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Tax 3.01 Rents paid by corporations. (s, 71.04 (2), Stats.) (1) DEDUCE-
IBLE RENTAL PAYMENTS. Rents paid on property used in producing tax-
able income are deductible from gross income. The cost of leaseholds,
acquired for cash or property, represents rent paid in advance and as
such is deductible from gross income in equal amounts over the life of the
leaseholds. Taxes paid by the lessee for the lessor are to be treated as
additional rent paid and are a deductible expense,

(2) APPLICABILITY, As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin’s corporate franchise and income tax law, sub.
(1) does not apply to taxable year 1987 or to taxable years thereafter,

History: 1-2-56; am, Register, March, 19.66, No. 123. eff. 4-1-88: renum. to be (1) and ¢r,
(2), Register, July, 1989, No, 403, of. 8-1-89,

Tax 3.03 Dividends received, deductibility of. (s. 71.04 (4), Stats.) (1) In
determining whether 50% or more of the net income or loss for the pre-
ceding year of the corporation paying the dividend was used in comput-
ing taxahle income, if the corporation paying the dividend was subject to
the franchise tax measured by net income, interest income from the fed-
eral government and its instrumentalities must be ineluded but deduct-
ible dividends must be disregarded. If the corporation paying the divi-
dend was subject to the net income tax, non-taxable interest from the
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federal government or its instrumentalities and deduectible dividends
must both be disregarded,

{2) When a corporation keeps its records on the basis of 4 fiscal year
ending not later than June 39, the dividends received from such corpora-
tion during the calendar year will be presumed to have been paid from
the income of the corporation for its fiscal year ending within the calen-
dar year when such dividends are paid. When a corporation keeps its
records on the basis of a fiscal year ending subsequent to June 30, the
dividends received from such corporation during the calendar year will
be presumed to have been paid from the income of the corporation for its
fiscal year ending in the year prior to the calendar year when such divi-
dends are paid.

(3 All d1v1dends must be reported in full on the income tax return of
the person receiving them, regardless of the deductibility of certain divi-
dends received by corporations. Corporate taxpayers should deduet such
dividends as they believe to be deductible, Whether or not the dividends
are deductible will be determined in aceordance with the records on file
with the department of revenue and proper adjustment will be made.

(4) Al corporatlons doing business within Wiseonsin must report the
dividends paid to residents of Wisconsin on forms 9b. (See s. Tax 2.04).

(5) Distributions received from corporations which may deduct divi-
dends paid from gross income for tax purposes do not qualify as deduct-
ible dividends,

History: 1-2-56; am. Register, Sepiember, 1964, No. 105, eff, 10-1-64; am. (1), Register,
March, 1966, No, '123, off. 4-1-66; am. Register, February, 1975 No. 230 eff, 3-1-75; er, (5),
Register, July, 1978, No, 271, off. 8-1-78,

Tax 3.05 Profit-sharing disiributions hy corporations, (5. 71.04 (1),
Stats.) (1) DepucrioN. Payments made to officers and employes for ser-
vices rendered under the terms of a profit-sharing agreement, in leu of or
in addition to fixed salaries or other compensation, are proper deductions
from gross income. Payments made to the stockholders of a corporation
who are not actively engaged in the business are not allowable deduc-
tions. If profit-sharing distributions are based on stock holdings, they
will be treated as dividends and, therefore, are not allowable deductions.

(2) FORM OR METHOD OF FIXING COMPENSATION. The form or method of
fixing compensation is not decisive as to the deductibility thereof. If pay-
ments are made pursuant to a profit-sharing agreement entered into be-
tween employer and employe before services are rendered, which are not
influenced by any consideration on the part of the employer other than
that of securing the services of the employe on fair and advantageous
terms, they will be allowable as deductions from gross income even
though in the actual working out of the eontract the payments may
prove to be greater than the amounts which would ordinarily be paid.

(3) APPLICABILITY. As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin's corporate franchise and income tax law,
snﬁbs (fl) and (2) do not apply to taxable year 1987 or to taxable years
thereafter.

