Published under 85.93 Wis. Stats., by the Legislative Reference Bureau.
47 DEPARTMENT OF REVENUE Tax 3.01

Chapter Tax 3

INCOME TAXATION, DEDUCTIONS FROM GROSS INCOME,
EXCLUSIONS AND EXEMPTIONS

Tax3.01 Addback and disclosure of related entity expenses. Tax 3.085  Retirement plan distributions.
Tax 3.02 Pass-through entity withholding. Tax 3.095 Incometax status of interest and dividends received from gevern
Tax 3.03 Dividends received deduction — corporations. mentand other securities by individuals and fiduciaries.
Tax 3.04 Subtractiorfor military pay received by membersafeserve com Tax 3.096  Interestpaid on money borrowed fourchase exempt government
ponentof the armed forces. securities.
Tax 3.05 Job creation deduction. Tax 3.098 Railroad retirement supplemental annuities.
Tax 3.01 Addback and disclosure of related entity (k) “Pass—through entities” include tax—option (®ypora

expenses. (1) Scope This section provides furtherterpreta tions, partnerships, limited liability companies treated as partner
tion and explanation relating to the additemmd subtraction modi ships,estates, and trusts.

ficationsand disclosurerovisions in ch71, Stats. Ingeneral, the (1) “Rental expenses” dirent expenses” has the meaning
addbackstatutes provide that taxpayer shall modify federal givenin s.71.01 (9an)71.22 (9an)71.34 (1r) or 71.42 (4n),
incometo add back interest, rental, and intangible expenses afdts. as applicable.

management fees thate directly or indirectly paid, accrued, or (m) “Related entity” or “related entities” has theeaning

incurredto a related entity or related person. If certain tests f
e enin s.71.01 (9am)71.22 (9am)71.34 (1p)or71.42 (4m)
satisfied, the taxpayer may subsequently deduct the EXpen:g%lts.,as applicable.The terms include related individuals. In

The addback statutes al$mpose a disclosure requirement for e :

relatedentity expenses. Notwithstanding a taxpayer satisfying t ge(r:nc::jnén%reetl:gtoergg ?g)nggﬁtfgg'ofhﬁzr? fcjt;?nlegﬁgggksﬁvi

tests allowing the deductions of related entity expenses, tl ou hW’hiCh taxpavers would b’e considenadated for S{

departmenthas expressauthority to reallocate a taxpaiger gnwi xpay - A P

income,deductions, credits, or allowancestevent tax evasion posesof disallowing lossesr deductions on transactions between
’ X ! i%?tedtaxpayers. Sectior07 (b) of the Internal Revenue Code,

or to clearly reflect income. The department also has expr . . g o
: : : ; orporatecby reference into section 267, applies in determining
authorityto disregard transactions that lack economic substanW ietherpartnerships and limited liabilitgompanies treated as

(2) DerNITIONS. In this section: . _ partnershipsand their respective partners are related. The stock
_ (a) “Addback” means the addition and subtraction modificttributionrules of sectior818 (a) of the Internal Revenue Code
tionsand disclosure requirement required by7ds05 (6) (a24.  otherwiseapply for purposesf establishing indirect stock owrer
and(b) 45, 71.26 (2) (a) 7and8., 71.34 (1k) (jjand(k), 71.45 (2) ~shipand thereby determine related entities.
(a) 16.and17, and71.80 (23) Stats. Where applicabl&gdd- Examples: The following relationshipgolving partnerships and limited liabil
back” also referdo subtraction modification to a related entityty companies (LLC) constitute related entities:
pursuanto ss.71.05 (6) (b) 46.71.26 (2) (a) 9.71.34 (1K) (L) 1. A partnership and partner who holds a direct or indirect capital or profits inter

estin that partnership of more than 50%.
and71.45 (2) (a) 18 Stats. 2. An LLC and a member who holds a direct or indirect interest in that LLC of more

(b) “Aggregate dective tax rate,” for a related entiig the than50%.
sumof its efective tax rate$or each state, U.S possession or for 3. Two partnerships or LLCs # single partner or member owns, directly or-indi
X . N v LT 0, iti
eign country where it is engaged in busineds. determining "¢c:more than 50% of both entities. , _ ,
whethera related entity is engaged in business in a state, U:S. gﬁs(”) Related entity expenses” means interest, rent, or intangi
sessionpr foreign countrythe legal standard set forth under 0! €xpenses, and management fees, either amdvidual

71.22 (1r) Stats., shall apply to such other jurisdiction for-pu€XPenseypeor a combination of expense types in a transaction
posesof applying the addback provisions. or series of transactions whether paid, accrued, or incurred

(c) “Captive insurance compafyor purposes of applying the directly or. |nd|rectly ) i
ddbackprovisions. means an insurémat issues an olicy of Examples:1) Corporation A is th@arent company of Corporation B and Corpora_
a p > ) s - y policy tion C, whichare related entities. B owns intangible property that C uses in its
insuranceor reinsurance with respecatwhich the person insured manufacturingrocess. C incurs a royalty expense as a result. A purchagesdse
is related under sectidt67 or 1563 0of the Internal Revenue Code.from C that A will hold and sell as inventoryrhis increased cost due to the royalty
. . N X ‘is reflected in As cost of goodsold. The royalty portion of the cost of goods sold
(d) “Captive REIT” means eeal estate investment trust otherepresentsn indirect related entity expense that must be added batkitecéme.
thana qualified reabstate investment trust undei7$.22 (9ad)  2) Corporation A, Corporation B, Corporation C, and Corporation D are related
Stats entities. A and D have nexus in ¥¢onsin, but B and C do ndi.is not subject to
. . . . . . . taxin any state. Previousl owned intangible property which A used in operating
(e) “Combined unitary income” has the meaning given in $s business. In a series of transactions, D transfers the intangible property to B. B
Tax2.60 (2) (e) thenlicenses the intellectual property to C, the inventory purchasing company
’ 7 . oL purchaseshe inventory from C. The royalty portion ofsAcost ofgoods sold repre
(f) “Effective tax rate”, for a particular jurisdiction for a relatedentsan indirect related entity expense that must be added batk itccéme.
entity, means the maximum tax rate imposed by that jurisdiction3) Corporation O, Corporation H, and Corporation S are related entities. O, the

Al ; ; -coperatingcompanytransfers various items of intangible propertyitm conformity
multiplied by therelated entitys apportionment percentage, if i, seciion3s1 of the Internal Revenue Code. H enters into an agreement with S

any, computed for that particular jurisdiction. that will allow S to license H'intangible propertyS and O are related entities. S

“ i ” i ; ; licenseghe intangible property to O whereBypays fees to S based on a percentage
(g) Intanglble expense has thﬂeanmg given in 571'01 of sales. The intangiblexpense between O and S is a related entity expenses that
(5n), 7122 (39) 7134 (1C) 0r714—2 (lsg)Sta’[S., aapp|lcab|e. mustbe added back to ®income.

(h) “Intangible property” has the meaning given irv$.01 (3) AbpITION MODIFICATION. (@) General. A corporation,
(5p), 71.22 (3h)71.34 (1d) or 71.42 (1sh)Stats., as applicable. individual, or pass—through entity shall modify federal income for
(i) “Interestexpense” has the meaning given i7k.01 (5s) Wisconsinpurposes so that related entity expenses that were paid,

71.22 (3m)71.34 (1e)or71.42 (1t) Stats., as applicable. accruedpr incurred to a related entity are added back to income.
) “Management fees” has the meaning given 01 (7v) (b) Taxpayers equired to modify incomeThe addition modi
71.22(6d), 71.34 (1h)or71.42 (3c) Stats., as applicable. fication applies to any individuakorporation, or pass—through
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entity that has deducted or excluded under the Internal Revenudf) Intangible expensesl. Intangibleexpenses include any
Codeany amounts for related entity expenses that are directlyadrthe following expenses to the extent theguld otherwise be
indirectly paid, accrued, or incurred to, or in connection directlgleductible in the computation of Wconsin adjusted gross
or indirectly with one or more direct or indirect transactions withncomeor Wisconsin net income:
oneor more related entities. a. Royalty patent, technical, and copyright fees.

