits are not refundable, meaning
that the credit can be used to reduce net tax liability to zero, but the amount of the credit cannot
exceed tax liability. The state statues specify the order in which tax credits are claimed.

The working families tax credit may be claimed by taxpayers with Wisconsin adjusted gross
income (AGI) below $10,000 ($19,000 if married joint). For claimants with AGI below $9,000
($18,000 if married joint), the credit is equal to their net tax liability. The credit phases out over
the next $1,000 in income until eliminated when Wisconsin AGI exceeds $10,000 ($19,000 if
married joint).

GOVERNOR

Create a nonrefundable individual income tax credit beginning in tax year 2019 called the
family and individual reinvestment credit, with the credit equal to a minimum dollar amount or a
percentage of the claimant's net tax liability, subject to phaseout based on the claimant's Wisconsin
AGI and filing status. Set the credit equal to the greater of 10% of the claimant's net tax liability,
defined as the claimant's income tax liability prior to the application of the nonrefundable credit
for taxes paid to other states, or (a) $100 if the claimant's filing status is single or head-of-
household and the claimant's AGI is less than $80,000; (b) $50 if the claimant's filing status is
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married joint and the combined AGI of the claimant and the claimant's spouse is less than
$125,000; and (c) $25 if the claimant's filing status is married separate and the claimant's AGI is
less than $62,500. If the claimant's AGI, or combined AGI in the case of married joint filers,
exceeds the preceding income thresholds but is less than $100,000 for single or head-of-household
filers, $150,000 for married joint filers, and $75,000 for married separate filers, set the credit equal
to the claimant's net tax liability multiplied by a percentage calculated as follows: (a) subtract the
applicable income threshold from the claimant's AGI, or combined AGI in the case of married
joint filers; (b) divide the difference by $20,000 if the claimant's filing status is single or head-of-
household, $25,000 if the claimant's filing status is married joint, or $12,500 if the claimant's filing
status is married separate; (c) subtract that fraction from 1.0; and (d) multiply that fraction by 10%.
Under this structure, the 10% credit would phase down between $80,000 and $100,000 for single
and head-of-household filers, $125,000 and $150,000 for married joint filers, and $62,500 and
$75,000 for married separate filers, and the credit would phase out at the higher income thresholds
for each filer type. Limit the credit to claims filed within four years of the unextended due date for
which the tax return was due. Prohibit part-year residents and nonresidents from claiming the
credit, and allow only one credit per household per year, except permit married separate filers to
each claim the credit, as provided above, and permit married persons living apart and treated as
single under the Internal Revenue Code (IRC) to claim the credit as if a single or head-of-
household claimant. Define household as a claimant and an individual related to the claimant as
husband or wife. Prohibit individuals who may be claimed as a dependent on a return of another
taxpayer from claiming the credit. Authorize the Department of Revenue (DOR) to administer the
credit under standard general statutory provisions related to the income tax. Decrease individual
income tax collections by an estimated $421,550,000 in 2019-20 and $412,050,000 in 2020-21
and in each year thereafter.

Sunset the nonrefundable working families tax credit, effective in tax year 2019. The
Department of Administration (DOA) indicates that the sunset would increase individual income
tax collections by an estimated $50,000 annually. An additional amount of credits would be offset
by credits claimed under the proposed family and individual reinvestment credit.

DISCUSSION POINTS

1. The family and individual reinvestment credit embodies Governor Evers' promise
during the 2018 gubernatorial election to provide middle income tax relief by reducing taxes by 10%
for families with incomes below $150,000 and for other tax filers with incomes below $100,000.
DOA's Budget in Brief makes the case for targeting relief in this fashion by noting that "Wisconsin's
middle-income filers are comparatively the most-heavily taxed income group in the state when
comparing income tax burdens across states for different income levels.”

2. DOA cites an April, 2017, report by the Minnesota Center for Fiscal Excellence, entitled
Comparison of Individual Income Tax Burdens by State, 2017 Edition. Using tax year 2014
provisions in each of the 42 states with a state individual income tax, the report calculates the tax
burdens for households at multiple income levels by filing status using a model maintained by the
National Bureau of Economic Research. The report ranks each state's tax burden for each income
category, with low rankings indicating a relatively high tax burden and high rankings indicating a
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relatively low tax burden. The Budget in Brief includes only Wisconsin's rankings for married joint
filers and excludes the ranking for the report's highest married joint income category ($1.0 million).
Table 1 displays the report's rankings for each of its income categories, for both married joint and
single filers. Note that the report employs different income categories for married joint and single
filers. The table's highest tax rankings occur for married joint filers with an income of $100,000 (10)
and for single filers with incomes of both $50,000 and $75,000 (12), thereby supporting the Budget
in Brief finding of Wisconsin's middle-income filers being the most heavily taxed income group, in
relative terms.

TABLE 1

Wisconsin Individual Income Tax Rankings for Married Joint and Single Filers
at Various Income Categories, Tax Year 2014

Income Wisconsin 42-State Ranking
Category Married Joint Single
$10,000 -- 19
20,000 32 30
35,000 30 19
50,000 22 12
75,000 13 12
100,000 10 13
150,000 14 17
250,000 16 17
500,000 16 -
1,000,000 11 -

Source: Minnesota Center for Fiscal Excellence, Comparison of
Individual Income Tax Burdens by State, 2017 Edition, April 2017.

3. Another way to analyze the Minnesota report's data is to compare the Wisconsin tax
burdens by income category to the average, unweighted tax burdens for the 42 states with an income
tax. Table 2 displays this comparison. For example, the Wisconsin tax burden for taxpayers with an
income of $20,000 is below the 42-state average by 48% for married joint filers and 26% for single
filers. Further, the Wisconsin tax burden for married joint filers is at or below the 42-state average
for income categories of $50,000 or less, but increases to 16% above the average for the $75,000
income category. For single filers, the Wisconsin tax burden is only 3% above the 42-state average
for filers with income of $35,000 and is below the average for filers with incomes or $10,000 and
$20,000. However, the Wisconsin tax burden exceeds the 42-state average by 12% at the $50,000
income level. Under the Governor's proposal, taxpayers at these income levels would qualify for
maximum credits of 10%, but the credit percentage would begin to phase out when income exceeds
$125,000 for married joint filers and $80,000 for single filers.
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TABLE 2

Wisconsin Individual Income Tax Burdens, 42-State Average Tax Burdens,
and Difference Between Wisconsin and Average as a Percentage of the Average
for Married Joint and Single Filers at Various Income Categories, Tax Year 2014

Wisconsin Percentage

Income Wisconsin Tax Burden 42-State Average Tax Burden Above or Below Average
Category Married Joint Single Married Joint Single Married Joint Single
$10,000 -- $0 -- $41 -- -100%
20,000 -$601 371 -$407 503 -48% -26
35,000 -45 1,293 268 1,251 -117 3
50,000 1,175 2,295 1,225 2,051 -4 12
75,000 2,984 3,634 2,577 3,277 16 11
100,000 4,122 4,989 3,575 4,534 15 10
150,000 7,130 7,720 6,301 7,125 13 8
250,000 12,481 12,943 11,523 11,921 8 9
500,000 28,877 -- 26,149 -- 10 --
1,000,000 66,532 -- 58,064 -- 15 --

Source: Minnesota Center for Fiscal Excellence, Comparison of Individual Income Tax Burdens by State, 2017 Edition,
April 2017.

4. Under the credit's phaseout mechanism, a credit rate of 10% would extend to the net tax
liability of taxpayers with incomes, at or below, the initial income threshold for the phaseout, and a
credit rate of 0% would extend to the net tax liability of taxpayers with incomes above the second
income threshold. The credit percentage would decrease based on the difference between the
taxpayer's income and the "spread" between the two income thresholds for the taxpayer's filing type.
Table 3 demonstrates how the percentage would phase out based on examples of taxpayers with
different income levels.

TABLE 3

Credit Percentage Phaseout Based on Different Income Levels and Filing Types

Credit Single Married Joint Married Separate
Rate Income Income Income
10% $80,000 $125,000 $62,500

8 84,000 130,000 65,000
6 88,000 135,000 67,500
4 92,000 140,000 70,000
2 96,000 145,000 72,500
0 100,000 150,000 75,000

5. Attachment 1 reports the estimated distribution of the proposed credit's claimants for tax
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year 2019. It displays distributional information for married joint filers, other filers, and the two
groups combined. For tax year 2019, the average credit is estimated at $216. Because married joint
filers have average net tax liabilities that are higher than other filer types, the average credit for
married joint filers ($305) would be higher than the average credit for other filer types ($156). Because
the credit would equal 10% of net tax liabilities and net tax liabilities increase with income, average
credit amounts also increase with AGI. However, average credit amounts decline after AGI exceeds
the initial phaseout thresholds, and no credits are available to tax filers with AGI exceeding maximum
income thresholds. Reflecting the targeted design of the credit, Attachment 1 indicates that the credit
would deliver a tax reduction to more than 90% of the filers with AGI between $30,000 and $100,000,
even though the credit would provide a tax reduction to only 60.3% of all tax filers. Taxpayers with
Wisconsin AGI between $30,000 and $125,000 would receive 82.1% of the estimated tax decrease
and would comprise 70.7% of the taxpayers with a tax decrease. The tax year 2019 reduction in state
tax collections of $409.1 million that is reflected in Attachment 1 would increase to an estimated
$412.0 million in tax year 2020.

6. Attachment 1 reflects minimum credit amounts of $100 for single and married joint
claimants and $50 for married separate filers, provided their AGI is below the initial income threshold
for their filing type. This is consistent with DOA's Budget in Brief, although the bill specifies
minimum credit amounts of $50 for married joint filers and $25 for married separate filers. DOA has
submitted an errata requesting the higher minimum credit amounts. This paper assumes the bill would
be modified by adopting the DOA errata, if the Committee votes to retain the proposed credit in the
bill. In addition, the bill indicates that the income of a married joint claimant would be summed with
the income of the claimant's spouse for purposes of comparing the claimant's income to the income
thresholds. Currently, married joint filers already combine their income when preparing their return.
The DOA errata also requests that the bill be modified by deleting references to summing the income
of the claimant and spouse and substituting references to the married couple's AGI.

7. Adopting the family and individual reinvestment credit would add another calculation
to the state's individual income tax forms. While sunsetting the working families credit would remove
a tax form calculation, the new credit would be claimed by a far larger number of taxpayers than
currently claim the working families credit. Since the 2013 legislative session, the Legislature has
adopted a number of provisions seeking to simplify the calculation of individual income taxes,
including reducing the number of rates and brackets, sunsetting under-used tax credits, and
federalizing the state's treatment of changes to the Internal Revenue Code. If the Legislature's policy
goal is to target $400 million annually in tax relief to taxpayers with middle to lower levels of AGl,
other alternatives could be considered that modify existing tax provisions.