Histery: 1-2-56; am. Register, March 1966, No, 123, eff. 4-1-66; renum. (1) (a) to be {2)
and am., ¢, {3), Register, July, 1989, No. 403 off. 8-1-89,
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(4) Losses from the sale or other disposition of assets are not deduct-
ible if a gain on the disposition of the same assets would have resulted in
wholly exempt income,

(5) APPLICABIIITY. As a resulf of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin's corporate franchise and income tax law,
subs. (1), {2) and (3) do not apply to taxable year 1987 or to taxahle
years thereafter,

History: 1-2-56; am. Register, March, 1966, No. 1283, eff. 4-1-66; am, (I}, er. (4) and (5),
Register, July, 1989, No. 403, eff, 8-1-89.

Tax 3.24 Corporation laxes, miscellaneous. Hislory:1-2-56; am. Register, March, 1966, No.
123, eff, 4-1-66; r. Register, February, 1990, No. 410, efl. 3-1-90.

Tax 3.35 Depletion, basis for allowance lo corporations. (s. 71.04 (2),
Stats.) (1) Basis. The capital sum recoverable through depletion al-
lowances 1s the tax cost of the depletable property. In the absence of
competent evidence to the contrary, it will be assumed that the fair mar-
ket value at January 1, 1911, is represented by the actual cost less deple-
tion sustained to that date. No depletion is deductible on property ac-
quired subsequent to January 1, 1911, the cost of which was deducted as
current expense at the time of purchase and allowed for income tax pur-
poses, After depletion of the tax cost to the extent of 100% has been
allowed, no further deduction is permissible.

(2) APPLICABILITY, As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin’s corporate franchise and income tax law, sub.
(1) does not apply to taxable year 1987 or to taxable years thereafter,

History: 1-2-56; am. Register, March, 1966, No. 123, efl. 4-1-66; renum. to be (1), cr. (2),
Register, July, 1989, No, 403, eff. 8-1-89,

AN

Tax 3.36 Depletion of timber by corporations. (s. 71.04 (2), Stats.) (1)
CoMPUTATION. The computation of the allowance for depletion of timber
for a given year shall be based upon the number of units of timber eut
during that year and the tax cost of each unit. The unit cost is deter-
mined by dividing the sum of the tax cost at the beginning of the taxable
period and the additions at cost during the period by the sum of the units
on hand at the beginning of the taxable period and the number of units
acquired during such period.

(2) APPLICABILITY. AS a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin’s corporate franchise and income tax law, sub.
(1) does not apply to taxable year 1987 or to taxable years thereafter.

History; 1-2-56; am. Register, March, 1966, No. 123, efl. 4-1-66; renum, te be (1), cr. (2),
Register, July, 1989 No. 403, eff. 8189,

Tax 3.37 Deplelion of mineral deposils by corporations. {s. 71.04 (2),
Stats.} The computation of the allowance for depletion of mineral depos-
its for a given year shall be based upon the number of units of ore or other
deposits extracted during the year and the income tax cost per unit.,

History: 1.2-56; am. Register, March, 1966, No., 123, eff, 4-1-66,

Tax 3.38 Depletion allowance to incorporated mines and mills produeing
or finishing ores of lead, zinc, copper or other metals except iron. (s, 71,046,
Stats.) Section 71.046, created by chapter 370, Laws of 1947 and
amended by chapter 438, Laws of 1953, provides for a deduction of pre-
scribed percentages of gross income from sales of the ore or ore products
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of lead, zine, copper or other mines, {except iron mines) and of mills fin-
ishing the products of such mines for the smelter.

(1) This depletion deduction may be taken only if the saving in tax due
to such deduction is used by the taxpayer in prospecting for ore and duly
verified proof thereof is furnished the department of revenue.

{2} Only expenditures in prospecting for ore made during or within 12
months after the elose of the year for which the depletion deduction is
taken will serve to fulfill the requirement that the tax savings be so used.
Unless proof of expenditure is furnished within 24 months after the close
of the income year for which the deduction for depletion was made, the
taxpayer will be subject to an additional assessment based on the disal-
lowance of the deduction taken.

History; 1-2-56; am. (1); Register, September, 1964, No. 105, off. 10-1-64; am, Register,
February, 1975, No. 230, eff, 3-1-5.

