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SECTION 1. 15.155 (57 of the statutes is created to read:

15.155;{(5) WISCONSIN CAPITAL INVESTMENT BOARD. There is created a Wisconsin
capitgcl) invesffhent board attached to the department of commerce under s. 15‘.63.
The Wisconsin capital investment board shall consist of fi¥e members appointed for
5—year terms. Each member of the Wisconsin capital investment board shall have
expertise concerning venture capital and financial investments. Any person having
a financial interest in a venture capital fund certified under s. 560.2OV(2) may not be

a member and any member who acquires such an interest shall thereupon vacate his

or her membership. J—

‘ S
INSERT 8-18 C ond i M

v
SECTION/F?560.2O of the statutes is created to reaii//

560.20 Venture capital/investment program. (1) DEFINITIONS. In this

section, “board” means the Wisconsin capital investment board.

INSERT 9-11

V /
(b) The board, in consultation with the department, shall promulgate rules
establishing a procedure for the board to certify community—based seed capital funds

. c,opuua\he v
as eligible to receive investments that qualify for theltax credit under s. 71.07 (5d).

The rules shall do all of the following:

1. Require a community-based seed capital fund that desires to obtain a
certification to file an application with the board.
2. Permit a community-based seed capital fund to obtain a certification only

if the fund is a partnérship or limited liability company with a total of both capital
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commitments from investors and investments in businesses certified under par. (c)
of at least $500,000 but not more than $3,000,000.

3. Permit a community—based seed capital fund to obtain a certification only
if the fund has at least 10 individual investors who are not affiliates with each other
and no investor and his or her affiliates own more than 25% of the ownership
interests outstanding in the fund. In this sub'div‘ifsion, “affiliate” means a spouse,
child, or sibling of an investor or a corporation, partnership, limited liability
company, tax—option corporation, or trust in which an investor has a controlling
equity interest or in which an investor exercises management control.

4. Require an applicant for certification or a certified community—based seed
capital fund to provide the boar\a with any information the board determines is
necessary to ensure eligibility for certification and compliance with this parag'raph
and rules promulgated under this paragraph.

(c) The boa;d, in consultation with the departrﬁent, shall promulgate rules
establishing a procedure for the boardwfgl ecertify businesies as eligible to receive
investments that qualify for the@x credit under s. 71.07 (5d). The rules shall do all
of the following:

1. Require a business that desires to obtain a certification to file an application
with the board.

2. Permit a business to obtain a certification only if the business has been in
operation for no more than 3 years and if its principal business operations aré located
in this state.

3. Permit a business to obtain a certification only if the owner of the business
has at least 3 years of relevant business experience, or any other experience that the

board determines is sufficient to increase the likelihood of the success of the business,



-3— LRB-3054/P1

or has successfully completed an entrepreneurial venture development curriculum;

@’)\a degree in business management, business administration, or a related field; orfany
other training that the board determines is sufficient to increase the likelihood of the
success of the business.

4. Permit a business to obtain a certification only if the business is not engaged
primarily in retail sales, real estate, or providing health care or other professional
services.

5. Permit a business to obtain a certification only if the net worth of the
business does not exceed $3,000,000.

6. Permif a business to obtain a certification only if, in the taxable year in which
cash investments are first made in the business, it secures total equity financing,
debt that may be converted to equity at the option of the debt holder, or royalty
agreements equal to at least $250,000.

4. Require an applicant for certification or a certified community-based seed
capital fund to provide the board with any information the board determines is

%

necessary to ensure eligibility for certification and compliance with this paragraph
v

and rules promulgated under this paragraph.

gl ‘(\%\a\
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SECTION<@773.O3 (35p\; of the statutes is created to read: 9

73.03 (35p) To deny a portion of a credit claimed under s. 71.07 (2r), 7 1.28\(/21‘),
or 71.47 (2;), if granting the full amount claimed would violate a requirement under
s.g 1.07 2r) (c{ 1. by bringing the total of the credits claimed under ss. 71.07 (;r), 71.2;
(2r), and 71.47\/(21') over $5,000,0‘60 in any fiscal year.

SECTIO]\%% 3.03 (351')‘/0f the statutes is created to read:

73.03 (35r) Tob deny a portion of a credit claimed under s. 71.07 (5:1) if granting
the full amount claimed would violate a requirement under s.g1.07 (5d) ((5 1. by

bringing the total of the credits claimed under s. 71.07 (V5d) over $3,000,0l60 in any

pl

on %/;/

fiscal year.
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@'This bill{creates a nonrefundable individual income tax credit that is equal to
20% of the taxpayer’s cash investment in a community-based seed capital fund or
in a business that, generally, has been operating for no more than three years and
has a net worth not exceeding $3,000,000. No individual may claim a credit for more
than $50,000 in a taxable year and the total amount of all credits for all individuals
not exceed $8,Q000,000 in a state fiscal year. £¢2 S
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The people of the state of Wisconsin, represented in senate and assembl ly, do
enact as follows: R e S

) e
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SECTION’F&”-O7 (6d) of the statutes is created to read:

71.07 (5d) EQUITY INVESTMENT CREDIT. (a) Definitions. In this subsection:
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claimant has\a contrelling equi tWW~

mangagepignt congrol.