(c) Interest expenselnterest expenses include interest expen | jcensing fees.
sesotherwise deductiblender sectiod63of the Internal Reve c. Losses related to, or incurred in connection directly or indi

nu eCc_)de and otht_arvvlse deduc_:t|ble n the cqmputatlomef:w- rectly with, factoring transactions or discounting transactions.
sin adjusted grosscome or Visconsin net income. Expenses

deductibleas interest expenses under secti6@ of the Internal d. Amortization expenses. _
RevenueCode include: _e. Other expenses, losses, or costsrétated to, or directly
1. Interest paid or accrued within the taxable year d¥f indirectly in connection with acquiring, using, maintaining,
indebtedness. managing,owning, selling, exchanging, disposing of intangi
ble property

2. Original issue discount.

3. Non-separately statéaterest included in carrying clugs
for installment purchases.

4. Redeemable ground rents, excluding amounts paid
redemption.

2. For a taxpayer purchasing amortizable intangible property
from a related entitythe amortization expenses on that property
areintangible expenses subject to the addition modification. This
dl%o applies to any other amortizatitgangible expenses paid,

) ) . accruedpor incurred between a taxpayer and a related entity
5. Premiums paid or accrued for mortgage insurance.

Example: Taxpayer A and axpayerB are related and A paid, accrued, or incurred (4) SUBTRACTION MODIFICATION. (a) General. Relatedentity
$3,0000f original issue discount to B.aXpayer C andaxpayer D are related and expensegaid, accrued, or incurred to a related entity may be
C paid, accrued, or incurred $3,000 of interest that have been capitalized under daductedo the extent such expenses meetdéuggirements of s.

tion 263A of the Internal Revenue Codeaxpayer E andaxpayer are unrelated i i
andE has paid, accrued, or incurred $100,000 of indebtedness interesAtes F 71.80(23) (a) Stats., and thIS_ subsection. .
requiredto add back $3,000 to its incorsince it paid, accrued, or incurred this  (b) Requirementsl. Sectior?1.80 (23) (a)Stats., provides

amountto a related entity and it is the type of interest expense deductiblesaeder f i
tion 163 of the Internal Revenue Code. C is not required to add back $3,000 totll’t]satlf a taxpayer added backlated entity expenses, the taxpayer

incomesince thistype of interest is not the type of interest that is deductible undéiay then deduct such expensethié taxpayer meets the requir.e
section163 of the Internal Revenue Code. E is not requiceadd back $100,000 mentsunder s71.80 (23) (a) 3.Stats. The taxpayer shall establish
sincethe addback provisions do not apply to unrelated taxpayers. it meets the requirements under k.80 (23Xa) 3, Stats., by clear

_(d) Rental expensel. Rent expenses include expenses othejngconvincing evidence. The taxpayer shall meet all of the fol
wise deductible in computing 18consin adjusted gross income ofjpying requirements:

Wisconsinnet income which are attributable to, for the use of, or a. The primary motivation for the transaction was one or more

for the rlght_to use, real properiy\cl_udlng the following: , businesgpurposes other than the avoidance or reduction of state
a. Tangible personal propertyfaded to real property ithe ingomeor franchise taxes.

ownerof the tangible personal property is the same as or relate b. The transactioshanged the economic position of the-tax

to the owner of the real property . :
- . . . ayerin a meaningful way apart from taxfedts.
b. Services rendered in connection with rented real propeﬁy Th id d ori d usina t that
if the owner of the property is the same as or related to the entity c. 1he expense was paid, accrued, or incurred using terms tha
reflectan arms$ length relationship.

providing the service. . ) ) -
2. For purposes of the addition modification, the method useq_2: ThiS paragraph is the primary test for establishing whether

to compute the expense and the manner in whistréported for elatedentity expenses may be deducted. The tests in(gaesid

financial accounting purposes are immaterial. (e) are indicators that the test under this paragraph maybleave
Example: Amounts paid under capital leases might not be called ésgregnses” met.

in the financial accountingecords of a taxpayebut these expenses are considered  (c) Factors indicating equirrments a& not met.Factors indi

‘rent expenses” for purposes of the addition modification. catingthat the related entity expense does not meet the require
(e) Management feesl. Other than services provided by th ent%under par(b) include:y P q

taxpayer’'sown employees, management fees inclegpenses

andcosts otherwisdeductible in computing Wtonsin adjusted rlélejt-ggrgnvt\{?s no actual transfer of funds from the taxpayer to
gross income or Wconsin net income for the purchazrefeten Example: A book);r journal entry alone is not considered an actual transfer of
tion of services, including services that pertain to any ofdhe e "< ! Y

lowing: , 2. There was an actual transfer of funds, then the funds were
a. Accounts receivable or payable. substantiallyreturned to the taxpayeither directly or indirectly
b. Employee benefit plans. Suchreturn need not be immediate in order for this factor to be
c. Insurance, including self-insurance. applicable.
d. Legal matters. 3. If the transaction was entered into on the advice of a tax
e. Payroll. advisor, regardless of whether a client relationship exists or

existedat the time of the advice, the advisdiee wasletermined

f. Data processing. by reference to the tax savings.aXTadvisor” includes a “material

g. Purchasing. advisor"under s71.81 (1) (b) Stats.
_h' 'I_'axatl(_)n. 4. The relatecentity does not regularly engage in similar
i. Financial matters. transactionsvith unrelated parties cierms substantially similar
j- Securities. to those of the subject transaction.
k. Accounting. 5. The transaction was not entered into at terms comparable
L. Reporting or compliance matters. to an arms lengthtransaction as determined bye@s. Reg. sec
m. Activities similar to those described in tisisbd.1. a.to  tion 1.482-1(b).
L. 6. There was no reasonable expectation of profit from the

2. Subdivisionl. a.tom. are in no way intended to and shouldransactiorapart from the tax benefits.
not be construeds limiting the scope of the activities subjectto 7. The transaction resulted in the improper matching of
this paragraph. incomeand expenses.
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8. The expense for the transaction was accrued under-Fin&g0,000 + $10,000) to C i #2008 taxable yeaHoweveyin A's 2009 taxable
cial Accounting Standards Board Interpretation numer For Yeat A cannot consider the $10,000 of interest expense accrued by B to C during
purposesof this section. this factor applies to both income ar@e periodbc;f January 1, 2009, through March 15, 2009, to be accrued daring A

s ! 09 taxable year
franchisetaxes. Al vear f id lated ety h
Note: Financial Accounting Standards Board Interpretation number 48 is avail 4. ‘Allocation o expense pal - to unrelate eri_tn)‘/ ess than

ableon the Financial Accounting Standards Bagwieb site atvww.fasb.org 100 percent of the total relatezhtity expenses paid, accrued, or

9. If the related entity expense is a rental expense, thevasnt incurred to the relatecentity from the taxpayer and all other
paid,accrued, or incurred to a captive real estate investment relatedentities is paid, accrued, or incurrecatounrelated entity

10. If the related entity expense is an interest expense, adiiPro rata share of the taxpayerelated entity expenses is consid

tional factorsspecific to interest expenses include any of the fopredo satisfy the test under sutid.a.
lowing: Example: Taxpayer A made a $200,000 interest paymenaipdyer B. No per
i . . o tion of the underlying debt was used to acquire the taxfmpan stock or assets
a. The taxpayer is not didiently capitalized or has no rea undersection368of the Internal Revenue Code. B received a total of $800,000 of

i i tedentity interest income during #taxable yearOf this amount, $200,000 was
SonableeXpeCtatlon to make payment on the debt underlying t rom A and $600,000 from other related entities. mtaxable yeaB paid $400,000

interestexpense. of interest expense to unrelated entities. In this case, $100,000 (($200,000/$800,000)
b. There is no written contract underlying thrgerest x $400,000) of the interest A paid to B would be considered paid, accrued, or incurred

expense to unrelated entities in’Ataxable year
P Th‘ . but th d f . (e) Related entity included income in tax bade. ‘Require
c. There is a contract, but the contract does not reflect an intejonts * Section71.80 (23) (a)Stats., provides that iftaxpayer
estobllgatlo.n resultlpg frqm an arslength tra.nsactlon. . addedback related entity expenses, the taxpayer maydéeuct
d. The interest is attributable to an unpaid ghahat is not sychexpenses if the taxpayereets the requirements under s.
anallowable expense, a loan from a captive insurance company 80(23) (a) 2, Stats. The taxpayer shall establish it meets the
adividend note, a loan from a related entity with net business I9gguirementsinder s71.80 (23) (a) 2.Stats., by clear antbn

carryforwardsor net operating loss carryforwards, or a loan froRjincing evidence. The taxpayer shall meet all of the following
arelated entity that is an intermediary set up in a jurisdiction thaquirements:

imposesno corporate-level income or fr‘anchise ax. a. The related entity was subject to tax on, or measuretsby