8. Earlier this session, the Legislature voted to expand the sliding scale standard deduction.
The sliding scale standard deduction targets tax relief to low and middle income taxpayers by
providing a deduction to income that phases out as AGI increases. For tax year 2019, a maximum
deduction of $20,110 is extended to married joint filers with Wisconsin AGI less than $22,599. Single
and head-of-household filers with AGI less than $15,659 receive a maximum deduction of $10,860
and $14,030, respectively. As AGI increases, each of the deduction amounts phases down, until it
equals $0 when AGI exceeds $124,279 for married joint filers and $106,160 for single and head-of-
household filers. The deduction phaseouts are based on statutory percentages for each filing type,
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except the percentage for head-of-household filers changes to the percentage for single filers when
AGI reaches a certain level. The deduction and income phaseout amounts for married separate filers
are set equal to 47.5% of the amounts for married joint filers.

9. As an alternative to the proposed family and individual reinvestment credit, the sliding
scale standard deduction could be expanded to provide approximately $400 million in annual tax
relief to roughly the same taxpayers eligible for the family and individual reinvestment credit. Table
4 compares the parameters for the tax year 2019 deduction under current law and an expanded
deduction. Under this alternative (Alternative 2), the maximum deduction and initial phaseout income
levels are increased by 23%. The phaseout percentages were decreased by 10% for married and head-
of-household filers and increased by 10% for single filers, thereby reducing the gap between single
and other filers.

TABLE 4

Sliding Scale Standard Deduction Factors Under Current Law
and Alternative Proposal, Tax Year 2019

Head-of- Married Married
Single Household* Joint Separate

Current Law
Maximum Deduction $10,860 $14,030 $20,110 $9,550
Initial Income Phaseout Level 15,659 15,659 22,599 10,729
Phaseout Percentage 12.000% 22.515% 19.778% 19.778%
Maximum Income Level 106,160 106,160 124,279 59,016

*The calculation for head-of-household filers equals that for single filers when AGI exceeds $45,807.

Alternative Proposal

Maximum Deduction $13,360 $17,260 $24,730 $11,750
Initial Income Phaseout Level 19,259 19,259 27,799 13,199
Phaseout Percentage 13.200% 22.264% 17.800% 17.800%
Maximum Income Level 120,472 120,472 166,733 79,211

*The calculation for head-of-household filers equals that for single filers when AGI exceeds $74,470.

10.  Attachment 2 displays the estimated distribution of taxpayers with a tax decrease under
this alternative for tax year 2019. Just over two million taxpayers would receive a tax decrease, or
64.4% of all tax filers. Among these taxpayers, an average tax decrease of $200 is estimated, with
married joint filers receiving an average decrease that is more than twice the average for other filers
($286 versus $139). The average tax decrease by Wisconsin AGI category would increase until
peaking at $70,000 to $90,000 for married joint filers and $30,000 to $50,000 for other filer types.
These income ranges are slightly below the midpoint of the proposed income phaseout ranges for
each filer type. Taxpayers with Wisconsin AGI between $30,000 and $125,000 would receive 83.4%
of the estimated tax decrease and would comprise 68.8% of the taxpayers with a tax decrease. The
tax year 2019 reduction in state tax collections of $404.5 million that is reflected in Attachment 2
would increase to an estimated $415.8 million in tax year 2020.
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11.  Another income tax reduction mechanism that could be employed would be an across-
the-board reduction in individual income tax rates. The Legislature chose this approach in 2013 for
the conversion of general sales and use tax proceeds from remote sellers into an income tax decrease
and re-affirmed this mechanism late last year in its enactment of 2017 Wisconsin Act 368. A 4%
reduction in each of the four marginal tax rates would reduce individual income tax collections by an
estimated $398.9 million in tax year 2019 and $423.7 million in tax year 2020 (Alternative 3), roughly
equivalent to the two-year decreases resulting from the other alternatives presented in this paper. The
income brackets for each marginal rate would remain unchanged, resulting in the following rate and
bracket structure:

TABLE 5
Rate and Bracket Structure Under Current Law and a 4% Tax Rate Reduction
Tax Year 2019

Marginal Tax Rates Single and Married Married
Current Law Alternative Head-of-Household Joint Separate

4.00% 3.84% $0 to $11,760 $0 to $15,680 $0 to $7,840

5.84 5.61 11,760 to 23,520 15,680 to 31,360 7,840 to 15,680

6.27 6.03 23,520 to 258,950 31,360 to 345,270 15,680 to 172,630

7.65 7.35 258,950 and over 345,270 and over 172,630 and over

12.  The estimated tax year 2019 distribution of taxpayers with a tax decrease under a 4%
across-the-board tax rate reduction is displayed in Attachment 3. Almost 2.3 million taxpayers would
receive a tax decrease, or 72.5% of all tax filers. Among these taxpayers, an average tax decrease of
$175 is estimated, with married joint filers receiving an average decrease that is triple the average for
other filers ($280 versus $91). This occurs because married joint filers, relative to other filers, have
higher average incomes ($108,602 versus $33,841), which subjects them to higher marginal tax rates
and results in higher average tax liabilities ($6,131 versus $1,995). For the same reason, the average
tax change would increase with income, except in two Wisconsin AGI categories. For each AGI
category, the share of the tax decrease would be roughly proportional to those taxpayers' share of net
tax liability -- taxpayers with Wisconsin AGI over $100,000 incur 66.6% of total net income tax
liabilities and would receive 66.5% of the estimated tax decrease.

13.  Background information submitted by DOA on the Governor's proposal packaged the
creation of the family and individual reinvestment credit with sunsetting the working families credit.
None of the three attachments display the effects of sunsetting the working families credit, but that
action would reduce the fiscal effect of each alternative by an estimated $50,000 annually.

14.  In tax year 1999, 166,478 claimants used $25.1 million in working families credits to
eliminate or reduce their individual income tax liability. Since then, the number of claimants and
amount of used credits have dropped dramatically, and the amount of used working families credits
has fluctuated from year to year. In tax year 2016, 259 filers used credits totaling only $76,692, and
only 307 claimants used credits totaling $106,878 in tax year 2017. The reason for the reduction in
claimants and credits is the expansion of the sliding scale standard deduction, which eliminates
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individual income tax liabilities for most taxpayers otherwise eligible for the credit. Despite the
expansion of the sliding scale standard deduction, several hundred claimants use about $100,000 in
credits each tax year, and the nature of these claimants' tax circumstances has been somewhat of a
mystery.

15. Department of Revenue distributional information relating to the combined effects of
creating the family and individual reinvestment credit and sunsetting the working families credit
reveals that about 200 taxpayers each year with incomes between $5,000 and $20,000 would
experience tax increases under the combined proposals.

16.  Nonresidents are not eligible to claim the working families credit, but Wisconsin
residents who are married to nonresidents may claim the credit using special rules. These taxpayers
pay state taxes using Form 1NPR for nonresidents and part-year residents, which requires them to
calculate their sliding scale standard deduction using their federal AGI (combined income of both
spouses). While the Wisconsin spouse may have a low Wisconsin AGI, the couple’s federal AGI may
result in a sliding scale standard deduction that is not sufficient to offset the couple's Wisconsin
income tax liability. Nonetheless, the Wisconsin spouse may be eligible to claim the working families
credit based on his or her Wisconsin AGI. Thus, the 200 or so taxpayers with a tax increase are
Wisconsin residents married to nonresidents whose federal AGI exceeds the Wisconsin spouse's
Wisconsin AGI. Their sliding scale standard deduction is not sufficient to eliminate their Wisconsin
state tax, and the Wisconsin spouse qualifies for the working families credit due to a low Wisconsin
AGI. A DOR review of the affected claimants in the tax year 2019 simulation reveals that their
average federal AGI equaled over $90,000, while their Wisconsin AGI averaged less than $9,300.
The DOR simulation is based on actual tax returns filed for tax year 2017.

17.  Converting tax year estimates to fiscal year estimates often results in one-time fiscal
effects due to timing differences between tax years and fiscal years. Frequently, the one-time effects
materialize as larger amounts in the initial fiscal year than in subsequent fiscal years. While the
preceding discussion points report amounts on a tax year basis, the following alternatives are reported
on a fiscal year basis.

18.  The one-time effects for the family and individual reinvestment credit and the sliding
scale standard deduction are both about $12.5 million, but the one-time effect of the across-the-board
tax rate reduction is estimated at $63.6 million. Under the first two alternatives, the tax relief is
targeted to low and middle income taxpayers who rely on wage withholding for the majority of their
tax payments. However, a small number of taxpayers would either adjust their withholding or lower
their estimated payments, causing part of their tax year 2020 reduction to be reflected in 2019-20 tax
collections. The across-the-board tax rate reduction would affect a larger number of taxpayers,
including taxpayers who have nonwage income. Those taxpayers make estimated quarterly tax
payments, which would likely be adjusted to reflect the lower tax rates and result in the one-time
fiscal effect. By lowering the tax rate reduction of the across-the-board tax rate decrease (Alternative
3), the fiscal effect could be set at a level comparable to the other two alternatives. However, taxpayers
would experience a smaller overall tax reduction on a tax year basis.

19. None of the alternatives assume the tax reduction would be accompanied by a
withholding table change. As a result, each alternative would be expected to increase the state's deficit
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under generally accepted accounting principles (GAAP). A withholding table change could be
required as a component of each alternative, but a higher fiscal effect would result.

ALTERNATIVES

1. Approve the Governor's proposal to create a nonrefundable individual income tax credit
beginning in tax year 2019 called the family and individual reinvestment credit, with the credit equal
to a minimum dollar amount or a percentage of the claimant's net tax liability, subject to phaseout
based on the claimant's Wisconsin AGI and filing status. Modify the credit's minimum dollar amounts
to be set at $100, instead of $50, for married joint filers, and $50, instead of $25, for married separate
filers and substitute "married couple’s adjusted gross income" for references in the bill to "the sum of
the claimant's adjusted gross income and his or her spouse's adjusted gross income™ with regard to
married joint filers. Decrease individual income tax collections by an estimated $421,550,000 in
2019-20 and $412,050,000 in 2020-21 and in each year thereafter.

ALT1 Change to
Base Bill
GPR-Tax - $833,600,000 $0

2. Delete the Governor's proposed credit, and instead, expand the sliding scale standard
deduction beginning in tax year 2019. For single filers, set the maximum deduction at $13,360, the
initial income phaseout level at $19,260, and the phaseout percentage at 13.2%. For head-of-
household filers, set the maximum deduction at $17,260, the initial income phaseout level at $19,260,
and the phaseout percentage at 22.264%, but specify that the deduction be calculated as if the claimant
is a single filer when the claimant's Wisconsin AGI results in a deduction equal to the standard
deduction for a single individual with the same AGI. For married joint filers, set the maximum
deduction at $24,730, the initial income phaseout level at $27,800, and the phaseout percentage at
17.8%. For married separate filers, set the maximum deduction at $11,750, the initial income phaseout
level $13,200, and the phaseout percentage at 17.8%. Extend these changes to individuals who may
be claimed as a dependent, based on the individual's filing status. Decrease individual income tax
collections by an estimated $417,000,000 in 2019-20 and $416,100,000 in 2020-21.