Q/\k “Claimant” means an individual who files a claim under this subsection.

means a fund tHat\satibfies all-of the

“Community-based seedgfapltal fund”
CUehR

Wﬁfﬁ% m/{l/‘ I jé’O‘

2 (R

artnership or limited liability company. Y

b. It has a total'of bpth capltal commitments from i }vestors and investment

in qualifying businesses of at 1\Z§t*$500 000 but notrhore than $3,000,000.

c¢. It has no fewer than 10 individual inv: who are not affiliates with each

ther and no investor and his or her a/f/fihates own more than 25% of the ownership

/V‘

terests outstanding in the fund.

4. “Near equity”, means debt that

the/@elfffﬁgée{and royalty agreements.

iness” means a busmess MW

“Qualifyin
cel
VOHMS« c,ﬂ%' 2“@4)

et

a. Its pr1nc1pa1 busme§§ operations are-lecated i in thlS state

b. It has been in operat}@gg for no more than 3 years.

.,/'

c. It's owner has at least 3 year@\\of relevant business experience, or any other

a~gdegree

in business
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1 / d. Itis not a business. enga; ed primarily in retail sales real estate, or providin
, gaged p y , T P g
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2 / health care or other professmnal serv1ces MMW

e. It's net worth does not exc"eed $8 000,000.

[

?’ P [

4 { f. Wﬁw year in which cash Wt& first made in the business, R
1 \

5 _it-sectires total equlty fmancmg or near equity fmancmg equal to at least $250, OOO
6 (b) F1]1ng claims. Subject to the limitations provided in thlS subsectlon a
v
7 claimant may claim as a credit against the tax imposed under s. 71.02, up to the
th
8 amount of taxe"s6 an amount equal to 20% of the claimant’s cash investment in
to whith twe clyinm yelybee v
9 the taxable yea}{m a qualifying businessor in a community—based seed capital fund.
M AY Mk cred Ttk clpjmgnt may ¢ lg.im
10 () Limitations. 1. Th({amount\of\t‘h&mdwunder this subsection skl not
v 1z
11 exceed $50/,000 in a taxable year Wy@w and the total amount of the
12 Mf ms V(/M(,‘/ v
12 it/ for all claimants under this subsection Md/not exceed $3,000,000 in a\
A 4 )
13 W‘i@ca year. !
14 2. No credit may be allowed under this subsection unless MQ@@?@Q
15 @@Cﬁﬁ@mmnﬁﬂx&m@ww
by FHL75( })
17 3. For a claimant who is a nonresident or part-year resident of this state and
18 who is a single person or a married person filing a separate return, multiply the
v
| 19 credit for which the claimant is eligible under par. (b) by a fraction, the numerator
{ -
g 20 of which is the individual’s Wisconsin adjusted gross income and the denominator of
|
i 21 which is the individual's federal adjusted gross income. If a claimant is married and
f 22 files a joint return, and if the claimant or the claimant’s spouse, or both, are

nonresidents or part-year residents of this state, multiply the credit for which the

claimant is eligible under par. (b) by a fraction, the numerator of which is the couple’s
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SECTION 1

joint Wisconsin adjusted gross income and the denominator of which is the couple’s

joint federal adjusted gross income.

(d) Administration. 1. If a credit computed under this subsection is not entirely
offset against incdme taxes otherwise due, the unused balance may be carried
forward and credited against income taxes otherwise due for the following 3 taxable

years to the extent not offset by those taxes otherwise due in all intervening years

between the year in which the investment under par. (b) was paid and the year in

s section #(,0% (4e) () tlhe cpbent thug
which the carry—forward credit is claimedY, 'appl;eq £, Etrerc, ez&‘(;w*y\e” that S9bcoct s,
5 Applics toThe cregft windor Ehis suf )
@,7 Community-based seed capital funds and qualifying businesses shall
A v
submit to the department any information that the department considers necessary

/
50('6!(09’

, to administer this subsection.

. v

’S&EC'I.‘_I‘QNK 71.10 (4) (go) of the statutes is created to read:

71.10 (4) (gc) Equity investment credit under s. 71.07 (5d). é&) ;ms>
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Representative McCormick:

Attached is a preliminary draft establishing a Wisconsin capital investment board
(WCIB). Per my discussions with Jennifer, this draft is based on the current lowa
_capital investment board. It was unclear to me, though, how closely you intended to
‘copy thé Towa law. Please review the draft to ensure that it satisfies your intent. In
particular, please note the following issues:

1. The primary difference between this draft and the draft you initially requested is
that the WCIB under this draft will certify venture capital f'unds/L that
satisfy specified criteria. Investments in these cortifjedfimmds qualify for an
income tax it, Under this draft, the WCIB does not manage any money; rather, it
investigates yeutyre=capitah fun nd certifies them. The provision of your initial
request concerning guaranteed investments was inapplicable to the Iowa model.

2. The WCIB is attached to the Department of Commerce under the draft, meaning
that the Department of Commerce will provide budgeting, program coordination, and
related management functions for the WCIB. The bill also requires the WCIB to
consult with the Department of Commerce when the WCIB promulgates rules to
implement the program established under the draft. In all other respects, though, the
WCIB may act independently of the Department of Commerce under the draft.

3. The draft does not provide a method of funding the operations of the WCIB, Options
include a GPR appropriation funded by a specified amount of tax dollars or a PR
appropriation funded by some fee imposed by the WCIB. Absent such a new
appropriation, the operations of the WCIB arguably may be funded out of the GPR,

general program operations appropriation to the Department of Commerce under s.
20.143 (1) (a), stats.

