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Bad Debt Sales Tax Deduction

Current law:

Under current Wisconsin law, a retailer'is permitted to seek a refund of sales tax
previously remitted on a sale in instances where the customer has defaulted on
their credit account. '

In order to claim the deduction, two criteria must be met. First, the claimant must
be the one who sold the product and remitted the sales tax. Secondly, the
claimant must also be able to charge off the bad debt. Retailers with a private
label credit card (PL.CC) meet the first criteria, but not the second.

Proposal:

Clarify that Wisconsin’s law regarding bad debt sales tax deduction applies to
retailers who partner with a third-party lender for consumer credit.

Background:

Over time, in an effort to modernize business practices, retailers have begun to
partner with lenders to offer customers credit through PLCCs,

As demand for consumer credit grew — retailers realized that they needed to focus
on what they do best — selling products. So many of them decided to utilize the
expertise of third-party lenders to issue, administer, and maintain their PLCCs.
This proposal would only apply to purchases made from the retailer who issued -
the PLCC. It would not apply to general issued credit cards, nor would it apply to
purchases made by dual-purpose PLCCs at different retailers.
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Create sec. 77.585 (1m) to provide: |

ly only with respect'to amounts found to be worthless on accounts or receivables ‘

The following shall a

for private label credit cards, dual-purpose private label credit cards, and dealer credit programs:

(a) A retailler or lender may take the amount found to be worthless as a refund or a deduction from the
measure of tax due provided that the amounts are founid to be worthless, have been charged off as bad
debt on the lerider's books and records, and are eligible to be deducted as bad debts for federal income

tax purposes. The amount deductible shall not include financing charges or interest, sales or use taxes
imposed on the sales price or purchase price, uncollectible amounts on tangible personal progerty: or
items, property, or goods under s. 77.52(1)(b), (c), or (d) that remain in the seller's or lender's possession

until the full sales price of purchase price is paid, expenses incurred in attempting to collect any debt, and. ‘
the value of any repossessed property or items. All of the following conditions must also be met;

1. The retaller previously reported and paid the sales tax due under this subchapter on sich -
arhount. '

2. No.deduction or refund was previously claimed by or allowed to either the retaiter or the
lender on such amount.

3. The amount deductible is limited 10 credit sale transactions included in‘the account ot
receivable that is charged off on the lender's books and records on of after:January 1,

2013, redardless of the date on which the credit sale transaction:actually occurred.

4. The retailer and lender execute: an election designating which party is entitled to claim the .
deduction or refund under».t‘his section: This election shall be provided for in a written

agreement between the retailer and lender and shall be available for review bv the

departmient, In the event the party eligible fo claim the deduction or fefund is ho 6hger in
business, then the other party shall be entitled to glaim the deduction or refund without
any further election.

(b) A retailer or lender that ¢laims the deduction or réfund under this subsection:

1, Shall maintain adeduate books, records or other documentation to support the deduction
taken or refund claimed uhder this subsection.
2. May use one-of the following methods to determine the amount of the deduction or

refund:
(. Ari apportionment method to substantiate the amount of tax imposed under this

chapter which is included in the bad debt to which the deduction or refund applies. The

¥.20130108.3
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method must use the retailet’s Wisconsin and non-Wisconsin sales, the retailer's taxable
and nontaxable sales and the amount of tax the retailer remitted {o this state;

(ih.__A specified percentage of the accounts or receivables diving rise to.the deduction or

refund, which is derived from a sampling of the retailer’s or lender's records in

accordance with a methodology agreed upon by the department and the retailer,
For purposes of computing the deduction or refund, payments on the accounts er

receivables shall be allocated based on the terms and conditions of the contract between

the retailer or lender and the consumet: of

(i A direct method as agreed to by the Departiment,

3. |faretailer or lender subsequently collects; in whole or in part, any amount for which a
deduction or refund was claimed under this subsection, it:shall include the taxable -

percentage of the amount collected and pay the tax on the return filed for the period in
which the amount is collecied.

