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AN Act ...; relating to: technical changes to the qualified production activities

income and franchise tax credit.

Analysis by the Legislative Reference Bureau

This is a preliminary draft. An analysis will be provided in a subsequent version
of this draft.

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

SecTION 1. 71.05 (6) (a) 15. of the statutes, as affected by 2011 Wisconsin Act
32, 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), (2dy), (3g), (3h), (3n), (3p), (3q), (3r),
(3rm), (3rn), (3s), (3t), (3w), (5e), (5f), (5h), (51), (5)), (5k), 4599—:/(51'), (5rm), and (8r) and

not passed through by a partnership, limited liability company, or tax-option
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SECTION 1

corporation that has added that amount to the partnership’s, company’s, or

tax-option corporation’s income under s. 71.21 (4) or 71.34 (1k) (g).

History: 1987 a. 312; 1987 a. 411 ss. 42, 43,45, 47 16 49, 51 to 53; 1989 a. 31, 46; 1991 a. 2, 37, 39, 269; 1993 a. 16, 112, 204, 263, 437; 1995 a. 27, 56, 209, 227, 261, 371,
403, 453; 1997 a. 27, 35, 39, 237; 1999 a. 9, 32, 44, 54, 65, 167; 2001 a. 16, |0, 105, 109; 2003 &. 85,99, 119, 135, 183, 255, 289, 321, 326; 2005 a. 22, 25 216, 254, 335, 361,
479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 205, 265, 269, 276, 295, 332,3#4; 2011 a. 3, 5, 10, 32; 5. 13.92 (1) (bm) 2.

SECTION 2. 71.05 (6) (a) 25.7of the statutes is created to read:

71.05 (6) (a) 25. The amount computed under s. 71.07 (5n)‘/in the previous
taxable year 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 income under s. 71.21 (4) (a)\{)r 71.34 (1k) (m)\/and not
included in federal adjusted gross income.

X
SECTION 3. 71.07 (5n) (title) of the statutes, as created by 2011 Wisconsin Act
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32, is amended to read:

71.07 (5n) (title) QUALIFIED-PRODUCTION MANUFACTURING AND AGRICULTURAL

ACTIVITIES CREDIT.

History: 1987 a. 312; 1987 a. 411 ss. 63, 79 to 82, 85, 86; 1987 a. 419, 422; 1989 a. 31, 44, 56, 100, 359; 1991 a. 39, 269, 292; 1993 a. 16, 112, 204, 471, 491; 1995 a. 27
ss. 3377m to 3393m, 9116 (5); 1995 a. 209, 227, 400, 453; 1997 a. 27, 41, 237, 299; 1999 a. 5,9, 10, 32; 1999 a. 150 5. 672; 1999 a. 198; 2001 a. 16, 109 2003 a. 72,99, 135,
183, 255, 267, 326; 2005 a. 25, 49,72, 74,97, 177, 254, 361, 387, 479, 483 2007 a. 11,20, 96,97, 100; 2009 a. 2, 11, 28, 180, 185, 265, 267, 269, 276, 294, 295, 332, 401;
2011 a. 15, 32, 67; 5. 13.92 (1) (bm) 2; 5. 35.17 correction in (2dr) (2), (5n).
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SECTION 4. 71.07 (5n) (a) 2. of the statutes, as created by 2011 Wisconsin Act
32, is repealed.

SECTION 5. 71.07 (5n) (a) 2m. of the statutes is created to read:

71.07 (5n) (a) 2m. “Production gross receipts”\r/neans receipts from the lease,
rental, license, sale, exchange, or other disposition of \éualiﬁed production property.

SECTION 6. 71.07 (5n) (a) 3\.7:)f the statutes, as created by 2011 Wisconsin Act
32, is repealed.