Also, although the draft permits the WCIB to employ an executive director outside the
classified service and authorizes the executive director to hire staff within the
classified service, the draft does not specify the number and type of positions
authorized for these purposes. Please let me know how you intend to fund the
operations of the WCIB and the number and type of positions you would like to provide.

If you have any questions concerning this issue, please feel free to contact me or an
analyst at the LFB.
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Please feel free to call if you have any questions or desire any changes to the draft.

Robert J. Marchant

Legislative Attorney

Phone: (608) 261-4454

E-mail: robert.marchant@legis.state.wi.us
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 Representative McCormick:

Attached is a preliminary draft establishing a Wisconsin Capital Investment Board
(WCIB). Per my discussions with Jennifer, this draft is based on the current Iowa
Capital Investment Board. It was unclear to me, though, how closely you intended to
copy the Iowa law. Please review the draft to ensure that it satisfies your intent. In
particular, please note the following issues:

1. The primary difference between this draft and the draft you initially requested is
that the WCIB under this draft will certify venture capital funds, community—based
seed capital funds, and businesses that satisfy specified criteria. Investments in these
entities would qualify for an income tax credit. Under this draft, the WCIB does not
- manage any money; rather, it investigates funds and businesses and certifies them.
The provision of your initial request concerning guaranteed investments was
inapplicable to the Iowa model.

2. The WCIB is attached to the Department of Commerce under the draft, meaning
that the Department of Commerce will provide budgeting, program coordination, and
related management functions for the WCIB. The bill also requires the WCIB to
consult with the Department of Commerce when the WCIB promulgates rules to
implement the program established under the draft. In all other respects, though, the
WCIB may act independently of the Department of Commerce under the draft.

3. The draft does not provide a method of funding the operations of the WCIB. Options
include a GPR appropriation funded by a specified amount of tax dollars or a PR
appropriation funded by some fee imposed by the WCIB. Absent such a new
appropriation, the operations of the WCIB arguably may be funded out of the GPR,

general program operations appropriation to the Department of Commerce under s.
20.143 (1) (a), stats.

Also, although the draft permits the WCIB to employ an executive director outside the
classified service and authorizes the executive director to hire staff within the
classified service, the draft does not specify the number and type of positions
authorized for these purposes. Please let me know how you intend to fund the
operations of the WCIB and the number and type of positions you would like to provide.

If you have any questions concerning this issue, please feel free to contact me or an
analyst at the LFB.
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Please feel free to call if you have any questions or desire any changes to the draft.

Robert J. Marchant

Legislative Attorney

Phone: (608) 261-4454

E-mail: robert.marchant@legis.state.wi.us

The tax credits in created ss. 71.07 (2r) (c) 1., 71.28 (2r) (c) 1.,and 7 1.47 (2r) (c) 1.
contain a maximum for the total amount of credits that may be claimed in a year, but
there is no maximum claim that an individual claimant is limited to. Do you want to

specify such a limit? Compare to the individual and total claim amount limits in
created s. 71.07 (5d) (¢) 1.

Marc E. Shovers

Senior Legislative Attorney

Phone: (608) 266-0129

E-—mail: marc.shovers@legis.state.wi.us
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‘August 14, 2003

Representative McCormick:

Attached is a preliminary draft establishing a Wisconsin Capital Investment Board
(WCIB). Per my discussions with Jennifer, this draft is based on the current Iowa
Capital Investment Board. It was unclear to me, though, how closely you intended to
copy the Iowa law. Please review the draft to ensure that it satisfies your intent. In
particular, please note the following issues:

1. The primary difference between this draft and the draft you initially requested is
that the WCIB under this draft will certify venture capital funds, community-based
seed capital funds, and businesses that satisfy specified criteria. Investments in these
entities would qualify for an income tax credit. Under this draft, the WCIB does not
manage any money; rather, it investigates funds and businesses and certifies them.

The provision of your initial request concerning guaranteed investments was
inapplicable to the Iowa model.

2. The WCIB is attached to the Department of Commerce under the draft, meaning
that the Department of Commerce will provide budgeting, program coordination, and
related management functions for the WCIB. The bill also requires the WCIB to
consult with the Department of Commerce when the WCIB promulgates rules to
implement the program established under the draft. In all other respects, though, the
WCIB may act independently of the Department of Commerce under the draft.

3. The draft does not provide a method of funding the operations of the WCIB. Options
include a GPR appropriation funded by a specified amount of tax dollars or a PR
appropriation funded by some fee imposed by the WCIB. Absent such a new
appropriation, the operations of the WCIB arguably may be funded out of the GPR,

general program operations appropriation to the Department of Commerce under s.
20.143 (1) (a), stats.

Also, although the draft permits the WCIB to employ an executive director outside the
classified service and authorizes the executive director to hire staff within the
classified service, the draft does not specify the number and type of positions
authorized for these purposes. Please let me know how you intend to fund the
operations of the WCIB and the number and type of positions you would like to provide.

If you have any questions concerning this issue, please feel free to contact me or an
analyst at the LFB.
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Please feel free to call if you have any questions or desire any changes to the draft.

Robert J. Marchant

Legislative Attorney

Phone: (608) 261-4454

E-mail: robert.marchant@legis.state.wi.us

The tax credits in created ss. 71.07 (2r) (c) 1., 71.28 (2r) (¢) 1., and 71.47 (2r) (o) 1.
contain a maximum for the total amount of credits that may be claimed in a year, but
there is no maximum claim that an individual claimant is limited to. Do you want to

specify such a limit? Compare to the individual and total claim amount limits in
created s. 71.07 (5d) (¢) 1.