ALT?2 Change to
Base Bill

GPR-Tax- - $833,100,000  $500,000

3. Delete the Governor's proposal, and instead, reduce each of the four marginal tax rates
under current law by 4%. Set the rate for the first bracket at 3.84%, for the second tax bracket at
5.61%, for the third tax bracket at 6.03%, and for the fourth tax bracket at 7.35%, beginning in tax
year 2019. Decrease individual income tax collections by an estimated $462,500,000 in 2019-20 and
$427,700,000 in 2020-21.
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ALT 3 Change to
Base Bill

GPR-Tax - $890,200,000 - $56,600,000

4. Approve the Governor's recommendation to sunset the nonrefundable working families
tax credit, effective in tax year 2019. Increase individual income tax collections by an estimated
$50,000 annually. This alternative can be adopted in addition to another alternative.

ALT 4 Change to
Base Bill
GPR-Tax $100,000 $0
5. Take no action.
ALT5 Change to
Base Bill
GPR-Tax $0 $833,500,000

Prepared by: Rick Olin
Attachments
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ATTACHMENT 1
Estimated Distribution of Taxpayers Claiming the Family and Individual Reinvestment Credit, Tax Year 2019

All Filers Married Joint Filers

Taxpayers Receiving the Proposed Tax Credit Count % of All Taxpayers Receiving the Proposed Tax Credit Count % of All
Wisconsin Adjusted % of Amount of %of  Average of All Returnsin % of Amount of % of  Average of All  Returnsin
Gross Income Count Count Tax Credit Credit Credit  Returns AGI Class Count Count Tax Credit Credit Credit Returns AGI Class
Under $5,000 15,150 0.8% -$731,960 0.2% -$48 472,390 3.2% 80 <0.1% -$4,190 <0.1% -$52 84,230 0.1%
5,000 to 10,000 8,820 0.5 -591,760 0.1 -67 220,080 4.0 70 <0.1 -6,260 <0.1 -89 30,080 0.2
10,000 to 15,000 61,800 3.3 -3,767,230 0.9 -61 188,590 328 80 <0.1 -7,290 <01 -91 30,520 0.3
15,000 to 20,000 102,590 5.4 -8,899,850 2.2 -87 173,680 59.1 120 <0.1 -10,730 <01 -89 28,470 0.4
20,000 to 25,000 132,710 7.0 -12,698,250 3.1 -96 171,290 775 2,670 0.4 -153,800 0.1 -58 30,470 8.8
25,000 to 30,000 143,440 7.6 -13,846,390 34 -97 169,640 84.6 15,810 2.1 -1,108,260 0.5 -70 35,870 441
30,000 to 40,000 296,620 15.7 -33,144,120 8.1 -112 316,190 93.8 67,820 8.9 -6,629,370 2.9 -98 78,980 85.9
40,000 to 50,000 245,290 12.9 -38,449,560 9.4 -157 255,800 95.9 73,230 9.7 -7,978,220 34 -109 78,760 93.0
50,000 to 60,000 189,570 10.0 -39,936,920 9.8 211 197,050 96.2 73,900 9.7 -11,852,330 5.1 -160 78,200 945
60,000 to 70,000 151,010 8.0 -40,170,920 9.8 -266 156,370 96.6 75,530 10.0 -17,113,520 7.4 -227 78,870 95.8
70,000 to 80,000 121,710 6.4 -39,193,210 9.6 -322 126,060 96.5 74,690 9.8 -21,958,030 9.5 -294 77,320 96.6
80,000 to 90,000 104,040 5.5 -36,692,930 9.0 -353 107,750 96.6 73,360 9.7 -26,541,690 115 -362 75,530 97.1
90,000 to 100,000 89,350 4.7 -32,287,000 7.9 -361 92,090 97.0 69,040 9.1 -29,636,650 12.8 -429 70,670 97.7
100,000 to 125,000 141,530 7.5 -75,965,550 18.6 -537 172,630 82.0 141,530 18.7 -75,965,550 32.8 -537 144,390 98.0
125,000 to 150,000 90,620 4.8 -32,748,970 8.0 -361 104,860 86.4 90,620 11.9 -32,748,970 14.1 -361 92,490 98.0
150,000 to 200,000 0 0.0 0 0.0 N.A. 100,950 0.0 0 0.0 0 0.0 N.A. 90,420 0.0
200,000 to 250,000 0 0.0 0 0.0 N.A. 41,960 0.0 0.0 0 0.0 N.A. 37,480 0.0
250,000 to 300,000 0 0.0 0 0.0 N.A. 21,080 0.0 0 0.0 0 0.0 N.A. 18,670 0.0
300,000 to 500,000 0 0.0 0 0.0 N.A. 30,220 0.0 0 0.0 0 0.0 N.A. 26,490 0.0
500,000 to 1,000,000 0 0.0 0 0.0 N.A. 15,660 0.0 0 0.0 0 0.0 N.A. 13,610 0.0
1,000,000 and over 0 0.0 0 0.0 N.A. 7,640 0.0 0 0.0 0 0.0 N.A. 6,360 0.0
Total 1,894,250 100.0%  -$409,124,620 100.0%  -$216 3,141,990 60.3% 758,550 100.0%  -$231,714,860 100.0% -$305 1,207,880 62.8%

Other Filers . . . . .

Taxpavers Receiving the Proposed Tax Credit Count % of All - An estimated 1,894,250, or 60.3%, of all filers in 2019 would receive the family and
Wisconsin Adjusted % of Amount of % of Average  of All  Returnsin individual reinvestment tax credit. A slightly higher percentage of married joint filers
Gross Income Count Count Tax Credit Credit Credit  Returns AGI Class (62.8%) would receive the credit, than other filers (58.7%).
Under $5,000 15,070 1.3% -$727,770 0.4% -$48 388,160 3.9% - The credit is estimated to decrease individual income tax collections by $409.1 million in
5,000 to 10,000 8750 08 -585,500 0.3 67 190000 4.6 tax year 2019. Married joint filers would receive an estimated 56.6% of the decrease but
igggg %O %(5)888 18%‘7158 gg g;gg?gg éé g% iiggzg ;’gg represent only 40.0% of the total claimants. Other taxpayers would receive 43.4% of the
20,000 tg 25000 130,040 115 _1'2’544‘450 71 :96 140820 923 estimated decrease but represent 60.0% of the estimated number of claimants.
38888 %0 28888 %%ggg %(1)% %gg%i%gg 1‘715 i(ng ;gggg 82‘51 - The average tax credit is estimated at $216 in tax year 2019. The average credit is estimated

, 0 40, , . -26,514, . - , . ; iod ini i ;
40,000 to 50,000 172,060 15 130471340 179 177 177,040 97 to be higher for married joint claimants ($305) than for other claimants ($156).
50,000 to 60,000 115,670 10.2 -28,084,590 15.8 -243 118,850 97.3 - Generally, the average credit by Wisconsin AGI category would increase until reaching
60,000 to 70,000 75,480 6.6 -23,057,400 13.0 -305 77,500 97.4 the phaseout range of $125,000 to $150,000 for married joint filers and $80,000 to
;8888 %g 88888 ggggg ‘21% %%g?%gg g? ggz gg;gg ggg $100,000 for single filers. Married separate filers are included with single filers and have
’ [l ll . - ) ’ . B ’ . i 1 0,

90.000 to 100,000 20310 18 -2/650 350 15 130 21410 949 a lower income phaseout range, but represent a small percentage of total filers (about 1%).
100,000 to 125,000 0 0.0 0 0.0 N.A. 28,240 0.0 - Over 90% of all filers with a Wisconsin AGI between $30,000 and $100,000 would receive
125,000 to 150,000 0 0.0 0 0.0 N.A. 12,380 0.0 a tax credit. Tax filers not receiving the credit would include those with no tax liability,
%50'000 to %00,000 0 0.0 0 0.0 N.A. 10,530 0.0 filers whose income is above the AGI phase out threshold, part-year residents,
Zggggg :g 388888 8 88 8 88 Nﬁ gigg 88 nonresidents_, a_md individL_JaIs claimed as a single dependent on the return of another
300,000 to 500,000 0 00 0 00 N.A. 3740 0.0 taxpayer claiming the credit.
500,000 to 1,000,000 0 0.0 0 0.0 N.A. 2,050 0.0 i ; ; i
1,000,000 and over 0 0.0 0 0.0 NA. 1980 0.0 Based on a simulation of tax year 2019 by the Wisconsin Department of Revenue.
Total 1,135,700  100.0%  -$177,409,760 100.0%  -$156 1,934,110 58.7%




ATTACHMENT 2
Estimated Distribution of Taxpayers Under Alternative to Expand the Sliding Scale Standard Deduction, Tax Year 2019