4, Aretailer or lehdei's deduction for tax-on bad debt thay be claimed on a return filed by an
entity related by a-direct or indirect common ownership of 50 percent or more.
(¢) For purposes-of this subsection:

1. “Private label credit card’” means any charge card or credit card that carries, refersto, oris ‘
branded with the name or logo of a retailer and can be used for purchases only from the retailer -

whose ‘name or lodo appears on the card or for purchases from any of the retailer's affiliates or

. -

2. “Dual purpose private label credit cards.” are credit cards that otherwise meet the definition of
“orivate label credit card” that may also be used to imake purchases from persons other than the

‘ retailer whose hame or lodo appears on the card or the retailer's affiliates of franchisees. The
issuer of the dual-

urpose private label credit card must be-able to determine the sales receipts of
the retailer and that retailers_affiliates of franchisees apart from any sales receipis of unrelated
‘persons. This subsection onl authorizes a deduction or refund for credit sales by the retailer and

the retailer's gﬁiliates and does not authorize any deduction of refund with respect to sales by
such unrélated persons.

3. “Dealer credit program” means an arrangement where credit s extended for a specific purchase
from aretailer. The terni does not include purchases of titled property; such as aireraft, motor

yehicles, vessels. or motor homes,

4. “Retailers affiliates” means all entities that are members of the same affiliated group-as the:

retailer under-section 1504 of the Ihternal Revenue Code and are eligible to file a single

consolidated return for federal income tax putposes.
“| ender” means ahy person who owns a private label credit card account . a dual-purpose private

v.20130208.3
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label credit card account or a dealer credit account, or an interest in a private Iabel\credit card

receivable; dual-purpose private label credit card receivable, or dealer credit receivable:

i) Thatthe person purchased directly from a retailer who remitted the tax imposed under this

-subthapter or its affiliates. or transferred from a third party:

i) Thatthe person originated pursuant to that person’s contract with the retailer who remitted

the tax imposed under this subchapter orits affiliates; or
. iy That'is affiliated in the manner described under 26 U.S.C. s. 1504 (regardiess of whether the
different entities are corporations) to a person described in subds. (i) or. (i), or an assignee or

- other transferee of a person described in subds. (i) or (ii)'.
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credit card bad debt.

Analysis by the Legislative Reference Bureau

Under current law, for sales tax purposes, a seller may claim on a sales tax
return a deduction for the amount of any bad debt that the seller writes off as
uncollectible in the seller’s books and records, if the amount may be deducted as bad
debt for federal income tax purposes, regardless of whether the seller must file a
federal income tax return.

Under this bill, a lender who extends credit through a private label credit card,
dual purpose credit card, or dealer credit program, may enter into an agreement with
a seller so that the seller, the lender, or the lender’s affiliate may claim a deduction
or a refund for bad debt. A private label crédit card is any credit card that identifies
a seller’s name or logo on the card and that may be used only for purchases from that

T&SaC 5-\6 :

seller or from any of the seller’s affiliates. A dual purposevﬁrd 1s a credit card that
may be used as a private label credit card or to make purchases from persons other
than the seller whose name or logo appears on the card. A dealer credit program is
an arrangement for extending credit for a specific purchase from a seller.

Under the bill, a person v\%ho is eligible to claim a deduction or refund for bad
debt related to using a privatelabel credit card, dual purpos& credit card, or deater
credit program, but who is not required to file a sales tax return, may claim the
deduction or refund on the person’s income or franchise tax return.

Q(C(Q&‘
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For further information see the state and local fiscal estimate, which will be
printed as an appendix to this bill.

The people of the state of Wisconsin, represented in senate and aSsembly, do

enact as follows:
( ~ (END) }=
S M,Mf'

)
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1 At the locations indicated, amend the bill as follows: h
2 (,ﬁ“l”i “Page 737, line 24:7 after that line 1nsert T
@ " 7/ff‘f"}SECTION 14)?3%/ 7'7.585 (11) of the statutes i\; created to read:

4 g 77.585 (11) (a) In this subsection:

5 1. “Dealer credit program” means an arrangement for extending credit for a

6 specific purchase from a seller, not including the purchase of an aircraft, a motor

7 vehicle, a vessel, a motor home, or any other item for which a title is required.