Marc E. Shovers

Senior Legislative Attorney

Phone: (608) 266-0129

E-mail: marc.shovers@legis.state.wi.us
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AN ACT to amend71.05 ®)T@) 15., 71.21 (4), 71.26 (2) (a), 71.34 (1) (), 71.45 (2)
(@) 10. and 77.92 (4); and to create 15.155 (5), 71.07 (2r), 71.07 (5d), 71.10 (4)
(gc), 71.10 (4) (gx), 71.28 (2r), 71.30 (3) (eop), 71.47 (2r), 71.49 (1) (eop), 73.03
(35p), 73.03 (351) and 560.20 of the statutes; relating to: creating an income
and franchise tax credit for equity investments in a venture capital fund,
creating an equity investment individual income tax credit, and granting

rule-making authority. ~ wp b wpnaxirum C bt ,9{ %‘ 6 Qoo o

per claimartr, 00T

Analysis by the Legislatt ence Bureau

This bill creates a nonrefundable income and franchise_tax_credit for equity
investments in venture capital funds that are certified by the Wi in Capital
Investnient Board as described below. The amount of the tax credit is eq 6%
of the taxpayer’s equity investment in venture capital funds in the taxable year,/but
the total amount of all such credits awarded in any fiscal year may not exceed
$5,000,000. If the credit claimed by a taxpayer exceeds the taxpayer'’s tax liability,
the state will not issue a refund, but the taxpayer may carry forward any remaining
credit to subsequent taxable years.

This bill creates a Wisconsin Capital Investment Board (board), consisting of
five members with expertise in venture capital and financial investments. Under
this bill, the board must promulgate rules establishing a procedure for the board to

A .
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certify venture capital funds as eligible to receive equity investments that qualify for
the tax credits described above. A venture capital fund may obtain a certification
only if the venture capital fund is a private seed and venture capital partnership or
entity fund, the venture capital fund maintains a physical presence in Wisconsin,
and the venture capital fund makes a commitment to consider making equity
investments in businesses located in Wisconsin. The bill requires the board, upon
request of any person, to issue a written notice indicating whether a venture capital
fund is certified as eligible to receive equity investments that qualify for the tax
credits described above. Each such notice that indicates a venture capital fund is
certified must include the following statement: “THE WISCONSIN CAPITAL INVESTMENT
BOARD HAS NOT RECOMMENDED OR APPROVED AN INVESTMENT IN THIS VENTURE CAPITAL
FUND OR ASSESSED THE MERITS OR RISKS OF SUCH AN INVESTMENT. INVESTORS SHOULD RELY
SOLELY ON THEIR OWN INVESTIGATION AND ANALYSIS AND SEEK INVESTMENT, FINANCIAL,
LEGAL, AND TAX ADVICE BEFORE MAKING THEIR OWN DECISION REGARDING INVESTMENT IN
THIS ENTERPRISE.” The bill also requires the board, upon issuing or discontinuing a
certification, to notify the Department of Revenue and give the Department of
Revenue a copy of the certification or discontinuance.

This bill also creates a nonrefundable individual income tax credit that is equal
to 20% of the taxpayer’s cash investment in a community-based seed capital fund
or in a business that, generally, has been operating for no more than three years and
has a net worth not exceeding $3,000,000. No individual may claim a credit for more
than $50,000 in a taxable year and the total amount of all credits for all individuals
who claim credits may not exceed $3,000,000 in a state fiscal year.

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

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

SECTIO\\A’Hf 15.155 (5\)/ of the statutes is created to read:

15.155 (5) WISCONSIN CAPITAL INVESTMENT BOARD. There is created a Wisconsin
capital investment board attached to the department of commerce under s. 15.03.
The Wisconsin capital investment board shall consist of 5 members appointed for
5-year terms. Each member of the Wisconsin capital investment board shall have
expertise concerning venture capital and financial investments. Any person having

a financial interest in a venture capital fund certified under s. 560.20 (2) ‘may not be
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SECTION 1

a member and any member who acquires such an interest shall thereupon vacate his

or her membership.

SECTION 2+ 71.05 (6) l(a) 15. of the statutes is amended to read:

71.05 (6) (a) 15. The amount of the credits computed under s. 71.07 (2dd), (2de),
(2di), (2dj), (2dL), (2dm), (2dr), (2ds), (2dx), (21). (3g). and (3s) and not passed through
by a partnership, limited liability company, or tax—option corporation that has added

that amount to the partnership’s, company’s, or tax—option corporation’s ihcome
under s. 71.21 (4) or 71.34 (1) (g).

SECTION 8V-71.07 (2r~)/ of the statutes is created to read:

71.07 (2r) EQUITY INVESTMENT IN VENTURE CAPITAL FUND CREDIT. (@ In this
subsection:

1. “Board” means the Wisconsin capital investment board.

2. "Claimant” means a sole proprietor, a partner, a member of a limited liability
company, or a shareholder of a tax-option corporation who files a claim under this
subsection.

3. “Equity investment” means the purchase of ;an ownership interest.

4. “Venture capital fund” means a venture capital fund certified under s. 560.20
2).

