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f ) Premise of Study:

This report's purpose is to summarize the findings based off the review and analysis of the parcel information from the
Town and see if the changes made to the regulations in 2002 have helped or hindered sustainable growth. After
carefully reviewing the historic data from the town of Non¡¡ich Vermont, a pattern of developmenyactions has become
apparent regarding how parcels are merged, split, or corrected over the study period.

Following a period of sustained growth, the Nonruich Planning Commission amended the subdivision regulations in
2002, ending the two'acre minimum lot size that had been in effect for the previous decade. The amendment also
introduced a density factor calculator which uses site conditions, proximity to Norwich village and road conditions to
calculate the total number of parcels that could be subdivided from the original parcel. The goal was to protect rural
character by concentrating development closer to the village and along major road corridors. This study measured the
effectiveness of this regulatory approach. lt will also be used to make any recommended changes to remediate any
shortcomings found by the study.
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2l Datasets used for analysis:

The following datasets were provided by the Town for use in the analysis of the settlement patterns for rural residential

parcels within the Town boundary.

¡ 1993 Parcel Dataset

. 2003 Parcel Dataset

. 2013 Parcel Dataset

o 2017 Parcel Dataset

. 2021 Parcel Dataset

. Subdivision Datasets from 1992 -2021
r Zoning Permit Datasets from 1993 -2021

The following layers were brought in from the Vermont GIS Library:

. 2016 Land Cover

t 2021FEMA Layers

o W Datasets - Nonruich Zoning

o W Datasets - TRORC Future Land Use Plan

¡ W Datasets - VCGI Open Data Emergency Road Lines

r W Wetland Delineations

The following layers were produced over the course of the analysis process and can be used to further understand the

development pattern:

. 3 Mile Buffer - Used to filter down some of the parcels that changed over the yearly datasets

. Center Point of the Town Hall Property - Used to create the 3-mile radius for filtering the parcels in the entire

town

o Zoning layers - Used to filter the large parcel datasets to those classified under the Rural Residential Zone

and are classed as residential 1 or residential 2 properties'

. Slope layers calculated from a series of Digital Elevation Model (DEM)files.

. Service layers calculated from the extents of the proposed districts and associated roadway lines extending

from town center to 1.5 and 3 miles along existing roadways.

o Finished parcel layers that would be recommended to be entered into a new zoning district.

¡ Finished analysis layers from the different time periods to track the changes over time.
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3) Process of Analysis:

3.1 Parcel Laver Review and Cateqorization:

The process of analyzing the parcels required careful review of the parcel layers and reviewing any changes from one
dataset to the next representing the different time periods. Those changes were categorized as one of three different
actions done to that parcel,

¡ Merge

o lf two adjacent parcels combined, either fully or partially to create a new parcel or to make one of the
other parcels larger, this was classified as a mergen

o Example of a partial split and merger: Parcel A and Parcel B share a side the desire was to partially
split the parcels and merge the removed sections into a new parcel (Parcel C), Parcel A and B would
split down the middle and the two center halves that shared a side would be combined to became
Parcel C, Parcel C would be classified as a mergersince it came from two or more parcels combining
into one new one, and Parcels A and B would be listed as a sp/rT since they separated into two or
more parcels.

' Split

o lf a single parcel is broken or split into two new parcels, then the two new parcels would be classified
as a spÍï parcel from the previous dataset's version.

o Example: lf parcel A was one parcel in the previous dataset, but it became two parcels in the next
dataset, then parcel's B and C are split from parcel A. This would also include if part of parcel A was
split off and merged with another parcel to become a larger one. Parcel A is still considered sp/if
since its parcel number did not change.

o Amend

o ln this scenario, no parcels are created or removed, and the boundaries are either edited, adjusted,
or modified alongside their neighbors' parcel boundary, becoming an amended parcel. This could
have been the result of a boundary dispute or a professional survey to update the boundary vie
newer methods. This action was called out in case further down the timeline there was a future split
or merger resulting from this boundary update.

o Example: Parcel A and B are joined by a common side that had multiple jagged edges and some
small overlaps in the dataset, The next yea/s dataset was cleaned up to be a straight line between
the two amended parcels.

o Another common example is there was not a right-of-way (ROW) access cut into the parcel in an
older dataset, but in the next dataset ROW has been clipped out of the amended parcel.

All three of these actions were used to color code and categorize the parcels, with some parcels merging and splitting
multiple times over the study period of 30 years, lt is important to see areas of high activity where the changes to
parcels were significant, and if there was any noticeable hend within an area. Combined with seeing small changes
that occurred multiple times, these analyses could point out the changing trends/advantages of having a parcel split or
adjusted as it changed hands over the study period.

Additionally, with additional layers representing constraints imposed by the zoning ordinances, it can be seen if the rule
changes caused landowners to spliUmerge parcels in response to the new regulations and whether the regulation
changes had the intended effect on the distribution of parcels in the Towns rural areas,

Refer to Figure 3.1: Parcel changes for Rural Residential Parcels 1gg3 to 2003

Refer to Figure 3.2: Parcel changes for Rural Residentiat Parcels 2003 to 2013
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Refer to Figure 3.3: Parcel Changes for Rural Residential Parcels 2013 to 2017

Refer to Figure 3.4: Parcel Changes for Rural Residential Parcels 2017 to 2021

Refer to Figure 3.5: Parcel Changes for Rural Residential Parcels 2021 Reflecting 2017 Changes

3.2 Review of Parcel Data Chanqes Over the Years:

Alongside the general changes to parcel boundaries over the years between the sets, there was a massive shift and

merging of parcels from2017 to2021and in 2003 to 2013. The merged parcels were ones that appeared to be parcels

set up to be sold off as new residential properties and were merged into singular large parcels at some point between

those two dates. This highly unusual activity was noted and after some research into the events during that time, there

were some theories as to why the sudden changes in parcel management occuned,

3.2.1 State Tax Changes and National Economic lmpacts:

One of the more noticeable events during the 2003 to 2013 time period was the economic downturn in the US, and

within the state of Vermont there were significant changes in how land taxes and land values were calculated, The

changes included tax laws on developable and undeveloped land and how that is calculated.

This tax change was intended to help landowners not be penalized for having large areas of undeveloped land, but

landowners that own multiple smaller developable parcels were being taxed more compared to someone with

comparable acreage but on a single parcel. lt is speculated that this change in tax law is what caused many landowners,

who would have developed once the economy recovered from the 2008 recession, to consolidate their parcels into

single large parcels that would include their original parcel with their residential homes on them.

The details on the tax information can be read in detail in Appendix A: Tax Summaries

3.2.2 Recent Merger Event within The Town of Nonrich:

There was also another merger event where a high number of parcel's boundaries were merged in the period from

2017 to 2021 based on the information provided with the parcel layers. For this more recent event, there isn't a very

clear answer.

Many of the parcel's merging did appear to be large tracks of undeveloped land. The previous parcels were all listed

as sub parcels or additional lots associated with a parcel with a residence built on it. Multiple parcels that did merge

appeared to be classed as undeveloped land with a much smaller residential lot with a home or business on it, They

were also further from the Town center and in a more rural area compared to parcels that merged during 2003 to 2013.

Other theories that were proposed to be affecting the growth and distribution of development in the rural areas of the

Town of Norwich included access to roadways, minimum parcel size, access to scenic views from properties,

ease/difficulty of developing a lot based on physical properties of the geography, such as slope, wetland, or flooding

proximity, and having access to or being adjacent to protected forests. While some of these factors did determine the

suitability to build, it did not seem to explain the strong reversal of land being split up for development and sale.

3.2.3 Town Response to Counter Slow Development:

The Town of Nonruich attempted to adjust the rural residential zoning regulations in2002to help promote smart growth

and to open lands to be developed by removing the 2-acre minimum lot size and created a series of calculations based

on site conditions (proximity to wetland/flood zones, slope, terrain type, proximity to highways) to determine a parcel's

allowable density for development.

GIS Analysis of Rural Settlement Patterns
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Additionally, the changes to the rural residential zoning laws created a system where the planning board reviews each
parcel's submission of proposed development vs a blanket set of development restrictions. This should have promoted
more growth over the years in the areas that needed it most or could support the added development in a way that
was tailored to the specific nature of each individual parcel and skewed toward areas that are easier to develop and
closer to the town center.

The number of parcels that were split into sub-parcels was higher in datasets prior to 2004 and did not seem to be a
result of the regulation changes that took effect in 2002by the Town Planning Commission.

fSplit IMerge lAdjust

0

1993 2003 2013

Yea r

2017 2021

3.3 Tax and Land Use Li itations: Hvnothesis

Continuing the hypothesis that the tax law changes are the contributing factors that are stunting the growth and
development of the rural residential sector, additional visualization of the changes over time and the distribution of the
parcels were reviewed.

With the continued analysis of the merger and split pattem to back up that reasoning, a series of maps showing the
parcels overlaid with tax information including homestead, homestead reduction, and land value were created.

A shange occurrence is that many parcels that have changed significantly over the years do not have a homestead
declaration and are not taking advantage of the tax credit and reduction that could have offset some of the costs of
owning and maintaining larger parcels. This could be due to multiple reasons, including the parcel being a second
home, a trust, an investment property, or the owner has no plans on developing and the parcel is used for resources
or some other form of use that does not include residency other than a single dwelling.

So, despite the easement of the regulations by the board in 2002 to remove the 2-acre limit on parcels, the change
made to existing zoning did not have any major effect on promoting development along the major/improved roadways
near the village center. The economic environment during that time in the State of Vermont seemed to have caused
more problems instead, making additional development too costly for developers and landowners at the time.

Refer to Figure 3.6: Homesfead and Tax Deductions for Rural Residentiat Parcels

Refer to Figure 3.7: Homestead and Homestead Full Land Value for Rural Residentiat Parcels

Refer to Figure 3.8: Homesfead and FullLand Value for RuratResidentiat Parcels
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4) Discussed Solutions:

After presenting the initial findings to the planning board, two solutions to alleviate this development pattern were

discussed.

. Adjustment of the existing zoning regulations

. Creating a new zoning classification

4.1 Adiustment of Existinq Zoninq

Under the current zoning restrictions, maximum densities are determined based on the individual parcel's location

characteristics. This includes highway access, distance from town center, and proximity to protected spaces. While

this system helps keep the number of zoning districts to a minimum, it limits development in parcels that would ordinarily

be desirable to developers. With some of the existing zoning criteria causing the parcels density to be a restricting

factor via minimum acreage per dwelling unit (cunently set to 20 acres/dwelling unit). There are also restrictions on

development due to the slope of the land, which would restrict building along steep slopes, despite those type of views

and areas being desirable by developers for luxury residential housing.

Restrictions on developable areas due to proximity to wetlands, water, and protected lands can also be reduced but

still have a minimum buffer to protect those vulnerable lands.

By making some sweeping adjustments to the minimum acreage, maximum slope and the associated acreage

penalties, and mapping and creating the buffer zones for wetlands and protected areas, the regulations could allow for

more development and utilization of available property.

4.2 Creation of New Zoning Classification

Another solution is to create a new zoning district that would adjust or remove the restrictive nature of existing

development rules, allowing for easier development of large parcels. This new zoning district will be able to have less

restrictions on the people closest to the town center who want to develop or had original plans to develop.

Granting landowners, the ability to then subdivide and develop their land while the Town could still regulate it some

degree to prevent loss of character or over development of parcels. This setup allows the most flexibility without

catering to specific landowners or the board becoming too involved with any one property or project.

The following figures show what this could look like, with the new district being made up of parcels that are a certain

distance from the Town center and concentrated along class 3 paved or highway travel routes.

The new district would also remove the restrictions based on geographic properties such as slope, wetland proximity,

and flood plain locations due to those factors being already addressed in other agency requirements to develop.

The following figures show parcels that would be encompassed in the proposed district depending on which option for

distance from Town center is used. Parcels that were already included under the Village residential zoning or were part

of the Town and/or state trail system were also removed since they would stay classified as rural residential.

The gaps caused by parcels being removed from the initial selection of parcels was due to them being already part of

the Village Residential zoning class. Additionally, parcels belonging to the state of Vermont, the Town of Norwich, or

federal lands were also removed since they would not be open to any development. The removed parcels can be

added back into the parcel list if there was a need for the new zoning classification to not have any gaps or breaks in

its boundary. Another major criterion in selection was the importance of being along a paved roadway or highway and

within a certain distance from the center of the Town. Since the existing Rural Residential scoring criteria for

GIS Analysis of Rural Settlement Patterns
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determining maximum density included both of those factors as an adjustment for access to the parcel and feasibility
of additional development, it was important to base the new zoning class off these existing factors.

Refer to Figure 4.1: Proposed New Residential Class: Parcels to lncorporate 1.5 Miles from Center

Refer to Figure 4.2: Proposed New Residential Class: Parcels to lncorporate 3 Miles from Center

ln terms of maximum density, the current density limit of 2 acres per dwelling would still be applicable and valid for the
new zoning. The following set of figures shows what that development could look like by highlighting residential and
vacant parcels for buildout and the maximum allowable additional dwellings that could be added based solely on
acreage. This numberwould be reduced based on environmental limitations if the parcelwere to begin the development
application, such as slope, wetland, flooding, and surface waters.

Refer to Figure 4.3: Proposed New Residential Class: Existing Density Potential Buildout 3 Miles from Center

Refer to Figure 4.4: Proposed New Residential Class: Existing Density Potential Buildout 3 Miles from Center
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5) Review Summary:

While reviewing the parcel sets from 1 993, 2003, 201 3, 2017 , 2021 , it became apparent that there was a major shift in

private parcel management between the 2017 and the 2021 datasets. While the earlier datasets had more actions

happening overall in terms of merger/split/amendments those were primarily due to merging and splitting amounts

being counted. After 2003 there was much less activity. This was followed by the 2017 shift of many merges between

already subdivided parcels being combined or recombined into larger tracks of undeveloped lands.

Parcels that were seemingly ready to begin developing were merged into singular large parcels under the original

owners. Some parcels even had proposed roadways, easements, cleared lands, and small lots marked out in the prior

datasets as if they were ready to be sold off to a developer for residential construction within the next construction

season.

This phenomenon contrasted with the changes that the planning commission made to the existing zoning laws to allow

larger parcels to be developed and removed the parcel minimum size limit to promote more development. Alongside

the changes made in the State of Vermont land laws and tax codes, it became apparent that multiple landowners who

were planning to develop their lands decided to merge their sub parcels into single large parcels and not pursue

development.

With current problems of limited residential development in the State of Vermont, it has become a priority to promote

grovuth within the rural residential district of the Town of Norwich, but in a way that does not cause the charm of Norwich

to be lost, or to over develop areas that cannot support the added demand caused by additional residents,

This report provided two different solutions to alleviate the found issue of landowners not wanting to develop lands that

were previously configured for higher density residential development. lt is recommended that a new zoning

classification be implemented that removes superfluous environmental constraints on the landowners who plan to

develop and keep the same 2-acre maximum density with new developments. The environmental restraints are still

enforced by the state but will not be duplicated in the new zoning classification.

Project Acknowledg ments :

Funding through a Municipal Planning Grant administered by the Department of Housing and Community

Development
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APPENDIX A

TAX SUMMARIES



Gurrent Use and Your Property Tax Bill
Vermont's Current Use Program (also known as the Use Value Appraisal Program) allows the assessed value for a
property to be reduced by a proportion of land and/or buildings enrolled in the program. The second page of this
guide shows a sample Vermont municipal tax bill with a Current Use tax reduction. For a detailed explanation of
the numbers and terms on a typical tax bill without Current Use, please see Understanding Your Property Tax Bill
at tax.vermont.gov. To see if your property is eligible, please visit tax.vermont.gov/current-use.

How Land Use Values are calculated on enrolled property

Example, using 2019 Use Values where the CLA is 1.0860
A property's applicable Use Value
is calculated by multiplying use

value per acre for each type of
land enrolled (forest or
agriculture) by the number of
acres enrolled. The result is then
multiplied by the Common Level
of Appraisal (CLA) for your town
and rounded to the nearest $1"00.

Property tax is normally calculated
by dividing the Total Taxable
Value of a property by 100

(or multiplyingby 0.0L), then
multiplying the result by both the
municipal and education tax rates.

Without Currcnt UsG

A 474,300

+ tOO

4,743.O0

Municipal Education
x 0.4 x1.4386

1,897.20 + 5,823.28

=8,72O.48 total tax

With Current Use, the Land Use

Reduction is subtracted from the
Total Taxable Value first allowing
the property tax to be calculated on a
lesser amount.

With Currcnt Usc

A 474.300

D -159,500

E 314,800

+ 1OO

F 3,148.00

Municipal Education

x 0.4 x1.4386

1,259.20 " 4,528.7I

= 5787.91totalta¡(

.r-\.VERMOI{T

Land Use

Reduction
Calculation

L79,200 B

-L9.700 c
159,500 D

The tax reduction is the difference
between the two totals to the left.

Wilhout CU

W¡th CU

TrxAmount
8,72O.48

787.91

Note: Current Use is affected by
how a town values the excluded
and enrolled land. Towns send

an Allocation Notice to
taxpayers when these values
change. Review the notice to see

how the new values change the
tax bill.

Acreage Type Use Value
Per Acre

Acreage x Use Value (Acreage x Use

Value) x CLA

50 Forest s14s 57,2so S7,873.s0

10 Forestland >1 mi. from
Class 1, 2, or 3 road

s10s s1,oeo st,!83.74

27 Agriculture s362 59,774 s10,614.s6

TOTAL s19,671.80

Applicable Use Value (rounded) s19,700.00 c

How much property tax is lowered when there is enrolled property

Real Value (A) is the total value of the land and improvements before exemptions. Subtract the
value of the land not enrolled in Current Use from the total land value to get the Enrolled Land
Value (B). Then subtract the applicable Use Value (G) from the Enrolled Land Value to get the
Land Use Reduction (D) (See Note, below). The Total Taxable Value (E) is the Real Value,
minus the Land Use Reduction. Tax calculations are based on the Grand List Value (F), which
is one percent of Total Taxable Value. In the examples below, the municipal tax rate is 0.4, and
the education tax rate is 1,.4386.
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On a property tax bill, the Real (A) Value is reduced by the Land Use Reduction (D) amount shown in the
Assessed Value box to get the Total Taxable Value (E). The Grand List Value (F) is one percent of the Total
Taxable Value and is multiplied by the Municipal Tax rate (G) and the Educational Tax rate (H) to get the Taxes

(l) due.

PAYABLE TO:

PLATL TO:

PânClf. ID BIüT¡ DA![E

6 06/27/2019

trÀ¡r rtAn'
2019/20

Localion: 62 SUNSET AVENUE

Description! Df{L & AC

OIINER g0BLIC, JOmù Q
POBLIC, UrRr å,
62 ST'NSEII À\'ENIJE
å¡ûc:¡o¡fN \,r 05555

Town of Anvtown
55 l"tain St-

lnytown \l!! 05555

(555) sss ssss
Taxes unpaid after the due date are delinquent. The maxj¡mrm interest
a1lor¡ab1e by taw wi1] be charged in additj.on to the co}J-ector's fee of 8t
Postmarks are li¡oÎ accepted as timely payfilent.

A

TAX BILL
this j,s the only bill you will
receive. Please forward to nêw
¡wner if property j-s sold.

Hqtgtsrm |[,ilK nwoR[dillroN
ilOO3-2S2-23{S6 Sqf¡ CODE: 252

påncË[¡ åCRES 89.00

¡¡¡t ¡û¡¡¡qfpåf¡ !!â:( 1,180.40
I|IE llOBã¡¡ EåX 4,131 .40

EÐR INCOME TÂX PURPOSES

47 4,3OA

l_59,500
314,800

\ttúut
tutcå![roùr îå¡t

295,100
2,951 .00

HOt&SIDlnD ¡¡oNHor4lsIIAD

3, 148 .00

Râlrl Nã¡G
I4'}ÍIqTP¡TT¡'ITA'ITS

Ill;¡I RÀ!!E X ORA¡iID I¡ISII -

47 4,38O

D

E[OEâf¡ Eâ¡ltEE VtútE 31{, 800

F

[AXtS

REAL
u¡tEæ!IoÈs

RÀ$E NA¡{E |!Àx rÀ!¡E x oR,å¡¡D LISi! = r¡N¡tES

Amount the Grand List Value is recluced by,
due toCurentUseenrollment of the land
andlorbuildings

Pa]¡ments !O å& ÞUìCASTON IJTK
EDU SEAtrE PAIlilE¡úI

TDIE]âIIION NEII !å'T DT'E

HOMESTEÀD EDUC 1.4386

4,528.'71
0 .00

4,528.7r

x3, 1-48.00= 4,528.11
I

L A8/15/20L9
r , 446 .95to the tax rate

percent
be

2 LL/L5/20!9
7, 446 .98

v¿t \3t ¿v¿vJ
L, 446 , 9S

MUNICIPAL 0 .40 x3, 148.00: 259.2û

1 259.20

EOt!åf¡ !ÀtNrcrPåf¡ tlA¡t
D4'NTCIPåú STÀTE PÀ$'EIE

MlnlIcIPÀf¡ NttD ÎÂx Dlrt

L,259.20
0.00 4 fJ3l L5/2fJ24

'r , 446 .91

TOTÀ¡ IIà:I
I!O!EåI. ST PåN{E¡I!!

:[Ol[åf¡ NEII lEtX DItl

| 5,tB;.9t
0 .00

5,787 .91

TA\: SUMMA.RT

l"lunr cr .i.l + Edlìrr.ìclon

Questions?
Contact the Division of Property Valuation and Review

Phone: (802) 828-5860 or tax.pvr@vermont.gov
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HIGHLIGHTS OF 2OO3 TÆ( LEGISLATION

EDUCATION PROPERTY TAX

Beginning in fiscal year 2005 (July 1, 2004 - June 30, 2005), the
statewide education and local share property taxes are replaced with a new
statewide property tax imposed at the rate of $1.59 per hundred dollars of value
on nonresidential property and $1.10 per hundred dollars of value on
homesteads for per pupil spending of $6800, the "base education payment". H.
480, SS 1 - 4. For fiscal year 2004, before the new provisions take effect, the
statewide education property tax is $1.10 per $100 of value and the State
support grant is $5810. H. 480, SS 76,77.

A homestead includes the entire parcel of land surrounding the dwelling
regardless of whether a road intersects the land. lf there are 2 or more
homesteads on a single parcel, the value of the parcel allocated to each
homestead shall be the total parcel value divided by the number of principal
dwellings, unless a different ownership of record is established. H. 480, S 3.

The homestead rate increases proportionately for per-pupil spending in
excess of $6800. ln towns that spend in excess of 125 percent (135 percent in
fiscal year 2005 and 130 percent in fiscal year 2006) of the statewide average
per equalized pupil spending, a portion of the spending is double-weighted. The
base education payment grows by an inflation index in 2006 and after. H. 480, SS
3,4,15.

The commissioner of taxes determines how much education tax is to be
collected by each municipality based on these rates times the most recent
equalized nonresidential and homestead values. Towns may retain one-eighth
of one percent of the total tax collected if timely remitted to the State. H. 48, S
4.

The new law requires each resident individual to file an annual
homestead declaration on or before April 15 and imposes a penalty in the
amount of 3 percent of the education tax for the failure to file a timely
declaration if the municipality's nonresidential tax rate is higher than its
homestead tax rate. lf the nonresidential tax rate is the same or lower, the
penalty is I percent of the education tax liability. The penalty is imposed
and collected by the municipalities. Effective January 1,2004. H. 480, S 6.