8 2. “Dual purpose credit card” means a credit card that may be used as a private

9 label credit card or to make purchases from persons other than the seller whose name
10 or logo appears on the card or the seller’s affiliates or franchisees, if the credit card
11 issuer is able to determine the sales receipts of the seller and the seller’s affiliates

12 or franchisees apart from any sales receipts of unrelated persons.
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3. a. “Lender” means any person who owns a private label credit card account,
a dual purpose credit card account, or é dealer credit program account, or an interest
in a receivable from any such account, if the person purchased the account or interest
directly from a seller who remitted the sales or use tax or from the seller’s affiliate,
the person received the account or interest from a third party, or the person
originated the account or interest pursuant to the person’s contract with the seller
who remitted the sales or use tax or with the seller’s affiliate.

b. “Lender” includes any person who is a member of the same affiliated group,
as defined under section 1504 of the Internal Revenue Code, as a lender described
under subd. 3. a. or is an assignee or other transferee of a lender described under
subd. 3. a.

4. “Private label credit card” means any charge card or credit card that
identifies a seller’s name or logo on the card and that ma}fs/ed only for purchases
from that seller or from any of the seller’s affiliates. |

5. “Seller’s affiliate” means any entity that is a member of the same affiliated
group, as defined under section 1504 of the Internal Revenue Code, as the seller that
may file a single consolidated return for federal income tax purposes.

(b) A lender who extends credit through a private label credit card, dual
purpose credit card, or dealer credit progfam, may enter into an agreement with a
seller so that the seller, the lender, or an affiliate of the lender may claim a deduction
or a refund for bad debt under sub. (1) if all of the following apply:

1. The sellef previously reported and paid the tax due related to the bad debt.

2. No deduction or refund was previously claimed by, or allowed to, either the

seller or the lender on the bad debt.
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3. The amount for which the seller or lender claims a deduction or refund under
sub. (1) is limited to credit sale transactions included in the account or receivable that
is charged off on the lender’s books and records after December 31, 2012, regardless
of the date on which the credit sale transaction occurred.

4. The seller and lender designate which party is entitled to claim the deduction
or refund, specify that designation in the written agreement between the seller and
the lender, and make the agreement available for review by the department. The
written agreement shall also provide that if the party that is entitled to claim the
deduction or refund is no longer in business, the other party may claim the deduction
or refund.

(c) A seller or lender who claims a deduction or a refund as provided under this
subsection shall maintain adequate books, records, or other documents to support
the deduction or refund. A seller or lender shall use one of the following methods for
determining the amount of the deduction or refund:

1. An apportionment method that determines the amount of the sales or use
tax included in the bad debt to which the deduction or refund applies using the
seller’s in—state and out—of-state sales, the seller’s taxable and nontaxable sales,
and the amount of the tax the seller remitted to the state.

2. A specified percentage of the accounts or receivables giving rise to the

deduction or refund, if the specified percentage is derived from a sampling of the

~ seller’s or lender’s records, as appropriate, in accordance with a methodology agreed

on by the department and the seller or lender, as appropriate. For purposes of this
subdivision, in order to compute the deduction or refund, payments on the accounts
or receivables shall be allocated based on the terms and conditions of the contract

between the seller or lender and the consumer.
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3. A direct method approved by the department.

(d) A seller or lender who claims a deduction or refund as provided under this
subsection and who subsequently collects, in whole or in part, any amount for which
the deduction or refund was claimed, 'shall include the taxable percentage of the
amount collected and pay the tax on the return filed for the period correspon‘ding to
the date when the amount is collected.

(e) 1. A seller’s or lender’s deduction for tax paid on bad debt may be claimed
by an entity related to the seller or lender if the entity is related by a direct or indirect
common ownership of 50 percent or more.

2. A seller may claim a deduction or refund under this subsection in the manner
provided under sub. (1).

3. An entity that is eligible to claim a deduction or a refund under this
subsection and that is not otherwise required to file a return under s. 77.58, may
claim the deduction or the refund on the entity’s income or franchise tax return no

later than 4 years after the due date of the income or franchise tax return that

1\”
Vst

corresponds to when the bad debt was charged off on the entity’s books and records

(END)

) /(&W/
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Senator Darling:

Please review this draft carefully to ensure that it is consistent with your intent.