(b) Subject to the limitations provided under this subsection, a claimant may

‘claim as a credit against the tax imposed under s. 71.02, up to the amount of those

taxes, an amount equal to 6% of the claimant’s equity investment in a venture capital

pavimdon Coefi €yt a claimaat pry Clily,
wngder Ehis subsectfpn pmaynob e¥cee $6600, n g
(c) 1. Theftotal amount of the claims for all claimants under this subsection, s. t« Keebf o

fund in the taxable year.

Y e
e
The

71.28 (2r), and s. 71.47 (2r) may not exceed $5,000,000 in any fiscal year.
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SECTION 3

2. No credit may be allowed under this subsection unless the claimant submits
with the claimant’s return a notice issued by the board under s. 560.20 (3) indicating
that the board has certified the venture capital fund as eligible to receive equity
investments that qualify for the credit.

3. Section 71.28 (4) (e) to (h), as it applies to the credit unders. 71.28 (4), applies
to the credit under this subsection.

4. Partnerships, limited liability companies, and tax—option corporations may
not claim the credit under par. (b), but the eligibility for, and the amount of, the credit
are based on their payment of an equity investment, as described in this subsection.
A partnership, limited liability company, or tax—option corporation shall compute
the amount of credit that each of its partners, members, or shareholders may claim
and shall provide that information to each of them. Partners, members of limited
liability companies, and shareholders of tax-option corporations may claim the
credit in proportion to their ownership interest.

SECTION4{ 71.07 (5d) ‘gf the statutes is created to read:

71.07 (5d) EQUITY INVESTMENT CREDIT. (a) Definitions. In this subsection:

1. “Claimant” means an individual who files a claim under this subsection.

2. “Community-based seed capital fund” means a fund certified under s. 560.20
@) (b).

3. “Qualifying business” means a business certified under s. 560.20 2) (o).

(b) Filing claims. Subject to the limitations provided in this subsection, a

claimant may claim as a credit against the tax imposed under s. 71.02, up to the

" amount of those taxes, an amount equal to 20% of the claimant’s cash investment in

the taxable year to which the claim relates in a qualifying business or in a

community-based seed capital fund.
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SECTION 4

(c) Limitations. 1. The maximum credit that a claimant may claim under
this subsection may not exceed $50,000 in a taxable year and the total amount of
the claims for all claimants under this subsection may not exceed $3,000,000 in
any fiscal year.

2. No credit may be allowed under this subsection unless it is claimed
within the time period under s. 71.75 (2).

3. For a claimant who is a nonresident or part-year resident of this state and
who is a single person or a married person ‘filing a separate return, multiply the
credit for which the claimant is eligible under par. (b) by a fraction, the numerator
of which is the individual's Wisconsin adjusted gross income and the denominator of
which is the individual's federal adjusted gross income. If a claimant is married and
files a joint return, and if the» claimant or the claimant’s spouse, or both, are
nonresidents or part-year residents of this state, multiply the credit for which the
claimant is eligible under par. (b) by a fraction, the numerator of which is the couple’s
joint Wisconsin adjusted gross income and the denominator of which is the couple’s
joint federal adjusted gross income.

(d) Administration. 1. If a credit computed under this subsection is not entirely
offset against income taxes otherwise due, the unused balance may be carried
forward and credited against income taxes otherwise due for the following 5 taxable
years to the extent not offset by those taxes otherwise due in all intervening years
between the year in which the investment under par. (b) was paid and the year in
which the carry—forward credit is claimed.

2. Section 71.07 (9¢) (d), to the extent that it applies to the credit under that

subsection, applies to the credit under this subsection.
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SECTION 4
3. Community-based seed capital funds and qualifying businesses shall
submit to the department any information that the department considers necessary
to administer this subsection.
SECTION’A:H.IO 4 (gg of the statutes is created to read:
71.10 (4) (gc) Equity investment credit under s. 71.07 (5d).
SECTION ﬁ; 71.10 (4) (gx) of the statutes is created to read:

71.10 (4) (gx) Equity investment in venture capital fund credit under s. 71.07
(2r).

v

SECTION *\:71.21 (4) of the statutes is amended to read:

71.21 (4) Credits computed by a partnership under s. 71.07 (2dd), (2de), (2di),
(2dj), (2dL), (2dm), (2ds), (2dx), (2r). (3g). and (3s) and passed through to partners
shall be added to the parthership’s income.

SECTION:g.: 71.26 (2) (5 of the statutes is amended to read:

71.26 (2) (@) Corporations in general. The “net income” of a corporation means
the gross income as computed under the Internal Revenue Code as modified under
sub. (3) minus the amount of recapture under s. 71.28 (1di) plus the amount of credit
computed under s. 71.28 (1), (3), (4), and (5) plus the amount of the credit computed
under s. 71.28 (1dd), (1de), (1di), (1dj), (1dL), (1dm), (1ds), (1dx), (2r). and (3g) and
not passed through by a partnership, limited liability company, or tax—option
corporation that has added that amount to the partnership’s, limited liability
company’s, or tax—option corporation’s income under s. 71.21 (4) or 71.34 (1) (@ plus
the amount of losses from the sale or other disposition of assets the gain from which
would be wholly exempt income, as defined in sub. (3) (L), if the assets were sold or
otherwise disposed of at a gain and minus deductions, as computed under the

Internal Revenue Code as modified under sub. (3), plus or minus, as appropriate, an
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SECTION 8

amount equal to the difference between the federal basis and Wisconsin basis of any
asset sold, exchanged, abandoned, or otherwise disposed of in a taxable transaction
during the taxable year, except as provided in par. (b) and s. 71.45 (2) and (5).
SECTION-71.28 (Zr‘)/ of the statutes is created to read:
71.28 (2r) EQUITY INVESTMENT IN VENTURE CAPITAL FUND CREDIT. (@ In this
subsection:

1. “Board” means the Wisconsin capital investment board.