SECTION 7. 71.07 (5n) (a) 3m. of the statutes is created to read:

71.07 (5n) (a) 3m. “Qualified production activities income” means the amount
of the claimant’s production gross receipts for the taxable year that exceeds the sum

of the cost of goods sold that are allocable to such receipts, as determined under par.
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SECTION 7

v

(d) 2., and the direct and indirect expenses, losses, and deductions that are allocable
to such receipts, as determined under par. (d) 2.\/“Qualiﬁed production activities
income” does not include any of the following:

a. Income from film production.

b. Income from producing, transmittingéor distributing electricity, natural gas,
or potable water. |
c. Income from constructing real property.‘/

d. Income from engineering or architectural services performed with respect
to constructing real property.

e. Income from the sale of food and beverages prepared by the claimant at a
retail establishmentf/

f. Income from the lease, rental, license, sale, exchange, or other disposition of
land\./

SEcTION 8. 71.07 (5n) (a) 4 of the statutes is created to read:

71.07 (5n) (a) 4. “Qualified production property”vr;leans tangible personal
property manufactured by the claimant on property that is assessed as
manufacturing property under s.\/ 70.995 or tangible personal property produced,
grown, or extracted by the claimant on or from property assessed as agricultural
property under s.\/70.32 (2) (a) 4.

SEcTION 9. 71.07 (5n) (b) (intro.)\gi‘ the statutes, as created by 2011 Wisconsin
Act 32, is amended to read:

71.07 (5n) (b) Filing claims. (intro.) Subject to the limitations provided in this

subsection, a claimant may claim as a credit against the tax imposed under s. 71.02,
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SECTION 9

up to the amount of the tax, an amount equal to one of the following percentages of

the claimant’s eligible qualified production activities income in the taxable year:

History: 1987 a. 312; 1987 a. 411 ss. 63,79 to 82, 85, 86; 1987 a. 419, 422; 1989 a. 31, 44, 56, 100, 359; 1991 a. 39, 269, 292; 1993 a. 16, 112, 204, 471, 491; 1995 a. 27
$8. 3377m to 3393m, 9116 (5); 1995 a. 209, 227, 400, 453; 1997 a. 27, 41, 237, 299; 1999 a. 5, 9, 10, 32; 1999 a. 150 s. 672; 1999 a. 198; 2001 a. 16, 109; 2003 a. 72, 99, 135,
183, 255, 267, 326; 2005 a. 25, 49, 72,74, 97, 177, 254, 361, 387, 479, 483, 6/(2007 a. 11,20, 96, 97, 100; 2009 a. 2, 11, 28, 180, 185, 265, 267, 269, 276, 294, 295, 332, 401;
2011 a. 15, 32, 67; 5. 13.92 (1) (bm) 2; s. 35.17 correction in (2dr) (a), (5n).

4

5

6

7

8

9
@

11

SECTION 10. 71.07 (5n) (d) of the statutes, as created by 2011 Wisconsin Act 32,
is renumbered 71.07 (5n) (d) 1.

SECTION 11. 71.07 (5n) (d) 2. of the statutes is created to read:

71.07 (6n) (d) 2. a. For purposes of determining a claimant’s\/qualiﬁed
production activities income under this subsection, the claimant shall multiply the
claimant’s production gross receipts by a fraction consisting of a numerator that is
the average value of the claimant’s real and tangible personal manufacturing
property assessed under s. 70.995{)1' agricultural property assessed under 5.&7 0.32
(2) (a) 4/that is owned or rented by the claimant during the taxable year and used
by the claimant to produce qualified production property;\émd a denominator that is
the average value of all the claimant’s real property and tangible personal property
that is owned or rented by the claimant during the taxable year.

b. For purposes of subd. 2. a., property owned by the claimant is valued at its
original cost and property rented by the claimant is valued at an amount equal to the
annual rental paid by the claimant, less any annual rental received by the claimant
from sub-rentals, multiplied by 8.\/

c. For purposes of subd. 2. a.\,/if property is acquired and disposed of during the
taxable year, the average value of property is determined by averaging the values at
the beginning and ending of the taxable year, except that the secretary of revenue

may require the averaging of monthly values during the taxable year, if such
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SECTION 11

averaging is reasonably required to properly reflect the average value of the
claimant’s property.

SECTION 12. 71.10 (4) (cr) of the statutes, as created by 2011 Wisconsin Act 32,
is repealed.