1



The exemption for ski lifts and snowmaking equipment from education
property tax applies to grand lists for 2004 and after. The value shall be excluded
from the calculation of the municipality's education tax liability for purposes of
determining equalized education grand lists for January 2004. H. 464, S 289b.

PROPERTY TAX PAYMENTS

The property that is eligible for a property tax adjustment is now described
as the "housesite" to distinguish it from the homestead which has no acreage
limitation. A housesite is the principal residence and up to two acres. Applies to
claims filed in 2004 and after. H. 480, S 7.

A claimant whose household income does not exceed $75,000 is entitled
to an additional adjustment amount of $10.00 per acre, up to a maximum of five
acres, for each additional acre of homestead property in excess of the two-acre
housesite. Applies to claims filed in 2004 and after. H. 480, S 9.

A "household" now excludes a person who ís not related to any member of
the household and who is residing in the household under a written
homesharing agreement pursuant to a nonprofit homesharing program.
Similarly, "rent constituting property taxes" does not include payments made
under such an agreement. Applies to claims filed in 2004 and after. H. 480, S 7.

The exclusion from "modified adjusted gross income" for income earned
by a dependent child or received by a dependent parent is increased from
$4000 to $6500. Applies to claims filed in 2004 and after. H. 480, S 8.

Effective for claims filed in 2004 and after, the $15,000 exclusion from the
housesite's equalized value is limited to claimants with household income of
$47,000 or less. Under former law the exclusion was available to claimants with
household income less than $75,000. Applies to claims filed in 2004 and after. H.
480, S 9.

An owner of a building containing "qualified rental units" is entitled to a
reduction of education tax equal to ten percent of the ratio of qualified rental units
to total rental units in the building. Qualified rental units are certain units subject
to rent restriction under state or federal law. Applies to fiscal years 2005 and
after. H.480, S 4.

SALES AN D USE TAX

The sale and use tax rate increases from 5 percent to 6 percent on
October 1,2003. H. 480, S 30.
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Telecommunications, which were formerly taxed at the rate of 4.36
percent, are subject to tax at the general rate of 6 percent beginning October 1,
2003. H.480, S 31.

No sales or use tax is due on sales of personal computers to individuals
for personal use from August 9 to August 11, 2003. S. 178, S 25.

Taxpayers are required to attest to the amount of use tax liability on their
individual income tax returns. Alternatively, they may elect to report an amount
that is .04% of their Vermont adjusted gross income. The Commissioner of Taxes
will publish a table showing the alternative amount by income. Use tax liability
arising from the purchase of each item with a purchase price in excess of
$1000.00 shall be added to the table amount. Applies to income tax returns for
tax years 2003 and after. H. 480, S 35.

The local option tax (for towns that currently qualify) is extended from
2006 to 2008.

Upon Vermont's membership in Streamlined Sales and Use Tax
Agreement, a multi-state project to simplify and modernize sales and use tax
collection and administration, but no earlierthan January 1,2005, the sales and
use tax and the local option tax will be amended in the following respects:

(1) Conforming definitions and registration and filing provisions are
adopted;

(2) The $f f 0 ceiling on the exemption for clothing is removed;
(3) The exemption for beer is repealed, making beer subject to the 6

percent sales tax;
(4) The $20 reduction per month per line of residential purchases of

telecommunication services is repealed;
(5) Clothing will become exempt from the local option sales tax and

telecommunications will become subject to the local option sale tax.
H.480, SS 51 - 66.

INCOME TAX

Capital gains treatment of dividends, enacted as part of the Federal Jobs
and Growth Tax Relief Reconciliation Act of 2003, will not pass through to the
Vermont income tax return. The dividends are included as ordinary income in
Vermont taxable income. Applies to tax years beginning on and after January 1,
2003. H.480, S 82.

Under the new Angel Venture Capital provision, a qualified taxpayer may
subtract from taxable income 60 percent of any capital gain if the gain is invested
within two years in an eligible venture capital investment. The gain excluded
under this provision is taxable in the year in which the eligible venture capital
investment is disposed. Eligible venture capital investment means up to
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$200,000.00 of total investment by one person which is equity or at-risk debt
investment, in one qualified business, for expenditure by the qualified business
on plant, equipment, research, and development as working capital in Vermont.
The treatment of capital gain income is available on a pro rata basis to partners,
shareholders or members of an eligible partnership, S corporation or limited
liability company. Applies to investments made after July 1 , 2003. S. 178, S 24.

Two new credits are available to sustainable technology businesses with
VEPC approval. The Economic Advancement Sustainable Technology
Research and Development Tax Credit is equal to 30 percent of qualified
sustainable research and development expenditures. The expenditures must be
made within the State of Vermont for the purpose of design, development, or
manufacture of computer software, machinery, or equipment used by an industry
to generate electricity using biomass, geothermal, methane, solar or wind energy
resources. The Economic Advancement Sustainable Technology Export
Credit is equal to the difference between calculation of income tax liability using
the statutory three factor formula (sales, payroll and property) and using a triple-
weighted sales factor that disregards "throwback" of sales shipped to the United
States Government or to states in which the company is not doing business. Both
credits are available for taxable years beginning on and after Janu ary 1,2003. S.
178, SS 24b,24c.

Other changes to VEPc-approved credits include an increase in the
Workforce Development Credit from 10 to 20 percent of qualified expenditures
and clarification of provisions related to carry-fonruard of credits, allowance of
pass{hrough of credits to partners, shareholders and members and recapture
and disallowance of credits. S. 178, SS 18,2'1,21a.

A Vermont resident with federal adjusted gross income less than $30,000
(or $40,000 filing jointly) is eligible for a refundable credit against the individual
income tax. The credit is equal to 50 percent of the federal child and dependent
care credit allowed to the taxpayer for the taxable year for child or dependent
care provided in Vermont in a registered home or licensed facility certified by the
Agency of Human Services as meeting National Accreditation or National
Credential Standards endorsed by the agency. This credit is in lieu of the child
care and dependent care credit available under 32 V.S.A. S 5822(d)(24 percent
of the federal child care and dependent credit). This was passed last year to
apply to taxable years 2003 and after. 2001, No. 144 (Adj. Sess.), SS 24, 42(8).

For tax year 2003 and after, the military pay exclusion from taxable
income is increased from $1500 to $2000; eligibility for the exclusion is expanded
from taxpayers with federal adjusted gross income less than $47,000 to
taxpayers with federal adjusted gross income of less than $50,000; and pay
received from the United States Reserve is expressly added to the exclusion
which had previously referenced only National Guard pay. 2001, No. 144 (Adj.
Sess.), secs. 1,2, 42.
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Effective for tax years 2003 and after, the threshold for imposing interest
and penalty on underpayment of estimated tax liability is increased from $250
to $500. 2001, No. 140 (Adj. Sess.), S 10.

lnterest on refunds resulting from amended or late filed returns begins to
accrue on the 46th day after the date of filing the amended or late return.
Formerly, interest accrued on amended returns from the 46th day after the date of
filing the original return. H. 480, S 81.

Beginning with contributions made on and after January 1, 2004, a
nonrefundable credit is allowed in the amount of five percent of the first $2,000
per beneficiary contributed by a taxpayer to a Vermont Higher Education
Investment Plan Account. The assets of the plan and income earned on those
assets was already exempt from Vermont income tax. H. 141.

CURRENT USE

Farm buildings enrolled in current use are exempt from all property taxes
starting in fiscal year 2004 (grand lists for April 1, 2003) and the value of the
buildings will be excluded from the calculation of a municipality's education tax
liability for fiscal year 2004. Municipalities that have already lodged their grand
lists may file an addendum to the grand lists reducing the value of farm building
to zero. H. 464, S$ 286, 28,289a.

Effective with respect to April 1,2004 grand lists, a dwelling situated on
enrolled land and used in the preceding tax year exclusively to house one or
more farm employees, as defined in 9 V.S.A. S 4469 and their families, as a
nonmonetary benefit of the farm employment, is a "farm building" with a listed
value of zero. H.464, $ 286a.

With respect to use changes and development occurring after July 1,
2003, the land use change tax will be paid to the Commissioner of Taxes for
deposit into the general fund instead of to the municipality in which the land is
located. (The State holds municipalities harmless from the loss of taxes that
would othenruise result from the difference between use value and fair market
value.) H.480, S 86.

FUEL GROSS RECEIPTS TÆ(

The fuel gross receipts tax is extended to June 30, 2008. 2003, No. 9.

CIGARETTE TÆ(

A directory of cigarette brands will be maintained on the Attorney
General's Website based on annual certifications made by cigarette
manufacturers. Cigarette brands that are not in the directory may not be sold in
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Vermont. This legislation is complementary to the Nonparticipating Tobacco
Manufacturers Statutes, 33 V.S.A. 51912 et seq., that requires any tobacco
manufacturer selling cigarettes in Vermont that is not participating in the Master
Settlement Agreement to escrow funds available to satisfy claims against it.
2003, No. 14, eff. May 6, 2003.
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HIGHLIGHTS OF TAX LEGISLATION PASSED IN 2OO4

Gorporate lncome Tax

Unitary combined reporting is adopted effective with tax years
beginning January 1, 2006 and after. This is a corporate income tax system that
apportions the taxable income of an entire multistate group of affiliated
corporations that is engaged in a unitary business rather than the separate
accounting income of only the corporations actually doing business in Vermont.
The definition of "affiliated group" excludes corporations with 80% or more of
property or payroll overseas and captive insurance companies. H. 784, secs. 2,
7.

Corporate tax rates are reduced for taxable years beginning on or after
January 1,2006 fromTo/o to 6% ($0 to $10,000 income bracket), from 8.10o/oto
7% ($10,001 to $25,000 income bracket), 9.20o/o to 8.75o/o ($ZS,OOO to $250,000
income bracket) and9.75o/o to 8.9% (income of $250,001 and over). H. 784, sec
3.

The rates are further reduced for taxable years beginning on or after
January 1,2007 for corporations with Vermont net income of $25,001 and over,
to 8.5%. H.784, sec.4.

Vermont's apportionment formula, which currently gives equal weight to
sales, property and payroll, in determining the portion of a corporation's
multistate income that is Vermont income is modified to double weight the sales
factor. This change applies to taxable years beginning on or after January 1,
2006. H.784, sec.5.

The law that limited the corporate income tax of holding companies to
minimum tax is repealed for taxable years beginning on or after January 1,2006.
A holding company is usually a member of an affiliated group and will be
included in the combined return of the group. H. 784, 8.

The financial services development credit statute was clarified to
provide that the credit is available only to businesses or the business owners for
a pass-through entity, not to an employee who perform these services as part of
the job, and is not available for investment services performed for the claimant's
family members. Act 70, sec. 43.

Taxpayers that make an eligible cash contribution to an affordable
housing project are entitled to a tax credit against their individual income,
corporate or bank franchise tax. Formerly, the credit was available only to the
owner of the project. The amount of the credit is specified on a "credit certificate"
issued by the Vermont Housing Finance Agency. Act74.
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The formation of the Vermont Seed Capital Fund is authorized for the
purpose of increasing the amount of investment capital provided to new Vermont
fírms or to existing Vermont firms for the purpose of expansion. The first $2
million of capitalization shall be eligible for a credit. The credit may be taken
against personal income, corporate income, bank franchise or insurance
premiums tax and is the lesser of 20 percent of the taxpayer's contribution or 50
percent of the taxpayer's liability for that taxable year. The credit is available for
the year of the investment and the four years following. However, the total credit
is limited to 50% of the taxpayer's contribution. The credit applies to contributions
made in taxable years 2004 and after. S. 42, sec. 6.

Personal lncome Tax

Lottery prizes will no longer be exempt from Vermont income tax for
taxable years beginning on or after January 1,2005. Non residents are taxable
on prizes if they purchased the ticket in Vermont. lf a lottery winner sells the right
to future lottery annuity payments, the lottery winner will be taxable on the
proceeds of that sale. H. 784, secs. 13, 14.

See Affordable Housing tax credit above.

See Vermont Seed Capital Fund tax credit above.

Sales and Use Tax

There will be two sales tax holidays - August 7 through 9 and October 9
through 11,2004 - during which no sales or use tax will be imposed or collected
on sales of personal computers to individuals for personal use. As in 2003, the
Commissioner will publish a list of personal computers and components thereof
that qualify for the exemption. Act 121, sec. 51.

The date that the provisions of the Streamlined Sales and Use Tax
Agreement may become effective is move back from no sooner than Janu ary 1,
2005 to no sooner than July 1,2005. H.784, sec.27.

Various technical amendments were made to the sale tax laws to conform
wíth Streamlined Agreement provisions. These changes, like those enacted in
the 2003 legislative session, will become effective no sooner than July 1, 2005.
H.784, secs. 15 -21.

The exemption for agricultural items codified at32 V.S.A. S 9741(3) is
expanded to include sheets of plastic for bunker covers. The requirement that
silage bags and wrap be recyclable in order to qualify for sales and use tax
exemption is eliminated. Effective on passage. Act 121, sec. 88.
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Bulk sale provisions (requiring notification to the department) apply to
transfer of business assets structured as a long-term lease as well as a sale.
Effective March 1,2004. Act 70, sec. 34.

Bank Franchise Tax

Banks pay a tax on their deposits in lieu of paying corporate income tax.
Current law limits the bank tax to no more than the bank's federal taxable
income, but not less than $5000. This limitation is repealed and banks may not
use it to limit their taxes for 2004 or after. H.784, sec. 6.

Telephone Tax

Certain telephone companies (those with less than $50 million in annual
gross operating revenues within the state in the preceding taxable year) have the
option to pay a gross receipts tax in lieu of the personal property tax and the
income tax. H. 784 provides that no election to pay the gross receipts tax may be
made by a taxpayer that did not make the election in the previous year. Effective
upon passage. Sec. 10.

NEW Heatinq Oil Tax

Beginning July 1 ,2004, a tax of one-half cent per gallon of heating oil or
kerosene is imposed on every seller receiving more than $10,000 annually for
the retail sale of heating oil or kerosene not used to propel a motor vehicle.
Monies from this tax will be deposited into the petroleum cleanup fund to fund
cleanup and restoration of contaminated soil and groundwater caused by
releases of petroleum from storage tanks and to pay third party claims for
compensation. The tax terminates April 1,2008. H. 412.

Education Propertv Tax

The education property tax rates are reduced for fiscal year 2005
(property taxes for the 2004-2005 school year) from $1.10 to $1.05 on
homesteads and from $1.59 to $1.54 on nonresidential property (all property
other than homestead). This is a one-year reduction. The homestead tax is
adjusted for local spending decisions. A correlative change is made to
"applicable percentage" (1.9 percent) for income sensitivity. Act 76, sec. 6.

The homestead declaration law is changed in several ways

(1) The penalty for not filing a required declaration by April 15 or filing an
incorrect declaration is reduced from 3 or I percent to 1 percent in all
cases.
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(2) Towns may keep any penalties collected. Towns have authority to
abate penalties and interest due to late or incorrect homestead
declarations in cases of hardship. Hardship is defined in the law.

(3) Towns will issue new property tax bills reflecting a reduced tax only for
late, revised or rescinded declarations filed before December 1 of
each year.Any reduction in tax due to a new, revised or rescinded
declaration shall be paid to the taxpayer no later than May 15 of the
fiscal year. Any additional tax due to the filing of a declaration or failure
to file a declaration may be assessed without regard to the December
I date. This additional tax and interest shall constitute a penalty which
the towns may assess and collect in the same manner as a property
tax under chapter 133.

Act 76, sec.2 and H. 756, sec. 18a.

lncome sensitivity adjustment payments will be based on the proper tax,
even if the claimant originally forgot to declare a homestead declaration. Act 76,
sec.4.

The method for calculating amounts due from towns to the education fund
is simplified. The education tax rates adjusted by common level of appraisal,
and for the homestead rate by district education spending, are applied to the
town's education grand list. A preliminary calculation of education fund
payments will be done based on grand list information given to Property
Valuation and Review by August 15 and a final calculation will be done after
December 31. This calculation will reflect any change in taxes due to late or
incorrect homestead declarations not reflected in the preliminary calculation.
Refunds due from a town to a taxpayer on account of the taxpayer's new, revised
or rescinded declaration shall be paid no later than May 15 of the fiscal year. Act
76, sec.6 and Act 107, sec. 18a.

Prior law, dating to 1961, had allowed a town to vote to exempt up to
$15,000 of grand list value of new residential construction. This amount is
updated to $ 75,000. This exemption may be voted for up to three years, but
does not affect the education grand list unless approved by Vermont Economic
Progress Council. Act 76, sec. 31.

The education tax break for qualified rent-restricted units is retained,
but as a grand list value reduction certified by Vermont Housing Finance Agency
(instead of as a credit). Act 76, sec.7 and H. 772, sec.33.

Propertv Tax Adiustment Pavments

Under the debt set-off payments due from Tax Department are diverted
to pay a taxpayer's or claimant's debt to another State agency. Effective March 1,

2004, property tax adjustment payments and rebates will be apportioned
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between the debtor and non-debtor spouse based on homestead ownership (as
opposed to income earned which is the rule for income tax refunds). Act 70,
sec.45.

Solid Waste Tax

A moratorium on collection of solid waste franchise tax was enacted with
respect to tax that could be assessed on the earth material portion of any waste
resulting from mining, extraction, or mineral processing operations for any period
of time before July 1, 2005. The Secretary of the Agency of Natural Resources
shall report to the Legislature by May 1, 2005 on whether the tax applies to such
materials, but even if it the report is affirmative, no tax shall be assessed for earth
materials from operations prior to July 1, 2005.

Current Use

Agricultural land must be in active use to be eligíble for enrollment in the
current use program. The definition of "active use" is amended to include
othenruise eligible land that is enrolled in a conservation enhancement
program for agricultural lands through a contract with the state or federal
government. This allows, for example, the portion of land along a river that the
owner agrees not to plow for conservation reasons to qualify for enrollment. H.
778, sec.11.

Miscellaneous Tax Chanqes

The annual license fee on amusement machines is repealed and the
sales tax law is clarified. The sales tax applies to charges for "access to any
game or gaming or amusement machine, apparatus or device" but excludes from
these categories any "video game, pinball, musical, vocal or visual entertainment
machines which are operated by coin, token or bills." Effective upon passage. H.
784, sec.11,12.

The franchise tax on car and transportation companies is repealed for
taxable years beginning on or after January 1,2006. H784, sec. 9. These
companies continue to be subject to corporate income tax.

Estate tax law is amended to clarify that the special treatment of farm
businesses (whereby tax is reduced by the percentage which the value of the
farm business bears to the value of the federal adjusted gross estate) is limited to
a Vermont farm business. Act 70, sec. 51.

Prepared by Department of Taxes
May 27,2004
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HIGHLIGHTS OF TAX LEGISLATION PASSED IN 2OO5

Corporate Income Tax

Under current law, a federal net operating loss election (to carry a loss back or forward)
must be followed with respect to the Vermont refurn. However, Vermont refunds
resulting from the application of a net operating loss carrybacks are limited to zero, thus
limiting the benefit of a net operating loss based solely on how the federal net operating
loss was utilized. The Department of Taxes will report to the Legislature by January 15,
2006 on the possible effects of amending the law to allow 50 percent of federal corporate
net operating losses to be carried forward in Vermont, based on loss-year apportionment
factors, for a period of up to ten years and of phasing the allowance percentage up from
50 percent to 100 percent. H.521, Sec. 4.

Personal Income Tax

The retirement income credit is renamed the 6relderly and permanently totalty disabled
credit" to reflect the new federal name for the credit. Eff. on passage. H.521, Sec. 15.

Insurance Premiums Tax

The affordable housing tax credit, like other downtown credits, may no,'w be applied
against insurance premiums tax as well as against individual and corporate income tax
Eff. on passage. H.521, Sec. 7.

Sales and Use Tax

Prior to an event that includes occasional vendors, a.8., aflea market or gun show, the
promoter must provide a list of the participating vendors to the Department and verify
that the participants are registered to collect sales and use tax. However, this requirement
applies only if 25 or more vendors are authorizedby the promoter to sell taxable items.
Eff. on passage. H.521, Sec. l.

Effective for sales on and after July 1,2005, the maximum tax on tracked vehicles is
increased from $900 to $1100. The Commissioner will study the advisability of adjusting
the cap for inflation every second year and report his recommendation to the Legislature
by January 15, 2005. H.521, Sec. 2.

The formula for allocating sales tax revenues to a town that is hosting designated
downtown development is simplified. Instead of allocating based on actual sales and
receipts, the allocation will be based on estimated costs as stated in the successful bid
documents. A town will receive half of its allocation when the project is 50 percent
complete and the balance upon completion. Eff. June 1,2005.H.210, Sec. 9; H. 51, Sec
13 and 14.



Various telecommunications-related provisions in Vermont sales and use tax law were
amended to conform to the Streamlind Sales and Use Tax Agreement, including changes
to the definitions of "telecommunications" and "sales price". Eff. July 1,2005.H.52I,
Sec.2I -25.

The Tax Commissioner may post a sign on a business informing the public that the
business has failed to file a bond that was required by the department and may not
conduct business atthat location. Eff. on passage. H.210, Sec. 11.

Education Propertv Tax

Homestead Declarations are due each year by April 15. However, the duty to file a
declaration continues after that date in order to assure grand list accuracy. Under prior
law, a person who filed late, but before December I would receive a new tax bill at the
homestead rate. Beginning January l,2006,late filed declarations will result in a new bill
only if they are filed before July 15. H. 504, Sec. 6.

A uniform method is enacted for appraising residential rental property that is subject
to a housing covenant or other legal restriction by a governmental, quasi-governmental,
or public purpose entity on rents that may be charged. For these properties, fair market
value will be determined under an income approach that uses market rents, actual
cxpcnscs, a vacancy ratc that is 50 pcrcent of the market vÍlcancy rate and a capitalization
rate that is typical for the area. Property Valuation and Review will determine and
publish capitalization rates for geographic areas annually prior to April 1. This new
method will apply to grand lists of Aprll l,2006 and after. H. 521, Sec. 6.

The law is clarified that in determining estimated fair market value, the sale price of the
property should be considered, but is not determinative. Eff. on passage and shall apply
to grand lists of April | , 2006 and after H. 504, Sec. I .

There will be a voluntary lister program developed by the Division of Property
Valuation and Review to support local listers in performing their jobs and to improve the
quality and uniformity of appraisal methodology and grand list maintenance. The
program will include instruction in lister duties, property inspection, data collection,
valuation methods, mass appraisal techniques, and property tax administration and will
lead to designation of competence at three levels. H. 504, Sec. 2, 3,4,4a.

A residence that was the homestead of the decedent at the date of death and from the
date of death through the next April 1 is held by the estate of the decedent and not rented
is taxed at the homestead rate. A declaration should be filed by the estate, but the estate is
not entitled to a property tax adjustment. This new rule applies to declarations related to
April 1, 2005 and after. H. 504, Sec. 16, 18.
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Propertv Tax Adiustments (Prebates and Rebates)

Currently, a claimant with household income of $75,000 or more may be eligible for an
adjustment of education property tax on the f,rrst $160,000 of equalized value of the
housesite. Income sensitivity is expanded in two stages in H. 504. For claims filed for
2006 property taxes and after, the household income amount increases from $75,000 to
$85,000 and the maximum housesite value that qualifies for income sensitivity atthat
income level increases from $160,000 to $200,000. For claims filed for 2007 property
taxes, the household income amount increases from $85,000 to $90,000 and the housesite
value remains at $200,000. H. 504, Sec. 25, 26,27- Claimants with income up to
approximately $l10,000 will be eligible for a property tax adjustment under the new
parameters (under current law, income sensitivity phases out at approximately $88,000 of
household income).