Tax 3.43 Amorfization of trademark or trade name expenditures——corpo-
rations. {s. T1.04{2e), 1985 Stats.) (1) ELECTION. Ii a corporation elects
fi% amortize trademark or trade name expenditures under s. 71.04(2e),

85 Stats.:

(a) The election for a partieular trademark or trade name expenditure
is irrevocable,

{b) Bach trademark or trade name expenditure may be treated differ-
ently by the taxpayer.

Ezample: A taxpayer may elect to amortize one trademark but not another, and the length
of amortization periods for 2 trade names may vary.

(¢} The corporation shall attach to its tax return a statement similar to
that required by reg. section 1.177-1 (¢) of the internal revenue code. The
statement shal include the name and address of the corporation, taxable
year involved, character and amount of expenditure, number of months
the expenditure wiil be ratably deducted and a declaration regarding ac-
counting segregation of books and records.

{2) RECORD KEEPING, Trademark or trade name expenditures amor-
tized under s, 71.04(2¢), 1985 Stats., shall be kept in separate accounts
on a taxpayer's books and records.

(3) EFFECT OF ELECTION ON BAsiS. Upon sale or other disposition of a
trademark or trade name amortized under s. 71.04(2e), 1985 Stats., in
which gain or loss is recognized, an adjustment to basis shall be made in
computing gain or loss for any such amortization allowed or allowable.

(4) APPLICABILITY, As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin’s corporate franchise and income tax law,
subs. (1), (2), and (3} do not apply to taxable year 1987 or to taxable
years thereafter.

History: Cr. Register, July, 1877, No. 259, eff. 8-1-77; am. (1) (intro), (b) and (e}, {2} and
(3), cr. (4}, Register, July, 1989, No. 403, off. 8-1-89,

Tax 3.44 Organizalion and financing expenses—corporations. Histors: 1-2-56 am. Register,
March, 1966, No. 123, eff. 4-1-66; am. Register, August, 1970, No. 176, eff, 9-1-70; r. Register,
July, 1989, No. 403, eff. 8-1-89, ’ :

Tax 3.45 Bond premium, discount and expense—corporations, (s, 71.04
(2) and (15) (g), 1985 Stats.) (1) GENERAL, If bonds are issued at a dis-
count or premium, the issuing corporation shall amortize the net amount
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of the discount or premium and the bond expenses over the life of the
bonds.

(2) RETIREMENT. Except as provided ins, 71,04 (15) (g), 1985 Stats,, if
bonds are retired at a price in excess of or less than the issuing price, the
profit or loss resulting is taxable income or deductible expense in the year
in which the bonds are retired, if proper adjustment is made for the dis-
count, bond expense, or premium previously reflected in income.

(3) REFINANCING. (a) I a bond issue is refinanced with anocther bond
issue before the first issue matures, any unamortized discount or expense
that is applieable to the first issue shall be deducted as current expense in
the year that the refinancing takes place and any unamortized premium
shall be taken up as income in that year,

(b} If old honds are exchanged for new bonds instead of being refi-
nanced by the proceeds of a new issue, then any unamortized premium,
discount or expense attributable to the old issue shall be combined with
similar items attributable to the new issue and amortized over the life of
the new issue,

(e) If a bond issue is retired in exchange for stock of the issuing corpo-
ration, the transaction is considered a readjustment of the corporation’s
capital structure and any unamortized discount or expense is not
deductible.

(4) MERGERS, The surviving corporation in a merger may not deduct
the unamortized discount and expense applicable to a bond issue put out
by the merged company when the issue is retired by the survivor,
Neither may the surviving corporation deduct amortization of the bond
discount and expense applicable to a bond issue put out by the merged
company.

(5) APPLICABILITY. As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin's corporate franchise and income tax law, this
s;eletionE does not apply to taxable year 1987 or to taxable years
thereafter.

Note: Refer to Great Western Power Co. of California ts, Commissioner, 297 US 543; Liquid
Carbonic s, Commissioner, 34 BTA 1191; and Wisconsin Eleciric Power Company vs. Depart-
ment, 261 Wiz, 346.