_ (d) Related entity acts as a condult. ‘Requirements.’” Sec petincome or receipts in this state or any state, U.S. possession,
tion 71.80 (23) (a)Stats., provides théta taxpayer added back or foreign country

relatedentity expenses, the taxpayer may then deduct such-expen ,, the related entitg'tax basén such state, U.S. possession,

sesif the taxpayer meets the requirements undéi.s80 (23) (a) ; : : ;
1. Stats. The taxpayer shall establish it meets the requirem:gﬁfore'gn country included the income received from the tax

unders.71.80 (23) (all, Stats., by clear and convincing evidence. §ercorrespond|ng t(.) t,he related entlty EXpenses. .
The taxpayer shall meet all of the following requirements: c. The related entitg' aggregateffective tax rate applied to

a. The related entity to which the taxpayer paid, aCcruedlsuchlncome or receipts was at least 80 percent of the taXpayer

. . - h gregate éfctive tax rate.
incurredrelatedentity expenses during the taxable year direct o )
or indirectly paid, accrued, or incurred such amounts in the same d- The refated entity is not a real estate investment trust under
taxableyearto a person who is not a related entitythis subdivi section856 of the Internal Revenue Code, other than a qualified
sion, “taxable year” means the taxable year of the taxpelgen- €@l estate investment trust.
ing the deduction for related entity expenses paid, accrued, or 2. ‘Differing taxable years.For both the taxpayer and the
incurredto the related entityThe department will consider suchrelatedentity, compute theggregate éictive tax rate for the tax
expenseshe related entity pays, accrues, or incurs to an unrelafddleyear thaincluded the transaction date. If the related entity
entity by the unextended due date of the taxpayircome or is ona taxable year that ends after the taxpaytexable yeathe
franchisetax return to be paid, accrued,incurred within the tax aggregateffective tax rate shall be determined as follows:
payer’s‘taxable yeai However such expenses that occur after a. If in the related entitg most recently ended taxable year
the end ofthe taxpayés taxable year may not then be countethe related entity was subject to a tax on or measuredeby
againas occurring in the subsequent taxable.year incomeor receipts in a state, U.S. possession, or foreign country
b. Except as provided in subl, the related entity to which therelated entitys aggregate Efctive tax rate shall be computed
the taxpayer paid, accrued, or incurred such expenses is a holdiagedon the related entity’'most recently ended taxable year
companyor a direct or indirect subsidiary of a holding company b. If the related entity was not subject to such tax for its most
asdefined in12 USC 184(a) or (I) orl2 USC 1467@)(1)(D). recentlyended taxablgear the related entity shall modify the
2. ‘Investments of a bank, subsidiaoy afiliate.” Related computationof the aggregate &ctive tax rate as provided in
entity expenses may not satisfy the tessumd.1. b.when such subd.2. c.
expensesire paid, accrued, or incurred directly or indirectly to an c. The related entity uses 100 percenthasrelated entitg’
entity that is oganized under the laws of another jurisdiction andpportionmenpercentage and the related entity usesth@itory
thatprimarily holds and manages investments of a bank, subsiex rate of the state where the related entity is incorporatgd; or
iary, or afiliate, unless the related entity expenses satisfptbe nized,formed, orif the related entity is an individual, where the
visionsin subd.l. a. individual resides.

3. ‘Interest on acquisition of stock.” As specificatiyovided 3. ‘ltems not includable in aggregatdesfiive taxrate.” The
under s71.80 (23) (a) 1.Stats., interest expense paid, accrued, fsllowing are not included in the computation of the aggregate
incurredin connection with any debt incurred to acquire taxpagffectivetax rate:

er's assets or stock under secti®8 of the Internal Revenue 5. f the related entity expense was paid, accrued, or incurred
Codemay not satisfy the test under this paragraph. to a pass—through entjtginy tax rate that is imposatithe share

Example: Corporation A borrows money from Corporation B. No portion of th i i
debtwas used to acquirésfown stock or assets under sec868 of the InternaRew ehOlder’ partney membey or benef|0|ary level rather than tie

enueCode. In order to obtain the funds to loan to A, B borrows moneyBamk  Pass—througlentity level for that state, U.S. possessiorfpogign
C. Alis a calendar year taxpayeshile B is on a fiscal yedreginning July 1 and end  country.

ing June 30. During the calendar year 2008, A accrued $100,000 of interest expense L .

attributable to théoan from B. In turn, B accrued $90,000 of interest expense-attrib - If the related entity is pass—through entjtpnly taxes

utableto the loan from C during that same time period of January 1, 2008, throughposedat the entity level that are on or measured by net income

Biii%be%séié%%% 0'?21:12?9‘;}69%2?123;3%“”” 1, 2009, through March 15, 2005 receipts may be included in the pass—through entigctive
For purposes of determining if the test under subd. 1. a. appliés itttekest tax rate for a particular jurisdiction. A pass-throueitity’s

expense, B may be considered to have accrued $100,000 of interest expense aggregatesffective tax rate cannot includaxes imposed against
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the entity’s shareholders, partners, members, or beneficiaries. If(d) Expense below disclosithreshold. Except as provided
apass—through entity elects to file a composite return in a jurisdin par (e), the subtraction from income provided in this subsection
tion on behalf of some or all of its shareholders, partmeesyr  mayapply even if the disallowed related entity expense was below
bers,or beneficiaries, the tax rate applicable to that composttee threshold of $100,000 under sB) (b) 3.

returncannot be included in the entiyefective tax rate for that (e) Relatedentity income exclusion limitationA taxpayer

jurisdiction. may not use the form prescribed by tepartment to disallow
c. The tax rate of any jurisdiction where the taxpayer file®latedentity expenses to claim a related entity expense if all of
with the related entity or the related entity files with another entitije following conditions apply:

acombined or consolidated report or return if the report or return 1. The primary motivation for the transaction was one or more

resultsin eliminatingthe tax efects of transactions, directly or pusinesgurposes other than the avoidance or reduction of state
indirectly, between either the taxpayer and the related entity jacomeor franchise taxes.

betweerthe related entity and another entity 2. The transactioshanged the economic position of the-tax
'4. ‘ltems |nC|Ud|b|e In aggregatefef:twe tax rate.’ Thﬁ)l- payerin a meaningfu| way apart from taxedts.
lowing are included in the computation of the aggregdezeve 3. The expenses were paid, accrued, or incurred using terms

tax rate: _ _ thatreflect an arns length relationship.
s a. V\ﬁp:;holdmg tax%; S%Ch %Sl the one |mpt>)ose?. ByLS79 ¢ (O Evasion of taxes and distortion of incamé taxpayer
tats. paid on income distributable to ownensbeneficiaries of ,eqiingthe criteria to deduct related entiéxpenses under s.

.80(23), Stats., but .falls, whether mtentlon_ally or not, to dis

) ) . ; atits discretion maylisallow the corresponding income exclusion
b. The Wsconsin economic development surggawhich  to the related entity and allow the expense to the taxpayer

is imposed on tax—option (S) corporations pursuant@.83 (1) Example: TaxpayerA and Bxpayer B are related entities:sAet income for the
Stats. yearis $50,000 and B’net income is $750,000. A incurred $100,000 in interest

i~ . . s - expense$o B. Realizing there is a benefit to not disclosing the related entity-expen

5. ‘Dividends paid deduction.’ If the related entity is NOes,A reports$150,000 in net income, and B reports $650,000 in net income. The

taxedon some or all of its income mstate, U.S. possession, odepartmentmay disallow the interest income exclusion to B and allow the interest

; FPRTTS N iq expensdo A. As a result, A must report $50,000 of net income and B must report
foreign country because the entityabgible for a dividends paid $750,0000f net income.