In most cases in which a homestead property is jointly owned, the percentage of property
tax used to calculate a prebate or rebate is the same percentage as the claimant's
ownership. However, in the case of a homestead that is a portion of a duplex, the
property tax of the claimant is the tax on the portion of the structure occupied by the
claimant (without reduction for the interest of other owners in the claimant's portion)
provided that all owners live in a portion of the duplex structure. This new rule applies to
claims filed for 2006 property taxes and after. H. 504, Sec. 15.

Current Use

The definitÍon of farmer is expanded for purposes of determining eligibilify to enroll
farm buildings in the current use program. A person whose gross income from the sale of
processed farm products and from the business of farming together equals at least half
of the person's gross income is a farmer provided that a minimum of 75 percent of the
farm crops processed in the farm facility are produced by the farmer on land enrolled by
the farmer or on a housesite adjoining the enrolled land. The definition of farm buildings
is also expanded to include up to $100,000 of the value of a farm facility processing farm
crops (75 percent or more of which are produced on the farm). H. 540, Secs. I and2.
Effective July 1, 2005.

The current use program provides that the land use change tax will be limited to 10
percent of the value of the changed land (instead of 20 percent) if the changed land has
been enrolled for more than ten years. This section provides that the ten-year enrollment
must be continuous. Eff. July 1,2006.H.210, Sec. 5.

Property Transfer Tax

The law that sunsets the property transfer tax exemption for the first $100,000 of value
for properties purchased with a Vermont Housing Finance Agency mortgage was
repealed, making the exemption permanent. H. 521, Sec. 5.
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Solid Waste Tax

Effective July 1, 2005, the following waste is exempt from tax: (1) waste delivered to and
accepted by a composting facility for composting; Q) solid waste delivered to a facility
with a solid waste categorical certifTcation; (3) solid waste resulting from mining,
extraction, or mineral processing operations delivered to a facility certifìed solely for
the treatment, storage, recycling, or disposal of such waste. However, the exemption for
mining waste sunsets June 30, 2008 and a study of the human health and environmental
effects of Omya's mineral processing of calcium carbonate in Vermont is to be filed with
the Legislature on or before January 15, 2008. Septage or sludge delivered to an
incinerator is subject to tax. H- 532, Sec. 4, 5.

A license fee is imposed on facilities thattreat, store, or dispose of waste generated solely
from mining, extraction, or mineral processing at the rate $0.41 per cubic yard of
certified operational capacity above 15,000 cubic yards up to a maximum of $35,000.
The fee is prorated and paid on an annual basis over the term of the certification. The
solid waste categorical certification statute is amended generally and categorical disposal
facilities are expressly excluded from license fees charged by the Agency of Natural
Resources. H.532, Sec. 1, 3.
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HIGHLIGHTS OF TAX LEGISLATION PASSED IN 2006

Cisarette Tax

The tax on cigarettes increases to $1.79 per pack beginning July 1, 2006. (This is a $.60
per pack increase from the current $ I .19). The tax will increase by an additional $.20 per
pack on July l, 2008. Act 191, Secs.36, 37.

"Little cigars" (cigars weighing 3 lbs. per 1000 or less) and roll-your-own tobacco will
be taxed as cigarettes beginning July l, 2006. Snuff will be taxed at $1.49 per ounce
beginning July 1, 2006 and at $1.69 beginning July 1,2008. These products are currently
subject to a tobacco products tax of 4l percent of their wholesale price. Act 191, Secs.
36,37.

A floor stocks tax will be imposed on cigarettes, little cigars, roll-your-own tobacco and
snuff as of July 1,2006 and July 1,2008 to collect the additionaltaxon product on retail
shelves on those dates. The floor stocks tax is the difference between the new tax and the
tax paid by the wholesaler at the lower rate. Act 191, Sec. 39.

Vermont imposes the cigarette tax at the wholesale and distributor level. The tax is
currently $1.19 per pack (increases to $1.79 per pack on July 1,2006), and is paid by the
wholesale dealers purchasing stamps and affixing the stamps to the packs. A new law
imposes the cigarette tax on anyone who purchases cigarettes from a source that did not
pay the Vermont cigarette stamp tax, such as purchases through the internet or mail order,
or in another state. The new cigarette use tax applies to sales made on or after July l,
2006. Under this law, however, two cartons of cigarettes may be purchased by an
individual and brought into Vermont for that individual's consumption without payment
of the Vermont tax. Also, a taxpayer would receive a credit for any cigarette tax already
paid to another jurisdiction. Act207, Sec. 3.

Income Tax

A. Corporate

Effective January 1,2007, the current Economic Advancement Tax Incentive program
with its myriad of credits will be replaced with a single, payroll-based incentive for job
creation and capital investment. Existing property tax stabilization and allocation
incentives are retained. These three incentives are collectively subject to an overall $10
million annual cap on authorizations. The Emergency Board may approve increases of
the cap. The new program is authorized until January 2012. The Vermont Economic
Progress Council (VEPC) will administer the new incentive program until the council
dissolves in April 2009 at which time a new body, the Economic Incentives Review
Board (EIRB), is established and will succeed to VEPC's administrative responsibilities.
Act 184, Secs. 3 - 13.
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A new net operating loss (NOL) rule that is specific to Vermont has been adopted.
"Vermont net operating lossoo means aîy negative income after allocation and
apportionment of Vermont net income under section 5833 of Title 32. Prior law
piggybacked to the federal net operating losses, but allowed no refund for the portion that
was carried back on the federal return (and therefore on the Vermont return). The new
rule, when fully implemented in 2010, will allow corporate taxpayers to carry forward all
Vermont losses for 10 years regardless of whether the federal loss is carried back. During
the transition period, corporate taxpayers will be able to carry forward the Vermont NOL
if the federal NOL is carried forward. Additionally, for 2007 losses, 10 percent of the
Vermont NOL will be available for carryforward when the federal NOL is carried back.
This percentage increases to 30 percent for 2008 losses and 40 percent for 2009 losses.
Act207, Secs.15-18.

Effective July 1, 2006, funding for the affordable housing tax credit is increased. For
fiscal year 2007, the annual award cap goes from $150,000 to $300,000 and for fiscal
year 2008 and after, the cap is $400,000. The award amount is awarded for each of 5
years, so the maximum amount of new credits in any single year would be $2 million.
Act207, Sec. 21.

Four existing tax credits - (1) rehabilitation of an historic building, (2) rehabilitation of
an older or historic building, (3) platform lifts, elevators or sprinkler systems, and (4)
code improvements to commercial building - have been consolidated into one

"I)owntown and Village Center'o tax credit program. Inconsistent requirements are
removed. Under the new program, credits continue to he availahle against the corporate
and individual income tax, bank franchise tax and insurance premiums tax for historic
rehabilitation, façade improvement and code improvements. In addition, a new bank
credit certi{icate, which replaces the mortgage credit certificate, will allow a credit
recipient to negotiate with a bank for cash, as well as for an adjustment of mortgage
terms, in exchange for credit. The cap on the total amount of tax credits awarded,
together with sales tax allocation under 32 V.S.A. $ 9819, is increased from $1 million to
$1.5 million. Act 183, Secs. 12 - 16.

The time for taxpayers to report changes in federal taxable income (due to a Federal
audit or other reason) to the Vermont Tax Department has been expanded from 30 days
to 60 days. Act94, sec.4.

B. Personal

The "angel incentiveo', which was a deferral of capital gain taxation, is now a tax credit.
The credit is 3 percent of capital gain income invested in an eligible venture capital
business. To be eligible, the investment must be at least $50,000; otherwise, the
definition of eligible venture capital investment remains the same. For taxpayers who
deferred taxation of capital gain income in taxable years prior to 2006, the capital gain
income must be included in the taxpayer's taxable income no later than 5 years after the
year in which the investment (that gave rise to the deferral) was made. Act 207, Secs. 9-
11.
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Beginning with contributions made in 2007, the credit for contributions to a Vermont
Higher Education Investment Plan account is increased from 5 percent of the first
$2000 per beneficiary contributed each year to 10 percent of the first $2500 contributed
to the account. Act207, Sec. 6.

See payroll incentive program, affordable housing tax credit and "Downtown and Village
Center" tax credit program discussed above in corporate income tax.

C. Pass-Through Entities

Effective January 1,2006, the rate at which pass-through entities pay tax (on behalf of
owner) to Vermont is reduced. Partnerships, limited liability companies and subchapter S
corporations are pass-through entities, meaning that they are not taxed at the entity or
business level. Instead, their owners are taxed personally on their pro-rata share of the
business income. To ensure that Vermont receives the income tax owed by nonresident
owners of these entities, Vermont income tax law requires that the entity itself must pay
tax to the State on behalf of the owner at the highest marginal rate. These sections lower
that rate from the highest individual rate (9.5 percent) to the second lowest rate (7.2
percent). Act207. Secs. 1,2.

See payroll incentive program discussed above in corporate income tax.

Propertv Tax

A. Education Properfy Tax

Net tax bills: Beginning in2007, property tax bills will be reduced by a taxpayer's
property tax adjustment (also referred to as "prebate" and "rebate'o) and at the option of
the taxpayer, by the taxpayer's income tax refund or any designated portion of the refund.
For all adjustment claims that are timely filed - by April 15, the State will send the town
a payment on July I of the amount to be credited against the taxpayer's property tax bill.
If the taxpayer files a late claim for a property tax adjustment on or before September 1

(and also files a homestead declaration by that date), the State will send the adjustment
amount to the town on or before September 15 and the taxpayer will receive a new bill
from the town that subtracts the adjustment amount. The town will reduce the adjustment
amount by $15.00 to cover the cost of creating the new bill. A property tax will not be
reduced to reflect a homestead declaration or property tax adjustment claim filed after
September 1. The property tax adjustment and any designated income tax refund are
subject to the same offsets (for delinquent State taxes and debts to other State agencies)
as under current law. Act 185, Secs. l-7. (See Education Property Tax Adjustments
below)

Education tax rate: For fiscal year 2007 only (2006-2007 property tax bills), the
education property taxrate on nonresidential property tax will be $1.44 per $100 of
assessed value and the rate on homestead property shall be $0.95 per $100 of assessed
value. Act 185, Sec. 18.
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New tax increment financing (TIF) district provisions are available to all
municipalities. TIF development must occur in compact, high-density industrial,
commercial and residential areas; or within growth centers or designated downtown or
village centers; or commercially distressed areas. New project criteria, which replace the
cost-benefit model in determining eligibility, focus on public benefits such as affordable
housing, brownfield remediation, potential job growth and transportation impacts. S. 165,
Sec. 2h. A municipality that is a "designated growth center" is presumed to meet the
location criteria. Act 184, Sec. 2.

Use of education funds for TIFS is extended from 10 to 20 years, with twenty-five
percent of the increment dollars being retained by the education fund. Permitted uses of
increment dollars are expanded to include "related costs" which are expenses directly
related to the creation of the TIF district, transportation infrastructure and brownfields
remediation. As with the payroll-based incentive program (see corporate income tax),
EIRB will take over administrative functions of VEPC regarding TIFs in 2009. No more
than 10 new TIFs may be created in the next 5 years, with no more than one new district
in any municipality. Procedures for municipal hearings, planning and bonding have been
established. Act 184, Sec. 2.

B. PILOT

For 2006 through 2010 grand lists, the State shall make PILOT payments for Vermont
State College property regardless of whether the property is used for educational or
commercial purposes. Under current law, all Vermont State College propefry is tax-
exempt, but only educational buildings are eligible for PILOT. Beginning in 2011,
Vermont State College property will only be exempt if used for educational and not
commercial purposes. Act207, Sec. 7, 8.

C. Other Property Tax Changes

Towns are now authorized to vote to exempt up to $40,000 of the appraisal value of the
residence of a disabled veteran or the disabled spouse, widow, widower or child of a
veteran. Prior law authorized a voted exemption of $20,000 . Act207, Sec. 25.

Beginning July 1, 2006, the filing fee for a property tax appeal to the Director of Property
Valuation and Review will increase from $30 to $70. A taxpayer or selectboard aggrieved
by a decision of the board civil authority may appeal to superior court or to the director of
Property Valuation and Review for a de novo hearing. Appeals to the director are heard
by a State Appraiser, an independent hearing officer who determines the property's value
after hearing. Act 202, Sec. 8.

Education Propertv Tax Adiustments

A. Overview

Beginning in2007, the prebate and rebate amounts will be combined into one
property tax adjustment payment that will be applied as a credit to the 2007-2008

4



property tax bill. The prebate will no longer be paid directly to the claimant and the
rebate will no longer be a credit against the income tax. In addition, any taxpayer may opt
to have all or a portion of his or her income tax refund applied to the homestead tax bill.
Claims for both programs will be due April 15. Claims filed after April l5 but before
September 2 will be allowed, but will be reduced $15.00 to cover the town's cost of
rebilling the property tax. No adjustment payment will be made for claims not filed by
September 1. Act 185, Secs. 1-7.

Note that because 2006 rebates and 2007 prebates will be applÍed to reduce 2007-
2008 property tax bills, individuals will not receive rebate or prebate checks in 2007.

V/ith respect to claims f,rled in2007 and 2008, no taxpayer shall receive total adjustments
in excess of $10,000 related to any one property tax year. An individual who received a
homestead exemption or adjustment of property taxes assessed by another state for the
taxable year will not receive a Vermont property tax adjustment. Act 185, Secs. 9.

B. Rebate Program Changes

A claimant must own the homestead on April I to quali$ for the rebate - this conforms
the ownership date to the prebate program that has always required ownership as of April
1. Act 185, Sec. 2.

Effective for claims filed in 2007 and after, homeowner and renter rebates for claimants
with household income under $101000 are increased. These claimants will receive an
adjustment in equal to the amount of property tax or rent constituting property tax in
excess of 2 percent of household income. Currently the percentages are 3.5 for incomes
up to $4,999 and 4.0 percent for income between $5,000 and $9,999. Act 185, Sec. 12.

C. Prebate Program Changes

Prebates will be calculated using prior year household income and tax assessment
(similar to the rebate program). Act 185, Sec. l.

Since Act 68 became law, the applicable base percentage (the percentage of household
income that claimants must pay before being entitled to a property tax adjustment) has
been adjusted in proportion to education property tax rate changes. In the future, that base
rate will drop no lower than 1.8 percent (adjusted by school district spending and the
common level of appraisal). Act 185, Sec. 10.

D. Household Income Changes

Gifts received by members of the household in excess of a total of $6500 in cash or cash
equivalents (for example, certificates of deposit, stocks, bond, treasury obligation) must
be included in household income for claims filed in 2007 and after. Act 185, Sec. 13.

The first $6500 of income received by a person who qualifies as a dependent of the
claimant under the Intemal Revenue Code and who is the claimant's disabled adult
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child may be excluded from household income for claims filed in 2007 and after. Act
185, Sec. 13.

For claims filed in 2005,2006 and 2007, difficulty of care payments made by the State
or an agency designated by the State to an individual for care of an eligible person with a
developmental disability may be excluded from household income. Any tax assessment
resulting from a claimant's exclusion of this income on a property tax adjustment claim
filed in 2005 or 2006 will be abated. Similarly, if a claim was reduced as a result of a
claimant's exclusion of such income, a supplemental payment will be made. Also, any
person may file, on or before September 1,2006, alate 2005 or 2006 property tax
adjustment claim (relative to 2004 and 2005 household income) that excludes difficulty
of care payments. (Note that flexible family funding payments were already excludable
for those years.) Act 185, Sec. 14.

For claims filed in 2008 and after, only the first $6,500 of difficulty of care payments
and flexible family funding payments may be excluded from household income. Act
185, Secs. 13, l3a, l7(4).

Sales and Use Tax

Beginning September 1,2006, court judgments for fines, penalties, surcharges and fees
shall be subject to a setoff on the judgment debtor's income tax refund. Act 167 , Secs. 4,
5.

The General Assembly approved a change to the City of Burlington Charter that will
allow the city to impose a one percent local option sales tax. The tax will differ from
local option taxes currently imposed in Manchester, Williston and Stratton in that
Burlington will follow the State tax base and exempt clothing costing $110 or less and
will tax telecommunications. The tax will be effective on the next tax quarter following
30 days notice to the Tax Department, provided the notice is given in 2006. M-11.

Authorization to impose local option taxes existed under prior law only through 2008.
That sunset has been removed. Consequently, the towns originally authorized by Act 60
to impose local option taxes, including Manchester, Williston and Stratton that have local
option taxes in place, will continue to have that authority. Act 215, Sec. 293b,293c.

Any in-state or out-of-state holder of a license to ship vinous beverages in Vermont must
pay the sales tax due on such product directly to the tax department and must comply
with the provisions of Chapter 233 and legally authorized local sales taxes. Act 140, Sec.
4.

Sellers that register voluntarily under the Streamlined Sales Tax Agreement will only
have to file returns annually unless they accumulate more than $1000 tax, in which case a

return is due the following month. Act207, Sec. 5.
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HIGHLIGHTS OF TAX LEGISLATION PASSED IN 2OO7

Introduction

This document describes the significant changes made to Vermont tax laws by the
General Assembly in the 2007 session. However, this is a reminder that Act 185, which
was enacted in the 2006 session will impact property tax bills for the first time this
summer. Act 185 combined prebates and rebates into one property tax adjustment
amountr. That amount will not be mailed to claimants butiather will appãar as a credit on
the property tax bill of the claimant's homestead, thereby reducing the amount owed to
the municipality. Taxpayers who did not claim an adjustment amount are not affected by
this law. 2006. Act No. 185.

Income Tax

Debt setoff: Clarified that courts, like all State agencies, are entitled to set off debts
against both income tax refunds and property tax adjustments; and clarifies that court
system "debts" include fines and penalties imposed by the State, but do not include
damages awarded when one citizen sues another. Act 33, Secs. 3, 4.

The Downtown Credit Allocation was increased $100,000 from $1.5 million to $1.6
million. These credits are awarded by the Vermont Downtown Development Board to
qualified applicants for qualified code improvements, façade improvements and historic
rehabilitation projects . H. 521.2,Sec. 23.

Withhotding tax: Effective July l, 2008, the payment date for taxpayers who file their
withholding returns electronically may be extended by the Tax Commissioner by six
days. This allows Vermont and Federal withholding tax to be paid at the same time.
Current law allows only a four-day extension for taxpayers required to file electronically.
H.52I, Secs. 2, 3.

All bonds and notes issued by the newly created Vermont TelecommunicatÍons
Authority and income from and interest on such bonds and notes are exempt from
income tax (and all taxes except for transfer, inheritance and estate taxes). H.248, Sec. I
(30 v.s.A. $ 8074).

Land Gains Tax

Land sold to an organization that qualifies under section 501(c)(3) of the Internal
Revenue Code, meets the "public support" test of section 509(a)(2) of the Code, and has
as one of its stated purposes to provide affordable housing is exempt from tax if the land
is sold within 12 months by the organization to a buyer who is qualified under an
affordable housing program for the buyer's principal residence. However, if the land is

I At the option of the claimant, this amount may also include all or a portion of the claimant's income tax
refund.
2 Bill numbers are referenced where Act numbers are not yet available.



not transfened within 12 months or not transferred to a qualified buyer for occupancy as

the principal residence, the tax on both transfers (to and from the organization) shall be
due from the organization. If the organization transfers the land within l2 months but
there is no dwelling on the land and the buyer fails to complete and occupy a principal
residence within two years, the tax on the first transfer shall be due from the organization
and the tax on the second transfer shall be due from the buyer. H.521, Sec. 25.

Local Option Taxes

The City of South Burlington charter was amended to give the City authority to impose
a one percent local option tax on sales, meals & rooms and alcoholic beverages which are
subject to taxation by the State of Vermont. The City Council must adopt an ordinance
imposing the tax and then give 90 days notice to the Department of Taxes before
collection of the taxes goes into effect. M-13. The City expects these actions to be taken
in time for an October 1,2007 effective date.

ProperW Tax

A. Education Property Tax

Education tax rates: For fiscal year 2008 only (2007-2008 property tax bills), the
education tax rate on nonresidential property is $ I .36 per $ 100 of assessed value and the
rate on homestead property is $ .87 per $100 of assessed value. H.526, Sec. 4.

Divided question: Effective for FYl0 through FY14, a school budget must be presented
to the voters as a divided question if it contains spending in excess of the specified
inflation amount and the district's education spending per equalized pupil in the prior
fiscal year was in excess of the statewide average school district spending per equalized
pupil in that fiscal year. The first question is whether the voters approve a total budget
that includes the maximum inflation amount and the second question is whether the
voters also approve additional education spending in a specified amount. Districts whose
spending does not exceed the statewide average spending per pupil are not affected by
this provision. H. 526, Secs. 5 and 6.

Section 3843 properties: 32 V.S.A. $ 3841 authorizes municipalities to enter into
PILOT agreements with owners of housing projects for low and moderate income
occupants. These agreements were grandfathered by Act 60 for ten years, meaning that
these properties were not included on the municipality's education grand list. Their
grandfathered status - which was due to lapse in2007 - has been extended one year. This
provision does not affect other agreements and exemptions covered by the Act 60
transition language - these will be included on the municipalities' 2007 education grand
lists. H. 521, Sec.11.

Tax increment financing for reappraisal towns: Tax increment financing exempts the
excess value of property over the original taxable value (the "increment") within the tax
increment financing district from the education tax and allows municipalities to retain
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that portion of tax to finance improvements within the district. However, background
growth - appreciation that would have occurred regardless of improvements within the
district - is not part of the increment. This law provides that when a town reappraises at
least twenty percent of the parcels in the municipality, the original taxable value of a
property in the district is increased by the same proportion that other property within the
district is increased. Prior to this amendment the increase was the same percentage as the
increase experienced by the rest of the municipality. Act 66, Sec.24.

To compensate municipalities for billing and collecting the education tax, municipalities
may retain one-eighth of one percent of the total education tax collected (if remitted
timely to the State ). Effective for fiscal year 2009, the amount municipalities may retain
increases to 0.225 of one percent of the total education tax collected. However, the
towns will not receive actual payment of the education tax adjustment amount in FY09
(as they will in FY08). Instead that amount will be netted in the calculation of education
tax fund payments to school districts. In FY08, municipalities will receive education tax
adjustment funds on or about July l. The law was amended to require municipalities to
transfer ølI education tax adjustment funds they receive to their school districts within 20
days of the first date upon which the taxes became due or 20 days after notification by the
Education Commissioner, whichever is later. Under Act 185, some municipalities could
have held a portion of the funds longer, depending upon the due dates. Act 65, Secs. 289,
290,291,299.

B. Property Tax Adjustments

Adult foster care: Last year, the law was amended to allow difficulty of care payments
to be excluded in total from household income when calculating the claimant's property
tax adjustment for 2007 andretroactively for 2005 and 2006; with respect to claims for
2008 and after, the first $6,500 of such payments could be excluded. This year the law is
further amended to replace the term difficulty-oÊcare payments with a new term, "adult
foster care payments" and to allow atotal exclusion of adult foster caro payments for all
future years. The Act also retroactively provides that interest will be paid to claimants
who received refunds as a result of the retroactive law change (excluding the payments
from household income) made last year. Act 37.