Joseph T. Kreye

Senior Legislative Attorney

Phone: (608) 266—-2263

E-mail: joseph.kreye@legis.wisconsin.gov
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October 31, 2013

Senator Darling:

Please review this draft carefully to ensure that it is consistent with your intent.

Joseph T. Kreye

Senior Legislative Attorney

Phone: (608) 266—2263

E-mail: joseph.kreye@legis.wisconsin.gov



Kreye, Joseph —

— —
From: -Evenson, Andrew
Sent: Wednesday, November 06, 2013 9:19 AM
To: Kreye, Joseph
Subject: FW: PLCC Bad Debt Draft

Hello,

We reviewed the Bad Debt draft and had a few things come up:

Page 3, Line 3: Under the definition of PLCC, the language submitted said: ”... any charge card or credit card
.... from any of the seller’s affiliates or franchisees.” Franchisees were left out. Is there a reason, or can it be
added back in?

Page 4, Line 23: Is this language necessary? Isn’t it duplicative of 77.585 (11)(b)?

Page 5, Lines 1 — 5: Is there a reason this language was added to the draft?

Sincerely,

Andrew Evenson

Office of State Senator Alberta Darling
State Capitol 317 East

(608) 266-5830



’ ‘ s
State of Wisconsin %

E
“ 2013 - 2014 LEGISLATURE : )
e LRB-3490

JK:sac&kjf foiyr——

”Myﬂ-“’ﬂ/ i rsairi ime
—~PRELIMINARY DRAFT - NoT READY FoOR INTROD?JCTI@

_

s

1 AN ACT to create 77.585 (11) of the statutes; relating to: sales tax bad debt

2 return adjustments for private label credit card bad debt.

Analysis by the Legislative Reference Bureau

Under current law, for sales tax purposes, a seller may claim on a sales tax
return a deduction for the amount of any bad debt that the seller writes off as
uncollectible in the seller’s books and records, if the amount may be deducted as bad
debt for federal income tax purposes, regardless of whether the seller must file a
federal income tax return.

Under this bill, a lender who extends credit through a private label credit card,
dual purpose credit card, or dealer credit program, may enter into an agreement with
a seller so that the seller, the lender, or the lender’s affiliate may claim a deduction
or a refund for bad debt. A private label credit card is any credit card that identifies
a seller’s name or logo on the card and that may be used only for purchases from that
_——seller or from any of the seller’s affiliateg) A dual purpose credit card is a credit card

that may be used as a private label crédit card or to make purchases from persons

other than the seller whose name or logo appears on the card. A dealer credit

program is an arrangement for extending credit for a specific purchase from a seller.
Under the bill; a personrwho is eligible to ¢claim a deduction or refurid for bad—
debt related to using a private label credit card, dual purpose credit card, or dealer
credit program, but who is not required to file a sales tax return, may claim the
deduction or refund on the person’s income or franchise tax return.
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For further information see the state and local fiscal estimate, which will be
printed as an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:

V
SECTION 1. 77.585 (11) of the statutes is created to read:

77.585 (11) (a) In this subsection:

1. “Dealer credit program” means an arrangement for extending credit for a
specific purchase from a seller, not including the purchase of an aircraft, a motor
vehicle, a vessel, a motor home, or any other item for which a title is required.

2. “Dual purpose credit card” means a credit card that may be used as a private
label credit card or to make purchases from persons other than the seller whose name
or logo appears on the card or the seller’s affiliates or franchisees, if the credit card
issuer is able to determine the sales receipts of the seller and the seller’s affiliates
or franchisees apart from any sales receipts of unrelated persons.

3. a. “Lender” means any person who owns a private label credit card account,
a dqal purpose credit card account, or a dealer credit program account, or an interest
in a receivable from any such account, if the person purchased the account or interest
directly from a seller who remitted the sales or use tax or from the seller’s affiliate,
the person received the account or interest from a third party, or the person
originated the account or interest pursuant to the person’s contract with the seller
who remitted the sales or use tax or with the seller’s affiliate.

b. “Lender” includes any person who is a member of the same affiliated group,
as defined under section 1504 of the Internal Revenue Code, as a lender described

under subd. 3. a. or is an assignee or other transferee of a lender described under

subd, 3. a.
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4. “Private label credit card” means any charge card or credit card that

identifies a seller’s name or logo on the card and that may be used only for purchases

from that seller or from any of the seller’s afﬁliatW wiely

5. “Seller’s affiliate” means any entity that is a member of the same affiliated

group, as defined under section 1504 of the Internal Revenue Code, as the seller that
may file a single consolidated return for federal income tax purposes.