X

SECTION 13. 71.21 (4) of the statutes, as affected by 2011 Wisconsin Act 32, is
renumbered 71.21 (4) (a) and amended to read:

71.21 (4) (a)\/Credits computed by a partnership under s. 71.07 (2dd), (2de),
(2di), (2dj), (2dL), (2dm), (2ds), (2dx), (2dy), (3g), (8h), (3n), (3p), (3q), (3r), (3rm),
(3rn), (3s), (3t), (Bw), (5e), (51), (5g), (6h), (51), (5)), (5k), 451#,\/(5r), (5rm), and (8r) and

passed through to partners shall be added to the partnership’s income.

History: 1987 a. 312, 411; 1989 a. 31; 1993 a. 112; 1995 a. 27, 400; 1997 a. 27; 2001 a. 16; 2003 a. 99, 135, 255, 326; 2005 a. 74, 361, 479, 483; 2007 a. 20, 96; 2009 a. 2,
28, 265, 269, 295, 332; 2011 a. 32.

SECTION 14. 71.21 (4) (b) of the statutes is created to read:

71.21 (4) (b) Credits computed by a partnership under s§/71.07 (5n) in the
previous year and not included in federal ordinary business income shall be added
to the partnership’s income.

SECTION 15. 71.26 (2) (a) 4\.)(()f the statutes, as affected by 2011 Wisconsin Act
32, is amended to read:

71.26 (2) (a) 4. Plus the amount of the credit computed under s. 71.28 (1dd),
(1de), (1di), (1dj), (1dL), (1dm), (1ds), (1dx), (1dy), (3g), (3h), (3n), (3p), (8q), (3r),
(3rm), (3rn), (3t), (3w), (5e), (50, (5g), (6h), (51), (5)), (5k),\€/5¥19; (61), (6rm), (8r), and
(9s) 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 unders. 71.21 (4) or 71.34 (1k)

(g.

History: 1987 a. 312; 1987 a. 411 ss. 22, 124 to 129; 1989 a. 31, 336; 1991 a. 37, 39, 221, 269; 1993 a. 16, 112, 246, 263, 399, 437, 491; 1995 a. 27, 56, 351, 371, 380, 428;
1997 a. 27, 37, 184, 237; 1999 2. 9, 65; 1999 a. 150 5. 672: 1999 a. 167, 194; 2001 a. 16, 38, 106, 109; 2003 a. 33, 85, 99, 135, 255, 326; 2005 a. 25, 74, 335, 361, 362, 479,
483; 2007 a. 20, 96, 97, 151, 226; 2009 a. 2, 28, 161, 165, 180, 183, 205, 265, 269, 295, 332, 344; 2011 a. 3,5, 7, 10, 32; 5. 35.17 correction in (2) (a) 10.
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SECTION 16

SECTION 16. 71.26 (2) (a) 11. of the statutes is created to read:

71.26 (2) (a) 11. Plus the amount computed under s. 71.28 (5n)‘/in the previous
taxable year that is not included in federal taxable income.

SECTION 17. 71.28 (5n) (title)o(gf the statutes, as created by 2011 Wisconsin Act

32, is amended to read:

\/ .
71.28 (5n) (title) QUALIFIED-PRODUCTION MANUFACTURING AND AGRICULTURAL

ACTIVITIES CREDIT.

History: 1987 a. 312; 1987 a. 411 ss. 63, 79 10 82, 85, 86; 1987 a. 419, 422; 1989 a. 31, 44, 56, 100, 359; 1991 a. 39, 269, 292; 1993 a. 16, 112, 204, 471, 491; 1995 a. 27
8. 3377m to 3393m, 9116 (5); 1995 a. 209, 227, 400, 453; 1997 a. 27, 41, 237,299; 1999 4. 5,9, 10, 32: 1999 a, 150 5. 672; 1999 a. 198; 2001 a. 16, 109; 2003 a. 72, 99, 135,
183, 255, 267, 326; 2005 a. 25, 49, 72,74, 97, 177, 254, 361, 387, 479, 483 487; 2007 a. 11, 20, 96, 97, 100; 2009 a. 2, 11, 28, 180, 185, 265, 267, 269, 276, 294, 295, 332, 401;
2011 a. 15, 32, 67; 5. 13.92 (1) (bm) 2; 5. 35.17 correction in (2dr) (a), (5n).
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SECTION 18. 71.28 (5n) (a) 2 \)(ff the statutes, as created by 2011 Wisconsin Act
32, is repealed.