Homestead sales: Claimants who transfer their homestead after March 3I,2007 and
before June 21,2007, may receive their property tax adjustment directly from the
Department of Taxes instead of having it credited against the property tax due to the
town. To obtain the payment, a claimant must notifu the Commissioner of Taxes in
writing no later than 4:30 p.m. on June 20, 2007. The notice must include the following:

1) A request that the property tax adjustment amount be paid to the
transferor;

2) a copy of the completed property transfer tax return that was filed with
the town clerk including the transferor's social security number and
the property's school parcel account number (SPAN); and
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3) proof of payment of the property transfer tax, such as a copy of the
check or receipt of the tax payment to the town or closing agent.

Act39, Sec. 7 and H. 521, Sec. 24.The notice should be mailed to Vermont
Department of Taxes, P.O. Box 1645, Montpelier, VT 05601-1645 or faxed to (802)
828-2720 and be marked "Homestead Closing". See NOTICE REGARDING
HOMESTEAD REAL ESTATE CLOSINGS OCCURRING AFTER MARCH 3I,2OO7
AND BEFORE JLINE 21,2001on the Department's website.

Household income amendments: Prior law provided that a claimant who filed a timely
claim had three years after the due date in which to amend their household income form
(HI-144). This ability to amend has been extended to claimants who file late but by
September I of the claim year. H. 521, sec. 4.

Maximum adjustment: V/ith respect to claims filed in 2008 and after, no taxpayer shall
receive a total adjustment amount in excess of $8,000 related to any one property tax
year. The maximum adjustment for claims filed in 2007 is $10,000. H.526, Secs. 2, 3.

C. Other Property Tax Changes

Subsidized housing: Definition of "appraisal value" with respect to subsidized rental
housing is clarified to specifu that for certain project types where rent is partially paid by
the government and partially by the tenant, the value should be established using both
components of rent referred to as "contract rents". H.521, Sec. 10.

Rolling reappraisal study: Property Valuation and Review, in consultation with
Vermont Assessors and Listers Association, Vermont League of Cities and Towns,
International Association of Assessing Officials and two individual listers, one from an
above average-sized town and one from a below average-sized town, will study the
feasibility of adopting a statewide system of rolling reappraisals on a three- or five- year
basis. H. 526, Sec.27.

All property owned by the newly created Vermont Telecommunications Authority is
exempt from tax. The Authority is authorized to own and lease equipment, facilities and
other infrastructure, including fiber optic cables, towers, shelters, easements and rights of
way. H. 248, Sec. I (30 V.S.A. $$ 8062, 8074).

Sales and Use Tax

The exemption for parts, machinery and equipment (r'parts") installed in an aircraft,
is broadened to include parts installed on private aircraft. Prior law exempted only parts
installed on commercial aircraft (and commercial aircraft itself;. After July 1,2011, the
exemption reverts to parts installed on commercial aircraft.H. 52I, Secs. 7a and7b.
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A taxpayer who fails to file a required tobacco tax return may be assessed at any time,
which is the rule for other taxes. H.521, Sec. 5.

Tobacco products wholesalers are now required to state on the invoice if the price
includes the Vermont Tobacco Products Tax. This will clearly let retailers know if they
have an obligation to remit the tax. H.521, Sec. 6.

Vermont Economic Growth Incentive

Property tax allocations and stabilizations are subject to the same perforTnance
standards as a Vermont Economic Growth Incentive (VEGÐ authorization. Thus, if a
company falls short of performance requirements (creation and retention of payroll,
capital investment and job targets) the property comes back onto the education grand list
at full fair market value. H.521, Secs. 12, 13,21. Also, stabilizations and allocations are
subject to the incentive ratio in the same manner as VEGI authorizations (this is the
discount ratio whereby cost-benefit impacts are discounted20Yo before an income
authorization is issued) and cannot be authorized independently of an approval for a
VEGI authorization. H. 521, Sec. 14.

Several definitions are corrected to make the program work as intended:

The term 6'base payroll" is removed from the definition of o'payroll threshold" to
resolve an effor which would allow the calculation to produce negative numbers. The
concept of base payroll is instead incorporated into the definition of "qualiffing payroll".
H- 521, sec. 7.

"Qualifying payrolloo is redefined to ensure that base payroll is maintained and
background growth is taken into account in determining what investments are
incremental. The new definition also clarifies that excess payroll may be counted toward
future years' targets and incentive payments provided the investments are maintained;
and that VEGI recipients are not entitled to incentives on a fulIyear's salary for a new
employee who is hired part-way through the year. H.521, Secs. 7, 8.
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HIGHLIGHTS OF TAX LEGISLATION PASSED IN 2OO8

Introduction

This document describes changes made to Vermont tax laws by the General Assembly in the

2008 session. Significantly, no major changes were made to the property tax adjustment
program. For the second year, the adjustments will be a credit on the property tax bill that

reduces education property taxes due to municipalities. Two important changes were made to

income tax law. First, Vermont has decoupled from the federal accelerated bonus depreciation

enacted by the Economic Stimulus Act of 2008 for individual income tax purposes.t Se.otrd, for
tax years beginning in 2008 and after, the capital gains exclusion taken on the Vermont return
may not exceed forty percent of federal taxable income. Other significant changes pertain to laws

authorizing use of education tax increments to fund infrastructure costs. A number of exemptions
from education property tax and income tax were added or expanded. There will be a two-day
sales tax holiday in July for individuals purchasing tangible personal property; in the case of
Energy Star appliances, the holiday will last one week.

Compliance

The commissioner may charge a delinquent taxpayer for the costs associated with serving a

court complaint for the collection of delinquent taxes. This is generally the fee charged by a local
sheriff. Act 190, Sec. I [32 V.S.A. ç 3262].

Current Use

Each year, Property Valuation and Review (PVR) determines the eligibility of new and enrolled
property for the Use Value Appraisal Program. Prior law prescribed various dates for this review
to be completed and reported to towns. Now those notices will be combined into one, which
PVR will send to towns by March 15. The other important deadline remains the same - towns

must report back to PVR by July 5 on whether the list is correct and on the fair market value of
each parcel. PVR may notify an enrollee of discontinuance at any time that ineligibility is

discovered. Act 190, Sec. 2 [32 V.S.A. $ 3756].

Although the transfer of ownership alone will not affect the eligibility of the parcel, the law
now provides that failure of an owner to provide information about the transfer, new maps or a
new application within 30 days of a written request by PVR will result in removal from the

program. Act 190, Sec. 3 and S. 31 1, Sec. 3 [32 V.S.A. $ 3757 (e)].

Prior law allowed a decision by PVR regarding enrollment of use value of land to be appealed to

the Director but did not specify the time in which such review could be sought. The law now

I Accelerated depreciation was already blocked from passing through to Vermont corporate income tax returns by
prior legislation. See 2001(Adj. Sess.) Act No. 140.



specifically provides the aggrieved owner a 30-day appeal period. Act 190, Sec. 4 [32 V.S.A. $

37s8(a)1.

A new owner of enrolled property is entitled to continue to have the eligible property taxed at
use value provided the property remains eligible and the new owner elects continued
enrollment on the property transfer tax return and, within 30 days of the transfer, applies to the
Director of PVR and pays the required fees. The law directs the Commissioner of Taxes to
redesign the transfer tax form to allow this election. S. 31 1, Secs. 2 and 4 [32 V.S.A. $ 3756(e)
and session law].

Applicants must pay a $30 fee in addition to other fees. The fee will go into the existing special
fund, which will now be available for making improvements to the management of the program
as well as paying municipal clerk fees. S. 3l l, Secs. 2 [32 V.S.A. g 3756(e)].

The listers are not required to send a notice to the owner for a change to listed value made solely
to reflect a new use value set by the Current Use Advisory Board and no grievance is allowed
for this reason. S. 31 1, Sec. 8 [32 V.S.A. g al 1 1(e) and (g)].

A municipality may enroll land it owns that is located in another municipality in the use value
appraisal program. However, if the use value appropriation for the year is insufficient to pay the
full amount due to any municipality for enrolled property owned by another municipality, the
municipality in which the property is located may assess the owner-municipality the difference.
S. 3l 1, Secs. 9 and l0 [32 V.S.A. $$ 3752(10) and 3760(a)].

Education Propertv Tax

For fiscal year 2009 only, homestead and nonresidential education property tax rates will be

$0.87 and $1.36 respectively, and the "applicable percentage"2 foÍproperty tax adjustments is
1.80 percent. Act 190, Sec. 5 [session law].

An alternative education property tax is imposed on buildings and fixtures used directly in the
generation of electrical energy from wind power. The buildings and fixtures must be part of a
facility certified by the Commissioner of Public Service as producing electric energy for resale,

have an installed capacity of at least 5 megawatts and hold a valid certificate of public good
issued under 30 V.S.A. $ 248. The tax is imposed at a rate of $0.003 per kilowatt hour produced.
The tax is due twice ayear to the Vermont Department of Taxes. Such buildings and fixtures will
not be on the education grand list; however, municipal taxes are unaffected by this alternative
tax. Act No. 92, Secs. 24, 25,26 [32 V.S.A. $$ 5401(10)(J), 5402c, session law].

2 The applicable percentage is the percentage ofhousehold income, when adjusted for district spending, that a
claimant must pay for property taxes before a property tax adjustment is available.
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Several federally-subsidized affordable housing projects that were subject to tax stabilization
agreements were exempted from the statewide education tax by Act 60 for a ten-year period.

This transitional exemption was subsequently extended for an additional year. During this period
any foregone education tax revenue was made up by the State's other taxpayers. Now that the

exemption is expiring, the underlying law is simplified to allow a town to vote directly to

exempt, in whole or in part, affordable housing. If the town votes an exemption, any foregone

revenue must be made up by the town's other taxpayers - just as before Act 60. The transition
rule is that any agreement made prior to April 1, 2008, will continue in effect, but beginning in
fiscal year 2010, the foregone education tax revenue must be made up by the town's other
taxpayers. Act 190, Secs. 6-8 [32 V.S.A. $$ 3843, 3844].

The last payment of education taxes by municipalities to the education fund is on June 1.3 The

Tax Commissioner calculates each municipality's education tax and the law now specifies that

the calculation will be based on grand list information received by the Commissioner no later

than the March 15 prior to the June I net payment. Act 190, Sec. lI [32 V.S.A. $ 5a02(c)].

The way towns are compensated for having to reissue a property tax bill due to a late-filed
adjustment claim is changed. Instead of receiving a payment from the State of $15 for each

reissued bill, the town is permitted to retain $15 from education taxes collected. Act 190, Secs.

11, 15 [32 V.S.A. $$ 5402, 6066a].

Prior legislation increased the amount towns could retain for collection of the statewide

education tax from one-eighth to 0.225 of one percent of the education taxes collected. This year,

the Legislature has made a parallel change with respect to education taxes collected on new or
corrected property tax bills. Act 190, Sec. 12 [32 V.S.A. $ 5410(h)].

The law allows recalculation of a town's education tax liability if a property tax appeal results

in a reduction of one percent or more. This relief is expanded to allow recalculation if the value

is reduced as the result of declaratory judgment or other type of legal preceding that changes the

value of the property. The amendment also provides that in the case of a settlement between the

town and ataxpayer, the town's education tax liability will only be recalculated if the

Commissioner determines that the settlement amount represents fair market value. Act 190, Sec.

t3132 V.S.A. $ s4121.

The 2007 common level of appraisal for the Town of Essex, which underwent a reappraisal in
2007, will be retroactively increased to 100 percent. This cost to the education fund of
approximately $1,000,000, will be a credit against the town's fiscal year 2009 education tax

liability. Act 190, Sec. 31 [session law].

3 Education taxes are paid on a fîscal year in two installments. The first payment is due December 1 and the second

on June 1
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Effective for 2008 and2009 grand lists only, skating rinks, owned and operated on a nonprofit
basis, which provide facilities to local public schools for a sport officially recognized by the
Vermont Principals' Association, are exempt from education property taxes. This is expected to
exempt four or five skating rinks in the State. Act 190, Sec. 40 [session law].

Holton Home, a nonprofit elder residential care facility in Brattleboro, will be exempt from
education tax on $500,000 of value. An old law had exempted it from property tax on $50,000 of
value. The law does not increase the exemption from municipal tax. The increased exemption is
effective for the facility's fiscal year 2009 tax liability. Act 190, Sec. 46 [session law].

For fiscal year 2009, two health, recreation and fitness facility properties are exempt from
education property tax. One will be designated by the Springfield Hospital and the other by the
North Country Hospital. Act 190, Sec.l01 [session law notwithstanding 32 V.S.A. $ 3832(7)].

Provisions Affecting Tax Increment Financing Districts (TIF districts):

The type of debt a municipality may use to pay for improvements in a TIF district is expanded.

Prior law authorized only bonded debt; effective upon passage, municipalities may also use

Housing and Urban Development Section 108 financing instruments; interfund loans within a

municipality; State of Vermont revolving loan funds; and United States Department of
Agriculture loans. However, all types of TIF district financing must be approved by the legal

voters of the municipality. VEPC must assure the "viability and reasonableness" of any proposed

financing other than bonding and least-cost financing. Act 190, Secs. 54,61[24 V.S.A. $$ 18914

; 32 V.S.A. $ saOaaft)1.

Improvements paid for with education tax revenue (increment) no longer have to be even partly
within the district, they only have to '6serveoo the district. The increment used for the debt must
be proportionals to the use of the improvement for the district. Act 190, Secs. 55, 5S 124 V.S.A.

$$ 1893,18971.

It is clarified that education tax revenues may not be retained by a municipality in excess of
twenty years; however, a municipality has five years after approval of a TIF district to incur debt
that may be paid in part with education taxes. The twenty-year retention period begins with the
initial date of the first debt incurred within the first five years. Act 190, Sec. 56 [24 V.S.A. $

1894]. It was also clarified that the municipal tax increment must be used in equal proportion to
education tax increment. Act 190, Sec. 58124 V.S.A. g 13971.

a Conforming changes - replacing o'bonds" with "financing"- were made throughout Chapter 53 of Title 24. H.888,
Secs. 54- 60.

5 The proportionality test also applies to "related costs"
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If the tax increment collected is in excess of the amount pledged for financing in a particular
tax year, the excess education portion and the excess municipal portion must be treated the same

way. Three uses are permitted: prepayment of the financing instrument; placement in escrow, or
distribution on a proportional basis to the education fund and municipal budgets. Act 190, Sec.

6s 124 V.S.A. $1e001.

Municipalities with TIF districts are subject to additional reporting requirements and effective
upon passage, the State Auditor of Accounts shall review and audit all active TIFs every three
years. Act 190, Sec. 61, 62132 V.S.A. $ 5a0aaft); 24 V.S.A. $ l90l;1.

The provisions of Title 32 regarding allocations (retention of tax increment on new economic

development) are repealed. There are no existing allocations and the provisions were

unnecessary in light of other TIF provisions. Act 190, Sec. 63,64 [32 V.S.A. $ 5404a(e) and

(e)1.

Prior law allowed VEPC to approve ten new TIF districts within a five-year period beginning
July 1, 2006. That was changed to allow approval of six new districts in a five year period
beginning July 1, 2008. Act 190, Sec. 67 [session law].

Special provisions were enacted for three municipalities with TIF districts:

Milton does not have to follow the proportionality rule for debt obligation incurred prior
to April 1,2009 with respect to improvements that serve two TIF districts known as

Husky Campus and Catamount Industrial Park. Milton, however, is required to use the

municipal tax increment in equal proportion to the education tax increment if these TIF
districts are extended beyond the initial ten years, just as other towns are required to use

equal proportions of educational and municipal increments. Act 190, Sec. 68 [session
lawl. Finally, Milton was given one more year before it has to comply with TIF district
location criteria for any new TIF application. Act 190, Sec.69 fsession law].

\Minooski's fiscal year 2008 education property tax liability will be retroactively
calculated using a conìmon level of appraisal factor of 1.0952. This recalculation will
result in the City receiving approximately $300,000 from the education fund as a credit
against its fiscal year 2009 education tax liability. Act 190, Sec. 70 fsession law]. The

Joint Fiscal Office and the Tax Department have been charged with analyzingwhether
the law should be amended to adopt a recalculation method that includes all property

within a TIF district for equalization purposes. Act 190, Sec. 65fsession law]. Also, a

technical correction was made to the Winooski TIF legislation. Prior law had required 5

percent of the education tax increment imposed on residential property within the district
to be paid to the education fund. Since there was no definition of "residential" in this
context, that qualifier was deleted and the percentage was loweredto 2. Act 190, Sec. 71

[amending Sec. 38 of No. 159 of the Acts of 1999 Adj. Sess.].
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a Burlington, which had been using non-bond financing for its TIF, was given retroactive
authority to use two forms of alternative financing, HUD section 108 financing
instruments and certificates of participation. Act 190, Sec.75 [session law].

Income Tax

As stated above, Vermont has decoupled from the bonus depreciation provisions of the federal
Economic Stimulus Act of 2008 and so accelerated bonus depreciation taken at the federal level
will not pass through to the Vermont individual income tax. This means that businesses that
utilize the federal depreciation will be required to keep separate depreciation schedules for
federal and Vermont tax purposes. Federal bonus depreciation was already blocked with respect
to C corporations. Act 190, Sec. 36 [32 V.S.A. $ 581l(21)].

For taxable years 2008 and after, the capÍtal gains exclusion taken on a Vermont return may not
exceed forty percent of federal taxable income. Act 190, Sec. 19 [32 V.S.A. $ 53l1(2lXB)].

Beginning with the 2008 tax year, individuals, trusts, estates and corporations may claim a credit
against income tax equal to 100 percent of the Vermont-property portion of the business solar
energy investment credit component of the federal investment tax credit allowed against the
taxpayer's federal tax. In prior years,24percent ofthe federal credit passed through to
individual, trust and estates. This change allows those taxpayers the remaining 76 percent of the
federal credit on the Vermont investment. The credit is new for corporations. If the federal credit
is recaptured, the Vermont credit will be recaptured as well. Act92, Secs. 27, 28,29 [32 V.S.A.

$ 5822(c)(l)(B) and (d),59302, session lawl.

The wood products manufacturer tax credit was to expire July 1, 2008 with no further credit
available for taxable years beginning after that date. lnstead, the credit is extended to July 1,

2011. Act 190, Sec. 29 [Sec. 9 of No. 212 of the Acts of 2005 Adj. Sess. relatingto 32 V.S.A. $

5930y1.

The credit for affordable housing is expanded. It is now available for rental housing projects

identified in 26 U.S.C. $ 42(g) and certainowner-occupied housing that is eligible under VHFA
"allocation plan" criteria. These criteria include ensuring that housing is maintained as affordable
by subsidy covenant on a perpetual basis. VHFA may award up to $100,000 per year for the new
credit. The credit awarded to a taxpayer under this section is available for five consecutive tax
years. This credit is in addition to $400,000 of tax credit that VHFA may award for rental
housing projects every year. These credits are also available to the taxpayer for fïve years. Act
176, Sec. 13132 V.S.A. $ 5930u1.

Technical changes were made to the refund provisions of Chapter 151, clarifying that when the

Department denies a refund request, the taxpayer has 60 days to appeal to the Commissioner for
a hearing and correcting references to the interest statute. The law also provides that if a notice of
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deficiency is issued with respect to a refund paid in error, then notice given within the usual
three-year period or one year after the date the erroneous refund was paid is timely. Act 190, Sec

20 - 22 [32 V.S.A. $$ 3203, 5882, 5882].

Land Gains Tax

The transfer of undeveloped land in a'oVermont neighborhood",6 which is the first transfer of
that parcel following the original designation of the Vermont neighborhood, is exempt from land
gainstax. Act176, Sec. l2 [32V.S.A. $ 10002(p)].

Meals and Rooms Tax

The commissioner may petition a court to require a taxpayer file meals and rooms tax returns

This authority already existed with respect to sales tax and income tax. Act 190, Sec. 25 [32
v.s.A. $ e2431.

Propertv Tax Adiustments

Under Act 185, if a property tax adjustment amount exceeded the current and prior year taxes,

the town had to refund the excess to the taxpayer. Beginning with 2008 claims, if the adjustment
amount changes after December 31 of the claim year (usually because household income has

been amended or valuation has been lowered following appeal), the State, and not the town, will
refund the excess to the taxpayer. Act 190, Sec. 14 [32 V.S.A. g 6066a(c)].

The law that allowed towns to decide how to apply property tax adjustment amounts to property
taxes billed in installments is replaced with the requirement that the adjustment amount be

applied pro rata (in equal amounts) to each installment that includes education tax. Act 190,

Sec. 16 [32 V.S.A. $ 6066a(Ð].

When homestead property is transferred, the default rule is now specified in law and provides

that the property tax adjustment amount shall be allocated to the seller. The parties may agtee

otherwise. Act 190, Sec. 17 [32 V.S.A. $ 6063].

Claimants who filed incomplete 2007 adjustment claims before September 4,2007 and failed
to respond to requests for additional information will now get another chance to receive a2007
property tax adjustment. This retroactive relief is available if: the complete claim is re-filed
before August 1, 2008; the claimant files a written request for reconsideration of the claim; the

written request is signed under pains and penalties of perjury; the first 2007 property tax bill
issued in the claimant's town was issued after September 4, 2007; the commissioner finds that

6 "Vermont neighborhood" is defined in 24 V.S.A. $ 2791(15) as an area of land that is in a municipality with an

approved plan, a confirmed planning process, zoning bylaws and subdivision regulations and is in compliance with
all requirements set forth in new legislation passed in H. 863.

7



the claimant was unable to complete the filing or provide the missing information prior to
December l, 2007 as a result of sickness, absence, or other disability, or other good cause. Act
190, Sec. 37 [session law].

If a claimant is required to pay back a property tax adjustment, interest does not begin to run
until December 1. Act 190, Sec. 45 [32 V.S.A. $ 6071(b)].

Propertv Transfer Tax

No tax is due on the first $110,000 in value of the property transferred if the purchaser obtains a

purchase money mortgage funded in part with a homeland grant through the Vermont Housing
and Conservation Trust Fund or which the Vermont Housing Finance Agency or the U.S.
Department of Agriculture and Rural Development has committed to make or purchase. The
value of the property over $110,000 is taxed at one and one-quarter percent. A similar exemption
(on the first $100,000 of value for properties with a VHFA commitment) had been in law since
1999. Act 176, Sec. 14Í32 V.S.A. $ 9602(1)1.

Sales and Use Tax

There will be a sales tax holiday on July 12 and 13, 2008. No State or local options sales tax
will be charged on sales to individuals for personal use of items of tangible personal property
with a sales price of $2000 or less. For Energy Star appliances, the sales tax holiday extends

through July 18, 2008. The $2000 price cap also applies to Energy Star appliances. Vendors in
good standing with respect to tax laws may claim reimbursement for reprogramming their cash

registers and computers for the holiday. The reimbursement payments will not exceed the least

of the following amounts: actual cost of reprogramming; $50.00; or $50,000.00 divided by the
number of qualifìed vendor applicants. Claims must be filed on or before November 1, 2008.
Any municipality with a local option sales tax affected by the holiday will receive an amount in
addition to the local option sales tax payment made under 24 V.S.A. g l3S(d). The
Commissioner will develop a methodology for determining the amount of reimbursement. The
deposit into the PILOT special fund will also be adjusted if there are sufficient funds from the
appropriation for this section. Act 190, Sec. 73fsession law].

The sales tax exemption for aÍrplane parts, machinery and equipment installed in private
airplanes was enactedin2007 with an expiration date of 2011. The exemption now will not
expire until2018. Act 190, Sec. 43 [32 V.S.A. ç 9741(29)].