(b) A lender who extends credit through a private label credit card, dual
purpose credit card, or dealer credit program, may enter into an agreement with a
seller so that the seller, the lender, or an affiliate of the lender may claim a deduction
or a refund for bad debt under sub. (1) if all of the following apply:

1. The seller previously reported and paid the tax due related to the bad debt.

2. No deduction or refund was previously claimed by, or allowed to, either the
seller or the lender on the bad debt.

3. The amount for which the seller or lender claims a deduction or refund under
sub. (1) is limited to credit sale transactions included in the account or receivable that
is charged off on the lender’s books and records after December 31, 2012, regardless
of the date on which the credit sale transaction occurred.

4. The seller and lender designate which party is entitled to claim the deduction
or refund, specify that designation in the written agreement between the seller and
the lender, and make the agreement available for review by the department. The
written agreement shall also provide that if the party that is entitled to claim the
deduction or refund is no longer in business, the other party may claim the deduction
or refund.

(c) A seller or lender who claims a deduction or a refund as provided under this

subsection shall maintain adequate books, records, or other documents to support
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the deduction or refund. A seller or lender shall use one of the following methods for
determining the amount of the deduction or refund:

1. An apportionment method that determines the amount of the salé—:s or use
tax included in the bad debt to which the deduction or refund applies using the
seller’s in—state and out—of-state sales, the seller’s taxable and nontaxable sales,
and the amount of the tax the seller remitted to the state.

2. A specified percentage of the accounts or receivables giving rise to the
deduction or refund, if the specified percentage is derived from a sampling of the
seller’s or lender’s records, as appropriate, in accordance with a methodology agreed
on by the department and the seller or lender, as appropriate. For purposes of this
subdivision, in order to compute the deduction or refund, payments on the accounts
or receivables shall be allocated based on the terms and conditions of the contract
between the seller or lender and the consumer.

3. A direct method approved by thé department.

(d) A seller or lender who claims a deduction or refund as provided under this
subsection and who subsequently collects, in whole or in part, any amount for which
the deduction or refund was claimed, shall include the taxable percentage of the
amount collected and pay the tax on the return filed for the period corresponding to
the date when the amount is collected. |

(e)@a‘A/seller’s or lender’s deduction for tax paid on bad debt may be claimed
by an entity related to the seller or lender if the entity is related by a direct or indirect

common ownership of 50 percent or more.

2>. A seller may claim a deduction or refund under this subsection in the mannez)

provided under sub. (1)', o
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- ‘:%/ Anentlty thatls ehé‘lble to claim a deduction or a refund under this
subsection and that is not otherwise required to file a return under s. 77.58, may
claim the deduction or the refund on the entity’s income or franchise tax return no
later than 4 years after the due date of the income or franchise tax return that

corresponds to when the bad debt was charged off on the entity’s books and records.

(END)
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AN ACT to create 77.585 (11) ofthe statutes; relating to: sales tax bad debt

return adjustments for private label credit card bad debt.

Analysis by the Legislative Reference Bureau

Under current law, for sales tax purposes, a seller may claim on a sales tax
return a deduction for the amount of any bad debt that the seller writes off as
uncollectible in the seller’s books and records, if the amount may be deducted as bad
debt for federal income tax purposes, regardless of whether the seller must file a
federal income tax return.

Under this bill, a lender who extends credit through a private label credit card,
dual purpose credit card, or dealer credit program, may enter into an agreement with
a seller so that the seller, the lender, or the lender’s affiliate may claim a deduction
or a refund for bad debt. A private label credit card is any credit card that identifies
a seller’s name or logo on the card and that may be used only for purchases from that
seller or from any of the seller’s affiliates or franchisees. A dual purpose credit card
is a credit card that may be used as a private label credit card or to make purchases
from persons other than the seller whose name or logo appears on the card. A dealer
credit program is an arrangement for extending credit for a specific purchase from
a seller.