All Filers Married Joint Filers

Taxpayers Receiving a Tax Decrease Count % of All Taxpayers Receiving a Tax Decrease Count % of All
Wisconsin Adjusted % of Amount of % of Average  of All  Returnsin % of Amount of % of Average of All  Returnsin
Gross Income Count Count Tax Decrease  Decrease Decrease Returns AGI Class Count Count Tax Decrease  Decrease Decrease Returns AGI Class
Under $5,000 16,950 0.8% -$199,770  <0.1% -$12 472,390 3.6% 6,230 0.7% -$73,310 <0.1% -$12 84,230 7.4%
5,000 to 10,000 14,160 0.7 -457,490 0.1 -32 220,080 6.4 4,050 0.5 -137,050 0.1 -34 30,080 135
10,000 to 15,000 69,260 34 -3,250,850 0.8 -47 188,590 36.7 3,170 0.4 -185,970 0.1 -59 30,520 10.4
15,000 to 20,000 110,770 5.5 -9,483,060 2.3 -86 173,680 63.8 2,720 0.3 -229,150 0.1 -84 28,470 9.6
20,000 to 25,000 139,970 6.9 -16,898,270 4.2 -121 171,290 81.7 5,020 0.6 -431,690 0.2 -86 30,470 16.5
25,000 to 30,000 149,640 7.4 -24,248,670 6.0 -162 169,640 88.2 17,910 2.1 -1,936,410 0.8 -108 35,870 49.9
30,000 to 40,000 306,500 15.1 -58,606,910 145 -191 316,190 96.9 72,070 8.6 -16,097,450 6. -223 78,980 91.3
40,000 to 50,000 251,990 12.4 -57,216,870 141 -227 255,800 98.5 76,680 9.2 -25,535,910 10.7 -333 78,760 97.4
50,000 to 60,000 194,490 9.6 -47,179,070 11.7 -243 197,050 98.7 76,740 9.2 -28,147,440 11.8 -367 78,200 98.1
60,000 to 70,000 154,320 7.6 -39,931,070 9.9 -259 156,370 98.7 77,660 9.3 -29,523,120 12.3 -380 78,870 98.5
70,000 to 80,000 124,300 6.1 -34,628,810 8.6 -279 126,070 98.6 76,240 9.1 -29,484,680 12.3 -387 77,320 98.6
80,000 to 90,000 105,520 5.2 -31,421,610 7.8 -298 107,750 97.9 74,540 8.9 -28,708,790 12.0 -385 75,530 98.7
90,000 to 100,000 90,390 4.5 -27,032,010 6.7 -299 92,080 98.2 69,910 8.4 -25,607,020 10.7 -366 70,670 98.9
100,000 to 125,000 165,960 8.2 -41,444,890 10.2 -250 172,630 96.1 142,760 17.1 -40,537,680 17.0 -284 144,390 98.9
125,000 to 150,000 91,180 45 -11,421,720 2.8 -125 104,870 86.9 91,180 10.9 -11,421,720 4.8 -125 92,490 98.6
150,000 to 200,000 38,890 1.9 -1,028,280 0.3 -26 100,950 38.5 38,890 4.7 -1,028,280 0.4 -26 90,420 43.0
200,000 to 250,000 20 <01 -2,490 <0.1 -125 41,960 0.0 20 <0.1 -2,490 <0.1 -125 37,480 0.1
250,000 to 300,000 0 0.0 0 0.0 N.A. 21,070 0.0 0 0.0 0 0.0 N.A. 18,670 0.0
300,000 to 500,000 0 0.0 0 0.0 N.A. 30,230 0.0 0 0.0 0 0.0 N.A. 26,490 0.0
500,000 to 1,000,000 0 0.0 0 0.0 N.A. 15,660 0.0 0 0.0 0 0.0 N.A. 13,610 0.0
1,000,000 and over 0 0. 0 0.0 N.A. 7,640 0.0 0 0.0 0 0.0 N.A. 6,360 0.0
Total 2,024,310 100.0%  -$404,451,840 100.0%  -$200 3,141,990 64.4% 835,790 100.0%  -$239,088,160 100.0% -$286 1,207,880 69.2%

T Other Filers - An estimated 2,024,310, or 64.4%, of all filers in 2019 would receive a tax decrease

axpayers Receiving a Tax Decrease Count % of All d ded slidi le standard deduction. A hiah t f ied
Wisconsin Adjusted % of Amount of % of Average  of All  Returnsin under an eiJ(pan €a sliding scale standard deduction. /A higher pe;rcen age of marre
Gross Income Count Count Tax Decrease  Decrease Decrease Returns AGI Class filers (69.2%) would receive a tax decrease, than other filers (61.5%).
Under $5,000 10,720 0.9% -$126,460 01%  -$12 388,160 2.8% - An expanded sliding scale standard deduction is estimated to decrease individual
5,000 to 10,000 10,110 0.9 -320,440 0.2 -32 190,000 5.3 income tax collections by $404.5 million in tax year 2019. Married joint filers would
10,000 to 15,000 66,090 5.6 -3,064,880 19 -46 158,070 418 receive an estimated 59.1% of the decrease but represent only 41.3% of all taxpayers
58888 '{0 20,000 108,050 9.1 -9,.253,910 5.6 -86 145,210 744 with a tax decrease. Other taxpayers would receive 40.9% of the estimated decrease but
, 0 25,000 134,950 114 -16,466,580 10.0 -122 140,820 95.8 5

25,000 to 30,000 131730 111 22312260 135 169 133770 985 represent 58.7% of the taxpayers with a tax decrease.
28888 %g 28888 ﬁgﬁg %?1; g%gggggg ig; igi %%é}lg ggg - The average tax decrease is estimated at $200 in tax year 2019. The average decrease
50:000 to 60:000 117:750 9.9 -19:031:630 115 -162 118:850 99.1 is estimated to be hlgher for married joint filers ($286) than for other filers ($139)
60,000 to 70,000 76,660 6.5 -10,407,950 6.3 -136 77,500 98.9 . . . . .
70.000 to 80 000 48,060 4.0 5144130 31 107 48,750 08 6 - The average tax decrease by Wisconsin AGI category would increase until peaking at
80:000 to 90:000 30:980 2.6 -2:712:820 1.6 -88 32:220 96.2 $70,000 to $90,000 for married joint filers and $30,000 to $60,000 for other filer types.
90,000 to 100,000 20,480 1.7 -1,424,990 0.9 -70 21,410 95.7 These income ranges are slightly below the midpoint of the income phaseout ranges for
100,000 to 125,000 23,200 2.0 -907,210 0.5 -39 28,240 82.2 each filer type.
125,000 to 150,000 0 0.0 0 0.0 N.A. 12,380 0.0
150,000 to 200,000 0.0 0 0.0 N.A. 10,530 0.0 - Over 90% of all filers with a Wisconsin AGI between $30,000 and $125,000 would
200,000 to 250,000 0 0.0 0 0. N.A. 4,480 0.0 receive a tax decrease. Tax filers not receiving a decrease would include those with no
250,000 to 300,000 0 0.0 0 0.0 N.A. 2,400 0.0 tax liability and filers whose income is above the income phaseout thresholds.
300,000 to 500,000 0 0.0 0 0.0 N.A 3,740 0.0
500,000 to 1,000,000 0 0.0 0 0.0 N.A. 2,050 0.0 Based on a simulation of tax year 2019 by the Wisconsin Department of Revenue.
1,000,000 and over 0 0.0 0 0.0 N.A. 1,280 0.0
Total 1,188,520 100.0%  -$165,363,680 100.0%  -$139 1,934,110 61.5%



ATTACHMENT 3

Estimated Distribution of Taxpayers Under Across-the-Board Tax Rate Reduction Alternative, Tax Year 2019

All Filers Married Joint Filers

Taxpayers Receiving a Tax Decrease Count % of All Taxpayers Receiving a Tax Decrease Count % of All
Wisconsin Adjusted % of Amount of % of Average  of All Returnsin % of Amount of % of Average of All  Returnsin
Gross Income Count Count Tax Decrease  Decrease Decrease Returns AGI Class Count Count Tax Decrease  Decrease Decrease Returns AGI Class
Under $5,000 37,150 1.6% -$149,920 <0.1% -$4 472,390 7.9% 12,180 1.2% -$63,650 <0.1% -$5 84,230 14.5%
5,000 to 10,000 26,420 1.2 -263,860 0.1 -10 220,080 12.0 6,910 0.7 -102,220 <0.1 -15 30,080 23.0
10,000 to 15,000 70,980 3.1 -497,700 0.1 -7 188,590 37.6 5,040 0.5 -123,440 <0.1 -24 30,520 16.5
15,000 to 20,000 114,340 5.0 -1,348,890 0.3 -12 173,680 65.8 4,070 0.4 -137,190 <0.1 -34 28,470 14.3
20,000 to 25,000 142,600 6.3 -2,768,090 0.7 -19 171,290 83.3 6,020 0.6 -168,610 0.1 -28 30,470 19.8
25,000 to 30,000 151,720 6.7 -4,445,630 1.1 -29 169,640 89.4 18,890 1.9 -358,720 0.1 -19 35,870 52.7
30,000 to 40,000 309,670 13.6 -13,998,090 35 -45 316,190 97.9 73,670 7.3 -2,152,810 0.8 -29 78,980 93.3
40,000 to 50,000 254,330 11.2 -17,820,360 4.5 -70 255,800 99.4 77,960 7.7 -4,220,570 15 -54 78,760 99.0
50,000 to 60,000 196,290 8.6 -18,684,340 4.7 -95 197,050 99.6 77,760 7.7 -6,363,240 2.2 -82 78,200 99.4
60,000 to 70,000 155,910 6.8 -18,725,590 4.7 -120 156,370 99.7 78,590 7.8 -8,643,590 3.0 -110 78,870 99.6
70,000 to 80,000 125,760 5.5 -18,301,940 4.6 -146 126,070 99.8 77,100 7.6 -10,665,600 3.8 -138 77,320 99.7
80,000 to 90,000 107,540 4.7 -18,475,290 4.6 -172 107,750 99.8 75,380 7.4 -12,571,140 4.4 -167 75,530 99.8
90,000 to 100,000 91,970 4.0 -18,264,850 4.6 -199 92,080 99.9 70,590 7.0 -13,776,390 49 -195 70,670 99.9
100,000 to 125,000 172,420 7.6 -42,144,120 10.6 -244 172,630 99.9 144,250 14.2 -35,083,050 124 -243 144,390 99.9
125,000 to 150,000 104,770 4.6 -32,252,650 8.1 -308 104,870 99.9 92,420 9.1 -28,410,400 10.0 -307 92,490 99.9
150,000 to 200,000 100,810 4.4 -39,389,190 9.9 -391 100,950 99.9 90,330 8.9 -35,248,870 12.4 -390 90,420 99.9
200,000 to 250,000 41,840 1.8 -21,355,220 5.4 -510 41,960 99.7 37,420 3.7 -19,063,590 6.7 -509 37,480 99.8
250,000 to 300,000 21,000 0.9 -13,271,690 3.3 -632 21,070 99.7 18,640 1.8 -11,740,610 4.1 -630 18,670 99.8
300,000 to 500,000 29,830 1.3 -27,132,660 6.8 -910 30,230 98.7 26,170 2.6 -23,643,590 8.3 -903 26,490 98.8
500,000 to 1,000,000 15,520 0.7 -27,467,980 6.9 -1,770 15,660 99.1 13,520 1.3 -23,875,940 8.4 -1,766 13,610 99.3
1,000,000 and over 7,470 0.3 -62,148,010 15.6 -8,320 7,640 97.8 6,250 0. -46,997,660 16.6 -7,520 6,360 98.3
Total 2,278,340  100.0%  -$398,906,070 100.0%  -$175 3,141,990 72.5% | 1,013,160 100.0%  -$283,410,880 100.0% -$280 1,207,880 83.9%

Other Filers

Taxpayers Receiving a Tax Decrease Count % of All - An estimated 2,278,340, or 72.5%, of all filers in 2019 would receive a tax decrease under
Wisconsin Adjusted % of Amount of %of  Average of All Returnsin an across-the-hoard tax rate reduction. A higher percentage of married filers (83.9%)
Gross Income Count Count Tax Decrease  Decrease Decrease Returns AGI Class would receive a tax decrease, than other filers (65.4%).
Under $5,000 24,970 2.0% -$86,270 0.1% -$3 388,160 6.4% L. . o .
5,000 to 10,000 19,510 15 -161,640 0.1 -8 190,000 10.3 - An across-the-board tax rate reduction is estimated to decrease individual income tax
10,000 to 15,000 65,940 5.2 -374,260 0.3 -6 158,070 1.7 collections by $398.9 million in tax year 2019. Married joint filers would receive an
15,000 to 20,000 110,270 8.7 -1,211,700 1.0 -11 145,210 75.9 estimated 71.0% of the decrease but represent only 44.5% of all taxpayers with a tax
20,000 to 25,000 136,580 10.8 -2,599,480 2.3 -19 140,820 97.0 decrease. Other taxpayers would receive 29.0% of the estimated decrease but represent
25,000 to 30,000 132,830 105 -4,086,910 3.5 -31 133,770 99.3 55.5% of the taxpayers with a tax decrease.
30,000 to 40,000 236,000 18.7 -11,845,280 10.3 -50 237,210 99.5
40,000 to 50,000 176,370 13.9 -13,599,790 11.8 =77 177,040 99.6 - The average tax decrease is estimated at $175 in tax year 2019. The average decrease is
50,000 to 60,000 118,530 9.4 -12,321,100 107 -104 118,850 997 estimated to be higher for married joint filers ($280) than for other filers ($91).
60,000 to 70,000 77,320 6.1 -10,082,000 8.7 -130 77,500 99.8
70,000 to 80,000 48,660 3.8 -7,636,340 6.6 -157 48,750 9938 - The average tax change would increase with Wisconsin AGI. The relationship between
80,000 to 90,000 32,160 2.5 -5,904,150 5.1 -184 32,220 99.8 share of tax decrease and share of net taxes paid is proportional. Taxpayers with
90,000 to 100,000 21,380 L7 -4,488,460 3.9 -210 21,410 99.9 Wisconsin below $100,000 would receive 33.5% of the tax decrease, and their share of
100,000 to 125,000 28,170 2.2 -7,061,070 6.1 -251 28,240 99.8 ! : e ! .