The Town of Middlebury is authorized through charter amendment approved by the General
Assembly to impose local option taxes. The following taxes may be imposed on the same base

as the state taxes: a one percent sales tax; a one percent meals and alcoholic beverages tax; and a

one percent rooms tax. If Middlebury chooses to impose the tax it will be imposed, collected and

administered in accordance with the provisions of section 138 of Title 32. No. M-17.
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Tax Expenditure Reportins

The Commissioner is required to recommend to the General Assembly that any expenditure that
has cost less than $50,000 or has been claimed by fewer than ten taxpayers in each of the three

preceding years be repealed two years hence. Act 190, Sec. 24 [32 V.S.A. g 312(c)].

Vermont Economic Growth Incentive

In the first year of a Vermont Employrnent Growth Incentive (VEGD plan, a business that does

not meet its employment and wage requirements is given a grace period, similar to the grace

period already allowed in the second and third years. Now, to the extent that the business reaches

its f,rrst year award period targets within two calendar year reporting periods immediately
succeeding year one, such business may claim incentives in five-year installments as otherwise
provided in the law. Act 190, Sec. 28132 V.S.A. $ 5930b1.

An enhanced economic growth incentive is available for environmental technology businesses

(so-called "green" businesses). To qualify, the economic activity of the business in Vermont
must be certified by the Secretary of Commerce and Community Development to be primarily
research, design, engineering, development, or manufacfuring activity related to waste
management, nafural resource protection and management, energy efficiency or conservation, or
clean energy. For qualified businesses, the incentive ratio is 90 percent instead of 80 percent and

the payroll threshold is 20 percent of the expected average industry payroll growth. Act 190, Sec.

41132 v.s.A. $ se30b(e)1.

The term "full-time job" is redefined to mean a permanent position filled by an employee who
works at least 35 hours per week. Prior law specified 37 hours per week. The amendment also

clarified that income from non-statutory stock options are not part of "Vermont gross wages

and salaries" for purposes of calculating the incentive. Act 190, Sec. 42 [32 V.S.A. $

se3Ob(a)(e) and (23)1.
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Hightights of 2009 Tax Legislation

Introduction

The 2009 legislative session saw significant changes to the tax laws. Individual
income tax rates were reduced while the pass-through of the federal deduction of
state income tax was limited and the taxation of capital gains income was
restructured to provide for two methods of excluding aportion of capital gain
income from taxable income. Taxes were increased on cigarettes, tobacco
products, gasoline, and spirituous liquor. A tax amnesty and two sales tax holidays
were authorized. Several tax expenditures were authorized with the beneficiaries
including the City of Burlington, the Town of Milton, the Town of Springfîeld, two
recreational facilities (in Springfield and Derby), and recipients of federal research

and development credits. An appropriation was made for increasing compliance
staff at the Tax Department over the next three years. These and other legislative
changes are described below.

Amnestv and Compliance

Amnesty: There will be a six week amnesty beginning July 20,2009 and ending
August 31,2009 during which certain tax penalties will be forgiven upon payment
of tax and interest. Rules pertaining to the amnesty are avallable on the
Department's website. The amnesty will be followed by increased compliance
efforts by the Department. Nine new employees will be hired in fiscal year 2010
(beginning July, 1,2009); six additional employees in fiscal year 2011 and five
additional employees in fiscal year 2012 to augment the current staff. H.441, sec.

H.7,H.2; H 313. sec. 76.

Good standing: Prior to being hired by the State of Vermont, new employees must
certify that they are in good standing with respect to state taxes. A person is in
good standing if: no taxes are due andpayable from the person and all returns have

been filed; the liability is on appeal; or the person is in compliance with a payment
plan approved by the commissioner of Taxes. H.441, sec. H. 19 (32 V.S.A. $

3113(Ð).
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Unclaimed property: Unclaimed property of a taxpayer may be used to pay state

tax liabilities after the taxpayer is notified of the right to appeal the payment on the

basis that the liability is not the owner's debt; the debt was paid; the debt was

timely appealed after assessment and the appeal has not been determined; or the

debt was discharged in bankruptcy. H. 447, sec.H.20 (32 V.S.A. $ 3113a).

Cisarette Tax and Tobacco Products Tax

Cigarette tax rate: The tax on a pack of cigarettes will increase $0.25 when the

rate goes from 99.5 mills per cigarette or little cigar to 112 mills per cigarette or
little cigar on July 1,2009.H. 441, sec. H.37 (32 V.S.A. g 7771(c)).

Cigarette floor stocks tax: A floor stock tax is imposed on wholesalers and

retailers in possession of more than 10,000 cigarettes or little cigars on July 1,

2009. The tax is the difference between the tax already paid and tax at the new
rate. A floor stock tax is also imposed on each Vermont cigarette stamp in the

possession or control of a wholesaler on July 1 ,2009 that is not yet affixed to a

cigarette package. The tax is $0.25 per stamp. The floor stock taxes are due

together with a report on or before JuIy 25,2009.H.441, sec. H. 39 (32 V.S.A. $

78r4).

Tobacco products tax definitions: The definitions of 'osnuff',"tobacco products"
and "new smokeless tobacco" ate amended to ensure that all tobacco for
consumption is subject to an excise tax, including new products coming on the

market. H.441, sec. H. 36 (32 V.S.A. ç 7702(13), (15) and (20)).

Tobacco products tax rate: The tax on tobacco products is increased from 41

percent of the wholesale price to 92 percent except: (1) snuff, which continues to

be taxed at $l .66 per ounce; and (2) "new smokeless tobacco", which will be taxed

at the greater of $ 1.66 per ounce or, if packaged to contain less than 1.2 ounces, at

$1.99 per package. H. 441, sec. H. 38 (32 V.S.A. $ 7811).
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Corporate fncome Tax

Unrelated business income: Unrelated business income of nonprofits will be

subject to corporate income tax effective for taxable years beginning on and after
January l, 2010. This will conform Vermont law to federal law. H. 441, sec. H. 25

(32 V.S.A. $ 5811(3) and (18)).

Digital corporations: Effective for tax years beginning on or after January I,
2010, certain corporations may elect to be taxed under a new franchise tax instead

of the corporate income tax. To quali$r, the corporation may not be a member of
an afftliated group or engaged in a unitary business with one or more members of
an affäated group that is subject to Vermont income tax; have any Vermont
property, payroll, or sales; or perform any activities in Vermont which would
constitute doing business for purposes of income taxation except for fulfillment
operations and web page or internet site maintenance. In addition, the corporation
must have used mainly computer, electronic, and telecommunications technology
in its formation, in the conduct of its business meetings, in its interaction with
shareholders, and in executing any other formal requirements. The franchise tax is
graduated based on the value of assets or stock but in most cases will be $250.00.
H.441, sec. H. 51- 54 (32 V.S.A. $$5811(26),5832(2),5832a,5838).

Credit: A new credit for research and development will take effect for eligible
expenditures made on or after January 1,2011. See Tax Expenditures section

Current Use

At its November 9,2009 meeting, the Joint Fiscal Committee will discuss

strategies to achieve $ 1.6 million in savings or increased revenue in the Use Value
Appraisal Program. H. 313, sec. 81.
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Rates: Both the homestead and nonresidential education tax rates are reduced one

penny for fiscal year 2010. The homestead rate will be $0.86 and the nonresidential
rate will be $1.35 per $100.00 of equalized property value. The homestead rate is

further adjusted for district spending. These rates will apply to an equalized grand

list that will grow, on average,6.9 percent in fiscal year 2010.H. 12, sec. 1.

Base education amount: The base education amount for fiscal years 2010 and

20ll is set at $8,544.00. (The fiscal year 2009 base education amount was

$8,210.00.) H. 12,sec. 2.

TransCanada: Two hundred thousand dollars ($200,000.00) has been

appropriated for the 2010 reappraisal of hydro electric plants and other property
owned by TransCanada Hydro Northeast, Inc. in the State of Vermont. H. 44I, sec.

E. 141.

Glastenbury and Somerset: The state tax of $0.50 annually assessed upon the

grand lists of the town of Glastenbury and the unorganized town of Somerset is

replaced by a tax rate set through a budget process in which the supervisor
proposes a budget and tax rate for the ensuing year that is reviewed by the Tax

Commissioner. H. 438, sec. 91 (32 V.S.A. $ 4961).

Also see the Tax Expenditures section for tax increment financing changes

benefitting the City of Burlington and the Town of Milton; property tax
exemptions for Southern Vermont Recreation Center in Springfield and the IROC
in Derby; and legislation freezingthe education property tax liability of
Springfield's J&L site for 7 years.

Fuel Gross Receipts Tax

Prior law imposed the tax on, among other fuel types, 'heating oil and kerosene

not used to propel a motor vehicle." Effective July I ,2009, "other dyed diesel

fuel" was added to heating oil and kerosene. Stationary machinery such as

compressors and generators that use ne\ry dyed fuels (low-sulfur off-road diesel and

ultra low-sulfur off-road diesel) are now subject to the tax. The $0.5 Petroleum
Distributor's License Fee was similarly expanded to sellers of "other dyed diesel
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fuel." H. 83, sec. 9a as amended by S. 1, sec. 18 (33 V.S.A. g 2503); H. 83, sec, 5

(10 v.s.A. ç te42).

Gasoline Tax

In addition to the current 19 cent per gallon gasoline tax, amotor fuel
transportation infrastructure assessment equal to 2 percent of the retail price
exclusive of all state and federal taxes is imposed on each gallon of motor fuel sold
by a distributor. The retail price will be based upon the average retail price for
regular gasoline determined and published by the Department of Public Service.
For June 2009, the average price is $2.03 per gallon. H. 438, sec.24 (23 V.S.A. $

3106(a)).

Estate Tax

The Vermont estate tax exclusion amount will remain at 82 million and not follow
the January 1,2009 federal increase in the exclusion to $3.5 million. Estates

between $2 million and $3.5 million that will not have to file a federal estate tax
return will be required to file a pro þrma federal return with its Vermont return.
These provisions apply to estates of individuals dying on or after January I,2009.
H. 441, secs. 3 1 - 35 (32 V.S.A. çç 7442a, 7444, 7445, 7446, 7475).

Individual Income Tax

Capital gains: Beginning on and after July I , 2009, the 40 percent exclusion of
capital gains income is converted to aflat exclusion except for gains from the sale

of a farm, the sale of standing timber, and sales by individuals aged 70 years or
older as of the last day of the tax year. For farm and timber sales, the 40 percent
exclusion will continue to be the rule. Sale of a farm means the disposition of real
and personal properfy owned by a farmer as that term is defined in 32 V.S.A. $

3752(7) and used by the farmer in the business of farming as that term is defined in
Regulation I.175-3 issued under the Internal Revenue Code of 1986. Sale of
standing timber means the disposition of stancling timber by an owner of timber
that would give rise to the owner recognizinga capital gain or loss as defined in
Section 631(b) of the Internal Revenue Code. Over-7O taxpayers may choose the
40 percent or the flat exclusion. The over-7} cawe-out ends January l,20ll. For
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tax years 2009 and 2010, the exclusion amount is $2,500; then it goes to $5,000.
Because the change is effective mid-yeffi, the 40 percent exclusion applies to gains

received in the first half of the year and the flat exclusion applies to gains received

on and after July 1 ,2009 (other than gains received by individuals over age 70 who
opt for the percentage exclusion and farm and timber gains). H. 442, secs. 16a,

L6b,Il - 19; S. 1 (Special Sess.), sec.22b.

State and local tax deduction: Beginning January 1,2009, the pass-through of the

deduction for state and local income taxes from federal adjusted gross income is
limited to $5,000.00. The limitation of the state and local income tax deduction
will require an addition to Vermont taxable income of the amount of the federal

deduction in excess of $5,000.00. This add-back will be adjusted for the amount of
taxable refund that was included in federal taxable income and not taken against

Vermont income tax. H. 441, secs.47 - 49 (32 V.S.A. $$ 5811(21).

Rates: For 2009, the tax rates are lowered on all taxpayers as follows:

2008 rate 2009 rate

3.ss%

7.00%

8.2s%

8.90%

9.40%

3.60% reduced to

7 .20% reduced to

8.50% reduced to

9.00% reduced to

950% reduced to

For taxable years 2010 and after, the income tax rates for four brackets are lowered

again as follow:

2009 rate 2010 rate

3.55% remains 3.ss%

7.00% reduced to 6.80%
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8.90% reduced to 8.80%

9.40% reduced to 8.9s%

New vehicle credit: For taxable year 2009 only, taxpayers are required to add

back to Vermont income tax the new federal deduction for taxes paid on the
purchase of a new vehicle. H.441, sec. H.47b.

Research and development credit: See Tax Expenditures section.

Meals and Rooms Tax

A licensed manufacturer of wine may now serve wine and beer at events held on
its premises. Meals tax must be collected on the beverage sold and use tax must be

remitted on the product served without charge. Similarly, a licensed manufacturer
of spirits, now authonzedto sell and serve spirits on its premises, must collect
meals tax on spirits sold by the glass, sales tax on spirits sold by the bottle and use

tax on spirits served without charge. 5.27 . Sec. I (7 V.S.A. $ 2(15)).

Propertv Tax Adiustments

Property tax adjustments thaf arc resolved after September 15 will be paid directly
to the claimant by the Department of Taxes rather than to the municipality in
which the homestead is located. Under prior law, the resolution date was
December 3 1 . H. 441, sec. 29 (32 V.S.A. g 6066a).

Propertv Transfer Tax

The Department of Taxes is required to submit its implementation plan for
electronic filing and payment of property transfer tax with the Joint Fiscal
Committee by August 1 ,2009.H. 441, sec. H. 39.

Sales and Use Tax

Digital downloads: The sales and use tax is extended to "specified digital products
transferred electronically to an end user" effective July I ,2009. "Specified digital
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products" means digital audio-visual works, digital audio works, digital books, or
ringtones that are transferred electronically. This means that downloaded music,

movies and books are subject to the six percent sales tax, but no transaction shall

be taxed more than once.H.44l, secs. 40,41,43 (32 V.S.A. $$ 9701(45), (46) and
(47), 977 t, 9773)

Liquor: Spirituous liquor becomes subject to the six percent sales tax effective
July 1 ,2009.H.441, sec. H.44 (32 V.S.A. $ 9743(1)).

Tax holidays: There will be two sales tax holidays, the first on August 22,2009
and the second on March 6,2010. On these days no sales tax is imposed on sales of
items of tangible personal property to individuals for personal use sold for
$2,000.00 or less. H. 442, sec.24.

Springfïeld site: Sales of building materials, machinery, equipment or trade

fixtures purchased by the qualified redeveloper for incorporation into the J&L
redevelopment site in Springfield are exempt from tax for seven years. A sales tax

exemption certificate must be presented to a vendor in order to obtain the tax
exemption. H. 313, sec. 84. See Tax Expenditures section below.

Cancelled accounts: An annual filer that cancels its sales and use tax account

must now file the final return no later than 60 days after the cancellation (rather

than waiting until after the end of the year). H.441, sec. H. 45 (32 V.S.A. $ 9775).

Tax Expenditures: Credits" Exemptions and Tax Increment Financing

a. Credits

Downtown credits: Beginning in 2010, the amount of tax credits that may be

awarded annually by the Vermont Downtown Development Board for historic
rehabilitation, façade improvement and code improvement is increased from $1.6
million to $ 1 .7 million. H. 3 13, sec. 29 .
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Investment tax credit: An investment tax credit may only be taken for the

Vermont-property portion of the investment. This applies to credits related to
investments made on and after January 1,2009.H.446, sec. 9 (32 V.S.A. $

s822(d)).

Research & Development credit: A new research and development credit is
authorized for eligible expenses made on or after January 1,2011. The credit is
equal to 30 percent of the amount of federal tax credit allowed in the taxable year

for research and development expenditures eligible under Section al@) of the

Internal Revenue Code and which are made within Vermont. H.442, secs. 22,23
(32 V.S.A. $ s930ii).

Seed Capital Fund: The Vermont Seed Capital Fund is renamed the Vermont
Entrepreneur's Seed Capital Fund and the initial capitalization is increased from $5
million to $7.15 million. Effective upon passage, the credit may be applied against

the tax imposed on captive insurance companies under 8 V.S.A. $ 6014 in addition
to income taxes, bank franchise tax and insurance premiums tax. H. 313, sec.27.

Solar credit: The rules for claiming a business solar energy tax credit were
clarified:

a

a

Effective lanuary 1,2009, ataxpayer who receives a grant or similar
funding from the Clean Energy Development Fund under 10 V.S.A. $ 6523

for a project is not eligible to claim the business solar energy tax credit for
the same project. For investments made on or after October 1,2009,the tax
credit will only apply to project costs not covered by any grants or similar
funding from a public or private program that assists in providing capital for
renewable energy projects. H.446, sec. 9, 9a (32 V.S.A. $$ 5822(d),
59302(a)).

An unused business solar energy investment tax credit may be carried
forward for no more than five years following the year in which the credit
was first claimed. H.446, sec. 9, 9d (32 V.S.A. $ 5822(d), session law).

9



a

o

The business solar energy investment tax credit is repealed for investments
made on or after January 1,201I . H. 446, secs . 9b, 9c, 16(2)(32 V.S.A. $

s822(d)).

The cost of the business solar energy income tax credit will be paid by the

Clean Energy Development Fund. H.446,9e; H. 446, sec.9e (10 V.S.A. $

6523(dX6)).

Underutilized credits: Two credits were repealed:

1. An income tax credit for eligible venture capital investment is repealed for
tax years beginning on or after January 1,2010. (32 V.S.A. g 5930v).

2. Aproperty tax exemption for fallout shelters is repealed for grand lists
prepared for April l, 2010 and after. (32 V.S.A. $ 3802(13)).

H.441, sec. H. 28.

b. Exemptions

Digital corporation exemption from co{porate income tax. See Corporate Income
Tax section.

Recreation facilities: A o'one-yeaf'exemption from education property tax for
two recreation centers enacted for f,rscal year 2009 in the last session has been
extended for two more years. The beneficiaries of the exemption are the Southern
Vermont Recreation Center in Springfield and the IROC facility in Derby. This
exemption applies notwithstanding the provisions of subdivision3S32(7) of Title
32.H.441, sec. H.49.

Springfield site: A redevelopment site in the Town of Springfield (J&L site) is

eligible for three unique tax expenditures for the redevelopment period (7 years):

l. Stabilization of the education property tax liability of the site at its 2009
level.
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2. An income tax credit equal to three percent of the total wages and slaries

paid by a qualified business or redeveloper during the taxable year for
services performed within the site.

3. Exemption from sales and use tax for materials and trade fixtures purchased

by the qualified redeveloper for incorporation into the site. H. 313, sec. 84.

c. Tax increment financing

Special provisions were enacted for two municipalities.

City of Burlington. The authority of the City of Burlington to incur
indebtedness for its currently-existing TIF is extended for 5 years beginning
January 1,2010, contingent on Joint Fiscal Committee approval.
Burlington's authority to incur debt on its TIF - and therefore divert
additional education taxes from the education fund to pay the debt - had

expired but for this act. H. 313, sec. 83.

Town of Milton. Retroactive legislation allows Milton to use financing types

other than those specifiedin24 V.S.A. $ 1891(7). These additional types of
financing are conventional bank loans and, if approved by the State

Treasurer, certificates of participation, lease-purchase, and revenue notes.

Milton is also granted the authority to incur debt up to 10 years after the

creation of the TIF district; the usual rule is 5 years. H. 313, sec. 82, as

amended by S. I (Spec. Sess.), sec. 10.

a

a

Vermont Economic Growth Incentive Program

Two technical changes were made to the program:

l. Clarified that an initial approval of an incentive may be granted

followed by final approval before Decernber 31 of the calendar year in
which the economic activity commences. H. 313, secs. 12,13 (32

v.s.A. $ se30b(bx2)).
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2. Conformed language in32 V.S.A. $ 5930a and 5930b to a statutory
change made in the 2008 session eliminating allocation of property
tax value under 32 V.S.A. $ 5404a(e). H. 313, secs. 14,15.

The Vermont Economic Incentive Review Board may require a third party
financial and technical analysis as part of a municipality's application for tax
increment financing and if so the municipality must cover the cost of the analysis.

H. 136, sec. 6 (32 V.S.A. $ 5a0aaft)).

The Vermont Economic Incentive Review Board is renamed the Vermont
Economic Progress Council (the former Vermont Economic Progress Council
ceased to exist on April 1,2009 when its duties were assumed by the newly created

Economic Incentive Review Board pursuant to 2005, No.184 (Adj. Sess.), $13). H.
313, secs.64,65.

Department and Other Changes

Mapping: Responsibility for creating and distributing orthophotographic maps is
transferred from the Department of Taxes to the nonprofit Vermont Center for
Geographic Information under a memorandum of understanding with the

Department. The Center shall provide to the clerk and to the listers or assessors of
each town such maps as have been prepared by it of the total area of that town.
These maps shall also be provided to Regional Planning Commissions, State

Agencies, and the general public at a scale appropriate for the production and

revision of town property maps as resources allow. H. 4411, sec. H.2l (32 V.S.A.

$ 340e).

Revenue l)epartment: The Department of Taxes will be converted to the

Department of Revenue no later than June 30,2012. To accomplish this transition,
the Tax Commissioner will review each state revenue source and determine
whether the management of the source should: (l) remain substantially as it is; (2)

be transferred to the Treasurer's lockbox system; (3) be transferred to the

Department of Taxes; or (4) be transferred to another entity. The Commissioner's
recommendations shall be reviewed by a Revenue Transition Committee, which
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will report its findings and recommendations to the General Assembly by February
15 of 2010,2011 and 2012.H.441, sec. H.6.

Lien Filing Fee: Effective July 1 ,2009, the fee charged by town clerks to record
any public document is increased from $8 to $10 per page. This means that the

increased cost of filing atax lien in the land records will be passed on to the

delinquent taxpayer. The recording fee for a property transfer tax return will
continue to be charged on a per-document rather than per-page basis. H. 138, sec,

13 (32 V.S.A. $ 1671(aX6) and (8).
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Highlights of 2010 Tax Legislation

Introduction

The General Assembly made significant changes to the calculation of property tax
adjustments and the taxation of capital gains. Changes were enacted affecting
certain sales tax exemptions and the property transfer tax laws were updated to
allow for a new on-line system of filing property transfer tax returns that will begin
on January 1,2011. The education property tax rates remain the same as last year -

$0.86 for homesteads and $1.35 for nonresidential property. The requirement of
filing a homestead declaration is eliminated for certain people and the renter rebate
program is simplified. Finally, the valuation of hydroelectric facilities will not be

reduced below the April 1,2009 values on the 2010 and2}Il grand lists. These

and other changes to the tax laws are sufitmanzedbelow.

Compliance

Audit expenses: The commissioner may charge travel expenses and a reasonable

per diem to companies that are unable or unwilling to provide books or records for
audit at either the department's Monþelier office or an in-state location of the
company. Act 160, sec. 4.32 V.S.A. $ 3201(aXa).

Debt offset: Beginning July 1,2010, the fee the department charges for setting off
debts owed to state agencies against tax refunds, will be charged to the debtor and

not to the claimant agency. The department will determine the per-offset fee

annually to reflect the actual cost to the department. Act 160, sec. 6.32 V.S.A. $

5938.

The commissioner is authorized to enter into agreements with other states to set-off
the amount of a certified tax debt to that state against a Vermont tax refund. Act
160, sec. 7.32 V.S.A. ç 5942.