History: 1-2-56; am. Register, March, 1966, No. 123, eff, 4-1-6; am. Register, July, 1978,
No. 271, eff, 81-78; am., er. (3} (b), (¢}, (4) and {5), Register, July, 1989, No. 403, eff. 8-1-89,

Tax 3.47 Legal expenses and fines—corporations. (s, 71.04 (2), Stats.)
Legal expenses incurred in connection with the operation of a taxpayer’s
business are proper deductions, unless such business is conducted in vio-
lation of law. Fines are not deductible,

History: 1-2-56; am. Register, March, 1966, No, 123, eff. 4-1-66.

Tax 3.48 Deductions for research or experimental expenditures—corpo-
rations. (ss, 71.03 (1) () and 71.04 (2f), 1985 Stats. and s. 71.26 (2) (a),
Stats.) (1) DEFINITIONS, In this section:

(a) “Pald or incurred” shall be construed aceording to the method of
accounting used by the taxpayer in computing taxable income.

{b) ‘“Researchor expg:rimental expenditures’” means expenditures paid
or incurred in connection with the taxpayer's trade or business which
represent research and development costs in the experimental or labora-
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tory sense. The term includes costs incident to the development of an
experimental or pilot model, a plant process, a product, a formula, an
invention or similar property, and improvements to these types of al-
ready existing property and the costs of obtaining a patent, such as at-
torney’s fees expended in making or perfecting a patent application, The
term does not include expenditures paid or incurred for acquiring an-
other person’s patent, model, production or process; the ordinary testing
or inspection of materials or products for quality control; management
studies, consumer surveys, advertising or promotions; or research in con-
nection with literary, historical, or similar projects. Neither does the
term include expenditures paid or incurred for the acquisition or im-
provement of land or depreciable property whether incurred by the tax-
payer or by another person or organization on its behalf, to the extent of
the cost of the component materials of the depreciable property and the
costs of labor or other elements involved in its construction and
installation.

(2) DEDUCTION, Subject to certain limitations, a corporate taxpayer
may elect to either deduet research or experimental expenditures in the
year paid or incurred, or to capitalize the expenditures and amortize
them over a period of not less than 60 months selected by the taxpayer
beginning with the month in which the taxpayer first realizes benefits
from the expenditures, or to depreciate the expenditures over the useful
life of the property to which they relate.

(a) Election to treal as expense. Election to treat rescarch or experimen-
tal expenditures as expenses may be. made by claiming the expenses as a
deduetion on the return for the year in which paid or incurred, The elee-
tion shall apply to all research or experimental expenditures paid or in-
curred in the taxable year of adoption and all subsequent years unless a
different method is authorized by the department.

(b} Election to amorlize. 1. If the taxpayer has not elected to deduct
research or experimental expenditures as currently deductible expenses,
it may elect to treat expenditures which are chargeable to a capital ae-
count with no determinable usefutl life as deferred expenses which may be
amortized ratably over a period of not less than 60 months as selected by
the taxpayer. However, if the property resulting from the expenditures
has a determinabtle useful life, the capitalized expenditures or the unam-
ortized balance thereof shall be amortized or depreciated over the deter-
minable useful life,

2. The election to defer the deduction and to amortize over 60 months
shall be made by attaching a signed statement to the taxpayer’s
franchise or income tax return for the first taxable year to which the elec-
tion is applicable and shall set forth the information required under reg.
section 1.174-4 (b) {1) of the internal revenue code,

(¢) Change in method or period. Permission to change to a different
method of treating research or experimental expenditures or to a differ-
ent period of amortization of deferred expenses shall be required from the
department in writing. A request for permission shall he addressed to the
Wisconsin Department of Revenue, P.O. Box 8906, Madison, Wisconsin
53708. The request shall include the name and address of the taxpayer,
shall be signed by the taxpayer or the taxpayer's duly authorized repre-
sentative, and shall be filed no later than the last day of the first taxable
year for which the change in method or period is to apply. The request
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shall set forth the information required under cither reg, section 1.174-3
(a) (3) or reg. section 1.174-(4) (b} (2) of the internal revenue code.

(3) EFFECT ON BaSIS. Research and experimental expenditures not de-
ducted currently are chargeable to a capital account and shall be added
to the hasis of the property resulting from such expenditures. Upon the
sale or other disposition of the property in which a gain or loss is recog-
nized, an adjustment to basis shall he made in computing gain or loss for
any amortization allowed or allowable.