For further information see the state and local fiscal estimate, which will be
printed as an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:
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SECTION 1. 77.585 (11) of the statutes is created to read:

77.585 (11) (a) In this subsection:

1. “Dealer credit program” means an arrangement for extending credit for a
specific purchase from a seller, not including the purchase of an aircraft, a motor
vehicle, a vessel, a motor home, or any other item for which a title is required.

2. “Dual purposve credit card” means a credit card that may be used as a private
label credit card or to make purchases from persons other than the seller whose name
or logo appears on the card or the seller’s affiliates or franchisees, if the credit card
issuer is able to determine the sales receipts of the seller and the seller’s affiliates
or franchisees apart from any sales receipts of unrelated persons.

3. a. “Lender’; means any peréon who owns a private label credit card account,
a dual purposé credit card account, or a dealer credit program account, or an interest
in a receivable from any such account, if the person purchased the account or interest
directly from a seller who remitted the sales or use tax or from the seller’s affiliate,
the person received the account or interest from a third party, or the person
originated the account or interest pursuant to the person’s contract with the seller
who remitted the sales or use tax or with the seller’s affiliate.

b. “Lender” includes any person who.is a member of the same affiliated group,
as defined under section 1504 of the Internal Revenue Code, as a lender described
under subd. 3. a. or is an assignee or other transferee of a lender described under
subd. 3. a.

4. “Private label credit card” means any gharge card or credit card that
identifies a seller’s name or logo on the card and that may be used only for purchases

from that seller or from any of the seller’s affiliates or franchisees.
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5. “Seller’s affiliate” means any entity that is a member of the same affiliated
group, as defined under Section‘ 1504 of the Internal Revenue Code, as the seller that
may file a single consolidated return for federal income tax purposes.

(b) A lender who extends credit through a private label credit card, dual
purpose credit card, or dealer credit program, may enter into an agreement with a

seller so that the seller, the lender, or an affiliate of the lender may claim a deduction

or a refund for bad debt under sub. (1) if all of the following apply:

1. The seller previously reported and paid the tax due related to tile bad debt.

2. No deduction or refund was previously claimed by, or allowed to, eithei' the
seller or the lender on the bad debt.

3. The amount for which the seller or lender claims a deduction or refund under

sub. (1) is limited to credit sale transactions included in the account or receivable that
is charged off on the lender’s books and records after December 31, 2012pfregardless

e

of the date on which the credit sale transaction occurred.

4. The seller and lender designate which party is entitled to claim th duc
or refund, specify that designation in the written agreement between the seller and
the lender, and make the agreement available for review by the department. The
written agreement shall also provide that if the party that is entitled to claim the
deduction or refund is no longer in business, the other party may claim the deduction
or refund.

(c) A seller or lender who claims a deduction or a refund as provided under this
subsection shall maintain adequate books, records, or other documents to support
the deduction or refund. A seller or lender shall use one of the following methods for

determining the amount of the deduction or refund:
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1. An apportionment method that determines the amount of the sales or use

tax included in the bad debt to which the deduction or refund applies using the

seller’s in—state and out—of-state sales, the seller’s taxable and nontaxable sales,
and the amount of the tax the seller remitted to the state.

2. A specified percentage of the accounts or receivables giving rise to the

deduction or refund, if the specified percentage is derived from a sampling of the

seller’s or lender’s records, as appropriate, in accordance with a methodology agreed

on by the department and the seller or lender, as appropriate. For purposes of this

subdivision, in order to compute the deduction or refund, payments on the accounts

or receivables shall be allocated based on the terms and conditions of the contract

between the seller or lender and the consumer.

3. A direct method approved by the department.

(d) A seller or lender who claims a deduction or refund as provided under this
subsection and who subsequently collects, in whole or in part, any amount for which
the deduction or refund was claimed, shall include the taxable percentage of the
amount collected and pay the tax on the return ﬁléd for the period corresponding to
the date when the amount is collected. .

(e) A seller’s or lender’s deduction for tax paid on bad debt may be claimed by
an entity related to the seller or lender if the entity is related by a direct or indirect
common ownership of 50 percent or more.

SECTION 2. Initial applicability.

(1) This act first applies to taxable years beginning on January 1, 2014.

(END)
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