deductionunder thelaws of that jurisdiction, the amount of

!ncomeconsidere_d to be included‘in its tax.b.ase in tha@jurisdicti%ed in s.Tax 2.61 (6) (a) 6.for related entity expenses paid
is the amount of income aftapplying the dividends paid deduc accruedor incurred between combined group members, iHcIu,d

tion. If the dividends paid deduction is less than 100 percent; pass—through entities owned by those members to the extent

therelated e_ntityé totalincome, a pro rata share O.f its income f_ro f their distributive sharesf income, the addition modifications
thetransaction is deemed to be excluded from its tax base in %related entity expenses underEEZG (2) (a) 7and71.45 (2)
Jur|sd|c‘t|on. ) ) , (a) 16, Stats., are not required to the extent the recipient of the
6. ‘Related entity has loss or credit carryforwards.” For puincomeincludes the income in the combined unitary income. The
posesof applying the test under pée), the related entitg'aggre  provisionsunder sTax 2.61 (6) (a) 6only apply to corporations
gateeffective tax rate is computed without reg@mdoss carry  thatare combined group members at the time of the transactions
f_orvx_/ard_sor credl_t carryforwards. If the related entity has no tapesulting in related entity expenses.
liability in a particular state, U.S. possessianforeign country 2. The addition modifications for addbacks are required in

becausenf its loss or credit carryforwards, the related ertlity’.,qeqyhere related entity expense® included in combined uni
effectivetax rate in that jurisdiction stitbmains that jurisdictios’ tary incomebut the corresponding income is or was not included
maxm:_um statutory t"tJ‘X rate th:IF'pI.'eg ttJ.y the related ensity’jp, the combined unitary incomdo illustrate, without limiting the
arI)Epor |?nTenperien f;ge |25ooaoojou'n? |ct|on. 0 Cororaiion cAPPlicationof this subdivision in any way related entity expense
Xample: laxpayer makes a y Interest payment to Corporation H H : H R
relatedcorporation. Corporation Bas no other income and is engaged in businedd id,accrued, O_r |ncu_rred to a related entity thi_it_ls not a Com_b'ned
only in State X. Corporatiof has a $1,000,000 loss carryforward in State X and us@ggoupmember is subject to the addback provisions. Likewise, a
Xﬂs Tcr?grng%fr\ga& Eg ggﬁ(t);hg ﬁa%%%%(i;'?;g ae;g")t(y 'g{g{gi 'Qggr;ﬁ] ;fgmqpsﬁorprelatedentity expense paid, accrued, or incurred to a combined
tién income té\x rate of 6.2%. Corporatiors@’ggregéte fefctive tax rate would be 81'|aoup_memb_er th{';lt exc'”qdue qorrespondlng Income frf_’”_‘ the
6.2%. combinedunitary income is subject to the addback provisions.

(5) DISALLOWED RELATED ENTITY EXPENSES. () General. A (b) Pass—though entities. Shareholders of a tax—option (S)
relatedentity may subtract income that corresponds to relatedrporation,members of a limited liability company treated as a
entity expenses if such expenses are disallowed to the taxpaysartnershippartners of a general or limit@drtnership, and bene

(b) Subtraction for disallowed expenseSxcept as provided ficiaries of trust ancestates need not make an addition modifica
in pat (f), if a taxpayer cannot deduct a related entity expensdi@n to theirrespective incomes in cases where their respective
paid, accrued, or incurred to a related entity because the expepgigedules<-1 reportthe related entity expenses as fully deduct
did not meet one of the tests under €di. the related entity may ible.
subtractthe income that corresponds to the expense that was disal(c) Disregaided entities Transactions resulting in related
lowedto the taxpayer entity expenses between an entity that is disregarded o

(c) Form required to substantiate income exclusiddnless ~sinincome and franchise tpurposes and its owner need not be
otherwiseprovided by the department, both the taxpayertaed reportedand disclosed.
relatedentity shallcomplete the form prescribed by the depart (d) Individual itemized deductionedit An individual who
mentto substantiate the income exclusion. Telated entity shall has paid, accrued, or incurred related entity expensesots
file the completed form prescribed by the departmentitgitvis-  requiredto disclose suckexpenses on a form prescribed by the
consinincome or franchise tax return on which it is claiming thdepartmenif the individualreports the expenses as part of the
subtractionfrom income. If the related entity is not doing businesadividual’s itemized deduction credit under®L.07 (5) Stats.
in Wisconsin, neither théaxpayer nor the related entity has teAn individual wishing to treat related entiéxpenses as business
completethe form prescribed by the department to substantiagpenseshall disclose such expenses on a form prescribed by the
theincome exclusion. departmengas applicable.

(6) MISCELLANEOUSRULES. (a) Combined goups 1. As pre
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50-1 DEPARTMENT OF REVENUE Tax 3.04

(e) Taxpayers subject to apportionmetit a taxpayer is sub beneficiariesput only to the extent the inconsebject to with
jectto apportionment, the taxpayer shall report and disclose thaldingis allocated to those partners, members, shareholders, or
amountgthat are required to be added back before apportionmesgneficiaries. A pass—througlentity may credit amounts with
For purposes of determining the threshold amount of $100,0686ld under ss71.64(5) and71.67 (4)and(5), Stats., or amounts
under sub. (7) (b) 3, the taxpayer shall use the apportionegaidor deposited under 1.80 (15) (bpr (c), Stats., against the
amounts.However the taxpayer shall not multiply by the apporwithholding amounts required undef74..775 (2) Stats., to such
tionment percentage those amountsrefated entity expenses extent,in the manner and form prescribed by the department.
addedback to income that are not attributable to apportionableExample: Basement Rockers &sfour-member rock band. Basement Rockers is

i i —option (S) corporation and ftsur rock stars are the corporat®shareholders.
income. The apportionment percentage shall be recomputed aﬁm are nonresidents ofistfonsin. The band playsthree diferent venues in W-

any addbacks. consinduring the taxable year and each venue pays the$i@d00. For ¥hue 1,
i i neithera surety bond is filed nor cash deposit&tie venue withholds 6% and imme

. () ADMINISTRAﬂON AND COMPLIANCE. @) _A!Jth(_)l’lty to dI_S diately pays the amount withheld to the department. Eoue 2, a bond is not filed,
tribute or disregard Notwithstanding the modifications providedcash is not deposited, and no amounts are withheld. éPore\3, Basement Rockers
underss.71.05(6) (b) 45, 71.26 (2) (a) 8.71.34 (1k) (k) and filest? sulrlety ?o?d_tfor E% og tlr:je tottar: contracttprice. Biasegwgt Ré)ckers may only

;relectto allocate to its shareholders the amounts émué 1 and &hue 3.

71.45 (2) (a) 17, Stats. the department has .eXp.reSS amhonﬁ History: CR 10-095cr. Register November 2010 No. 655. 12-1-10.
underss.71.30 (2)and71.80 (1)(b), Stats., to distribute, appor

tion, or allocate income, deductions, credits, or allowances 154 3.03 Dividends received deduction — corpora -

betweenor among related entities in orderpi@vent evasion of tions. (1) Purrost. This section clarifies the deduction from
taxesor to clearly reflect the income of the entities. Add't'ona"ygrossincome allowed to corporations for dividentsceived.

the department has express authority unde7$30 (2m)and  pBjyidendsmay bedeductible due to the recipienbwnership of
71.80(1m), Stats., to disregard transactions between related egge payer corporation, as provided in s(®).

tiesif those transactions lack economic substance. This authorit
is also applicable to the modifications under71.05 (6) (b) 46. . - A : :

minus taxes on those dividends paid to a foreign nation and
71.26(2) (a) 9, 71.34 (1K) (L) and71.45 (2) (a) 18 Stats. claimedas a deduction under cHi, gtats. ?

(b) Timely disclosue. 1. A taxpayer with related entity eXpen  note: Refer to s71.26 (3) (j) Stats. ’

sesshall disclose such expenses on or before the extended dug;,) DIVIDENDS DEDUCTIBLE DUE TO OWNERSHIP. A corporation
dateof return for the year ivhich the expenses are reported. Thg,ay deduct from gross income 100 percent of thidends
department is authorized to disallow related entity expenses, eyggbivedirom a payer corporation during a taxable year if both of
if the expenses meet the conditions ifls30 (23) (a)Stats., and the following occur:

sub.(4) for failure to timely disclose such expenses. The form pre o .
scribedby the department to disclose relagetity expenses shall (@) The dividends are paid on common stockhefpayer cor

y(2) DerinmioN.  “Dividends received” means gross dividends

not be accepted by the department if filed with an amengtedn poration. . - . .

afterthe extended due date. Failure to discisentimely disclo () The corporation receiving the dividends owns directly or
sureby ataxpayer subjects the taxpayer and related entities to tR@irectly during the entire taxable year in which the dividends are
provisionsof sub.(5) (e) receivedat least 70 percent of the total combined voting stock of

2. A pass—through entity is responsible for timely disc|osin‘g5‘§£jyf)rR‘;gﬂ§'§§'gg'(3) () Stats

relatedentity expenses on a form prescribed bydbpartment. 5y oniy cash dividends were deductible by the recipient in taxable years 1980