SECTION 19, 71.28 (5n) (a) 2m. of the statutes is created to read:

71.28 (5n) (a) 2m. “Producﬁon gross receipts” means receipts from the lease,
rental, license, sale, exchange, or other disposition of qualified production property.

SECTION 20. 71.28 (5n) (a) 3\.)f)f the statutes, as created by 2011 Wisconsin Act
32, is repealed.

SEcTION 21. 71.28 (5n) (a) 3m. of the statutes is created to read:

71.28 (5n) (a) 3m. “Qualified production activities income”\{neans the amount
of the claimant’s production gross receipts for the taxable year that exceeds the sum
of the cost of goods sold that are allocable to such receipts, as determined under par.
(d) 2., and the direct and indirect expenses, losses, and deductions that are allocable
to such receipts, as determined under par. (d) 2. “Qualified production activities
income” does not include any of the following:

a. Income from film production.




10
11
12
13
14
15
16
17
18
19
20

21

2011 - 2012 Legislature _7- LRB-3906/P1

SECTION 21

b. Income from producing, transmitting)or distributing electricity, natural gas,
or potable water.

c. Income from constructing real property.

d. Income from engineering or architectural services performed with respect
to constructing real property.

e. Income from the sale of food and beverages prepared by the claimant at a
retail establishment.

f. Income from the lease, rental, license, sale, exchange, or other disposition of
land}/ |

SECTION 22. 71.28 (5n) (a) 4?({)1?' the statutes is created to read:

71.28 (5n) (a) 4. “Qualified production property” means tangible personal
property manufactured by the claimant in whole or in significant part on property
that is assessed as manufacturing property under s. 70.995\/61' tangible personal
property prpduced, grown, or extracted on or from property assessed as agricultural
property under s. 70.32 (2) (a) 4.\/

SECTION 23. 71.28 (5n) (b) (intro.)\())i' the statutes, as created by 2011 Wisconsin
Act 32, is amended to read:

71.28 (6n) (b) Filing claims. (intro.) 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 the tax, an amount equal to one of the following percentages of

the claimant’s eligible qualified production activities income in the taxable year:

History: 1987 a. 312; 1987 a. 411 s5. 63, 79 to 82, 85, 86; 1987 a. 419, 422; 1989 a. 31, 44, 56, 100, 359; 1991 a. 39, 269, 292: 1993 a. 16, 112, 204, 471, 491; 1995 a. 27

5. 3377m to 3393m, 9116 (5); 1995 a. 209, 227, 400, 453; 1997 a. 27, 41, 237, 299; 1999 a. 5, 9, 10, 32; 1999 a. 150 5. 672; 1999 a. 198; 2001 a. 16, 109; 2003 a. 72, 99, 135,
183, 255, 267, 326; 2005 a. 25,49, 72,74, 97, 177, 254, 361, 387, 479, 483, 487; 2007 a. 11, 20, 96, 97, 100; 2009 a. 2, 11, 28, 180, 185, 265, 267, 269, 276, 294, 295, 332, 401;
2011 a. 15, 32, 67; 5. 13.92 (1) (bmy) 2; 5. 35.17 cotrection in (2dr) (a), (5n).