' ' ' Yy ' net tax equals 33.4%. Taxpayers with Wisconsin AGI above $100,000 would receive

125,000 to 150,000 12,350 1.0 -3,842,250 3.3 -311 12,380 99.8 o . o
150,000 to 200,000 10,480 0.8 -4,140,320 3.6 -395 10,530 99.5 66.5% of the tax decrease, and their share of net taxes equals 66.6%.
gggggg :g 388888 gggg gg iégiggg ig gig gjgg gg; - Over 95% of all filers with a Wisconsin AGI above $30,000 would receive a tax decrease.
300:000 to 500:000 3:660 0.3 -3:489:070 3.0 -953 3z740 97.9 Tax filers not receiving a decrease would include those with no tax liability.
500,000 to 1,000,000 2,000 0.2 -3,592,040 3.1 -1,796 2,050 97.6 . . . .
1,000,000 and over 1,220 0. -15,150,350 13.1 112,418 1.280 95.3 Based on a simulation of tax year 2019 by the Wisconsin Department of Revenue.
Total 1,265,180 100.0%  -$115495,190 100.0% -$91 1,934,110 65.4%
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Internal Revenue Code Update
(General Fund Taxes -- Income and Franchise Taxes)

[LFB 2019-21 Budget Summary: Page 136, #4]

CURRENT LAW

State individual income tax and corporate income/franchise tax provisions are generally
referenced to definitions under federal law. With limited exceptions, changes to federal law take
effect for state purposes only after action by the Legislature. Generally, the Legislature reviews
the previous year's federal law changes each year to update state references to the Internal Revenue
Code (IRC). Under current law, state tax references generally refer to IRC provisions enacted as
of December 31, 2017.

GOVERNOR

Update references to the IRC under the individual and corporate income/franchise taxes. For
tax years beginning after December 31, 2013, and before January 1, 2017, create provisions
adopting selected IRC provisions in P.L. 115-141, the Consolidated Appropriations Act of 2018,
which made technical corrections to the Protecting Americans from Tax Hikes Act of 2015 (P.L.
114-113) and the Surface Transportation and Veterans Health Care Choice Improvement Act of
2015 (P.L. 114-41). In addition, adopt P.L. 115-141 provisions making technical corrections to the
American Jobs Creation Act of 2004 (P.L. 108-357) for purposes of the IRC definition in the 2013
Wisconsin Statutes for tax years beginning after December 31, 2003, and before January 1, 2005.
Limit the current law definition of the IRC for tax years beginning after December 31, 2017 to
apply only to tax years beginning before January 1, 2019, but specify that selected provisions of
the Disaster Tax Relief and Airport Airway Extension Act of 2017 (P.L. 115-63) and the Tax Cuts
and Jobs Act of 2017 (P.L. 115-97) first apply for Wisconsin purposes for tax years beginning
after December 31, 2017, rather than at the same time as for federal purposes. For tax years
beginning after December 31, 2018, create provisions adopting IRC provisions in effect as of
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December 31, 2018, with exceptions. Specify that the provisions of federal public laws that directly
or indirectly affect the IRC apply for state tax purposes at the same time as for federal tax purposes,
with exceptions, and specify that the definition of the IRC does not include amendments to the
IRC enacted after December 31, 2018. Repeal obsolete provisions pertaining to tax years
beginning after December 31, 2004, and before January 1, 2006. The Department of
Administration (DOA) has submitted an errata seeking a technical modification to the bill to
achieve this affect.

Increase individual income and corporate income/franchise taxes by an estimated
$187,850,000 in 2019-20, $174,450,000 in 2020-21, $250,675,000 in 2021-22, and $224,625,000
in 2022-23. Most of the fiscal effect is attributable to provisions in the Tax Cuts and Jobs Act of
2017, which results in tax increases estimated at $189,650,000 in 2019-20, $175,350,000 in 2020-
21, $251,575,000 in 2021-22, and $225,525,000 in 2022-23, due to seven provisions not
previously adopted in 2017 Wisconsin Act 231: (a) loss limitation for taxpayers other than
corporations; (b) amortization of research and experimental expenditures; (c) accounting rules for
accrual method taxpayers; (d) limitation on the deduction for business interest; (e) limitation on
the deduction for entertainment, amusement, and recreation expenses; (f) limitation on the
deduction of Federal Deposit Insurance Corporation premiums; and (g) modification of the
limitation on the deduction for highly paid individuals. The remainder of the fiscal effect is
attributable to provisions in the Bipartisan Budget Act of 2018 that would reduce general fund tax
revenues by an estimated $1,800,000 in 2019-20 and $900,000 in 2020-21 and thereafter.

DISCUSSION POINTS

1. State references to federal law generally provide greater simplicity for taxpayers in
preparing returns and reduce the administrative burden and cost for both taxpayers and the
Department of Revenue (DOR) in assuring compliance with tax laws. The IRC references are used to
determine which items of income are subject to taxation prior to specific state modifications. The state
uses separate tax rates and brackets and separate provisions regarding standard deductions, personal
exemptions, itemized deductions, and tax credits.

2. During the last legislative session, the Legislature adopted IRC provisions in effect as of
December 31, 2017, although certain IRC provisions were excluded from the adoption. Since then,
three federal laws have been enacted that affect the IRC. These include the Bipartisan Budget Act of
2018 (P.L. 115-123), the Consolidated Appropriations Act of 2018 (P.L. 115-141), and the John S.
McCain National Defense Authorization Act for Fiscal Year 2019 (P.L. 115-232). Enacted in 2018,
the three acts were federal spending measures pertaining to federal fiscal years 2018 and 2019. These
acts also included an assortment of federal tax provisions.

3. The Department of Revenue reports that adopting the provisions in the John S. McCain
National Defense Authorization Act would not affect state tax collections. The two other acts included
technical provisions relating to preceding tax years. The Consolidated Appropriations Act made
technical corrections to IRC provisions that had been enacted in 2015. Wisconsin had previously
adopted the 2015 provisions, so the bill would adopt the technical corrections and extend the
corrections to tax years 2014, 2015, and 2016. Two provisions that had expired were extended by the
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Bipartisan Budget Act through tax year 2017, and the bill would adopt these provisions retroactively
for tax year 2017. The preceding provisions are technical in nature and would not have a fiscal effect.

4. Since 2000, a number of federal tax provisions have been enacted and renewed on a
temporary basis. Over 30 of these provisions expired at the end of 2016 and were not renewed during
2017. The Bipartisan Budget Act (BBA) extended these provisions for one to four years, with the
extension retroactive to tax year 2017. Several of the provisions were adjustments to income, but
these provisions expired at the end of one year (2017). Many of the other expiring provisions relate
to federal tax credits, which are not tied to state tax provisions. Other provisions in the federal act
relate to tax relief for hurricane and California wildfire victims or to federal excise taxes. For these
reasons, federalizing most of the provisions in the BBA would not affect state tax collections.

5. Nonetheless, there are two provisions in the BBA that would result in a state fiscal effect
if adopted by the state. Because some provisions would apply retroactively to tax year 2018, these
provisions have a larger tax effect in 2019-20 than in 2020-21. These provisions are estimated to
decrease income and franchise tax collections by an estimated $2,150,000 in 2019-20 and $1,500,000
in 2020-21:

Qualified Opportunity Zones. Federal law allows states to designate certain low-income census
tracts as qualified opportunity zones, and taxpayers may exclude certain capital gains from their
taxable income if the gain is reinvested in a qualified opportunity zone within 180 days. The BBA
designates each low-income census tract in Puerto Rico as a qualified opportunity zone. Because a
limited number of Wisconsin taxpayers are likely to make a qualifying investment, a minimal effect
on state revenues is estimated, reducing individual income tax collections by $1,250,000 in 2019-20
and $900,000 in 2020-21 and annually thereafter.

Contract Employees Serving in a Combat Zone. The BBA allows contractors or employees of
contractors supporting the U.S. Armed Forces in designated combat zones to exclude their foreign
earned income for tax purposes even if the individual has an abode in the United States. Adopting this
provision would reduce individual income tax collections by an estimated $900,000 in 2019-20 and
$600,000 in 2020-21 and annually thereafter.

6. A third provision of the BBA directs the IRS to modify existing regulations related to
hardship distributions from retirement plans by generally relaxing certain restrictions on taking a
hardship distribution. Because contributions to retirement plans are generally made on a pre-tax basis,
except for ROTHSs, withdrawals are subject to tax. Wisconsin taxpayers making IRS-permitted
hardship withdrawals from retirement plans are likely to do so regardless of whether Wisconsin
adopts this provision. DOA indicates that this provision would increase individual income tax
collections by an estimated $600,000 in 2019-20 and $600,000 in 2020-21 and annually thereafter.
Because Wisconsin will receive these additional revenues even if the provision is not adopted, this
paper does not assign a fiscal effect to this provision. Further, the revenues related to the provision
have been incorporated into this office's May, 2019, revenue estimates.

7. A fourth provision under the BBA extends the energy efficient commercial building
deduction for one year and would result in an estimated $400,000 decrease in corporate
income/franchise tax collections in 2019-20. This provision is extended under Section 179 of the IRC.
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Its adoption by the Legislature is unnecessary because Wisconsin automatically adopts Section 179
changes under an existing statutory provision [s. 71.98(4)]. If the Committee wants to adopt the
technical provisions of the Bipartisan Budget Act but exclude the two preceding items (qualified
opportunity zones and contract employees serving in a combat zone) from the IRC update due to their
fiscal effect, the Committee could adopt Alternative 2.