2. "Claimant” means a person who files a claim under this subsection.

w

. "Equity investment” means the purchase of an ownership interest.

=N

. “Venture capital fund” means a venture capital fund certified under s. 560.20
).

(b) Subject to the limitations provided under this subsection, a claimant may
claim as a credit against the tax imposed under s. 71.23, up to the amount of those
taxes, an amount equal to 6% of the claimant’s equity investment in a venture capital

akimum Cy e fECh,t A Clarvant 2
fund in the taxable year. ek 4 ~

vkt pufraechAima WWW ﬁéﬂ,wo,}.,, 4W&%

(c) 1. Theftotal amount of the claims for all claimants under this subsection, s oyl %

71.07 (2r), and s. 71.47 (2r) may not exceed $5,000,000 in any fiscal year.

2. No credit may be allowed under this subsection unless the claimant submits
with the claimant’s return a notice issued by the board under s. 560.20 (3) indicating
that the board has certified the venture capital fund as eligible to receive equity

investments that qualify for the credit.

3. Subsection (4) (e) to (h), as it applies to the credit under sub. (4), applies to

the credit under this subsection.

4. Partnerships, limited liability companies, and tax—option corporations may

not claim the credit under par. (b), but the eligibility for, and the amount of, the credit
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SECTION 9
are based on their payment of an equity investment, as described in this subsection.
A partnership, limited liability company, or tax-option corporation shall compute
the amount of credit that each of its partners, members, or shareholders may claim
and shall provide that information to each of them. Partners, members of limited
liability companies, and shareholders of tax-option corporations may claim the
credit in proportion to their ownership interest.

SECTION %71 .30 (3)/(eop) of the statutes is created to read:

71.30 (3) (eop) Equity investment in venture capital fund credit under s. 71.28
(2r).

R :

SECTIONﬂ’:/ 71.34 (1) (g) of the statutes is amended to read:

71.34 (1) (g) An addition shall be made for credits computed by a tax—option
corporation under s. 71.28 (1dd), (1de), (1di), (1dj), (1dL), (1dm), (1ds), (1dx), (2r). (3),
and (3g) and passed through to shareholders.

SECTION#Q.: 71.45 (2) (5 10. of the statutes is amended to read:

71.45 (2) (a) 10. By adding to federal taxable income the amount of credit
computed under s. 71.47 (1dd) to (1dx) and (2r) and not passed through by a
partnership, limited liability company or tax-option corporation thaf has added that
amount to the partnership’s, limited liability company’s or tax—option corporation’s
income under s. 71.21 (4) or 71.34 (1) (g) and the amount of credit computed under
s. 71.47 (1), (3), (4), and (5)

SECTION jﬁ’/ﬂ 47 (Zr) of the statutes is created to read:

71.47 (2r) EQUITY INVESTMENT IN VENTURE CAPITAL FUND CREDIT. (@ In this
subsection:

1. “Board” means the Wisconsin capital investment board.

2. “Claimant” means a person who files a claim under this subsection.
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3. “Equity investment” means the purchase of an ownership interest.
4. “Venture capital fund” means a venture capital fund certified under s. 560.20
2).
(b) Subject to the limitations provided under this subsection, a claimant may
claim as a credit against the tax imposed under s. 71.43, up to the amount of those

taxes, an amount equal to 6% of the claimant’s equity investment in a venture capital
//MWW».\ e JiT B pdingrnd gy gy g ey
fund in the taxa;eﬁy AAW‘” el ptlpieed H6go00 2 4 Coplity

(0 1. The;‘ otal amount of "c/ﬁe claims for all claimants under this subsection, s.
71.07 (2r), and s. 71.28 (2r) may not exceed $5,000,000 in any fiscal year.

2. No credit may be allowed under this subsection unless the claimant submits
with the claimant’s return a notice issued by the board under s. 560.20 (3) indicating
that the board has certified the venture capital fund as eligible to receive equity
investments that qualify for the credit.

3. Section 71.28 (4) (e) to (h), as it applies to the credit unders. 71.28 (4), applies
to the credit under this subsection.

4. Partnerships, limited liability companies, and tax—option corporations may
not claim the credit under par. (b), but the eligibility for, and the amount of, the credit
are based on their payment of an equity investment, as described in this subsection.
A partnership, limited liability company, or tax-option corporation shall compute
the amount of credit that each of its partners, members, or shareholders may claim
and shall provide that information to each of them. Partners, members of limited
liability companies, and shareholders of tax-option corporations may claim the

credit in proportion to their ownership interest.

v
SECTION qj% 71.49 (1) (eop) of the statutes is created to read:
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71.49 (1) (eop) Equity investment in venture capital fund credit under s. 71.47
(2r). Y

SECTION :‘:? 73.03 (35p) of the statutes is created to read:

73.03 (35p) To deny a portion of a credit claimed under s. 71.07 (2r), 71.28 (2r),
or 71.47 (2r), if granting the full amount claimed would violate a requirement under
s. 71.07 (2r) (c) 1. by bringing the total of the credits claimed under ss. 71.07 (2r),
71.28 (2r), and 71.47 (2r) over $5,000,000 in any fiscal year.