(4) RESEARCH CREDIT. (a) For taxable years 1984 and 1985, 5. 71.04 (2}
{b} 5, 1983 Stats., requires that the deduction for expenses or expendi-
tures for research shall be decreased by the full amount of the research
credit and research facilities eredit computed under the provisions of s.
71.09 (12r) and (12rf), 1983 Stats.

{b) For the taxable year 1986 and succeeding years, the deduetion for
research and experimental expenses is not required to be reduced, but the
full amount of the credit computed is required to be taken into gross
income in the year for which the credit was computed.

(5) APPLICABILITY. As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconsin corporate franchise and income tax law, subs.
(1), (2), (3), and (4) (a) do not apply to taxable year 1987 or to taxable
years thereafter.

History: Cr. Régister, February, 1978, No. 266, eff. 3-1-78; renum. (1) (a) {o (b} to be (1)
{b) and (a) and am, (1) (b}, am. (2) {intro.}, (a}, (b), (¢) and (3}, cr, (4} and (5}, Register,
July, 1989, No. 403, eff. 8-1-89.

Tax 3.52 Automobile expenses—corporations, (s, 71,04 (1) and (2), 1985
Stats.) (1) BusiNEss USE, If a corporation’s automobile is used exclu-
sively for its business purposes, the actual expenses of operating the vehi-
cle, including gasoline, oil, license fees, insurance premiums and depreei-
ation, are deductible from gross income.

(2) BUSINESS AND PERSONAL USE. If the corporation’s automobile is
used partly for business and partly for personal purposes, the expenses of
operating the vehicle including gasoline, oil, license fees, insurance pre-
miums and depreciation may be apportioned on the basis of the ratio of
business mileage to total mileage.

{a) The amount allocated to business purposes is deductible from the
corporation’s gross income,

(b) The amount allocated to personal use is not allowable as automo-
bile expense but may be deductible under s. 71.04 (1), 1985 Stats., if the
amount is treated as additional compensation to the employe, is reported
on a federal form W-2 or Wisconsin form 9b and is reasonable for the
services performed.

(3} APPLICABILITY. As a result of 1987 Wisconsin Act 27 which gener-
ally federalized Wisconisn’s corporate franchise and income tax law,
sEbs. (fl) and (2) do not apply to taxable year 1987 or fo taxable years
thereafter,

1listery: 1-2-56; am. Register, Mareh, 1966, No. 123, eff. 4-1-66; r, and recr, Register, July,
1989, No, 403, eff. 8-1-8%.
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Tax 3.54 Miscellaneous expenses noi deductible—corporations. (s. 71.04
(2), Stats.) Miscellaneous expenses which are not properly deductible in
arriving at taxable net income include the following:

(1) Charges made by a corporation against its income or surplus cover-
ing expenses incurred for personal purposes of its officers, stockholders or
employes, unless reported as compensation paid on form WT-9 or form
9b.

(2) Dues to fraternal orders, social clubs,
(3) Political contributions.

(4) For the 1976 taxable year and thereafter, any expenses incurred for
or on behalf of a public official,
History: 1-2-56; am, Register, February, 1960, No. 50, eff. 3-1-60; am, Register, September,

1964, No. 195, eff, 10-1-64; am. Register, March, 1966, No. 123, eff. 4-1-66; am. Register, July,
1978, No. 271, eff. 8-1-78.

Tax 3.55 Donations and contributions—corporations. Hislory: 1-2-56; am. Register, March,
1966, No. 123, eff, 4-1-66; r, Register, February, 1990, No. 410, eff. 3-1-90.

Miscellaneous

Tax 3.81 Offset of occupational taxes paid against normal franchise or
income taxes. (ss. 70.41 (1), (3) and 70.42 (1), (3), Stats.) (1) Qeccupa-
tional taxes are paid to the treasurer of the town, village or city where the
elevator, warehouse or dock of the taxpayer is located on or before De-
cember 15th each year. The taxpayer may present his receipt showing
payment of such tax to the department of revenue as so much cash in
payment of normal franchise or income tax assessed against him in the
following year on the tax roll for the same district. If the normal
franchise or income tax on this roll exeeeds the amount of the ceeupa-
tional tax receipt, only the excess need be patd in cash. All surtaxes must
be paid in cash,
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