8. Adopting the Consolidated Appropriations Act is not expected to result in a state fiscal
effect because the Act's IRC changes consist of technical corrections to the federal Tax Cuts and Jobs
Act of 2017 (P.L. 115-97). Wisconsin adopted many of the Tax Cuts and Jobs Act changes in 2018
when it enacted 2017 Wisconsin Act 231, which also adopted some provisions from the Disaster Tax
Relief and Airport Airway Extension Act of 2017 (P.L. 115-63). However, Act 231 did not adopt
certain provisions in the Tax Cuts and Jobs Act. The bill would adopt seven provisions from the Tax
Cuts and Jobs Act (the Act) that were excluded from Act 231. Each of these provisions is described
below.

9. Loss Limitation for Pass-Through Taxpayers. Under the individual income tax,
taxpayers may deduct business losses from their regular income, subject to certain limitations. For
example, passive losses and excess farm losses cannot be deducted in the year incurred, but can be
carried forward. For tax years 2018 through 2025, the Act limits the amount of business losses by not
allowing excess business losses to be deducted. The Act defines excess business loss as the taxpayer's
aggregate deductions for business purposes that exceed the sum of the taxpayer's gross income or gain
plus $500,000 for married joint filers or $250,000 for other types of filers. Excess business losses may
be carried forward and claimed under net operating loss provisions, as amended by the Act. Also for
tax years 2018 through 2025, the limitation relating to excess farm losses does not apply. Excess farm
losses comprise losses occurring in the same year that certain farm subsidies are received, provided
the farm is not a C corporation. For purposes of calculating adjusted gross income, the excess business
loss limitation created by the Act applies after passive loss rules. Adopting this provision beginning
in tax year 2019 would increase state individual income tax collections by an estimated $70,400,000
in 2019-20, $66,300,000 in 2020-21, $61,650,000 in 2021-22, and $47,700,000 in 2022-23.

10. Amortization of Research Expenses. Most business expenses associated with the
development or creation of an asset that has a useful life beyond the current year must be capitalized
and depreciated over the useful life of the asset. However, researchers can elect to immediately deduct
reasonable research or experimentation expenditures associated with the development or creation of
a business asset. Researchers also may elect to amortize such expenditures over a five-year or 10-year
period, rather than capitalize such expenditures under uniform capitalization rules. The Act requires
research and experimental expenditures to be capitalized and amortized ratably over a five-year
period. Expenditures attributable to research conducted outside of the United States must be
capitalized and amortized ratably over a period of 15 years. The election to immediately expense such
costs was repealed. The Act also expands the definition of research or experimental expenditures to
include expenditures for software development, as well as depreciation and depletion allowances for
property other than land that is depreciated or depleted in connection with research or
experimentation. This provision takes effect in taxable years beginning after December 31, 2021.
Because this provision was enacted with a delayed effective date, state adoption of this provision
would not affect state tax revenues in the 2019-21 biennium. However, adoption of this provision
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would increase state tax revenues by an estimated $76,850,000 in 2021-22 and $83,175,000 in 2022-
23.

11.  Accounting Rules for Accrual Method Taxpayers. Gross income is generally taxable in
the tax year in which the money, property, or service is received, with exceptions to permit deferral
of gross income related to advance payments. The Act requires an accrual method taxpayer to
recognize income no later than the taxable year in which such income is taken into account as revenue
in an applicable financial statement, with an exception for taxpayers without an applicable or other
specified financial statement. The Act codifies the current deferral method of accounting for advance
payments for goods, services, and other specified items to allow accrual method taxpayers to elect to
defer the inclusion of income associated with advance receipt if such income is also deferred for
financial statement purposes. The Act also repeals special rules that apply to the accrual of interest
for original issue discount debt instruments (other than mortgage servicing contracts) that have an
applicable financial statement, and the change in accounting for such debt instruments must be taken
into account ratably over six taxable years. State adoption of this provision beginning in tax year 2019
would increase tax revenues by an estimated $10,450,000 in 2019-20, $7,925,000 in 2020-21,
$5,350,000 in 2021-22, and $2,775,000 in 2022-23.

12.  Limitation on Deduction for Interest. Under state and federal law, interest paid or
accrued by a business was generally deductible from taxable income prior to tax year 2018, with
certain limitations. However, deductible interest on indebtedness allocable to property held for
investment was generally limited to net investment income for the taxable year, provided interest
exceeded 2% of AGI. Investment interest that could not be deducted could be carried forward to the
following year. A deduction could be disallowed for disqualified interest paid involving related parties
or to a taxable real estate investment trust subsidiary if the payor's debt-to-equity ratio exceeded 1.5
to 1.0 and the payor's net interest expense exceeded 50% of AGI.

In general, the deduction for business interest is limited under the Act to the sum of: (a) business
interest income; (b) 30% of the taxpayer's adjusted taxable income (ATI); and (c) floor plan financing
interest of the taxpayer for the taxable year. Business interest income means any interest paid or
accrued on indebtedness allocable to a trade or business, but does not include investment interest or
investment income. ATl means taxable income of the taxpayer computed without regard to any: (1)
item of income, gain, deduction, or loss not properly allocable to the trade or business; (2) business
interest or interest income; (3) net operating loss deduction; and (4) the 20% deduction for certain
pass-through income. Wages are not included in ATI. For tax years 2018 through 2021, ATI is
computed without regard to deductions allowable for depreciation, amortization, or depletion. Floor
plan financing interest includes any interest on indebtedness used to finance any self-propelled
vehicles (such as on the floor of a car dealership) and is not subject to the deduction limitation, but
not on indebtedness used to finance construction machinery and equipment.

Any deduction disallowed as a result of the limit for business interest may be carried forward
indefinitely for use in future years. The deduction limit for partnerships and S corporations is
computed at the entity level, and special rules apply, generally to prevent double counting of the
deduction limit at the entity-level and at the partner or shareholder level. The following entities are
exempt from the deduction limit: (a) taxpayers with average gross receipts of less than $25 million
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over the prior three taxable years; (b) certain regulated public utilities; (c) most businesses engaged
in real property development, construction, rental, leasing, or brokerage activities; and (d) farming
businesses, as well as certain agricultural or horticultural cooperatives. A farming business that claims
this exemption must use straight line depreciation for property that has a recovery period of ten years
or more. Adopting this provision beginning in tax year 2019 at the state level would increase state tax
revenues by an estimated $87,000,000 in 2019-20, $83,500,000 in 2020-21, $89,900,000 in 2021-22,
and $78,225,000 in 2022-23.

13.  Limitation on Employers Deduction for Entertainment, Amusement, and Recreation
Expenses. Deductions are not allowed for expenses related to activities that are considered
entertainment, amusement, or recreation, or expenses for a facility (like aircraft) used for such
purpose. However, prior to 2018, taxpayers could deduct certain expenses equal to: (a) 50% of
entertainment expenses that are directly related to a taxpayer's active trade or business; and (b) 50%
of food and beverages provided to employees. The Act repeals the deduction allowed under "a."
Under state and federal de minimis fringe benefit provisions prior to the Act, food and beverages
provided to employees through an eating facility operated by the employer that is located on or near
the employer's business premises and that meets certain requirements could be deducted by the
employer. The Act limits the deduction to food and beverages provided for the convenience of the
employer and reduces the deductible amount to 50% for amounts incurred and paid after December
31, 2017. However, for amounts paid or incurred after December 31, 2025, such expenses cannot be
deducted. It is estimated that state adoption of these provisions would increase tax revenues by an
estimated $10,050,000 in 2019-20, $8,225,000 in 2020-21, $8,350,000 in 2021-22, and $6,375,000
in 2022-23.

14.  Limitation on FDIC Premium Deduction. Under the Act, beginning in tax year 2018,
bank and financial institution payments of Federal Deposit Insurance Corporation (FDIC) premiums
are no longer deductible if paid or incurred by a taxpayer with total consolidated assets of $50 billion
or more. For taxpayers with such assets of less than $10 billion, FDIC premiums are 100% deductible.
For taxpayers with such assets of between $10 billion and $50 billion, the applicable percentage of
the deduction is prorated over that range (for example, if the taxpayer has $20 billion of such assets,
25% of FDIC premiums are taxable). State adoption of this provision beginning in tax year 2019
would increase tax revenues by an estimated $7,250,000 in 2019-20, $5,800,000 in 2020-21,
$5,875,000 in 2021-22, and $4,575,000 in 2022-23.

15.  Limitation on Deduction for Highly Paid Individuals. Salaries, wages, and other forms
of remuneration to officers of a business are deductible. However, deductible compensation expenses
in the case of a "publicly held corporation” are limited to no more than $1 million per year for each
"covered employee.” A covered employee generally means the principal executive officer and the
three most highly compensated officers as of the last day of the tax year (four covered employees).
Certain types of remuneration are not included when calculating the deduction limit. The Act
generally expands applicability of the $1 million deduction limit by:

a. Expanding the definition of a publicly held corporation to include all domestic
publicly traded corporations, including large private C corporations or S corporations that are not
publicly traded;

Page 6 General Fund Taxes -- Income and Franchise Taxes (Paper #316)



b.  Including remuneration paid on a commission basis and performance-based
compensation;

C. Expanding the definition of a covered employee to also include the principal financial
officer, in addition to the principal executive officer and the three most highly compensated
officers (five covered employees);

d. Including any individual that holds the position of principal executive officer or
principal financial officer at any time during the taxable year; and

e. Requiring that an individual who is a covered employee, beginning in tax year 2017,
remains a covered employee subject to the $1 million deduction limit with respect to compensation
otherwise deductible in subsequent years, including years in which the individual is no longer
employed by the corporation and in years after the employee has died.

As a result, the number of covered employees under the Act may exceed five, and deferred
compensation paid to a covered employee, or the beneficiary of a covered employee, is subject to
the $1 million deduction limit. A transition rule applies that grandfathers written binding contracts
in effect on November 2, 2017. However, a contract is considered a new contract if it is renewed
or if there has been a material modification to its terms. State adoption of this provision beginning
in tax year 2019 would increase tax revenues by an estimated $4,500,000 in 2019-20, $3,600,000
in 2020-21, $3,600,000 in 2021-22, and $2,700,000 in 2022-23.

16.  The preceding provisions related to the Tax Cuts and Jobs Act would increase individual
and corporate income/franchise tax collections by an estimated $189,650,000 in 2019-20,
$175,350,000 in 2020-21, $251,575,000 in 2021-22, and $225,525,000 in 2022-23. If the Committee
agrees with the 2017 Legislature's decision to exclude these provisions from state tax provisions, the
Committee could remove them from the proposal, either selectively or en masse (Alternative 3).
Excluding all seven items from the definition of the Internal Revenue Code would decrease state
income and franchise tax collections by an estimated $365,000,000 in the biennium, relative to the
bill. Relative to current law, removing the items from the bill would not affect state income and
franchise tax collections.