SECTION # 73.03 (35rl)/of the statutes is created to read:

73.03 (35r) To deny a portion of a credit claimed under s. 71.07 (5d) if granting
the full amount claimed would violate a requirement under s. 71.07 (6d) (¢) 1. by
bringing the total of the credits claimed under s. 71.07 (5d) over $3,000,000 in any
fiscal S/ear.

v

SECTION %77.92 (4) of the statutes is amended to read:

77.92 (4) “Net business income”, with respect to a partnership, means taxable
income as calculated under section 703 of the Internal Revenue Code:; plus the items
of income and gain under section 702 of the Internal Revenue Code, including taxable
state and municipal bond interest and excluding nontaxable interest income or
dividend income from federal government obligations; minus the items of loss and
deduction under section 702 of the Internal Revenue Code, except items that are not
deductible under s. 71.21; plus guaranteed payments to partners under section 707
() of the Internal Revenue Code; plus the credits claimed under s. 71.07 (2dd), (2de),
(2di), (2dj), (2dL), (2dm), (2dr), (2ds), (2dx), and (2r). (3g), and (3s); and plus or minus,
as appropriate, transitional adjustments, depreciation differences, and basis
differences under s. 71.05 (13), (15), (16), (17), and (19); but excluding income, gain,

loss, and deductions from farming. “Net business income”, with respect to a natural
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SECTION 17
person, estate, or trust, means profit from a trade or business for federal income tax
purposes and includes net income derived as an employee as defined in section 3121
(d) (3) of the Internal Revenue Code.

SEcTION 560.26 of the statutes is created to read:

560.20 Venture capital and seed capital investment program. (1)
DEFINITIONS. In this section, “board” means the Wisconsin capital investment board.

(2) CerTIFICATION. (a) The board, in consultation with the department, shall
promulgate rules establishing a procedure for the board to certify venture capital
funds as eligible to receive equity investments that qualify for the tax credits under
ss. 71.07 (2r), 71.28 (2r), and 71.47 (2r). The rules shall do all of the following:

1. Require a venture capital fund that desires to obtain a certification to file an
application with the board.

2. Permit a venture capital fund to obtain a certification only if the venture
capital fund is a private seed and venture capital partnership or entity fund, the
venture capital fund maintains a physical presence in Wisconsin, and the venture
capital fund makes a cémmitment to consider making equity investments in
businesses located in Wisconsin.

3. Require an applicant for certification or a certified venture capital fund to
provide the board with any information the board determines is necessary to ensure
eligibility for certification and compliance with this paragraph and rules
promulgated under this pafagraph.

(b) The board, in consultation with the department, shall promulgate rules
establishing a procedure for the board to certify community-based seed capital funds
as eligible to receive investments that qualify for the applicable tax credit under s.

71.07 (5d). The rules shall do all of the following:
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1. Require a community-based seed capital fund that desires to obtain a
certification to file an application with the board.

2. Permit a corhmunity—based seed capital fund to obtain a certification only
if the fund is a partneréhip or limited liability company with a total of both capital
commitments from investors and investments in businesses certified under par. (c)
of at least $500,000 but not more than $3,000,000.

3. Permit a community-based seed capital fund to obtain a certification only
if the fund has at least 10 individual investors who are not affiliates with each other
and no investor and his or her affiliates own more than 25% of the ownership
interests outstanding in the fund. In this subdivision, “affiliate” means a spouse,
child, or sibling of an investor or a corporation, partnership, limited liability
company, tax—option corporation, or trust in which an investor has a controlling
equity interest or in which an investor exercises management control.

4. Require an applicant for certification or a certified community-based seed
capital fund to provide the board with any information the board determines is
necessary to ensure eligibility for certification and compliance with this paragraph
and rules promulgated under this paragraph.

(c) The board, in consultation with the department, shall promulgate rules
establishing a procedure for the board to certify businesses as eligible to receive
investments that qualify for the applicable tax credit under s. 71.07 (6d). The rules

shall do all of the following:

1. Require a business that desires to obtain a certification to file an application

with the board.
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1 - 2. Permit a business to obtain a certification only if the business has been in
2 operation for no more than 3 years and if its principal business operations are located
3 in this state.
4 3. Permit a business to obtain a certification only if the owner of the business
5 has at least 3 years of relevant business experience, or any other experience that the
6 board determines is sufficient to increase the likelihood of the success of the business,
7 or has successfully completed an entrepreneurial venture development curriculum;
8 has a degree in business management, business administration, or a related field;
9 or has any other training that the board determines is sufficient to increase the
10 likelihood of the succéss of the business.
11 4. Permit a business to obtain a certification only if the business is not engaged
12 primarily in retail sales, real estate, or providing health care or other professional
13 services.
14 5. Permit a business to obtain a certification only if the net worth of the
15 business does not exceed $3,000,000.
16 ~--.. 8. Permit a business to obtain a certification only if, in the taxable year in which

Pt
-
m“-‘%w&,

17 cash investmerits-ase.first made in the business] it secures total equity financing,
18 debt that may be converfgg,eq afwthe_“w of the debt holder, or royalty
19 agreements equal to at least $250,000. \’““‘

-

ZW Require an applicant for certification or a certified community-based seed
2 capital fund to provide the board with any information the board determines is