The shareholdemartner memberor beneficiary is not respoRrsi through1986. This limitation was eliminated Bp87 Ws. Act 27

ble for disclosing related entity expenses if such expenses ard For taxable years 1980 through 1983 the deduction was limited to 50% of the
dividends received.

pa.ssedhm.UQh to themA_sharehoIderpartnermembe,ror bene 4) For the taxable year 1984 the deduction was limited to 75% of the dividends

ficiary having related entity expenses independent of those passeélved.

throughto them shaltlisclose such expenses on a form prescribed) For taxable years 1985 and thereafter the deduction equals 100% of the divi

h rtmen li le. dendsreceived.
by the department as applicable 6) For taxable years beginning before January 1, 1993, the corpaet@ning

3. Ataxpayer is not required to disclose related entity expeRe dividends was required to own directly or indirectly during the entire taxable year
seson a separate form prescribedthe department if the total in whichthe dividends were received at least 80% of the total combined voting stock

interest rent, and intangible expenses and management fees pdifiS,AaYer ?85}3%%%% e percentage of ownership requirement was changed

accruedpr incurred to all related entities reduces the taxfmyer (4) LIMITATION ON DEDUCTION. The deduction under suig)

netincome by a total amount that is equal to or less$809,000. mav not exceed the dividend received andluded in gross
If the taxpayer has related entity expenses that reduce thetaxgﬂ%mefor a taxable year

er’s net income by more than a total of $100,000, the taxpayer o
; : M 5) DIVIDENDS INCLUDABLE IN GROSSINCOME. All dividend
shallfile and disclose such expenses on a form prescribed by ﬁl? omeshall be included in full in gross income on the franchise

department.For multistate taxpayers, the $100,000 threskold _ ~ S .
determinedafter applying the \fgconsin apportionment percent grehn dCs%TeeJ:éJg:ili)rlre] of the recipient, whether or not cedin

age. If the taxpayer is a pass—through entitye $100,000, thresh - Lo -
old is determined at the entity level. The fact that a taxpsyetal (6) CowmsINED Groups The dividends elimination provisions
relatedentity expenses do not surpass the $100,000 thresh8fdS: Tax 2.61 (6) (e)only apply to the extent that the dividends
amountdoes nopreclude the department from enforcing the-addeceiveddeduction undethis section and §1.26 (3) (jJor 71.45
backprovisions against the taxpayer 2) (a) 8, Stats., do not apply _
History: CR 10-095cr. Register November 2010 No. §5%. 12-1-10; correc Note: This section interpretss.71.22 (4) 71.255 (4) (f) 71.26 (2)and(3) (),
tion in (2) (m) and renumbering of (2) (h) and (i) made unde8@2 (4) (b) land  /1-42(2)and71.45 (2) () 8.Stats.
7., Stats. Register November 2010 No. §89R 12-01: am. (4) (e) 4. bRegister History: 1-2-56 am.Register September1964, No. 105efl. 10-1-64; am. (1),
July 2012 No. 679ef. 8-1-12;CR 14-005 am. (4) (e) 4. bRegister August 2014  RegisterMarch, 1966, No. 122f. 4-1-66,am.Registey February1975, No. 230
No. 704 eff. 9-1-14. eff. 3-1-75; cr (5), Registey July, 1978, No. 27]eff. 8-1-78; rand recrRegister,
June, 1990, No. 414ef. 7-1-90; r and recrRegister Decemberl995, No. 480eff.
. . . 1-1-96,CR 10-095cr. (6) Register November 2010 No. 5. 12-1-10.
Tax 3.02 Pass—through entity withholding. (1) Pur-
POSE This section provides additional guidance with resect  Tax 3.04 Subtraction for military pay received by
thetreatment of withholding tax for pass-through entities. members of a reserve component of the armed forces.
(2) CREDIT FOR NONRESIDENT ENTERTAINER, LOTTERY, AND (1) PurPost. This section limits the application of the phrase
PARI-MUTUEL WITHHOLDING. A pass—through entity may eld@ot “called ... into special statservice authorized by the federal
allocatenonresident entertainelottery, and pari-mutuel with departmenbf defense unde32 USC 502f), that is paid to the

holding to its nonresident partners, members, shareholders, marsonfor a period of time during which the person isamtive
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Tax 3.04 WISCONSINADMINISTRATIVE CODE 50-2

iUtylg?? used in §.1.05 (6) (b) 34.Stats., as created BP0O3 Ws. Report Due Date Total Employees Reported FTE Employees
ct

. October 31, 201 43 22
(2) LIMITATION ON SUBTRACTION. A person who is a member
of a reserve component of the U.S. armed forces, who is servidgpuary 31, 2012 58 36
onactive duty or full-timeduty in the active guard reserve pro sl 30, 2012 57 39
gramunder32 USC 502f), does not qualify for the subtraction.
History: Emeg. ct ef. 9-17-04,CR 04-16: cr. Register March 2005 No. 591 July 31, 2012 1 63
eff. 4-1-05. TOTAL 229 160

Tax 3.05 Job creation deduction. (1) PurPOSE. The Theaverageemployee count in this example is 40, the sum of the full-time equiva
. : X . . lent employees employed in i$¢onsin reported (160) divided by the number of
purposeof this section is to clarify certain terms as they apply reportsfiled (4).

thejob creation deduction under 34..05 (6) (b) 47m.71.26(1) 2. If only one quarterly wage report is required to be filed

(h), and71.45 (1) (c) Stats.; define “employee,” “full-time equiv g the taxable yeathe average employee count shall be the-num

alentemployee,"and “gross receipts”; prescribe the methods byer of fyll-time equivalenemployees employed by the taxpayer
which the average employee count is computed for purposeq,p{his state from that report.

determiningthe amount of the deduction; and clarify how the

deductionapplies to partnerships, limited liability companies, - FOr purposes of computing the average employee count
tax—option corporations, and professional employegamiza- underthis paragraph, the number of full-time equivalent employ
tions. eesemployed in this state does not include any employee who

. . . worked for a related person or related entity of the taxpayer
71(22()3 lDEFr']N'T'Og‘?l Izsthlls sectslct)nt and in s81.05 (6) (b) 47m.  memperof the same commonly controlled group as the taxpayer
' (“) (h) and71.45 (1) (c) Sta s’.’. . ) . atany time during the 12 months prior to the due date of the quar
(a) “Commonly controlled group” has the meaning given in $erly wage report from which the number is derived.

71'255“(1) ) StaEs. ) ) . . (b) 1. Except as provided in sub@sand3., for a taxable year

(b) “Employee” has theneaning given in sectid¥21(d) of  guringwhich ataxpayer is not required under di9g Stats., to
the Internal Revenue Code. file quarterly unemployment insurance waggorts with the

(c) “Full-time equivalent employee” means an employee whfepartment of workforce development, the average employee
is a resident of this state, is employed in a regntamseasonal job, countshall be computed using the average number of full-time
and who, as a condition of employment, is required to work at leaguivalentemployees employed by the taxpayer in this state on
2,080hours per yeaincluding paid leave and holidays. January31, April 30, July 31, and October 31 within the taxable

(d) “Gross receipts” means gross sales, gross premiugesar. A January 31, April 30, July 31, or October 31 that does not
earnedgross dividends, grosgsterest income, gross rents, groseccur within the taxable year is disregarded for purposes of the
royalties, the gross sales price from the dispositioncapital computationunder this subdivisionAn amount computed under
assetand business assets, gross income from pass-through éhts subdivision shall be rounded to the nearest whole number
ties,and all other receipts that are includedjioss income, other  Example 1) For Taxpayer BS taxable year beginning July 1, 20and ending

ifa i i i 1 i June30, 2012, the numbei full-time equivalent employees employed laxpayer
thanlife insurance income, before apportionment fasatnsin B in this state on July 31, 2010ctober 31, 201, January 31, 2012, and April 30,

franchiseor income tax purposes. 2012,are used to compute the average employee count.
(e) “Person” has the meanimgven in ss71.01 (9)71.22 (9) _ Example2) To compute the average employee count &Byer G short-pe
and71.42 (4) Stats riod taxable year beginning March 15, 20andending December 31, 2D1Tax-
: ' payerC divides thesum of the number of full-time equivalent employees employed

() “Related entity” has the meaning given in in 6.01 by Taxpayer C in this state on April 30, 20July 31, 201, and October 32011,
(9am) 71.22 (9am)and71.42 (4m) Stats. by three.

w » . ; . 2. If only one of the dates, January 31, April 30, July 31, and
71(gg(l-l(;?)(;bdk;flzgr(5qg;?se meaning given in&s01 (12) October31 occur within a taxable yeahe average employee

. count shall be the number dfill-time equivalent employees
(3) AMOUNT OF DEDUCTION. Sections71.05 (6) (b) 47m. empiovedby the taxpayer in this state on that date.