Staffing: Six additional compliance positions will be added in fiscal year 20ll and

5 positions in fiscal year 2012. Revenue targets are established for these years. Act
156, Sec. 107.
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Education Property Tax

Rates: For fiscal year 2011, the tax rate for nonresidential property will be $ 1 .35

per $100.00 of equalized properfy value and the taxrate for homestead property
will be $0.86 multiplied by the district spending adjustment for the municipality
per $100.00 of equalized property value. These are the same as the fiscal year 2010
rates. The "applicable percentage" for claims filed in201,1 will be 1.8 percent as it
has been since 2007. Act 160, sec. 28.

Effective July 1 ,2010, incentives for voluntary school district mergers include a

decrease of the education property taxrate in the first 4 years after the merger. The

rate decrease is $0.08 in year 1; $0.00 in year 2 ; $O.O+ in year 3 and $0.02 in year

4. It is applied to the taxrute of the newly created district, but the rate for each

town within the district cannot increase or decrease by more than 5Yo in a single
year. The common level of appraisal will continue to be calculated independently
for each town within the new district. Act 153, sec. 4.

Homestead Declaration: A person who acquires a homestead or owns a property
that is made a homestead must file a homestead declaration by the next April 15.

The declaration shall remain in effect until the earlier of (1) the transfer of title of
all or a portion of the homestead; or (2) the time at which the property or any
portion of the property ceases to qualify as a homestead. If the property is
transferred or any portion ceases to be a homestead, the owner must notif,i the

commissioner within 30 days. A person who files a declaration for a nonresidential
property, fails to file a required declaration or fails to file the notification is subject

to a penalty equal to either 3 or 8 percent of the education tax on the property
depending upon which rate (homestead or nonresidential) is higher in the

municipality. Act 160, sec. 47.32 V.S.A. $ 5410(b) and (g).

'r**This change does not eliminate the ANNUAL requirement to file a
property tax adjustment claim (HS-122) and household income schedule (HS-

144) in order to receive an adjustment on a property tax bill***

Clarendon/Rutland City tax sharing agreement: A 1981 Act relating to an

agreement to split the value of an industrial park between the municipalities' grand
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lists is repealed effective June 4,2010. The agreement is inconsistent with the

education tax provisions of Chapter 135 of Title 15. Act 160, sec. 51(e).

Skating rinks: The education property tax exemption for a skating rink used by a
school is extended for another year (FY 20ll). Such facilities are not exempt under
32 V.S.A. $ 3802 (public, pious and charitable uses), but are temporarily exempt as

the result of session law enacted in 2008. Act 160, sec. 22.

Clarendon: Due to an effor on the Town of Clarendon's 2009 grand list that the

Town did not discover until after the grand list filing deadline, its education
payment amount was lower than it would have been had Clarendon filed a correct
grand list. This section provides that the town's fiscal year 2011 education tax
liability will be reduced by the difference. Act 160, sec. 21.

Tax increment financing: The fair market value of TIF property, not the original
taxable value, is included in the equalization study. Act 160, sec. 14. 32 V.S.A. $

5a05(a).

Hydroelectric Generating Facilities: 2010 and2011 grand list values of
hydroelectric generating facilities will not be lower than their 2009 values. This
law does not amend existing agreements between municipalities and owners or
prohibit tax stabilization agreements in effect as of September 1,2009 that do not
reduce the grand list value below the 2009 valuation. The grand list value may be

changed pursuant to a townwide reappraisal conducted after April 1, 2009. Act
160, sec. 59.

Estate tax

Excluded amount: For estates of decedents dying after December 3I,2010,
Vermont is decoupled from the federal exclusion amount. Instead, estates will
calculate the Vermont estate tax as though the applicable exclusion amount under
the Internal Revenue Code were $2,750,000. Act 160, secs. 33a,33b. 32 V.S.A.

$$ 7aaZa@),7475.

Refunds: Refunds of estate tax bear interest from 45 days after the date of the

amended return. Act 160, sec. 32. 32 V.S.A. $ 7488.
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Fuel Gross Receipts

Imposition of the fuel gross receipts tax to heating oil, kerosene, and dyed diesel

fuel was clarified effective July 1 ,2010; those fuels are subject to fuel gross

receipts tax when they are delivered to a residence or business. Act 160, sec. 44.33
V.S.A. $ 2503(a). The petroleum distributor's licensing fee imposed on sellers of
heating oil, kerosene or other dyed diesel fuel sold in Vermont and not used to
propel a motor vehicle is increased from one-half cent per gallon to one cent per
gallon. This fee is deposited into the petroleum clean-up fund. Act 160, sec. 43. 10

v.s.A. $ le42(b).

fncome Tax

Capital gains: Vermont's treatment of capital gains is changed again effective for
taxable years 20lI and after. Individuals may reduce taxable income by either:

(l) the first $5000 of adjusted net capital gain income or

(2) 40 percent of adjusted net capital income from the sale of assets held by
the taxpayer for more than 3 years except from sale of the following:

a any real estate or portion of real estate used by the taxpayer as

a primary or nonprimary residence

. depreciable personal property other than farm property and

standing timber

. stocks or bonds publicly traded or traded on an exchange or any

other financial instruments.

As under current and prior law, the total amount of decrease due to capital gains

exclusions cannot exceed 40 percent of federal taxable income. Act 160, sec. 60.

32 V.S.A. $ 58rt(zr).

Check-off boxes: There will be a new check-off box on the 2010 individual
income tax return form for contributions to the Vermont Veterans' Fund. The
check-off box for campaign contributions will be removed from the 2010 return.
Act 160, secs. 49,51(c).32 V.S.A. g 5862e.
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Solar tax credits: Certain deadlines pertaining to investments that qualify for solar
tax credits were amended. The credits, which may be taken against the individual
and corporate income taxes, must be certified by the Clean Energy Development
Board to the Department of Taxes. The Board cannot certifii more than $9.4
million in total and no taxpayer's award can exceed the amount awarded as the

federal credit amount. There are two categories of investments that may be

certified.l

1) Investments made after January 1,2010 that pertain to a solar energy
plant with a capacity of 2.2 MW or less for which the owner has filed a

complete petition for a certificate of public good. These plants must be

commissioned or ready to be commissioned by September 1,2011. The
taxpayer must provide all information necessary to determine its eligibility
to the public service board by July 15,2010.

2) Investments made after January 1,2010 and before December 31 ,2010
that pertain either to a system that constitutes energy property as defined in
26 U.S.C. a8(a)(3)(AXÐ that does not require a certificate of public good or
to a net metering system of no more than 150 kilowatts (AC) capacity. The
taxpayer must provide all information necessary to determine its eligibility
to the board by December 15, 2010.

Act 159, sec.ll.32 V.S.A. $ 59302

Machinery and equipment tax credit: A credit against corporate income tax is
available to a manufacturer of tangible personal property operating as a C

corporation that: was in business on January I,2010 in a Rural Economic Area
Partnership (REAP) zone in Vermont; employed at least 200 people in full-time
jobs; and proposes to make at least $20 million of qualified capital expenditures in
a REAP zone that will contribute substantially to the REAP zone's economy. The

credit equals 10 percent of the total qualified tax expenditures up to $1 million a

year and a total of $8 million. The creclit applies to taxable years beginning on and

t The legislation references several definitions and provisions found in Title 30
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after January 7, 2012 and is repealed July I , 2026. H.789, secs. H. 1-3. 32 V.S.A. $

593011.

Electronic filing of W-2 data: The commissioner may require businesses and

payroll service providers to file withholding tax information by electronic means.

H.792, sec.87.32 V.S.A. $ 58a2(c).

Local Option Taxes

AdministratÍve fee: The department's per return administrative fee for
administration and collection of the local option tax for municipalities is set at

$9.52 and will be reviewed every third year. Act 160, sec. 8.24 V.S.A. g 138(c).

Property Tax Adjustments

Claims made for 2010, 20ll and,20l2: Interest and dividends greater than

$10,000.00 will be included twice in household income (all interest and dividends
are included once in household income). Act 160, secs. 23,51.32 V.S.A. $

6061(s).

No adjustment is available for equalized housesite value over $500,000.00;
education property tax at the homestead rate (adjusted for local spending and the

common level of appraisal) is due on that portion of equalized value. Act 160, secs

2s, st. 32 V.S.A. $ 6066(a)(1XB).

Claims made for 2010 and after: The additional acreage adjustment ($10.00 per
acre, up to a maximum of 5 acres, for each additional acre of homestead property
in excess of the 2-acre housesite) is repealed.

Claims made for 20ll and after: Household income will not be reduced by
adjustments to "total income" Íhat are enumerated on Federal Form 1040 except

certain business expenses of reservists, one-half of self-employment tax paid,

alimony paid and deductions for tuition and fees. Current law allows all the

adjustments between total income and adjusted gross income to reduce household

income. Act 160, sec. 24.32 V.S.A. $ 6061(5).
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The limitation that modified adjusted gross income cannot go below zero applies

individually to household members as well as to total household income. Act 160,

sec.24.32 V.S.A. $ 6061(4).

Property Transfer Tax (Eff. Jan. 1, 2011)

Payment: Beginning January 1,2011, the property transfer tax is payable to the

commissioner of taxes instead of to the town clerk of the town in which the
property is located. The tax is due upon transfer rather than at the time of
recording. Act 160, secs. 16, 18. 32 V.S.A. $$ 9605(a),9607.

Return: A properly executed return, complete and regular on its face, must
accompany the deed when delivered to the town clerk for recording. The recording
fee for the return is set pursuant to 32 V.S.A. $ 1671(a)(6); the current fee is

$10.00. Act 160, secs. 17,19.32 V.S.A. $$ 9606, 9608(a).

Electronic transmission of acknowledged return: Town clerks are required to
f,rle the return in the land records and forward an electronic copy of the

acknowledged return to the commissioner no later than 30 days after receiving a
return. However, if the return was filed in paper format with the town, the

commissioner may allow the town to forward a paper copy of the acknowledged
return to the department. Act 160, sec. 20.32 V.S.A. $ 9619(a).

Renter Rebates

Calculation: For claims filed in20ll and after, renter rebates will be based on21.
percent of gross rent. There will no longer be an option to use the allocable portion
of property tax. The definition of "gross rent" is unchanged. Act 160, sec. 24.32
v.s.A. $ 6061(7).

Household income: For 20lI and2012 claims, interest and dividends greater than

$10,000.00 will be included twice in household income (all interest and dividends
are included once in household income). Act 160, secs.z3,5I.32 V.S.A. $

6061(s).

For claims made in20ll and after, household income will not be reduced by
adjustments to'total income" Ihat are enumerated on Federal Form 1040 except
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certain business expenses of reservists, one-half of self-employment tax paid,

alimony paid and deductions for tuition and fees. Current law allows all the

adjustments between total income and adjusted gross income to reduce household
income. Act 160, sec. 24.32 V.S.A. $ 6061(5).

Landlord certificates: Beginning in 201I, an owner of a rental properly that

consists of more than one rented homestead is required to provide a certificate of
rent to each person who rented a homestead from the owner during the preceding

calendar year regardless of whether the tenant requested a certificate or waived the

right to receive a certificate. The penalty for knowingly failing to furnish a

certificate is increased from $100.00 to $200.00. Likewise, the minimum penalty

for reporting rent in excess of the actual amount paid is increased to $200.00. Act
160, sec. 26.32 V.S.A. $ 6069.

Sales and Use Tax

Use tax: Individuals must report either the actual amount of their use tax or a
percentage of their Vermont adjusted gross income as use tax on the Vermont
income tax return. Effective for taxable years beginning on or after 2010, the

percentage increases from 0.04 to 0.08. H.783, sec. 37. 32 V.S.A. $ 5870.

Schools and municipalities: When schools or municipalities hold events such as

ski and skate sales, vendors who are required to register with the commissioner
under 32 V.S.A. ç 9707 and who receive a share of the proceeds from the sale of
properfy must collect and remit tax on the total sale price regardless of who is the

direct recipient of the payment. Act 160, sec. 41. 32 V.S.A. $ 9743(6).

Exempt organizztions: Effective for charges made on or after AprLI1,2011, the

law which required 501(c)(3) organizations to collect sales tax on performances

that are jointly produced or presented with another person or entity is repealed and

replaced with a rule the requires collection of the tax if the organization's gross

sales of entertainment charges in the prior calendar year exceeded $50,000.00. Act
160, secs.38,39,4t.

Such organizations do not have to collect tax on charges for performances that are

jointly produced or presented which occur after December 3I,2009 and before
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April 1,2011 , or which arise out of a written contract offer, or contract entered into
after December 31,2009 and before June 1,2010. Taxes, interest and penalties

assessed after January 1, 2010 under the joint production rule are legislatively
abated. Act 160, secs. 40a,40b.

Tax Expenditures

Downtown and village tax credits: These credits may now be transferred to an

insurance company that can use them to reduce its insurance premiums tax. The
applicant may request an insurance credit certificate in the amount of the unused

credit that the insurance company may accept in return for cash. The credit is
available to reduce the company's tax liability in the first tax year in which the

qualified building is placed back in service or in the subsequent 9 years. Act 160,

secs. 30, 31.32 V.S.A. $$ 5930dd(Ð, 5930ff.

For fiscal year 2011, $100,000 is appropriated to the downtown and village center
tax credit program, which amount is in addition to the statutory cap of $1.7 million.
Act No. 78, sec. 10a.

Repeals: Two underutilized expendifures, the exclusion from Vermont income of
support payments of a developmentally disabled person to the extent that amount is
included in federal adjusted gross income and the credit for income received for a
dramatic performance in a commercial film, are repealed for tax years beginning
on and after January 1,2013. Regarding the exclusion, the express legislative
intent is to appropriate the estimated $5000 savings to the Department of
Disabilities, Aging, and Independent Living. In addition, the exclusion from
nonresident individual income of income received for a dramatic performance in a
commercial film to the extent such income would be excluded from personal
income taxation in the state of residence is repealed for taxable years 2013 and
after. Act 160, secs. 51(a), 52,53.32 V.S.A. $$ 5823(aX6) and (b)(3), 5826

Sales tax reallocation: The Vermont Downtown Development Board is authorized
to certi$r an additional $600,000 - above the current limit of $ 1,700,000 - for sales

tax reallocation under 32 V.S.A. 5930ee. Act 160, sec. 54.
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See machinery and equipment credit, capital gains and solar tax credits under

Income Tax.

See skating rinks and Clarendon under Education Property Tax.

See schools and municipalities and exempt organizations under Sales and Use

Tax.

Tobacco Taxes

Roll-your-ovvn tobacco: The amount of roll-your-own tobacco that constitutes a
cigarette for purposes of paying the cigarette tax is changed from 0.09 ounces to
0.0325 ounces effective July I ,2010. Act 160, sec. 35. 32 V.S.A. ç 777I.

Rates: On July I,2010, the tax on snuff increases from $1.66 to $1.87 per ounce;

and the tax on new smokeless tobacco increases to the greater of $1.87 per ounce

or, if packaged to contain less than 1.2 ounces, the rate of 52.24 per package (up

from $1.99 per package). A separate tax scheme on cigars is imposed as follows:

1. If the whole sale price of the cigar is $1.08 or less, the tax will continue to
be 92 percent of the whole sale price.

2. If the wholesale price of the cigar is greater than $1.08 and less than

$10.00, the tax is $2.00.

3. If the wholesale price of the cigar is more than $10.00, the tax is $4.00.

A definition of "cigaf is added which reads: *any roll of tobacco \ryrapped in leaf
tobacco or in any substance containing tobacco (other than any ro11 of tobacco

which is a cigarette within the meaning of subdivision (1) of this section or is a
little cigar within the meaning of subdivision (6) of this section)." Act 160, secs.

34,36.32 V.S.A. $$ 7702 (2t),78tt.

Use Value Appraisal Program

Development defïnition: The definition of "development" is amended to slightly
expand an exception that exists to the rule that subdivision of land that creates a

parcel of less thanZí acres constitute "development." Under prior law, if the

subdivision resulted from a transfer to a close relative (specified in the law) and the
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transferee enrolled the newly created parcel, there was no "development" for
program pu{poses. Now if it is the transferor's parcel that is less than 25 acres

following subdivision and the land is re-enrolled, the exception would also apply
Act 160, sec. 12. 32 V.S.A. $ 3752(5).

Current Use Advisory Board: The board's current method of calculating land use

change values is deemed to have the force and effect of administrative rules and

any modification of the method must go through administrative rulemaking. Act
160, sec. 13.

Vermont Economic Growth Incentives (VEGI)

Recapture: The recapture provision that applies to VEGI awards is amended as

follows:

1. oYear" is changed to 'þeriod" to prevent businesses that would otherwise
trigger a recapture of benefits due to elimination of workforce from avoiding
the obligation to repay benefits due to the timing of the workforce reduction.
Act 160, sec. 10. 32 V.S.A. $ 5930b(d).

2. Application of recapture to start-up businesses is clarified.

3. The commissioner's authority to assess penalty at the time recapture and

interest is assessed is clarified.

4. The department may initiate recapture prior to notification by a business

of a drop in payroll when the department discovers layoffs through other
means, such as news reports.

5. The general withholding provisions, including personal liability for the

recapture amount, apply to VEGI credits taken against r'r/age withholding.

Act 160, sec. 10. 32 V.S.A. $ 5930b(d).

Studies and Reports

Tax Expenditure Report: This biennial report is expanded to cover diesel fuel
tax, gasoline tax and motor vehicle purchase and use tax in addition to personal

and corporate income taxes, sales and use tax, meals and rooms tax, insurance
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premium tax, bank franchise tax and education property tax. The next report is due

on January 15,2011 to the following standing committees: House Ways and

Means; House Appropriations; Senate Finance; and Senate Appropriations. It will
also include the pass-through of federal tax expenditures from personal income tax
reported on Federal Schedule A to Form 1040. The January 2013 report will also

include the recommendation of the Tax Department, the Joint Fiscal Office and

Legislative Council as to what other federal expenditures should be included in the
biennial report. Act 160, secs. I ,2.32 V.S.A. $ 312 and session law.

VAST trails: The director of Property Valuation and Review will meet with
representatives of the Vermont Association of Snow Travelers, the Vermont
Assessors and Listers Association, the Town of Canaan, the Vermont League of
Cities and Towns and other interested parties with respect to what are "apptopriate
factors in assessing the value of land that has or is in proximity to recreational
trails such as the statewide snowmobile trails." A report is due to the House Ways
and Means and Senate Finance Committees on January 15,2011. Act 160. Sec. 11.

State Collection of Education Property Tax: The Department of Taxes must
provide to the Joint Fiscal Committee a feasibility report on developing an

electronic system for the department's administration, billing and collection of the
education property tax. The report is due no later than July 15, 2011 . Act 160, sec.

45.

State education tax adjustments: The commissioner's annual recornmendation to
the General Assembly to adjust the education tax rates shall include, for 2011 only,
information on: (1) the total amount of annual education property tax adjustments
(2) the percentage of Vermont households that are provided an education property
tax adjustment or renter rebate based on household income and (3) the dollar
limitations that are used for each of the computations. Act 160, sec. 50. 32 V.S.A.

$ sa02b(c).

Compliance: The department must file a report with the House Ways and Means

and Senate Finance Committees with detailed findings and recommendations on

further enhancing the State's compliance and collection of taxes. The report is due

no later than January 15,20IL.H.792, sec. 88.
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Electronic filing of tax returns: The department must file a report with the House

Ways and Means and Senate Finance Committees that details the fees charged and

expenses incurred in making refund payments electronically and by physical
check. The report is due no later than January 15, 20ll and must include
recommendations to provide incentives for taxpayers and tax preparers to file
returns and pay or receive refunds electronically. H. 792, sec.B9.

Valuation of hydroelectric generating facilities: The department, in conjunction
with the department of public service and representatives of Vermont
municipalities must prepare findings regarding the feasibility of implementing an

appraisal method that uses 3- to-5 year rolling appraisal values on hydroelectric
facilities. The report is due to the House Ways and Means and Senate Finance

Committees no later than January 15,2011. Act 160, sec. 59.
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Highlights of 20ll Tax Legislation

Introduction

Most of the tax law changes summarized below arepart of ACT 45, the so-called miscellaneous tax bill.
That bill also included increased assessments on home health agencies hospitals, nursing homes,

ICFIVÍRs and health care claims thatare not administered by the Department of Taxes.

Compliance

Lottery winnings: Allows lottery winnings to be set off against tax liabilities. Act 45, sec. 1.

Power of attorney forms: A power of attorney form that satisfies IRS requirements may also be used for
Vermont tax purposes, eliminating the need for a notary signature. Act 45, sec. 31.

Offer in compromise program: Makes explicit the commissioner's authority to compromise tax
liabilities if the commissioner has reason to doubt collectability or liability. The decision of the

commissioner to reject an offer in compromise is not subject to review. Act 45, sec. 36f.

Cigarettes and Tobacco Products

Cigars: The low price threshold on cigars that are taxed at the $2.00 rate is increased from $1.08 to

$2.17. Act 45, sec.22.

Cigarettes: Effective July l, 2011 the tax on cigarettes increases $0.38 per pack. In terms of millage, the

rate goes from 112 to I31. A floor stocks tax is imposed on wholesalers and retailers that have more than

10,000 cigarettes or little cigars or $500.000 or more of wholesale value of roll-your-own tobacco in their
control on July I, 2011 . Act 45, sec. 27 , 27 a.

Education Property

Rates: For fiscal year 20L2, the tax rate for homestead property is $.87 per $100.00 of equalized property
value and the tax rate for nonresidential property is $1.36 per $100.00 of equalized property value. The
"applicable percentage" for claims filed in 2012 will be 1.8 as it has been since 2007 . Act 45, sec. 4.

Glastenbury and Somerset budget approval: Prior law provided that if the Tax Commissioner did not
approve the budget of either Glastenbury or Somerset by September 10, then the budget and tax rate

would remain the same as the prior year. The reference to'otax rate" 'was deleted because even with the

same budget, the tax rate should change to reflect the current grand list which may be different that the

prior year grand list. Act 45, sec. 10.

Homestead Declaration: The penalty language enacted last year is corrected so that the higher penalty
applies only when the failure to declare a homestead (or the incorrect declaration of property that is not a
homestead) benefitted the taxpayer in the form of a lower education property tax rate. Municipalities are

given discretion regarding whether to impose the penalty. Also the penalty for failure to inform the

commissioner within 30 days of a transfer of change of use of a homestead is eliminated (rather, that



information should be conveyed by means of a new declaration filed on or before April 15). Act 45, sec

I l.

Recreation facilities and skating rinks: Two recreation facilities - one designated by the Springfield
Hospital and one by the North Country Hospital - were exempted from property tax in fiscal years 2009-

20ll.Forfiscalyear2012theexemptionisreducedby50percent.Act45,sec. 13e.

The property tax exemption for certain skating rinks used for public schools which has been in effect
since fiscal year 2009 was step down to a 50 percent exemption for fiscal year 20L2. Act 45, sec. 13f.

Tax Increment Financing Districts (TIFs): Effective for audits initiated after January 1,2012 the cost

of audits performed by the State Auditor of Accounts pursuant to 32 V.S.A. $5a0aa(l) shall be charged to
the TIF municipality, but such audits will be performed every 4 years instead of 3 years. Session law was

enacted reflecting the terms of the Burlington TIF, approved by the Joint Fiscal Committee in 2009.

Milton may elect (retroactively to July 1, 2008) to treat the Husky and Catamount TIFs as a single district
for accounting and reporting purposes. When considering a re-approval for the purpose of extending the

period for incurring indebtedness, VEPC will only consider "matedal changes" in the TIF application and

shall presume that the inability of a district to incur indebtedness was the result of the macro-economic

conditions in the first 5 years after the creation of the district. This was enacted to benefit, but is not
limited to, Colchester. Act 45, sec. 15,I5a,15b, 16.