22 necessary to ensure eligibility for certification and compliance with this paragraph
23 and rules promulgated under this paragraph.
24 | (3) NOTICE OF CERTIFICATION. Upon request of any person, the board shall issue

25 a written notice indicating whether a venture capital fund, community-based seed
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capital fund, or business is certified under this section. Each notice under this
subsection that indicates a venture capital fund, community-based seed capital
fund, or business is certified and shall include the following statement: “THE
WISCONSIN CAPITAL INVESTMENT BOARD HAS NOT RECOMMENDED OR APPROVED AN
INVESTMENT IN THIS ENTITY OR ASSESSED THE MERITS OR RISKS OF SUCH AN INVESTMENT.
INVESTORS SHOULD RELY SOLELY ON THEIR OWN INVESTIGATION AND ANALYSIS AND SEEK
INVESTMENT, FINANCIAL, LEGAL, AND TAX ADVICE BEFORE MAKING THEIR OWN DECISION
REGARDING INVESTMENT IN THIS ENTITY.”

(4) NOTICE OF DECERTIFICATION. Upon the issuance or discontinuance of a
certification, the board shall notify the department of revenue and provide the
department of revenue a copy of the certification or discontinuance.

(5) StaFr. The board may employ an executive director outside the classified

service who may employ staff within the classified service with appropriate expertise

to carry out this section.

C}f’”m Nonstatutory provisions.

(O oK
C;N)KD\ 18
19

(1) RuLEs. The Wisconsin capital investment board shall submit in proposed
form the rules required ﬁnder section 560.20 (2) of the statutes, as created by this
act, to the legislative council staff under section 227.15 (1) of the statutes no later
than the first day of the 6th month beginning after the effective date of this
subsection.

SECTION ?é%/lnitial applicability.

(1) This act first applies to taxable years beginning on January 1 of the year
in which this subsection takes effect, except that if this subsection takes effect after
July 31 this act first applies to taxable years beginning on January 1 of the year

following the year in which this subsection takes effect.
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SECTION %Effectiv dateg. This act takes effect on the first day of the 8th

month beginning after publication, except as follows:
o4

(1) RuLEs. SecTION f this act takes effect on the day after publication.

(END)
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Emery, Lynn

" From: Komassa, Jennifer
Sent: Thursday, September 11, 2003 1:56 PM
To: LRB.Legal
Subject: Draft review: LRB 03-3054/1 Topic: Wisconsin capital investment board

It has been requested by <Komassa, Jennifers that the following draft be jacketed for the ASSEMBLY:

Draft review: LRB 03-3054/1 Topic: Wisconsin capital investment board



State of Wisconsin

LEGISLATIVE REFERENCE BUREAU
100 NORTH HAMILTON STREET

P. O. BOX 2037
S0, e MADISON, WI 63701-2037 g e
AX: (608) 266-5648 .
September 29, 2003
MEMORANDUM
To: Representative McCormick
From: Joseph T. Kreye, Legislative Attorney, (608) 266-2263

Marc E. Shovers, Sr. Legislative Attorney, (608) 2660129
Robert J. Marchant, Legislative Attorney, (608) 261-4454

Subject: Technical Memorandum to 2003 AB 524 (LRB—3054/1)

We received the attached technical memorandum relating to your bill. This copy is for your

information and your file. If you wish to discuss this memorandum or the necessity of revising your
bill or preparing an amendment, please contact me.
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MEMORANDUM

September 26, 2003

TO: Joseph Kreye
Marc Shovers
Robert Marchant
Legislative Reference Bureau

FROM: Dennis Collier
Department of Revenue

SUBJECT: Technical Memorandum on AB 524: Wisconsin Capital Investment Board

Both credits in the bill contain yearly caps on the amount of credit that may be claimed, but the
bill does not provide guidance as to how that limit should be enforced. If the credit is given to
the first claimants that file, then taxpayers with earlier fiscal years or who file returns earlier will
receive the credit. If it is prorated, no taxpayer will receive the full credit and all claimants will
have to wait until all claims are filed to know how much credit they will receive. One solution
may be to have the proposed Wisconsin Capital Investment Board allocate a share of the
credits to each of the funds or businesses it certifies and to require that the credits for any fund
or business be allocated to investors in proportion to their ownership interests.

With both credits, the order of computation allows them to be offset against the alternative minimum tax.
However, other language provides that the credit may be "claimed against taxes due under s. 71.02."
This should be changed to allow the credit against either "taxes due under s.71.02 and 71.08" or taxes
due under Chapter 71. Similarly, because the credits are claimed after the alternative minimum tax,
they should be included in the list of credits in sec. 71.08(1)(a). If the credits are not listed, the
alternative minimum tax cannot be computed until the amount of the credit is known, and the amount of
the credit that can be claimed cannot be determined until the minimum tax is known.

To clarify that a taxpayer may be only one claimant for all ownership interests under the Equity
Investment in Venture Capital Fund Credit, the Department recommends that the definition of
claimant be changed to state that it means "an individual who is one or more of the following: a
sole proprietor, a partner, a member of a limited liability company, or a shareholder of a tax-
option corporation.”

It is unclear when the tax credits first apply. The act takes effect on the first day of the 8th month
beginning after publication, it is unclear if the credits are intended to first apply to the taxable year in
which the first day of the 8th month after publication occurs.

If you have questions regarding this technical memorandum, please contact Pam Walgren at
266-7817.