71.26(1) (h) andr1.45 (1)(c), Stats., provide for an income and 3. If none of the dates January 31, April 30, July 31, or-Octo

franchisetax deduction in an amount eqt@lthe increase in the 31 ithin & taxabl yh | t
number of full-time equivalent employees employed by the taR€r 31, occurs within a taxable yedne average employee coun

. : e hallbe the number of full-time equivalent employees employed
payerin this state during the taxable yeawltiplied by $4,000 for 3 SO
abusiness with gross receipts of no greater than $5,000,000 inidhe taxpayer in this state on the last day of the taxable year

taxableyear or $2,000 for a business with gross receipts greater 4. For purposes of computing the average employee count
than$5,000,000 in the taxable year underthis paragraph, the number of full-time equivalent employ

(4) AVERAGE EMPLOYEECOUNT. The average employee coungesemployed in this state does not include any employee who
for purposes of determining the increase in the number of fuljorkedfor a related person or related entity of the taxpayer
time equivalent employees employedthg taxpayer in this state memberof the same commonly controlled group as the taxpayer

for a taxable year shall be computed using one of the followig§any time during the 12 months prior to the date on which the
methods: numberis derived.

(a) 1. Except aprovided in subd2., for a taxable year during (5) PARTNERSHIPS, LIMITED LIABILITY COMPANIES, AND TAX-
which the taxpayer is required, under ¢08, Stats., to file quar OPTIONCORPORATIONS. Partnershipdjmited liability companies,
terly unemployment insurance wage reports with the departméd tax—option corporations may not claim the jokeation
of workforce development, the average employee count shallggductionunder ss71.05 (6) (b)47m, 71.26 (1) (h)or71.45 (1)
computedusing the average number of full-tineguivalent (C), Stats., but the eligibility foend the amourdf, the deduction
employeesmployed by the taxpayer in this state from the clainghallbe based on the increase in the number of full-time equiva
ant'squarterly wage reports required to be fibkding the taxable lent employees employed by the partnership, limited liability
year. An amount computed under this subdivision shall Hgompany,or tax—option corporation in this stat@d the gross
roundedto the nearest whole number receiptsof the partnership, limited liability compangr tax—

Example: For Taxpayer As taxableyear beginning August 1, 205nd ending  Option corporation. A partnership, limited liability compary
July 31, 2012, axpayer A uses the number of full-time equivalent (FTE) employeggix—optioncorporation shall compute tr@mount of deduction
employedin Wisconsin fromthe quarterly wage reports required to be filed OCtOggg"lateaCh of its partners, members, or shareholders may claim and

31,2011, January 31, 2012pril 30, 2012, and July 31, 2012 to compute the aver . . .
employeecount. The information from the reports filed is as follows: shall provide that information to each of them.

Published under s. 35.93, Stats. Updated on the first day of each month. Entire code is always current. The Register date on each page
RegisterAugust 2014 No. 704 is the date the chapter was last published. Report errors (608) 266—-3151.
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50-3 DEPARTMENT OF REVENUE Tax 3.095

Example: Partnership C has two equal partners, Individual D and Individual gls and fiduciaries, but which is not included in federal adjusted

Individual D and Individual Eare both Wéconsin residents. For its 2Dfiaxable year . : : :
Partnership C computes $450,000 of ordinary business incorfeeléval income tax grossincome, shall badded to federal adJUStEd gross income in

purposes and a job creation deduction of $40,000. Partnership C reports the follovagnputingWisconsin taxable income.

amountso both Individual D and Individual E: Note: Section 71.05 (1) (a) 1., 1985 Stats., was amendé@&¥ Ws. Act 27, to
providefor the addition to federal adjusted gross incoofi@ny interest not included
Federal Adjustment  Wisconsin in federal adjusted gross income which is not specifically exempted from state taxa
Amount Amount tion. This change applies only to securities issafter January 28, 1987. Prior to
enactmenbf 1987 Ws. Act 27, the addition applied only to interest excluded from
Ordinary business income 225,000 (20,000) 205,000 federaladjusted gross income solely by s. 103 ofititernal revenue code. Section

- 71.05 (1) (a) 1., 1985 Stats., was renumbered s. 71.05 (6) (a) 1., Sth&37b#rs.
(6) PROFESSIONALEMPLOYERORGANIZATIONS. The provisions  act 312 efiective January 1, 1989.

of 5.202.24 (4) (b) Stats., apply to this section and 85.05(6) (b) Under s.71.05 (6) (b)1, Stats., interest and dividend

(b) 47m, 71.26 (1) (h)and71.45 (1) (c) Stats. incomewhich is included in federal adjusted gross income but
Example: Company Fa professional employerganization, hires Employee G \yhich js by federal law exempt from state income taxation, shalll

to perform services in Wconsin for Bxpayer H, a client of Companyfor purposes . . . L

of determining the job creation deduction, EmployedsGonsidered to be an De subtracted from federal adjusted gross incomeomputing

employeesolely of Bxpayer H. Wisconsintaxable income.

History: EmR1105 emeg. cr eff. 4-7-11; CR 11-024 cr. Register November L
2011 No. 67] eff. 12-1-1; CR 14-005 am. (6) Register August 2014 No. 704 (4) ExEmPT SECURITIES. Interest and dividends payable on the

eff. 9-1-14. following securities shall be exempt from thés@dnsinincome

. L tax on individuals and fiduciaries:
Tax 3.085 Retirement _plan dl_strlbutlons. .(1) NON- (a) Exempt state, municipal and other government securities.
RESIDENTS. Employee annuitypension, profit—sharing or stocl:ré

bonus plan distributions, including self-employed retiremenf; District of Columbia generaibligation bonds issued on or
p ! g ploy rior to January 28, 198Where the interest from the bonds quali

plandistributions, and distributions from qualified deferred €o ies for exemption from federal income taxation for a reason other

pensatiorplans under ss. 401 (k), 403 (b) and 45the internal thanor in addition to s. 103 of the internal revenue code

revenuecode received by a person while a nonresidentis€ - . = : . "

sin shall be exempt from the ig¢onsin income tax, regardless of _ 2+ _Higher education bonds issued by the state istuvisin,

whetherany of these distributions may httributable to personal S: 71-05 (6) (a) 1.Stats. , .

servicesperformed in Visconsin. 3. Public housing agency bonds issued on or prior to January
(2) ResipenTs. Employee annuiypension, profit-sharing or 28, 1987, by agencies located outsid&sdtinsin where the inter

stock bonus plan distributionsncluding self-employed retire estfrom thebonds qualifies for exemption from federal income

mentplan distributions, and distributiofiem qualified deferred taxationfor a reason other tham in addition to s. 103 of the inter

compensatiomplans under ss. 401 (k), 403 én)d 457 of the inter Nl revenue code. - ) _ o

nal revenue code received by a person while a residentsobwt 4. Public housing authority bondissued by municipalities

sin shall be subjecto the Wsconsin income tax, regardless ofocatedin Wisconsin, s66.1201 (14) (a)Stats.

whetherany of these distributions may agributable to personal 5. Redevelopment authority bonds issued by municipalities

servicesperformed outside of Atonsin. locatedin Wisconsin, s66.1333 (5) (a) 4. cStats.
Note: T_hiésfio.”ti”tiﬂrpre;s e (,}l) (6263;21;521—1—78' Redister) 6. Stripped general obligation bond certificasgsibutable
1990.NG. 414 eff. po1og0. o o SRl s BMIREGISIENIUNE, 10 certain District of Columbia general obligation bonds issared
or prior to January 28, 1987, where the interest from the bonds
Tax 3.095 Income tax status of interest and divi - qualifiesfor exemption from federal income taxation under sec
dends received from government and other securities tion 1286 of the internal revenue code and D.C. Code Ann.

by individuals and fiduciaries. (1) PurPosk. This section 47-332.

lists federal, state, municipal and other government securities, antfote: Stripped general obligation bond certificates meeting the criteria of subd.
certainnongovernment securities, and specifies whether interégfclude Strippedax-Exempt Participations, orSTEPS.” )
anddividends payable dthose securities are exempt from or-sub /- Virgin Island Housing Authority bonds issued on or prior

jectto the Wsconsin income tax oimdividuals and fiduciaries. t0 January 28, 198%yhere the interest from the bonds qualifies
Thelists are not all-inclusive. for exemption from federal income taxation for a reason other

Note: Information regarding the income tax status of interest and dividend§1@nor in addition to sectioh03 of the internal revenue code.

receivedfrom securities not listed in this section may be obtained by writingige W i i
consinDepartment of Revenueedhnical ServiceStaf, PO. Box 8933, Madison, 8. WHEDA bonds issued on or prior to January 28, 1987,

WI 53708-8933. exceptbusiness development revenue bonds, economic develop
(2) DerINITIONS. In this section: mentrevenue bonds and CHAP housing revenue bonds issued by
WHEDA.