22

23

SECTION 24. 71.28 (5n) (d) of the statutes, as created by 2011 Wisconsin Act 32,

v
is renumbered 71.28 (5n) (d) 1.
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SECTION 25

SECTION 25. 71.28 (6n) (d) 2. of the statutes is created to read:

71.28 (5n) (d) 2. a. For purposes of determining a claimant’s qualified
production activities income under this subsectioﬁ{ the claimant shall multiply the
claimant’s production gross receipts by a fraction consisting of a numerator that is
the average value of the claimant’s real and tangible personal manufacturing
property assessed under s. 70.995 or agricultural property assessed under s.@ﬁ% 0.32
(2) (a) 4. that is owned or rented by the claimant during the taxable year and used
by the claimant to produce qualified production property; and a denominator that is
the average value of all the claimant’s real property and tangible personal property
that is owned or rented by the claimant during the taxable year.

b. For purposes of subd. 2. a.\,/ property owned by the claimant is valued at its
original cost and property rented by the claimant is valued at an amount equal to the
annual rental paid by the claimant, less any annual rental received by the claimant
from sub-rentals, multiplied by 8‘./

c. For purposes of subd. 2. a.\,/ if property is acquired and disposed of during the
taxable year, the average value of property is determined by averaging the values at
the beginning and ending of the taxable year, except that the secretary of revenue
may require the averaging of monthly values during the taxable year, if such
averaging is reasonably required to properly reflect the average value of the
claimant’s property.

SECTION 26. 71.30 (3) (dn) of the statutes, as created by 2011 Wisconsin Act 32,
is repealed. \%

SEcCTION 27. 71.34 (1k) (g) of the statutes, as affected by 2011 Wisconsin Act 32,

is amended to read:
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SECTION 27

71.34 (1K) (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), (1dy),
(3), (3g), (3h), (3n), (3p), (3q), (3r), (3rm), (3rn), (3t), (Bw), (5e), (51), (5g), (5h), (51), (5)),
(5k)\,/(5ﬂ—); (5r), (5rm), and (8r) and passed through to shareholders.

History: 1987 a. 312; 1987 a. 411 ss. 18, 23, 146; 1989 a. 31, 336; 1991 a. 39, 269; 1993 a. 16, 437; 1995 a. 27, 380, 428; 1997 a. 27, 37, 237; 1959 a. 9. 194; 2001 a. 16,
109; 2003 a. 33, 99, 135, 255, 326; 2005 a. 25, 49, 74, 361, 479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 161, 183, 265, 269, 295, 332; 2011 a. 32.

SECTION 28. 71.34 (1k) (m) of the statutes is created to read:

71.34 (1k) (m) An addition shall be made for the amount computed under s.
71.28 (5n) in the previous taxable year that is not included in federal ordinary
business income.

X

SECTION 29. 71.45 (2) (a) 10. of the statutes, as affected by 2011 Wisconsin Act
32, 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 (1dy), (3g), (3h), (3n), (3p), (3q), (3r), (3rm), (3rn),
(3w), (5e), (51, (5g), (5h), (51), (5)), (6k), 451&},\{51‘), (5rm), (8r), and (9s) 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 (1k) (g) and the amount

of credit computed under s. 71.47 (1), (3), (3t), (4), (4m), and (5).

History: 1987 a. 312; 1989 a. 31, 336, 359; 1991 a. 37, 39, 269; 1993 a. 16, 112, 263, 437; 1995 a. 27, 56, 371, 380; 1997 a. 27, 37, 237; 1999 a. 9, 65; 1999 a. 150 5. 672;
1999 a. 167, 194; 2001 a. 16, 38, 109; 2003 a. 37, 85, 99, 135, 255. 326; 2005 a. 74, 297, 335, 36}, A79, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 165, 205, 265, 269, 295, 332,
344; 2011 a. 3, 5, 32.

SEcCTION 30. 71.47 (5n) of the statutes, as created by 2011 Wisconsin Act 32, is
repealed.
SECTION 31. 71.49 (1) (dn) of the statutes, as created by 2011 Wisconsin Act 32,

is repealed.
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Diane,

Please review this draft carefully to ensure that it is consistent with your intentf/l
included the provisions related to allocating production gross receipts, even though
those provisions are still being worked on, so that you could see the general format and
placement of those provisions in the statutes.