17.  The fiscal effects of the individual IRC provisions identified in the preceding
descriptions sum to lower totals in both years than the amounts reported by DOA. As a result, adopting
all of the provisions identified in this paper would increase state tax collections by an estimated
$361,350,000 in the 2019-21 biennium, or $950,000 less than the $362,300,000 amount originally
estimated.

18. On May 1, 2019, DOA submitted an errata seeking a technical modification to the IRC
provisions. Under current law, the IRC definition excludes a federal provision requiring estimated tax
payments for insurance companies. The bill's creation of the IRC definition for tax years beginning
after December 31, 2018, would continue that exclusion. However, the IRC provision was repealed
by the Tax Cuts and Jobs Act. The technical modification would delete the bill's references to the
repealed IRC provision and would not have a fiscal effect.
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ALTERNATIVES

1.  Approve the Governor's recommendation to update state income and franchise tax
references to the Internal Revenue Code, including the technical modification submitted by DOA.
Reestimate increased general fund tax revenues of $187,500,000 in 2019-20 and $173,850,000 in
2020-21 under the bill.

ALT1 Change to
Base Bill

GPR-Tax  $361,350,000 -$950,000

2. Approve the Governor's recommendation to update state income and franchise tax
references to the Internal Revenue Code, including the technical modification submitted by DOA,
except exclude sections in the Bipartisan Budget Act of 2018 (P.L. 115-123) related to qualified
opportunity zones (section 41115) and civilians serving in a combat zone (section 41116). The
retirement plan provisions related to hardships (sections 41113 and 41114) would be adopted since
those provisions have no fiscal effect. Relative to the bill, this alternative would increase state tax
collections by an estimated $1,800,000 in 2019-20 and $900,000 in 2020-21. The Tax Cuts and Jobs
Act changes described in this paper would be adopted, increasing income and franchise tax collections
by an estimated $365,000,000 in the biennium, reflected as Change to Base.

ALT?2 Change to
Base Bill

GPR-Tax  $365,000,000 $2,700,000

3. Approve the Governor's recommendation to update state income and franchise tax
references to the Internal Revenue Code, including the technical modification submitted by DOA,
except exclude the following sections in the Tax Cuts and Jobs Act of 2017 (P.L. 115-97). Relative
to the bill, excluding all of the sections would decrease state tax collections by an estimated
$190,000,000 in 2019-20 and $175,950,000 in 2020-21. The Bipartisan Budget Act changes
described in this paper would be adopted, decreasing income and franchise tax collections by an
estimated $3,650,000 in the biennium, reflected as Change to Base. Exclude the following sections
of P.L. 115-97 from the definition of the Internal Revenue Code under the state income and franchise
tax (GPR-Tax change to bill):

a. Section 11012, relating to loss limitation for pass-through taxpayers (-$136,700,000);
b. Section 13206, relating to amortization of research expenses ($0);

C. Section 13221, relating to accounting rules for accrual method taxpayers (-$18,375,000);
d. Section 13301, relating to limitation on the deduction for interest (-$170,500,000);

e. Section 13304 (a), (b), and (d), relating to limitation on the deduction for entertainment,
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amusement, and recreation expenses (-$18,275,000);
f. Section 13531, relating to limitation on FDIC premium deduction (-$13,050,000); and

g. Section 13601, relating to the limitation on the deduction for highly paid individuals
(-$8,100,000).

ALT 3 Change to
Base Bill

GPR-Tax -$3,650,000 - $365,950,000

4. Take no action (the Change to Bill reflects reversing DOA's original fiscal effect).

ALT 4 Change to
Base Bill

GPR-Tax $0 - $362,300,000

Prepared by: Rick Olin and Sean Moran
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June, 2019 Joint Committee on Finance Paper #317

Earned Income Tax Credit -- Current Law Sum Sufficient Reestimate
(General Fund Taxes -- Income and Franchise Taxes)

[LFB 2019-21 Budget Summary: Page 137, #6]

CURRENT LAW

The earned income tax credit (EITC) is offered at both the federal and state levels as a
means of providing assistance to lower-income workers. The state EITC is calculated as a
percentage of the federal credit. The state, therefore, uses federal definitions and eligibility
requirements for purposes of the EITC, except that the state does not provide a credit to individuals
without children. Both the federal and state credits are refundable -- if the credit exceeds the
amount of tax due, a check is issued for the difference.

The credit is calculated based on family size, filing status, and the amount of earned income
(although the credit can also be affected by adjusted gross income). Individuals without earned
income are not eligible for the credit. The income limits and maximum federal credit amounts are
adjusted annually for changes in inflation.

The state EITC is funded with a combination of GPR and federal temporary assistance for
needy families (TANF) funding transferred from the Department of Children and Families. The
GPR portion is provided through a sum sufficient appropriation and covers the balance of the cost
of the credit.

Base funding for the credit is $100,600,000 ($30,900,000 GPR and $69,700,000 TANF).

GOVERNOR

Decrease the estimated cost of the program by $1,600,000 in 2019-20 and $200,000 in 2020-
21. The cost of the credit under current law is reestimated at $99,000,000 in 2019-20 and
$100,400,000 in 2020-21.
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MODIFICATION

Reestimate the total amount of credit payments at $95,700,000 in 2019-20 and $97,400,000
in 2020-21, decreases of $4,900,000 in 2019-20 and $3,200,000 in 2020-21, relative to the base
level. Relative to the amounts in the bill, the reestimates reflect reductions of $3,300,000 in 2019-
20 and $3,000,000 in 2020-21. These decreases equate to GPR expenditure reductions. Estimate
the amount of the GPR appropriation at $26,000,000 in 2019-20 and $27,700,000 in 2020-21 to
reflect this reestimate. The TANF funding for the credit would remain unchanged relative to base
level funding at $69,700,000 annually.

Explanation: The modification reflects a reduction in the estimated total cost of the credit
compared to the bill, based on more recent claims data for the current year. The total cost of
the credit in 2018-19 is now estimated at $95,200,000, compared to the base level of
$100,600,000 and the November reestimate of $98,700,000. On a year-to-year basis, the
reestimates reflect estimated increases in total credit funding of 0.5% in 2019-20 and 1.8% in
2020-21.

Change to
Base Bill

GPR - $8,100,000 - $6,300,000

Prepared by: Rick Olin

Page 2 General Fund Taxes -- Income and Franchise Taxes (Paper #317)



Legislative Fiscal Bureau
One East Main, Suite 301 * Madison, WI 53703 « (608) 266-3847 « Fax: (608) 267-6873
Email: fiscal.bureau@legis.wisconsin.gov « Website: http:/legis.wisconsin.gov/Ifb

June, 2019 Joint Committee on Finance Paper #318

Homestead Tax Credit -- Current Law Reestimate
(General Fund Taxes -- Income and Franchise Taxes)

[LFB 2019-21 Budget Summary: Page 138, #7]

CURRENT LAW

The homestead tax credit is a refundable income tax credit based on a formula that takes
into account a tax filer's household income and property tax or rent paid during a tax year. To
qualify for the credit, a claimant must be at least 18 years or older, must own or rent his or her
residence, and must have household income under the maximum income level of $24,680.
Claimants do not need to have a tax liability or income in order to receive the credit, although
claimants must have earned income unless the claimant, or the claimant's spouse, is at least 62
years of age or disabled. For purposes of calculating the credit, household income is adjusted
downward by $500 for each dependent to account for family size.

For claimants with income of $8,060 or less, a credit is equal to 80% of property taxes or
rent constituting property taxes up to a maximum of $1,460 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. The maximum credit is $1,168.

The credit is phased out for claimants with household income between $8,060 and $24,680,
at which point the credit equals zero. For claimants with less than $1,460 in allowable rent or
property taxes, the credit is reduced at lower income levels. The credit formula can be expressed
as a mathematical equation for individuals with income between $8,060 and $24,680 as follows:

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

In 2017-18, homestead tax credit claims totaled $83,465,017. Because the credit is
refundable, it is reflected as a GPR expenditure.
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GOVERNOR

Decrease funding by $6,000,000 in 2019-20 and $7,500,000 in 2020-21 for the sum
sufficient appropriation to reflect anticipated costs of the current law credit in the biennium. With
these adjustments, estimated total funding for the credit would decrease from an adjusted base
level of $84,900,000 to $78,900,000 in 2019-20 and $77,400,000 in 2020-21. The homestead tax
credit appropriation was reestimated by the Department of Administration at $80,600,000 for
2018-19 in November, 2018, which is lower than the adjusted base level.

MODIFICATION

From the Governor's proposed funding level, decrease funding by $7,700,000 in 2019-20
and $6,900,000 in 2020-21 to reflect reduced expenditures. Reestimate the sum sufficient
appropriation for the credit under current law provisions at $71,200,000 in 2019-20 and
$70,500,000 in 2020-21.

Explanation: The downward revision in the credit amounts is due to a lower base year (2018-
19) reestimate. Since January, credit claims in each month have been more than 10% below
the amounts claimed in the same month last year, and the year-to-date total is 14.4% below
the corresponding total through April, 2018. In the last three years, more than 86% of the fiscal
year total has been claimed by the end of April. Based on these factors, total credits for 2018-
19 are now estimated at $72.0 million, 13.7% below the actual total for 2017-18. The
eligibility modification included in 2017 Act 59 requiring claimants to have earned income,
unless disabled or 62 or over, is believed to be partially responsible for the year-to-year
reduction, as are a growing economy and the absence of indexing for the credit's formula
factors. These latter factors result in total credits continuing to decrease in the coming
biennium, but at reduced rates, estimated at 1.1% in 2019-20 and 1.0% in 2020-21.

Change to
Base Bill

GPR -$28,100,000 -$14,600,000

Prepared by: Rick Olin
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June, 2019 Joint Committee on Finance Paper #319

Individual Income Tax Rate Reduction Based on Sales Taxes from Out-of-State
Retailers (General Fund Taxes -- Income and Franchise Taxes)

[LFB 2019-21 Budget Summary: Page 139, #9]

CURRENT LAW

State law establishes four tax brackets and assigns a marginal tax rate to each bracket. The
brackets vary by filing status, and each tax bracket spans a range of taxable income. Each marginal
tax rate applies only to income that falls within the corresponding bracket, and a taxpayer's gross
tax is the cumulative total tax from each applicable bracket. The tax brackets are indexed annually
for changes in inflation, and for tax year 2019, the following rates and brackets apply:

Income Brackets by Filing Status

Tax Single and Married Married
Rate Head-of-Household Joint Separate
4.00% $0 to $11,760 $0 to $15,680 $0 to $7,840
5.84 11,760 to 23,520 15,680 to 31,360 7,840 to 15,680
6.27 23,520 to 258,950 31,360 to 345,270 15,680 to 172,630
7.65 258,950 or over 345,270 or over 172,630 or over

For tax year 2019, the preceding rates will be proportionally reduced, so that the lower
amount of individual income tax collections will be offset by the additional amount of state sales
and use taxes realized from imposing the state sales and use tax on certain remote sellers during
the 12-month period between October 1, 2018, and September 30, 2019. Procedures for
determining the rate reductions were enacted as part of 2013 Wisconsin Act 20 and modified by
2017 Wisconsin Act 368, so that the Department of Revenue (DOR) determines the amount of
sales and use tax reported by out-of-state retailers and the proportional tax rate reductions under
the individual income tax and reports those determinations to the Governor, the Secretary of the
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Department of Administration (DOA), the Joint Committee on Finance, and the Legislative Audit
Bureau (LAB). If the LAB's review of the determinations results in a different calculation of tax
rates, the Joint Committee on Finance is required to determine which tax rates apply.