(a) “CHAP” means “Community Housing Alternativ€so
gram.”
(b) “Federal securities” means only securities which are dir

10. WHEDA bonds issued underz34.65 Stats., to fund an
ee&?onomicdevelopment loan to finance construction, renovation
and primary obligationsof the United States and securities th Sréjeéizlc:pment of properthat would be exempt under®.11
intereston which federal law prohibitstates from taxing. Federal ) Stats. . . . .
securitiesdo not include securities for which thimited States is 11. Wisconsin Housing Finance Authority bond® USC
merelya guarantor and, therefore, has an obligation which is séé37i (D).
ondaryand contingent to that of the issuer of the security 12. WHEDA bonds or notes issued unde234.080r234.61,

(c) “Public housing agency” means any state, countynici  Stats..on or after January 1, 2004, if the bonds or notes are issued
pa“ty or other governmenta| en’“ty or pub“c bod’y agency or FO fund.mul’[lfamﬂy afordab|eh0u5lng prOjectS or elderly hous
instrumentalitythereof, which is authorized to engage in or assitd Projects.

in the development or operation of lower income housingger 13. Bonds or notes issued by a local exposition district created
42 USC 14374Db) (6). undersubchll of ch. 229 Stats.

(d) “WHEDA” means “Wsconsin Housing and Economic  14. Bonds or notes issued by a local professional baseball
Developmentuthority.” parkdistrict created under subdH. of ch. 229 Stats.

(e) “WHEFA” means “Wsconsin Health and Educational = 15. Bonds or notes issued by a local professional football sta
Facilities Authority.” dium district created under subdN. of ch. 229 Stats.

(3) GENERAL. (a) Under s71.05 (6) (a) 1.Stats., interest 16. Bondsor notes issued by a local cultural arts district
incomewhich is subject to the Mtonsin income tax on individu createdunder subchV of ch. 229 Stats.
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Tax 3.095 WISCONSINADMINI

17. Bonds or notes issued by theisabnsin Aerospace
Authority.

18. Wisconsin Health an&ducational Facilities Authority
bondsor notes issued under231.03 (6) Stats., on or after Octo
ber 27, 2007, if the proceeds from the bondsotes that are
issuedare used by a health facilitygs defined in 231.01 (5)
Stats. to fund the acquisition ohformation technology hardware
or software.

19. Bonds or notes issued &ommission created under s
66.0304 Stats., if any of the following applies:

a. The bonds or notes are used to fund multifamflyre&ble
housing projects or elderly housingrojects in this state, and
WHEDA has the authority to issue its bonds or notes for the pr
ectbeing funded.

b. The bonds or notes are used by a health facktylefined
in s.231.01 (5) Stats., to fund thacquisition of information
technologyhardware or software, in this state, and thecdhsin

7Q
&]6 23

by the Legislative Reference Bureau.

STRATIVE CODE 50-4

16. Financial Assistance Corporatidmonds, notes and
debentures]2 USC 2278b

17. Financing Corporation obligatiori USC 1441

18. General Insurance Fund debentures issued to acquire

housingprojects, 12 USC 1747dq).
19. General Insurance Fund debentures issued undéfathe
Housinglnsurance Lawl2 USC 1739d).

20. General Services Administration Public Buildingidt
Participationcertificates31 USC 3124

21. Guam bond#l8 USC 1423a
22. Industrial Development bonds of East San##USC

. Panama Canal Zone bon@4,USC 743-745
24. Production Credit Association debenturks|JSC2098
25. Proprietary zero—coupon certificat@4, USC 3124

Note: Proprietary zero—coupon certificates includeTSA TIGRs, Cougars,

Healthand Educational Facilities Authority has the authority t§TRs:Lions, SRRs, Zebras, etc.

issueits bonds or notes for the project being funded.

26. Puerto Rico Aqueduct anSewer Authority revenue

c. The bonds or notes are issued to fund a redevelopment ppgnds48 USC 745 . . .
ectin this state oa housing project in this state, and the authority  27. Puerto RicoElectric Power Authority electric revenue
existsfor bonds or notes to be issued by an entity described unfepds48 USC 745

$.66.1201 66.1333 or66.1335 Stats.

28. Puerto Rico Electric Power Authority power revenue

20. WHEDA bonds or notes, if the bonds or notes are issub@nds,48 USC 745

to provide loans to a publicfairs network under £34.75 (4)
Stats.

29. Puerto Rico Highway Authority revenue bond8,USC
745,

21. WHEFA bonds or notes, if the bonds or notes are issued 30. Puerto Rico Industrial Development Company bodés,
for the benefit of a person who is eligible to receive the proceddSC 745

of bonds or notes from another entity for 8s@me purpose for

31. Puerto Rico Municipal Finance Agency 1974 Series A

which the bonds or notes are issued and the interest incCopds 48 USC 745

receivedfrom the other bonds or notes is exempt from taxation

undersubchl of ch. 71 Stats.

Note: Under par(a), interesaind dividends payable on certain securities issued

onor before January 28987, is exempt from 1&€onsin income tax. This is because
prior to enactment df987 Ws. Act 27 which amended. 71.05 (1) (a) 1., 1985 Stats.,
effectivewith securities issued after January 28, 1987, no modificatiopreaiied

32. Puerto Rico Ports Authority revenue bordsUSC 745

33. Puerto Rico Public Buildings Authority public education
andhealth facility bonds48 USC 745

34. Puerto Rico Public Buildings Authority revenbends,

to add to federal adjusted gross income interest and dividends which were excludd§dJSC 745

from federal adjusted gross incoifee any reason other than or in addition to s. 103

P78

of the internal revenue code. Section 71.05 (1) (a) 1., 1985 Stats., was renum
s. 71.05 (6) (a) 1., Stats., b987 Ws. Act 312 effective January 1, 1989.

(b) Exempt federal securitiesl. Armed Services Housing
Mortgagelnsurance debentures? USC 1748ltf).

2. Bank for Cooperative debentur&g, USC 2134

35. Puerto Rico &lephone Authority revenue bond§ USC

36. Puerto Rico \&ter Resource Authority Series B deben
tures,48 USC 745

37. Resolution Funding Corporation bondg, USC 1441b

3. Bank repurchase agreements for U.S. Government treas@r)ﬁ)-

bills, notes and bonds, if interest is paid by the fedgraérnment
directly to the taxpayer

4. Commodity Credit Corporation bond$ USC 713a-5

5.
bonds 48 USC 745

6. Farm Credit Systenfrinancial Assistance Corporation
notes,bonds and debenturels USC 2278b-1(b).

7. Federal Deposit Insurance Corporation boridsUSC
1825

Securities]12 USC 2055

9. Federal Home Loan Bank bonds, debentaresnotes] 2
USC 1433

10. Federal Housing Authority debentur&g,USC 171Qd)
and17479(g).

11. Federal Intermediat€redit Bank debenture§?2 USC
2079

12. Federal Land Bank Association bondstes and deben
tures,12 USC 2055

13. Federal Land Bank bond€, USC 2055
14. Federal Reserve Bank dividenti®,USC 531

15. Federal Savings and Loan Insurance Corpordtonus,
12 USC 1725e).

Commonwealth of Puerto Rico public improvement

45.
8. Federal Farm Credit Banks Consolidated Systemwiggynds 4

38. Student Loan Marketing Association obligatid2@USC
1087-21

39. Tennessee alley Authority bonds16 USC 831n—4d).

40. Territory of Hawaii bonds.

41. Territory of Puerto Rico bondd48 USC 745

42. United States Postal Service bora®slUSC 2005

43. United States savings bong8%,USC 3124

44. United Statesr&asury bills and note81 USC 3124

University of Puerto Rico university system revenue

8 USC 745

G (46) Virgin Islands general obligation bond8, USC 1574b)

i) (A).