Fuel Gross Receipts

Extension: The fuel gross receipts tax is extended through June 30, 2016 (formerly the expiration date

was June 30,2011). Act 45, sec.32.

Income

Withholding reconciliations: Once the due date has passed, withholding reconciliation returns can only
be amended for administrative error, which is an error that does not change the amount of tax withheld.
Ãct45, sec.3.

Emergency medical personnel survivor payments: Payments made by the state to the survivors of
emergency medical personnel who die in the line of duty or die from a work related illness are exempt

from State income tax. According to the IRS, these payments are not taxable at the federal level in which
case they would not be part of Vermont taxable income making this provision unnecessary. Act 45, sec.

3a.

Wood products manufacture credit: The credit (2 percent of the wages paid in the taxable year by
employers in designated locations for services performed in the manufacture of finished wood products)

was extended for 2 years - until July 1,2013. Also, "finished wood products" was defined as "wood
products that are manufactured into the form in which they are offered for sale to consumers". Act 45,

sec. 17,17a.

Downtown and Village Center Tax Credit: The State Board may allocate the credit awarded under the

downtown and village center tax credit program as soon as a distinct phase of a qualified project is
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complete. Also credit that has been rescinded is now available to the Board for award in subsequent years.

Act45, sec. 18, 19.

Composite Filing: The Commissioner may require composite filing and payment of tax by S

corporations, partnerships and limited liability companies that have more than 50 nonresident
shareholders, partners or members . Act 45, Sec. 20, 2l.

Repeal: The wage deduction related to federal tax credit incentive work programs and an expense

deduction related to the federal disabled access credit are repealed effective July l, 2013. These

deductions were under-utilized under the criteria of 32 V.S.A. $312. Act 45, sec. 36k.

Veterans' credit: A qualified employer is eligible for a $2000 credit for each new fuIl-time employee
hired for a position at a Vermont business location and a recently deployed veteran is eligible for credit of
$2000 associated with a start-up business in Vermont. The employee must be hired and the business must
be started after passage of the act but before December 31,2012. The terms o'expenses associated with a
start-up business", "new fuIl-time employee", "qualified employer" and "recently deployed veteran" are

all defined in the legislation. Act 44.

Property Tax Adjustments

Household income: Amounts paid by selÊemployed people for health insurance premiums are excluded
from the definition of household income for purposes of property tax adjustment beginning with20l2
claims. Act45, sec. 13.

Veterans: For claim years 2011 and after, property tax adjustments will be calculated without regard to
any veteran's property tax exemption under 32 V.S.A. $3802(11). Act 45, sec.l3b.

Property Transfer

Rate: The preferential rate for land enrolled in use value appraisal is repealed so the general rate of 1.25

percent applies. The amount of property transfer tax revenue allocated to PVR is increased from I to 2
percent for 5 years with the increased revenue to be used to fund transition of the use value appraisal
program to electronic administration. Act 45, sec. 33-35.

Sales and Use

Entertainment: The $50,000 exemption level for entertainment charges made by Section 501(cX3)
organizations in increased to $100,000 effective July 1, 201 l. Also effective on passage, the pre-2010

law is restored with respect to nonprohts organized under Sections 501(c)(4) - (13) and (19) of the

Internal Revenue Code; these organizations may hold 4 events per year before being required to collect
sales tax on charges for entertainment without also being subject to the $100,000 limit. Act 45, sec. 36.

Internet sales tax notification: Out-oÈstate sellers, including internet sellers and auction houses, are

required to notiSr in-state purchasers of their use tax liability. Act 45, sec. 36b.

Affiliate nexus (delayed effective date): A person making taxable sales is presumed to be soliciting
business through an independent contractor, agent or other representative ifthe person enters into an

3



agreement with a Vermont resident under which the resident, for a commission or other consideration,

directly or indirectly refers customers, whether by a link on an Internet website or otherwise, to the person

if the cumulative gross receipts from sales by the person to customers in the state who are referred to the
person by all residents with this type of an agreement with the person are in excess of $ 10,000 during the

preceding taxyear. Act 45, sec.36a.

Auctioneers: An exemption for licensed auctioneers is created under which a licensed auctioneer may

receive payment for auction sales without being required to collect sales tax, but if property of different
owners is comingled at one auction sales tax must be collected. Act 45, sec. 369.

Spirituous Liquor

Rate: Effective July l,20lI, the tax changes from a uniform 25 percent ofgross revenues to a graduated

tax - from 5 to 25 percent - based on the amount of sales. Act 45 , sec. 3 6d.

Use Value Appraisal

Land use change tax: In addition to development, the tax can be triggered by the passage of 2 years

after the issuance of all permits legally required by a municipality for any action constituting development
ortheissuanceofawastewatersystemandpotablewatersupplypermitunderl0V.S.A.$1973. Act45,
sec. 13a.

Vermont Economic Growth Incentive (VEGI)

Administrative changes: The date that VEGI claims must be filed is changed from the last day of
February to the last day of April; the commissioner may allow additional time for the completion of
timely hled but incomplete claims; that the consequence of failure to file a claim in each year of the

utilization period is the recapture of previously paid installments is clarified. Act 45 , sec. 14.

Reports, Studies, Recommendations and Evaluations

Education funding: Mandate for Blue Ribbon Tax Structure Commission to evaluate Vermont's
education financing system is repealed and replaced with another study of Vermont's education financing

system. The Joint Fiscal Office is authorized to spend $210,000 for the study. The report must be

submitted to the Governor, the President Pro Tempore of the Senate, the Speaker of the House, and the

Joint Fiscal Committee by January L8,2012. Act45, sec. 7 - 9.

Renewable energy property: Director of Property Valuation and Review and Commissioner of Public

Service are directed to study property tax issues related to renewable energy plants. Their findings and

analysis must be reported to the House Committees on Ways and Means, Commerce and Development,

Housing and Natural Resources and Energy and the Senate Committees on Finance, Economic

Development, Housing and General Affairs and Natural Resources and Energy by January 15,2012. Act
45, sec. 12.

State bilting and collection of education property tax: A report on the feasibility of developing an

electronic system for the Department of Taxes' administration, billing and collection of education

property tax will now also include a report on the application of the common level of appraisal separate
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from the tax rate. This report is due July 15,2011 from the Department of Taxes to the Joint Fiscal
Committee. Act 45, sec. 6 (amending sec. 45 of No. 160 of the Acts of the 2009 Adj. Sess.).

Tax expenditure budget: The budget will be reported in 3 parts. The part covering tax expenditures

related to nonprofits and charitable organizations and miscellaneous expenditures is due inlanuary 2012
and every 3 years thereafter. The part covering tax expenditures related to economic development is due

in January 2013 and every 3 years thereafter. The part relating to human service is due inJantnry 2014
and every third year thereafter. The requirement that the Department of Taxes recommend repeal of
under-utilized credits is repealed. Act 45, sec. 36i, 36i,36k.

Taxpayer Advocate: The taxpayer advocate, whose position is now codified, is charged with various
education and reporting responsibilities. The Advocate's report is due to the Senate Finance Committee
and House Ways and Means Committee by January 15 each year. Act 45, sec. 36e.

Outreach recommendations: The Department of Taxes will make recommendations to the Senate

Finance and House Ways and Means commiffees by January 18,2012 regarding ways in which it can

improve education outreach to taxpayers, its appeals system and protocols for tracking taxpayer inquiries
and responses. Act 45, sec. 36h.

Link-based use tax returns: The Department shall evaluate - and then report to the Senate Finance and

House Ways and Means committees by January 15,2012 - on the feasibility of providing a volunteer
link-based use tax reporting system that can be accessed via the notice required by out-oÊstate sellers to
buyers regarding use tax responsibilities. Act 45, sec. 36m.
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Highlights of 2012 Tax Legislation

Administrative Provisions

The requirement of a notary's signature on power of attorney forms authorizingpeople to represent
taxpayers before the department of taxes is eliminated. Legislation passed last year authorized the
disclosure of information to authorized representative without a notary signature, but did not remove the
notary requirement in cases in which authority is given to bind a taxpayer. Act 143, sec. 3, amending 14

v.s.A. $3502(Ð.

The Taxpayer Advocate will play a new role in formalizing requests for abatement of tax, interest or
penaþ which may result in a written recommendation to the Commissioner for this extraordinary relief if
after investigation the Advocate finds that:

(1) Vermont tax laws apply to the taxpayer's citcumstances in a way that is unfair and unforeseen
or that results in significant hardship; and

(2) The taxpayer has no available rights or administrative remedies to correct the issue that led to
such unfair result or hardship.

"Extraordinary relief'means a remedy that is within the power of the Commissioner to grant, a remedy
that compensates for the result of inaccurate classification of properly as homestead or nonresidential
through no fault of the taxpayer, or a remedy that makes changes to a taxpayer's property tax adjustment
or renter rebate claim.

The Taxpayer Advocate is also tasked with proposing a draft taxpayer statement of rights to the Senate
Committee on Finance and the House Committee on Ways and Means by January 15,2013 and the
Advocate's role in assisting individual taxpayers in resolving disputes with the Tax Department is also
codified. This role does not extend to representing taxpayers at a Commissioner's Hearing. Act 143, secs.
6-8, adding 32 V.S.A. $3206 and session law and amending 32 V.S.A. $3205(b).

The calculation of interest on unpaid liabilities and refunds has changed. The rate paid on refunds will
be calculated as follows: the average prime rate charged by banks during the immediately preceding 12
months shall be rounded up to the nearest quarter percent instead of whole percent and this rate will be
converted to a monthly rate, which shall be rounded upwards to the nearest tenth of a percent. The interest
charged on unpaid liabilities shall be 200 basis points over the rate paid on refunds. For example, if
refunds bear interestat3.6 percent, interest charged on liabilities is 5.6 percent. This takes effect for 2013
rates. Act 143, sec. 15, amending 32 V.S.A. $ 3108(a).

Business Entity Withholding

Partnerships and limited liability companies engaged solely in the business of operating one or more
federal new market tax credit projects in the state are exempted from paying income tax estimates on
behalf of its nonresident partners and members. Instead, the entity is required to notifr its nonresident
partners or members of their Vermont filing and payment obligations and to file copies of all schedules
K-I. A "federal new market credit project" means a business that is intended primarily to benefit low
income Vermont residents throughout the period of investment and that is subject to the following: (A)
has been determined by the US Department of the Treasury to be a community development entity; (B)
has been awarded an allocation of federal new market tax credits under 26 U.S.C. $ 45D; and (C) is a
partnership or limited liability corporation which is a pass-through of the federal new market credit to the
nonresident investor. Act 143, sec. 17, adding 32 V.S.A. $ 5920(9).



Cigarette Tax

The definition of "little cigars" - which are taxed as cigarettes - is amended so that if 1000 units weigh
four-and-one-half pounds or less, the rolls are classified as little cigars. The triggering weight was
formerly 3 pounds. Act 143, sec. l3a, amending 32 V.S.A. ç7702(6).

Corporate Income Tax

The period of time the Department has to process corporate income tax returns before interest is due on
overpayments is enlarged from 45 to 90 days after the retum was either due or filed, whichever is later.
Act 143, sec. 15, amending 32 V.S.A. $3108(bX2).

The minimum tax on C corporations is increased from $250 to $300 if the corporation has gross
receipts of$2,000,000 or less; to $500 ifthe corporation has gross receipts greater than $2,000,000 to
$5,000,000; and $750 if the corporation has gross receipts greater than $5,000,000. Act 143, sec. 16,
amending 32 V.S.A. $5832(2).

Current Use

The definition of "development" has been amended to provide that enrolled land is also considered
developed - and therefore ineligible for continued enrollment - if a wastewater system permit has been
issued for the land pursuant to 10 V.S.A. $ 1973 and the Commissioner of Forests, Parks and Recreation
has certified to the Director of Properfy Valuation and Review that the permit is contrary to a forest or
conservation management plan or the minimum acceptable standards for forest management; use of the
parcel would violate the conservation management standards; or after consulting with the Secretary of
Agriculture, Food and Markets, the Commissioner certifies that the permit is not part of a farm operation.
This replaces the legislation enacted last session regarding a broader group of permits, is retroactive to
July l, 20Il and applies only to wastewater permits issued after that date. Act 143, secs. 4l-44, amending
32 V.S.A. $ 3752(5), 3757,3758(d).

Several clarifying and technical amendments were made to the current use statutes, including that timber
cutting contrary to a forest or conservation management plan during the remaining term of the plan or
contrary to the minimum acceptable standards for forest management if the plan has expired will
constitute development and that renewal plans must be filed no later than April 1 of the year in which the
initial 1O-year plan expires. Act 143, secs. 45, 47, amending 32 V.S.A. $3752(5) and 3755(b).

Energy Taxes

An annual tax of $4.00 per kW plant capacity is imposed on any renewable energy plant in Vermont
commissioned to generate solar power except that plants with a capacity equal to or less than l0 kW are
exempt from the new tax as well as existing municipal and education property tax until January 1,2023.
This tax does not replace property tax on the land underlying the fixtures and personal property ofa plant.
The tax is due to the Department each year no later than April 1 and shall be deposited into the Education
Fund. Property Valuation and Review will provide advice to listers on methods of valuing these plants for
municipal purposes. The tax takes effect January 1,2013. Act 127, secs. 1-4 and 6, enacting new secs. 32
V.S.A. $$ 8701, $3802(17) and amending 32 V.S.A. $5401(l0XJ).

The threshold triggering a generation tax on wind facilities has been decreased from 5 megawatts to I
megawatt. This takes effect January 1,2013. Act I27, sec. 5.



The electric generating plant education properly tax is repealed and the rate of the electric generating
plant tax is increased to $0.0025 per kWh of elecfric energy produced. The rate increase is effective for
electricity generated after July 1,2012. The taxes had been imposed on generation tax since 2005rto that,
they were imposed on net book value) but beginning July 1,2012 the tax will be imposed on energy
produced in the preceding quarterrather than based on average production for sale in the 3 preceding
years. Act 143, sec. 57,58, repealing 32 V.S.A. $5402a and amending 32 V.S.A. $8661.

Local Option Sales Tax

A resident of Vermont who purchased a mobile home after April l,20ll and before July l, 2012to
replace a mobile home that was damaged or destroyed as a result of flooding and storm damage caused by
a federally declared disaster in Vermont in20I1 is not subject to local option sales tax with respect to that
purchase and the resident purchaser is entitled to a reimbursement of sales tax paid. The Department will
establish procedures for reimbursements. Act 143, sec. 55, session law.

The voters of a municipality that has a local option tax may rescind thattaxby a majority vote at an
annual or special meeting warned for that purpose. Act 143, sec. 48, amending 24 V.S.A. $138(g).

Malt and Vinous Beverages Tax

The Department of Taxes may disclose to the Department of Liquor Control sales and use tax and meals
and rooms tax account information of liquor license holders seeking renewal and new applicants. Act
143, sec. 4, amending 32 V.S.A. $ 3102(e).

Effective July 1, 20I2,beer and wine bottlers and wholesalers are required to report to the Commissioner
the description, quantity and price of malt and vinous beverages sold to each retail dealer. The reports
are due at the same time as bottler/wholesaler returns are due and must be in electronic format except that
manufacturers or rectifiers of vinous beverages may submit reports of direct sales to retail dealers in non
electronic format. Act 143, sec. 14, amending 7 V.S.A. $a21(c).

Meals and Rooms Tax

The exemption from tax for charges for rooms situated in and meals served at"a sanitorium, convalescent
home or ... home for the aged" has been replaced with more modern language. Now the rooms tax
exemption extends to nursing homes, residential care homes, assisted living residences, homes for the
terminally ill, therapeutic community residences and independent living facilities. Similarly, meals
prepared and served by employees, volunteers or contractors of any of these facilities are exempt from
tax. The term "contractor" excludes restaurants (as defined in 32 V.S.A. $9292(10)(D)(ii)(15)) when
those meals are not otherwise available generally to residents of the facility. "Independent living
facility" means a congregate living environment, however named, for profit or otherwise, that meets the
definitions of housing complexes for older persons as enumerated in 9 V.S.A. $ 4503(b) and (c), or
housing programs designed to meet the needs of individuals with a handicap or disability as defined in 32
V.S.A. $4501(2) and (3). Act 143, secs. 59-60, amending 32 V.S.A. $9202(3), (10XDXiÐ and (18).

Petroleum Distributor Licensing Fee

Effective July I , 2012, the imposition of the petroleum distributor licensing fee is limite d to bulk retail
sales of heating oil, kerosene or other dyed diesel fuel sold in the state. The exemption for fuels used to
propel a motor vehicle is eliminated. Act 143, sec. 1, amending 10 V.S.A. $ 1942(b).



Property Tax

Both the homestead and nonresidential education tax rates are increased 2 cents for fiscal year 2013 over
fiscal year 2012.The homestead rate will be $0.89 and the nonresidential rate will be $1.38 per $100.00
of equalized property value. The homestead rate is further adjusted for district spending. The base
education amount for fiscal year 2013 is $8,723. Act I43, secs. 38, 39, session law.

Beginning in2013, homestead declarations are again required to be filed annually. However, a special
2013 transition provision allows the Commissioner to provide a remedy for a taxpayer who fails to file or
files an inaccurate classification through no fault of the taxpayer. Act I43, sec.25,25a, amending32
V.S.A. $5410(b), session law.

Where common elements of a condominium or planned community unit cross town lines, a town other
than the town in which the common elements are located may designate that portion of the coÍtmon
element within its boundaries as a parcel for property tax assessment purpose. This is an exception to the
rule that no separate tax may be imposed against coÍrmon elements where the developer has not reserved
development rights. Act 143, sec. 33, amending 274 V.S.A. $ 1-105.

The statute governing county taxes is amended to include the unified towns and gores of Essex County in
addition to unorganized towns and gores. These are technical changes. Act 143, secs. 35, 36, amending32
v.s.A. $4301.

The requirement that a veteran had to have served in a war to be eligible for the $10,000 reduction of
value from his or her residence \¡/as removed. Effective for claims made after January 1,2012, all
veterans are eligible for this reduction in value. Act 111, amending 32 V.S.A. $3802(11X4).

Municipalities that abated taxes assessed on property lost or destroyed due to the lrene or the May
flooding could apply for reimbursement of education taxes. The abatement had to have been granted prior
to April 15,2012. Municipalities that demonstrated that due to disruption to tax collections resulting from
such flooding it incuned unanticipated interest expenses on funds borrowed to make payments to the
Education Fund were also eligible for reimbursement of the reasonable interest expense incurred. Act 67,
session law.

Property Tax Adjustments and Renter Rebates

Property tax adjustment and renter rebate claims continue to be due by April 15 each year, but the last
date on which they will be accepted is moved from September I to October 15. The commissioner shall
notifr municipalities of these late property tax adjustment claims on November 1. Act 143, sec. 27-29,
amending 32 V.S.A. $$6066a, 6968 and 6074.

Property tax adjustment amounts are now 6rconfïdential" information. This means that while property
tax bills sent to property owners will show that amount of tax due from the owner (i.e., net of adjustment),
bills and information given to others will show only the gross þre-adjustment) amount of tax except that
municipal officers and the commissioner møy provide the information to the following persons:

(1) An escrow agent, the owner of the property to which the adjustment applies, a town auditor,
or a person hired by the town to serye as auditor;



(2) A lawyer, including a paralegal or assistant of the lawyer, an employee or agent of a financial
institution as that term is defined in 8 V.S.A. $ 1l101, an employee or agent of accredit union as

that term is defined in 8 V.S.A. $ 11101, a realtor, or certified public accountant as that term is
defined in 26 V.S.A. $ 13(12) who represents that she of she has a need for the information as it
pertains to a real estate transaction or to a client or customer relationship; and

(3) Any other person as long as the taxpayer has filed a written consent to such disclosure with a
municipality.

Act 143, secs. 5 and 11, amending 32 V.S.A. $3102 and $6066a(f).

Beginning with claim year 2013 (2012 Household lncome), a claimant who has two or more businesses
operating as sole proprietorships rnay net the loss of one sole proprietorship against the income of another
sole proprietorship as long as the loss and gain are incurred in the same tax year. Act 143, sec. 10,

amending 32 V.S.A. $6061(5XA).

Health savings account deductions for self-employed individuals are added to the list of items excluded in
determining household income effective for claims filed for 2013 and after. Act 143, sec. 26, amending
32 V.S.A. $6061.

Property tax adjustments will continue to be limited to $500,000 or less of equalized housesite value for
claim year 2013 and after. As originally enacted in 2010, the limitation was repealed for claims filed after
January 1,2013. Act 143, sec. 31.

Beginning with claim year 2013 (2012 Household Income), interest and dividend income over $10,000
will continue to be counted twice in household income for claimants under age 65. Act 143, sec. 3la,
amending 32 V.S.A. $6061(5XE). A similar provision without the age ceiling was repealed. Act 143,
secs. 3 l, 3la, amending 32V.S.A. $6061(5XE).

The maximum renter rebate is lowered from $8000 to $3000. This change is effective for rebates paid
in 2013. Actl43, sec.30, amending 32 V.S.A. $6067.

Property Transfer Tax

A transfer in fee by a 501(c)(3) organization that has as its primary purpose the provision of housing to
low income individuals is exempt if made concurrently with the transfer of an improvement located on
the property. The intended beneficiaries of this exemption are transferees of housing from Habitat for
Ilumanity. Ãct 143, sec.24, amending 32 V.S.A. $9603(23).

A resident of Vermont who purchased a mobile home after April l,20ll and before July 1, 2012 to
replace a mobile home that was damaged or destroyed as a result of flooding and storm damage caused by
a federally declared disaster in Vermont in 2011 is not subject to property transfer tax with respect to that
purchase and the resident purchaser is entitled to a reimbursement of property transfer tax paid. The
Department will establish procedures for reimbursements. Act I43, sec. 55, session law.

Sales and Use Tax

A resident of Vermont who purchased a mobile home after April l,20lI and before July 1, 2012 to
replace a mobile home that was damaged or destroyed as a result of flooding and storm damage caused by
a federally declared disaster in Vermont in 2011 is not subject to sales tax with respect to that purchase



and the resident purchaser is entitled to a reimbursement of sales tax paid. The Department will establish
procedures for reimbursements. Act I43, sec. 55; session law.

The manufacturing exemption has been expanded to include machinery used for secondary packaging if
it is part of the same machine that performs the initial packaging and is part of an integrated process. Act
143, sec. 54, amending 32 V.S.A. $9741(14).

The imposition of sales tax on specified digital products (music, books, movies and ringtones) was
amended to bring it into compliance with the Streamlined Sales and Use Tax Agreement, adding the
phrase "regardless of whether for permanent use or less than permanent use and regardless of whether or
not conditioned upon continued payment from the purchaser." Ãct I43, sec. 50, amending 32 V.S.A.
$e771(8).

A temporary moratorium on enforcement of sales tax on prewritten computer software accessed
remotely was enacted. Notwithstanding that the law imposes sales tax on such software, the tax will not
be enforced for the period from January I,2007 to July 1,2013 and timely and documented refunds may
be requested. "Charges for remotely accessed software" means charges for the right to access and use
prewritten software run on underlying infrastructure that is not managed or controlled by the consumer or
a related company. Act 143, sec. 52, session law.

Toothbrushes, dental floss and similar items of nominal value given by dentists and hygienists to patients
during treatment are exempt from sales and use tax effective July 1, 2012. Act 143, sec. 54, amending32
v.s.A. çe74r(2).