GOVERNOR

Modify the current law provision that requires a reduction in individual income tax rates in
tax year 2019 to offset the additional sales and use tax collected from out-of-state retailers during
the 12-month period from October 1, 2018, to September 30, 2019, by requiring the rate reduction
be made to the lowest individual income tax rate (currently 4.0%), rather than to all four tax rates
in proportion to the share of gross tax attributable to each of the four tax brackets established under
current law.

DISCUSSION POINTS

1. In 2013, the Wisconsin Legislature recognized the possibility that the U.S. Congress
may enact legislation expanding states' ability to require out-of-state sellers to collect and remit sales
and use taxes on remote sales to individuals in their state. In response, the Legislature included a
provision in 2013 Wisconsin Act 20, the 2013-15 biennial budget act, specifying that any resulting
sales and use tax collected on such sales to Wisconsin residents be used first to eliminate the
alternative minimum tax (AMT) and then to further reduce income tax rates in proportion to the share
of gross tax attributable to each of the tax brackets in effect. The Act charged DOR with determining
how much additional sales and use tax was collected from remote sales during the first 12 months
following the date on which the state began collecting the tax.

2. On two occasions, the Legislature has modified the Act 20 provision, and in each
instance, the Legislature retained the requirement that the rate reductions be in proportion to the share
of gross tax attributable to each tax bracket. In 2017 Wisconsin Act 59, the 2017-19 biennial budget,
the Legislature adopted a provision eliminating the state AMT, effective in tax year 2019. The AMT
reference in the Act 20 provision was removed, and the proportional reduction in income tax rates
became the sole use of the sales tax proceeds from remote sales. In the following year, 2017
Wisconsin Act 368 modified the Act 20 provision to accelerate the tax year that the tax rate reductions
take effect and to provide additional oversight of DOR's rate reduction calculations, including a role
for the Legislature. The Act 368 changes were prompted by the 2018 U.S. Supreme Court decision,
South Dakota v. Wayfair, Inc., rather than an act of Congress, allowing states to require out-of-state
sellers lacking a physical presence in the state to collect tax on remote sales, so long as the state tax
meets certain other requirements. Act 368 specified that the decision triggered the income tax rate
reductions.

3. While the Legislature has affirmed its use of proportional tax rate reductions for the sales
tax proceeds from remote sales on these occasions, the Legislature has also recently adopted a more
targeted tax rate reduction. A year after the Legislature adopted the original requirement that sales tax
from remote sales be used to proportionally reduce individual income tax rates, the Legislature
enacted an individual income tax rate reduction. In 2013 Wisconsin Act 145, the Legislature adopted
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a provision reducing the marginal tax rate that applies to income that falls within the bottom income
tax bracket from 4.4% to 4.0%, effective in tax year 2014. The Act did not make changes to the
marginal tax rates for the other three income tax brackets.

4. DOR has estimated that $61.0 million will be available to reduce tax rates in tax year
2019 based on the amount of sales tax collected from remote sellers at the time the biennial budget
bill was introduced. Table 1 reports the tax year 2019 tax rate structure for the tax rates that are
currently in effect, the estimated tax rates under the Governor's proposal to limit the rate reduction to
the bottom tax bracket (bottom bracket), and the estimated tax rates under a reduction in proportion
to each bracket's share of gross tax (across-the-board).

TABLE 1

Individual Income Tax Rates Currently in Effect
and Estimated Tax Rates Under Two Rate Reduction Alternatives

Income Tax Rates Alternative Tax Rate Reductions
Currently in Effect Bottom Bracket Across-the-Board
Bottom Bracket 4.00% 3.78% 3.98%
Second Bracket 5.84 5.84 5.81
Third Bracket 6.27 6.27 6.23
Top Bracket 7.65 7.65 7.61

5. Attachment 1 reports the estimated distribution of taxpayers and net tax by Wisconsin
adjusted gross income (AGI) for tax year 2019 under the tax rates currently in effect, before the tax
reduction based on the amount of sales tax collected from remote sellers. For tax year 2019, the total
amount of net tax is estimated to decrease by $61.0 million, or 0.7%, from $8,779.3 million to
$8,718.3 million. Similar attachments were not prepared for the two alternatives because the amount
of the tax reduction is not large enough to appreciably change the distribution of taxpayer count or
amount of net tax. However, there are some low-income taxpayers who currently have a tax liability,
but who would no longer have a tax liability under each alternative. Because there would be fewer
taxpayers with a net tax under the alternative that reduces the rate for the bottom bracket, than under
the alternative that reduces rates across-the-board, a higher average net tax results under the reduction
to the bottom bracket ($3,809), than under the across-the-board alternative ($3,800), even though each
alternative would reduce taxes by $61.0 million.

6. Attachment 2 reports the estimated distribution by Wisconsin AGI of taxpayers and tax
change among taxpayers with a tax decrease in tax year 2019 under the two tax rate reduction
alternatives. Over 95% of all taxpayers with a tax liability and over 70% of all tax filers would
experience a tax decrease under each alternative, and no taxpayers would experience a tax increase.
The number of taxpayers experiencing a tax decrease is estimated at 2,273,210 under the bottom
bracket alternative and at 2,215,020 under the across-the-board alternative. Compared to the bottom
bracket alternative, more than 58,000 taxpayers would not experience a tax decrease under the across-
the-board alternative. These taxpayers have lower AGlIs and their taxable income falls entirely in the
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bottom bracket. The estimated change to the 4.0% rate under the across-the-board alternative is so
small as to result in no tax change for these taxpayers. Taxpayers with no tax change are likely to be
single dependent, nonresident, and part-year resident filers.

7. The distribution of taxpayers with a tax decrease is similar under the two alternatives.
While the tax decrease distribution under the bottom bracket alternative is comparable to the taxpayer
distributions, the tax decrease distribution under the across-the-board alternative is more heavily
weighted towards taxpayers in higher AGI categories. To illustrate, taxpayers with AGI between
$20,000 and $70,000 would comprise just over 50% of the taxpayers with a tax decrease, and those
taxpayers would receive just over 50% of the tax decrease under the bottom bracket alternative.
However, taxpayers in that AGI range would receive only 18% of the tax decrease under the across-
the-board alternative. The tax decrease distribution under that alternative mirrors the distribution of
net tax, as displayed in Attachment 1.

8. Under the rate and bracket structure currently in effect, taxpayers with AGI under
$100,000 represent 78.5% of taxpayers with a net tax and pay 33.5% of the net tax, and taxpayers
with AGI over $100,000 represent 21.5% of the taxpayers with a net tax and pay 66.5% of the net
tax. These amounts are displayed in Table 2.

TABLE 2

Distribution of Taxpayers and Net Tax Under Tax Rates Currently in Effect
for Taxpayers with AGI Under $100,000 and Over $100,000, Tax Year 2019

Taxpayers Net Tax
AGI Group Count Percentage $ (Million) Percentage
Under $100,000 1,802,150 78.5% $2,940.0 33.5%
Over $100,000 493,680 215 5,839.3 66.5
Total 2,295,830 100.0% $8,779.3 100.0%

9. Under the bottom bracket alternative, taxpayers with an AGI below $100,000 represent
78.3% of the taxpayers with a tax decrease, and they would receive 73.3% of the estimated tax
decrease. Taxpayers with AGI over $100,000 represent 21.7% of the taxpayers with a tax decrease,
and they would receive 26.7% of the estimated tax decrease. Under the across-the-board alternative,
taxpayers with an AGI below $100,000 represent 77.7% of the taxpayers with a tax decrease, and
they would receive 32.3% of the estimated tax decrease. Taxpayers with AGI over $100,000 represent
22.3% of the taxpayers with a tax decrease, and they would receive 67.7% of the estimated tax
decrease. These amounts are displayed in Table 3.
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TABLE 3

Distribution of Taxpayers with a Net Tax and a Tax Decrease
for Taxpayers with AGI Under $100,000 and Over $100,000
Under Two Tax Rate Reduction Alternatives, Tax Year 2019

Bottom Bracket Across-the-Board
Percent of Percent of Percent of Percent of
AGI Group Taxpayers Tax Decrease Taxpayers Tax Decrease
Under $100,000 78.3% 73.3% 77.7% 32.3%
Over $100,000 217 _26.7 223 _67.7
Total 100.0% 100.0% 100.0% 100.0%

10.  Under the bottom bracket alternative, taxpayers with AGI below $100,000 would
receive an average tax decrease of $25, equal to 1.5% of their current tax liability. Taxpayers with
AGI above $100,000 would receive an average tax decrease of $33, equal to 0.3% of their current net
tax liability. Under the across-the-board alternative, taxpayers with AGI below $100,000 would
receive an average tax decrease of $11, and taxpayers with AGI over $100,000 would receive an
average tax decrease of $84. The across-the-board alternative would result in a tax decrease equal to
0.7% of each group's current tax. For all taxpayers with a tax decrease, a $61.0 million tax decrease
would produce an average tax decrease of $27 under the bottom bracket alternative and $28 under the
across-the-board alternative. As a percentage of current tax, the decrease would average 0.7% under
each alternative. These amounts are displayed in Table 4.

TABLE 4

Estimated Average Tax Decrease and Percentage Tax Decrease
for Taxpayers with a Net Tax and with AGI Under $100,000 and Over $100,000
Under Two Tax Rate Reduction Alternatives, Tax Year 2019

Bottom Bracket Across-the-Board
Average Percentage Average Percentage
AGI Group Tax Decrease Tax Decrease Tax Decrease Tax Decrease
Under $100,000 $25 1.5% $11 0.7%
Over $100,000 33 0.3 84 0.7
All Taxpayers with a Decrease $27 0.7% $28 0.7%

11. At the time 2017 Wisconsin Act 368 was enacted, the amended Act 20 provision was
expected to reduce tax rates on an ongoing basis beginning in tax year 2019. Reductions of $60 million
were incorporated into the amount of individual income tax collections estimated for 2019-20 and
2020-21 that were reported by this office in its January 30, 2019 revenue estimates, and those amounts
were used by the administration to prepare the biennial budget. However, the amended statute reads,
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