) (1_1)7. Virgin Islands Public Improvement bond8 USC 1574
i).

(5) TAxaBLE SECURITIES. Interest and dividends payable on
the following securitieshall be subject to the ig¢onsin income
tax on individuals and fiduciaries:

(a) Taxable state and municipal government securitle®is-
trict of Columbia Development Land Agency bond®, USC
1452

2. District of Columbiageneral obligation bonds issued after
January?28, 1987, D.C. Code 47-33.

3. Municipal bonds.
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50-5 DEPARTMENT OF REVENUE Tax 3.098

4. Public housing agency bonds issued after January ?g;é\rg,((l%)(g){gi%hgf),( é?)(égrrtl())y((zog), (Fz)t?a()U)(,b()wzag:%a(zg))té(\)nge(ﬂ)), ((él))t(g)(ea)ncéh(f)(;j )
1987,and by agencies Iocat_ed outsides®gnsin. Public housmg_ (). (5) 10 (1), (2) (), (&), (&), () to (), (). (V). () to (zd). (). (z6). (z0), (2i} to
agencybonds issuedn or prior to January 28, 1987, by agenciegp), (4) (d), (h), (g) and (a) and am. (1) (Register June, 1991, No. 426&f.

locatedoutside Visconsinwhere the interest from the bonds c—1uz;1|7—14—91;r(.j asnd redche%iSterJfgug%r;(/zlgs)utg\)lc; 457 ef, %_159;1; l;:orrgé:(t)ign’\sl in 5(g)2
HH H H H .an . made unaer s. . m .,SMnger ctober 0. 3
ifies for exemption from federal income taxation solely becaug®, 15”0y "r (@) (2) 9., cr(4) (a) 12. to 20Register July 2012 No. 676, 8-1-12;

of section103 of the internal revenue code. CR 14-005 cr. (2) (e), (4) () 21Register August 2014 No. 7Q4ff. 9-1-14.

5. Robert F Kennedy Stadium bonds, D.C. Code 2-1720 et
seq. Tax 3.096 Interest paid on money borrowed to pur -

6. Transit bonds of the E¢hingtorMetropolitan Area Tansit chase exempt government securities. (1) Any amount of
Authority. dls_trlbqtableand nondistributable interest or o!lv[deml:ome

7. Wisconsin Health Education Assistance Laewenue Whichis by federal law exempt from theistionsin income tax
obligationbonds, $39.374 Stats. shallbe reduced by any relateapense before it is claimed as a

' subtractionmodification on a Wéconsin fiduciary income tax

8. WHEDA bonds issued after January 28, 1987, and al bu?éturn
nessdevelopment revenue bonds, economic development reve ,_ . T
nuebonds and CHAP housing revenue bonds issued by WHEDA, (2) Interestexpense is a “related expense” if it is incurred to
regardlesof when issued, unless specifically exempt by, ketw purchasesecurities producing exempt interest or dividend income
234 Stats. ' ' andif it is deducted in computing Mtonsin taxable income.

(b) Other taxable securities1. Asian Development Bank 3) Interestexpen§e is not a‘_‘related expe_nse” if itis incurred
bonds,22 USC 290i-9 to purchase_securltles produqlng exempt |ntere_sd|vxdend
2. CollegeConstruction Loan Insurance Association obliga'coMe Put is not deducted in computiigsconsin taxable
tions'20 USC 132 amcome(for example, because the taxpayer elects the standard
’ ratherthan to itemize deductions).

3. Environmental Financing Authoritgbligations 33 USC Note: 1) Fortaxable year 1987, the subtraction modification for the amount-of dis

1281 tributableand nondistributable exempt interesd dividend income did not have to
_ . bereduced by related expenses before it was claimed ascaiin fiduciary return
4. Export Import Bank of the United States debentutés, asa result of amendment to s. 71.05 (1) (b) 11887 Ws. Act 27

USC635 2) For taxable years prior to 1986, individual taxpayers were required to tthéuce

5. Farmers Home Administratioinsured notesy USC 1928 amountof interest or dividend income which was by law exempt froiscdhsin
) ! incometax byany related expense before the income was claimed as a subtraction

and1929 modificationon a Wsconsinindividual income tax return if the related expense was
6. Federal Assets FinancinguBt participation certificates, deductedn computing Visconsin taxable income.
12 USC 1717(c).

Examples: 1) U.S. bond interest exempt fromisonsin

7. Federal Financing Bank bond2 USC 2288 incometax. $600
8. Federal Home Loan Bank dividends, USC 142€and Interest which was paid on funds used to
1436 acquire exempt securitiesand which was
9. Federal Home Loan Mortgage Corporation obligati®@s, claimedas an itemized deduction. 400
USC 1455 Subtraction modification. $200
10. Federal National Mortgage Association certificate, 2) U.S. bond interest exempt fromistlonsin
usC1718 incometax. $400
Note: In 1968,the Federal National Mortgage Association became 2 separate cor ) . .
porations. One corporatiometained the original name and the other is known as the Interestpaid to acquire the exempt securities
Governmenfational Mortgage Association. whichwas claimed as an itemized deduction. 600
11. Federal National Mortgage Association dividenti3, Subtraction modification. $ 0
USC1719

. o o 3) U.S. bond interest exempt fromisonsin
12. Government National Mortgage Association, or Ginnie incometax. $400

Mae, bonds,12 USC 172(&nd1721

Interestpaid to acquire the exempt securities

13 HUD/NeW CommunltleS PI’OgI’aH)‘b|IgatIOI"IS,42 USC but not claimed as an itemized deduction 600
4514 . Subtraction modification $400
14. Insured Merchant Marine bonak§ USC 1273 Note: This section interprets 1.05 (6) (b) 1.Stats.

15. Inter-American Development Bank bon@g,USC 283 History: Cr.RegisterJanuary1977, No. 253ef. 2-1-77; am. (1)Register June,
. - 1990,No. 414 eff. 7-1-90.
16. Interest paid on deposits in any federal bank or agency

17. International Bank for Reconstruction and Development Tax 3,098 Railroad retirement supplemental annui -

bondsalso known as Wfld Bank bondsz2 USC 286 ties. Railroad retirement supplemental annuifiesd unde#5
18. Rural Elephone debentureg USC 947(a). USC 231mare exempt from the i¢onsin taxable income of their
19. Small Business Administration not&s,USC 633 recipients. '
20. Small Business Investment Company debentutBs Note: 1) The Railroad Retirement Act of 1974 as amendedLby8-76 (45 USC

' s.231m), efective August 12, 1983, provides that:
USC683and687. “(a) Except as mvided in subsection (b) of this section and the InteRealenue
21. Tennesseealley Authority bonds16 USC 831n-3 Codeof 1954 [26 USCS 88 1 et seq.], notwithstanding any otheofate United
. . . . Statesor of any State . . . no annuity or supplemental annuity shall be . . . subject to
22. Mirgin Islands Housing Authority bonds issued after Jandnytax. . . .
ary 28, 198748 USC 1408a). (b) (1) This section shall not operate to exclude the amount of any supplemental

. annuitypaid to an individual under section (2) (b) of this Act [45 USCS § 231a (b)]
23. World Bank bonds, alsknown as International Bank for fromincome taxable pursuant to Federal income taxisions of the Internal Reve

Reconstructiorand Development bonda2 USC 286 nueCode of 1954 [26 USCS §§ 1 et seq.]”
Note: This section interprets $1.05 (6) (a) 1land(b) 1, Stats. 2) 45 USCS. s. 231m prohibits states from taxing railroad retirement supplemental
History: Cr. Register August, 1976, No. 24&f. 9-1-76; emag. cr (1) (g) to annuity payments. dxpayers maynake a modification to federal adjusted gross
(i), am. (2) (intro.), r(2) (b), (h)and (j), ef. 7-31-87; r and recrRegistey April, incometo remove this income in computingiddonsin adjusted gross income.

1988,No. 388 ef.. 5-1-88; emag. am. (3) (intro.) and (c),.of3) (g), r and recr(4) Note: This section interprets $1.05 (6) (b) 3.Stats.
(b), ef. 1-1-89; am. (2) (intro.), (3) (intro.), (c), ({¥) (intro.) and (b), cr(4) (c) to History: Cr. Register January1977, No. 253eff. 2-1-77; amRegistey July,
(), Register August, 1989No. 404 eff. 9-28-89; cr(1) (a), (b), (), (9), (i), (@), () 1989,No. 403 eff. 8—-1-89.
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