Natural gas used to propel a motor vehicle is subject to sales tax effective July 1,2013 with the tax being
allocated to the Transportation Fund. Act 153, sec.42, amending 32 V.S.A. ç9741(7).

Tax Credits and Incentives

The amount that may be awarded to applicants for owner-occupied affordable housing tax credits is
increased from $100,000 to $300,000 beginning in fiscal year 2013. This credit may be taken against
individual income, corporate, franchise, or insurance premium tax liability. Act 143, sec.2l, amending 32
V.s.A. $s93Ou(g).

An additional one-time, refundable downtown credit of 10 percent of the qualified expenditures resulting
from damage caused by a federally declared disaster in Vermont in2011 may be awarded to qualified
applicants to take against the individual income tax. The total available for tax credits under this section is
$500,000. Act 743, sec. 22, 23. 32V.S.4. $5930bb(d), session law.

Vermont employment and growth incentive (VEGI) claims must be filed annually no later than the last
day of April of each year of the utilization period. The law now clarifies that to be timely, all forms and
workbooks must be completed and all underlying documentation must be filed with the Department. Act
143, sec. 18, amending 32 V.S.A. $5930b(cX9).

The date by which the report of Vermont Economic Progress Council and the Tax Department on the
VEGI is due is moved from May 1 to September I and the subject of the report is clarified. Act 143, sec.
19, amending 32 V.S.A. $5930b(e).

The authority of the Economic Incentive Review Board to grant incentives under the VEGI program is
extended to July l, 2017 . It had been due to expire on July l, 2012. Ãct I43, sec. 20.



HIGHLIGHTS OF 2013 TAX LEGISLATION

Administrative Provisions

The requirement of a witness or notary signature on a power of attorney form appointing an individual to
represent a taxpayer before the Department of Taxes is eliminated. Act 73, Sec. 2. 14 V.S.A. $ 3502(Ð.

Tlre Departrrent may file tax liens electronically with municipalities. Act73, Sec. 7. 32 V.S.A. ç3262(b).

The spending authority for Deparlment's tax computer system modernization fund is expanded to cover
information technology systems necessary for impiementation and continued operation of the data
warehouse project. Prior autholization was specific to the ETM system. The current appropriation of
$7,500,000 is canied forward through fiscal year 2018 and an additional appropriation of $9,022,173 is
authorized through 2018. Act l, Secs. 65-67.

By August l,2Al3, the Commissioner and the Chief Fiscal Officer of the Joint Fiscal Office (JFO) shall
enter into a memorandum of understanding in order to provide the JFO with state returns and return
information. The MOU shall provide for:

(a) Mechanisms to prevent the identification of individual taxpayers, including the redaction of
any information that identifies a particular taxpayer;

(b) Protocols for handling and transmitting returns and return information;

(c) The designation of specific employees of the JFO with access to the information provided by
the Department of Taxes;

(d) The incotporation of unauthorized disclosures under subsections (a) and (h).

Act 73,Secs. 6, 6a. 32 V.S.A. $3 102(l).

The commissioner may waive the requirement of a written declaration that a licensee applicant is good
standing with respect to all taxes if the Commissioner deems it appropriate to facilitate the Departrnent of
Financial Regulation's participation in a national licensing or registration system for persons required to
be licensed or registered by the Commissioner of Financial Regulation. Act 73, Sec. 58, 59. 32 V.S.A.
$31 l3(b), 8 V.S.A. $ 1s(c).

The Department is directed to develop and pursue further strategies and redeploy resources to close the
tax gap during fiscal year 2014with the goal of increasing current collections by $ 1,500,000. Act 73, Sec.
8.

Cigarettes and Tobacco

The prohibition on the sale of cigarette stamps during the period from June l5 through June 30 each year
is repealed. This end-of-fiscal year black out period is no longer administratively necessary. Act 73, Sec.
e. 32 V.S.A. ç 7772(b\.

The period for the Department to assess additional tobacco products tax may be extended by consent of
the taxpayer. This change parallels extension provisions relative to other taxes. Act 73, Sec. 10.32 V.S.A,
$78 1 7.



Provisions unique to cigarette or tobacco products liability appeals to superior court are removed to
conform to other tax appeals; specifically, the directive that such appeal be given preference on the
superior court docket, the provision for interest at 6 percent rather than the rate established annually under
32 V.S.A. $3108, and the award of triple costs for appeals taken without probable cause, are removed
from the statute. Act73, Sec. I l. 32 V.S.A. $7783.

The definition of 'lnanufacturer", "wholesale dealer", "wholesale outlet", and "whole sale price" are
updated to specifically reference the different types oftobacco subject to tax. The term "distributor" is
removed because for purposes of administering the tax it is interchangeable with the term "wholesale
dealer" and so was redundant. Accordingly, the tenn "distributor" was deleted throughout Chapter 205
(Cigarettes and Tobacco ProducTs). References to "wholesale dealer" were amended to be prefaced by
o'licensed" through Chapter 219. The definition of "retail dealer" was amended to directly incorporate the
definition of the same term in Title 7, where retail dealers are regulaled. The adjective "moist" before
snuff was removed lrom the definition of "other tobacco products". Act 14, Sec.8. 32 V.S.A. ç7702(4),
(7), (10), (15), (16), (18) and (19).

The law requiring each licensed wholesale dealer to secure a license from the Commissioner before
engaging in the business of selling cigarettes now expressly provides that licensed wholesale dealers shall
sell these products only to other Vermont licensed wholesale dealers or to retailers licensed under Title 7 .

Act 14, Sec. 9. 32 V.S.A. ç 1731.

There is a presumption that if a licensed wholesale dealer cannot produce proper evidence of cigarette
stamps purchases to cover the dealer's receipts that the product was sold without tax having been paid.
This presumption is extended to roll-your-own tobacco. Act 14, Sec. 17. 32 V.S.A. ç7777.

Stafutes providing for imposition of the tobacco products tax and record keeping are amended to reflect
the new tobacco types. Act 14, Secs. I 9 and 2l . 32 V.S.A. $78 I I .

Current Use

A lessee with a perpetual lease could enroll land in the current use program. That provìsion of law has
been amended to specify that in this context, a o'perpehral lease" means a lease that endures for more than
999 years. Act73, Sec. 12. 32 V.S.A. ç 3752.

The Commissioner is authorized to subordinate current use liens and to charge a fee of $179.00 for
reviewing a subordination request. Act72, Sec. 14. 32 V.S.A. .8j3777.

The current use appeal statute is clarified to provide that appeal from a decision of the Commissioner or
Director goes to superior court irr the counfy in which the land is located and the period for appeals to the
Commissioner of the Department of Forests, Parks and Recreation from an adverse inspection report is
sixty days. Act73, Sec. 13. 32 V.S.A. $3758.

The provision that enrolled land is considered developed if a wastewater system pennit has been issued
for the land pursuant to l0 V.S.A. 32 V.S.A. $1973 and the Commissioner of Forests, Parks and
Recreation has made a certification to the Director is repealed in response to the practical problem of
tracking local pennits. Act 73, Sec. 14. 32 V.S.A. $3752(5).

Estate Tax

The link to the federal estate tax law is updated to incorporate changes adopted through December 31,
2012. Act 73, Sec. 15.32 V.S.A. ç7475.
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Interest paid to taxpayers on estate tax is changed siightly so that it is computed from rhe latest of'45 days
after the date the return was fiied or was due, including any extensions of time thereto or, if the taxpayer
filed an amended return or otherwise requested a refund, 45 days after the date the petition or amended
return was filed. Act73, Sec. 16. 32 V.S.A. $7488(b).

Fuel Gross Receipts Tax

The exemption for sellers of receiving $10,000 or less annually from fuel sales ís repealed. Act 73, Sec
s6.33 V.S.A. $2s03.

Health Care Claims Tax

Effective July 1, 2013, administration of this tax is moved to the Department of Taxes and it is re-codified
as Chapter 243 of Title 32. The tax is imposed annually on health insurers in the amount of 0.999 of one
percent of all health insurance claims paid by health insurers for its Vermont members in the previous
fìscal year ending June 30. It is due in one installment by January l. The revenues are deposited into the
Health IT-Fund (0.199 percent) and the State Health Care Resources Fund (0.8 percent). On July 1,2017 ,

the tax is reduced to 0.8 percent and the deposit into the Health IT-Fund ceases. Fonner Health Care
Claims Assessment (8 V.S.A. $4089Ð and Health Care Information Technology Reinvestment Fee (8
V.S.A. {i4089k) are repealed and sunset respectively. The Commissioner may disclose these retuffis or
return information to the Commissioners of Vermont Health Access and Financial Regulation. Act73,
Secs.48-53. Title32, Chapter 243,32 V.S.A. $3102(e), 32 V.S.A. {i10301,32 V.S.A. {i10402.

Income Tax

The wood products manufacturer tax credit is extended for another six months. It now is repealed
effective January 1,2014 and no credit is available for tax years beginning on or after January 1,2014.
Act73, Sec. 24. 32 V.S.A. $5930y, 2005 Spec. Sess. Acts and Resolves No. 2, as amended by 2006 Acts
and Resolves No. 2 I 2, Sec. 9 and 2008 Acts and Resolves No. 190, Sec. 29, and as further amended by
2011 Acts and Resolves No. 45, Sec. 17.

The link to the Interral Revenue Code is updated to incorporated changes in effect for taxable year 2012.
Act"73, Sec. 20. 32 V.S.A. $5824.

A technical correction is made that conforms the definition of "Vermont net income" with the adoption of
Vermont net operating losses and decoupling from federal net operating losses 3 years ago. Act 73, Sec.
17. 32 V.S.A. $s811(18).

Tlre reference to "applicable percentage" in 32 V.S.A. ç5822 has been changed to 24 percent because the
tenn was a holdover from when Vennont piggybacked to federal income tax liability. Act73,Sec.21.32
v.s.A. $s822.

An amendment the definition of "taxable income" clarifies that "qualified dividend income" is not treated
as capital gain income for purposes of the capital gains exclusion. Act73, Sec. 18. 32 V.S.A.
$s8r l(18xAXi).

Local Option Tax

The charters of the Cities of St, Albans and of Winooski were arnended to allow the imposition of a one
percent meals and alcoholic beverage tax, a one percent rooïr1s tax, and a one percent sales tax ifapproved
by the voters of the City. The taxes will be collected under general state law (24 V.S.A. $ 138). Act M00,
Sec. 2; H. 534, Sec. 3. 24 App. V.S.A chapter 150, $3; 24 App. V.S.A. chapter 19, Article 7, ç719.
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Property Tax

Both the homestead and nonresidential education tax rates are increased for fiscal year 2014 over fiscal
year 2A13. The homestead rate will be $0.94 up from $0.89 and the non¡esidential rate will be $ I .44 up
froni $ 1.38 per $ 100.00 of equalized property value. The homestead rate is ftiilher adjusted for district
spending. The base education amount for fiscal year 2014 is $9,15 i .00; it was $8,723 for fiscal year 2014
Act52, secs. I and,2.

The temporary exemption for skating rinks that are used by a public school for a sport has been extendecl
again for fiscal years 2013 and 2014. Act 73, Sec. 43 . 20A8 Acts and Resolves No. I 90, Sec. 40, as

amended by 2010 Acts and Resolves No. 160, Sec.22, as amended by 201I Acts and Resolves 45, Sec.
13f.

Owners of properties exempt under 32 V.S.A. $3802(4)-(6), and (12)-(15) and $5401(10XD), (F), (c),
and (J) must provide to their listers the insurance replacement cost or a written explanation of why the
property is not insured before April I each year. The listers must include that value on the grand list if
provided and also identify whether the value is the insurance replacement cost provided under 3802a or
the full listed value under 4152(a)(6). Act 73, Secs. 29,30.32 V.S.A. $$3802a, 4152(a)(6), 4152(c).

When a certificate of exemption for land held by a qualified environmental conservation organization is
granted by the Commissioner, it becomes effective for the April 1 grand list the follows the
Commissioner's receipt of all information necessary for a determination on qualification. Act73, Sec. 26.
l0 v.s.A. $ 6306(bx3).

A new exemption, effective January 1,2014, is enacted for the land owned by the Town Hardwick
located in the Town of Greensboro that provides public access to Caspian Lake and land owned by the
Town of Thetford and located in Fairlee and West Fairlee that provides public access to Lake Fairlee. Act
73, Sec. 28.32 V.S.A. $3802(l IXB).

The sum of $ 1 50,000 is appropriated for payment of expenses associated with a reappraisal as of April I ,
2012 of the hydroelectric plants and other properly owned by TransCanada Hydro Northeast, Inc on the
Connecticut River. Act 1 , Sec. 75. In addition, $50,000 was appropriated for payment of legal expenses
incun ed by towns in defer, se of grand list appeals of the assessment of TransCanada hydroelectric
propefty. The Attorney General will review and approve reasonable reimbursement up to the
appropriation. Act 50, Sec. E. 139.

Property tax valuation appeals from local boards of civil authority may be taken to either to Superior
Court or to State Appraisers, who are appointed by the Director of Property Valuation and Review to act
as hearing officers in such cases. Their title is changed from "State Appraiser" to "Hearing Officer" to
more accurately reflect the role of these appointees in tax disputes. Act 73, Secs. 32- 34. 32 V.S.A.
$$4465, 4466,4467.

Several obsolete statutes concerning reporting of delinquent taxes to the Director of Properly Valuation
and Review are repealed. Act73, Secs. 35-37. 32 V.S.A. $5165, 5166, 5167.

The reference to the repealed tax on steamboat, car and transportation companies is deleted from the
definition of "nonresidential property". Act 73, Sec. 38.32 V.S.A. $5401(10X8).

Beginning with the study of the 2013 grand list, the Unified Towns and Gores of Essex County rnay be
treated as a uniform assessment district for equalization purposes if they are determined to have a
comrnon grand list for valuation. Act 73, Sec. 39.32 V.S.A. $ 29.
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Property Tax Adjustments

The requirement that a renter must have rented property during the entire claim year is added to the
subdivision containing other eligibility conditions. This requirernent already existed in 32 V.S.A.
$6062(a). A.ct73, Sec. 40. 32 V.S.A. $6066(b) and (c).

Property Transfer Tax

The Commissioner may dispense with the requirement of signatures on the property transfer tax. This will
enhance taxpayers' ability to file transfer tax returns electronically using the Department's EPTTR
system. However, the return will include a notice that the property may be subject to regulations
governing potable water supplies and wastewater systems under l0 V.S.A. Chapter 64 and to building
zoning and subdivision regulations and that parties have an obligation to investigate and disclose his or
her knowledge regarding flood regulation affecting the property. Act 73, Sec. 44.32 V.S.A. $9606.

Reports

The tax expenditure report shall contain the statutory purpose explaining the policy goal behind the
exemption, exclusion, deduction or credit. A tax expenditure listed in the report that lacks a statutory
purpose in statute shall not be implemented or enforced until a statutory purpose is provided. This shall
take effect July 1, 2A14. The Joint Fiscal Committee will draft the statutory purpose of each Tax

expenditure listed in the report. Act73, Secs.4, 5. 32 V.S.A. $312(d).

A committee shall study the public, pious and charitable properly tax exemption and make
recommendations related to the definitions, listing, valuation, and tax treatment of properties within this
exemption. The Director of Properfy Valuation and Review is a member. The Committee shall report to
the Senate Finance and House 

'Ways 
and Means Committees by January 15, 2014. Act 73, Sec. 42

The date on which VEPC and the Tax Department must report to the General Assembly on TlFs is
changed from January 15 to April 15 and additional reporting requirements are added, including on the
date of creation, a profile and map of the district, the original taxable value, the scope and vahie of
projected and actual improvements and developments, projected and actual incremental revenue amounts
and division of the increment revenue between district debt, the Education Fund, the special account
required by 24 V.S.A. $ 1896 and the municipal general fund, projected and actual financing, and a set of
performance indicators developed by VEPC. S. 37, Sec. 13.

A report on compliance program revenue targets, collection trends, and program activities is due fi'om the
Tax Commissioner to the House and Senate Committees on Appropriations, the House Committee on
Ways and Means, and the Senate Committee on Finance on January 15,2014. The report shall include
pïogram outcomes and measures to evaluate program activity. Act 50, Sec. E. 1 1 1.

Sales and Use Tax

The sale, purchase, installation, or transfer, or possession of "automated sales suppression device" - also
known as "zappers" - is prohibited and violations are punishable by imprisonment for not less than one
year and not more than five years and fined not more than $ 100,000, or bolh. T,appers are devices that
falsify transaction data, transaction repofis, or any other electronic record ofelectronic cash registers and
other point-of-sale systems. Act 13, l3 V.S.A. ç2032.

Dnrable medical equipment used in díagnosis intended to alleviate human suffering as well as such
equipment used in treatment is exempt from sales tax. Act 73, Sec. 45.32 V.S.A. ç9141(Z).
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Property must be used outside the State before being brought into the State to qualify for exernption from
use tax. Act73, Sec. 46. 32 V.S.A. $97aa@)Q).

Interest paid on a claimed refund of sales and use tax will be calculated from 45 days after the date of the
refund claim raiher than the date of the overpayment. Act73, Sec. 49. 32 V.S.A. $9781(c).

The temporary moratorium on enforcement of sales tax on prewritten software accessed remotely
("cloud" software) is allowed to expire on June 30,2013 in accordance with law enacted last session.

Solar Tax

Clarifying language is added to the solar tax providing that the existence of a solar plant does not rnake
the underlying land subject to property tax if it is otherwise exempt from property tax. Act 73, Sec. 41. 32
v.s.A. {ì 8701(d).

Tax Increment Financing

In 201 I and2012, the State Auditol performed audits of the four existing tax increment financing districts
and concluded that collectively they had underpaid the Education Fund by $6 million dollars. The law
contained no specific remedy to recover the underpayment from the municipalities. In order to resolve all
disputes with the municipalities, only the following amounts will have to be repaid:

The City of Burlington will remit $200,000 out of the increment over a 5 year period.

The Town of Milton will remit $22,000 from municipal revenues other than the increment over a
2 year period; $ 160,000 to the Catamount Husky Increment Fund over a 5 year period from
municipal nonincrement revenLles; and $17,000 to the Catamount Husky Tax Increment Fund for
repayment of debt from the Town Core Tax Increment Financing Fund no later than December
15,2013.

The City of Winooski wili remit $1,300 to the Education Fund fi'om municipal nonincremental
revenues by July 1,2013 and $62,000 to the Tax Increment Financing Fund from municipal
nonincremental revenues over a 5 year period.

Payments that are not remitted within 60 of the scheduled payment date may be withheld from any funds
otherwise payable by the State to the municipality. If the legislative body of the rnunicipality does not
approve the payment(s), the underpayments identified by the Auditor are considered owed to the
Education Fund. S.37, Sec. 1.

The definition of "improverÌlents " was broadened to include infrastructure that will serve a public
pulpose and fulfill the purpose of tax increment financing districts as stated in 24 V.S.A. $ 1893. It
includes utilities, transportation, public facilities and amenities, land and property acquisition and
demolilion, and site preparation. It does not include soft costs. S. 37, Sec. 2.24V.5.A. $ 1891(4).

A definition of "original taxable property" is replaced with a definition of "original taxable value", which
is determined on the date the TIF was created. A TIF is created on 12:01 a.m. on April 1 of the calendar
year so voted by the municipality. This definition is cross-referenced with $ 1892 to make it clear when
taxable value is determined. S.37, Sec. 2,3.24 V.S.A. $$1891(5), 1892(b).

The definition of 'orelated costs" now allows municipalities to include personnel costs related to
administering the district but only to the extent that they are paid from the tax increment realized from
municipal and not education taxes and use only that portior-r of the municipal increment above the
required percentage in serving the TIF debt. Municipalities may designate a coordinating agency from
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outside the municipality's departments to administer the district and claim that as a related cost. S. 37,
Sec. 2,3.24 V.S.A. $$1891(6), 1892(c).

Originally, bonds were the only permissible fonn of debt, then the law was expanded to include other
types of debt such as Housing and Urban Development Section 108 financing instrument and "interfund
loan" within a municipality. Now permissible financing includes any type of debt authorized by the voters
of the municipality. However, municipalities will not be permitted to charge interest on intercompany
loans (which would have had the effect of allowing one municipal department to borow from and another
municipal department and charge the Education Fund interest on the loan). Municipalities can also now
pay for the cost of district improvements directly if approved by the voters and part of the municipality's
tax increment plan. S. 37, Sec. 2.24V.S.A $1891(8),

A definition of "committed" is adopted and replaces the term "pledged". This is the increment that is
generated and retained each year for payment of TIF district debt. S. 37, Sec. 2. 24V .5.A. $ 1891(8).

Vermont Economic Progress Council (VEPC) is not authorized to approve any TIF districts beyond those
that have already been authorized to use education tax increment financing which are:

(l) The City of Burlington, Downtown;
(2) The City of Burlington, Waterfront;
(3) The Town of Milton, North and South;
(4) The City of Newport;
(5) The City of Winooski;
(6) The Town of Colchester;
(7) The Town of Hartford;
(8) The City of St. Albans;
(9) The City of Barre; and
(10) The Town of Milton, Town Core.

S. 37, Sec. 3, 32 V.S.A. $ 1892(d). Notwithstanding this section, VEPC is authorized to approve a TIF in
South Burlington up until Decemb er 3l , 2013 . S. 37, Sec. I 7. The City of Burlington is also authorized to
extend its borrowing period by fìve years beginning January 1,2015 (without extending its retention
period). S.37, Sec. 18.

Numerous other amendments to Chapter 53 of Title 24 and Chapter 135 or Title 32 were enacted
including provisions that:

Allow districts a total of ten years from the creation date to incur additional debt is any debt is
incurred within the first five years. If no debt is incurred in the first five years, the district shall
teminate unless an extension is granted by VEPC.

Require rnunicipalities to notify VEPC and the Tax Department when first debt is incurred.

Require VEPC approval of a TIF financing plan prior to public vote.

Specify that a TIF district will terminate when the debt is retired or within five years if no debt is
incurred.

Establish that the retention period begins the year the first debt in incurred and is limited to 75
percent of the increment for 20 years.
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Require more comprehensive notice and information to be provided to voters prior to a public
vote.

Reaffirm that all property taxes assessed wíthin a district must be used for financing and related
costs. Designating, by charter or otherwise, an assessment as special or for a particular purpose
does not change this result.

Repeal provision for adjustment upon reappraisal.

Require information reporting (including performance indicators) to VEPC and Departrnent of
Taxes and inciude TIF finances in municipal audit cycle.

S. 37, Secs. 4-10.

VEPC shall adopt a "single rule" for all tax increment financing districts that wili further clariff the
statutes and establish a process for municipalities to distribute excess increment to the Education Fund.
However, TIFs in existence prior to January 20A6 may be exempted from the "single rule" if specifically
provided in the nrle. S. 37, Sec. 14.32 V.S.A. g saOaafi).

The Secretary of Commerce and Community Affairs may issue decisions relating to the administration of
TIFs and noncompliance. The Secretary may permit an interlocutory appeal for questions of law before
issuing a final decision. If the Secretary issues a decision finding noncompliance, the Secretary may
request the Treasurer to issue a bill for the underpayment and./or refer the matter to the Attorney General
for civil action. The appeal to the Secretary is subject to the provisions 3 V.S.A. chapter 25 relatingto
contestedcases. S.37, Sec. 14.32 V.S.A. $5a0aaü).

The State Auditor no longer is required to audits TIFs every four years. Instead audits will occur in
accordance with a schedule arrived at in consultation r,vith VEPC. S. 37, Sec. 16.32 V.S.A. $5aOaa(l).
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