Joseph T. Kreye

Senior Legislative Attorney

Phone: (608) 266-2263

E-mail: joseph.kreye@legis.wisconsin.gov
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those provisions are still being worked on, so that you could see the general format and
placement of those provisions in the statutes.

Joseph T. Kreye

Senior Legislative Attorney

Phone: (608) 266-2263

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




Auadoud jeas pue dd1 je1og
JUIIRTIEJNUEW U] pasn AjJodo.d [eal PUE dd1 IM = J010ed Aliadold payIpoN,

Hpa1) uanloejnuey
upaL) ulnioenuen
%S°L X
= 4103084 Apadoud palyipoiN X %S'L X
3WOOU| SBIYAIIY UOIIINPOId palenD BWOU] S31UAINDY UOIINPOI PaljlienD
B3YJIAO BAIRIISIUIWPER) S1S0D) 3UIpY| — PE3UJIAO ANRIISIUIWPE) SISO D3AIIpU]  —
pesy P p P
(uonepaudsp ‘yoqe| “3'8) s3s0) P8I — (uonempaidap ‘aoqge| “8'3) 51507 AU —
PIOS Spo0H Jo IS0  —— PIOS SP00YH 031507 —
51d1929Y SS0J4H U0I1IINPOId 51d1329Yy 55049 UONINPOId
JaInIEJnue 91eIS-NINA JaIndejnuey UISUOISIA %001

Jipai) Xe] 24n3jnolsly pue SulINIEJNUeN

7107 ‘7 AMenugay




jeas s,juewie|d ays JO || 40 anjeA a8eiane ay3 Si Ydiym Jo Joleujwouap ay) pue ‘Auadoid uononpoud payijenb 1oeuixa 10 mou8 ‘@onpoud 03
1eaA ajgexey ayy Suunp Juewied ayl AQ 91€31s SIY} Ul Pasn pue pajual Jo paumMo ‘p{e)(Z)ZE 0L 'S Jopun passasse sjuswaacidw) pue Auadoud jeas
s,Juewyep ay) Jo anjea 98eJBAR Y1 SI YdIYM JO JOleIaWNU Y] ‘uoildely e st 103oey Auadoud ainynoude, ay) - | J09e4 Aladoid ainjjnosy,,

‘puej Jo uonisodsip 19Y3o J0 ‘98ueydxa d|es ‘9suId|| ‘|eIuds ‘ISEI| By} WOLH WOoIU] °}
JUWIYSI|( RIS |1813J B 1B JuBWIe)d 3y} AQ pasedald sa8elanaq pue pooy JO 3|es ay3} WOl Wodul '3
"Ayiadoud jeas o UoIIINIISUOI Y3 03 30adsas yum pauwiopad $321AISS |BIN1IBNYIIE JO BULIBUIBUS WOL) 3WOdU] “p
‘Apadoud jeau JO U0IPNIISUOD BY] WOUJ IWOdU] I
“J191em 3jqelod Jo ‘sed [ednjeu ‘A}id14123]3 JO UOIINGIIISIP JO UOIsSIWSURI] ‘UodNpoud 3yl woJ) awodul °q
‘uolPNpoad Wiy woiy awoduy| ‘e
:9pNJoUl 10U S0P ,,BWOIU! SANAIRDE uodNpold paiijeny, "s1diadal yans 01 3|qed0||e 3. YIIYM SUOIIdNP3IP IO ‘$3SSO] ‘5150
1aJipul pue 10a1p 3y3 (q) pue s3d1adaJ yans o1 3jgedojje ale eyl pjos SPoos 40 1502 3y} (e) Jo WNS 3y} JIA0 “Jeah ajqexe) yons Joj juewe)d sy
Jo s1d19234 s5043 uoidnpoud Jo (Aue y1) sS80%3 3yl 0 jenba Junowe ue sueaw JeaA 3|gexel Aue 10y - SUIOIU| SOIFIANIDIY UOIIONPOId payifend,,

‘Auadoad sjuewiepd
3yy Jo anjea ageJane ayl Ajaadoud 103)4a4 01 pasinbai Ajgeuoseal yi Jeah ajgexey ayl Sulinp sanjea Ajyauow jo Suidesane ayj auinbas Aew anuanal
Jo Ase1a.d3s ay) Inq JeaA ajgexe} ayl Jo Suipus pue SuiuuiSaq ay3 je sanjea ay3 Suidesane Aq pauiwialap aq j|eys Auadoud jo anjen adesane ay|

“S|eIUDI-gNS WOy JUBWIE|D 3y} AQ PaAI2DaJ [BIUI |enuue Aue s3] Juewie)d ayl Aq pied |ejual [enuue ay) Si [ejuas jenuue
19N ‘|eluSJ [BNUUE 13U 3y} SIWH} g 1B S3N[BA S| Juewie)d ayl Aq pajual Aliadold 1503 [eulBiIo s 1e panjea st juewie)d ayy Aq paumo Auadoud

*1e9A 3jgexel ayl Sunnp pajual o paumo Auadoud

Jeuosiad pue jeas suewiefd ay} [|e Jo anje aSelane ayl s Ydiym Jo Jojeuiwouap a3y} pue ‘Apadosd uondnpoud payenb uisuodsim anpoud o1
1eaA ajgexe} ay} Suunp Juewield ayl Ag 91e1S SIY1 Ul Pasn pue pajual 10 PAUMO ‘S66°0L 'S Japun passasse Auadoud |euosiad pue |eal sjuewiepd
2y} JO anjea a8eJaAe ay} I YdIyMm JO Jo1eIdWNU 3Y] ‘uoiidely e st Joldey Aadoud Suunjoejnuew, ayy - ,J0Pe] A1iadoid Suanpejnuep,

‘(#)%0°T£ s 49pun sasodind xey uisuodsIp 104 Juawuoiodde 31043q ‘@WOdUl Ul PapN|aUl 3Je Jey) s3d1adal Jaylo | pue ‘saijud

ySnouyi-ssed wouy aWodU| SS0JS ‘Ss3asse ssauisng pue sjasse jeyided Jo uoisodsip ay3 wouy 3dud sajes ss048 ay} ‘s813jeAos sso.8 ‘sual sso43
‘3WI00U] 353.493U1 SS0JS ‘SPUIPIAIP $SOJS ‘Sajes SS0J8 Sapn|oul AWodU] ‘JoleUIWOoUdp 3yl Jo sasodind 104 “ME| UISUOISIM 19PUN PIPNIIXD ISIMIBYIO
pue uisuoasip Aq paidope se apo) aNUIASY [euJIU| DY) JBPUN PIPN|IX3 Ajjediy1dads SWall 3s0y3 104 1d3IXa ‘32UN0S JIAIIBYM WOJ) SWOdU

[1e S1 Y21y Jo Jojeulwoudp ay} pue sidiadal ssoi uoionpousd st yaiym JO J03eI3WNU 3y) ‘Uoiidely e s -~ 1639€ 53d1939Y $S6JH UOIPNPOId,,

-Apsadoud uononpoad payijenb jo uonisodsip 1ay30 10 38ueyYIXD ‘9jes ‘9sUI| ‘|eIuas ‘9sea| 3yl woly s1d19aJ ate-" 53193y $S6JH UOIINPOId,,

‘v(e)(z)ze oL 's Japun Auadoud
jeamyynauSe se passasse Auadoud uo Juewie)d ayl Aq paidesixa Jo umosd ‘paonpoud Auadoud jeuosiad 3|qidue) 10 §66°0L 'S 4apun Apadoud
Suunioeynuew se passasse Auadoud uo Juewie) ay) Aq painjoeynuew Apadoad |euosiad ajqidue) sueaw - | AJISU0Id UGIPINPOId PaljijfenD,,




*1edA 3yl Supnp pajuad Jo paumo stuawanoidu pue Alsadoad _




From: Hardt, Diane L - DOR [Diane.Hardt@revenue.wi.gov]

Sent: Thursday, February 02, 2012 12:14 PM
To: Kreye, Joseph
Cec: Erlandsen, Dana J - DOR; Crane, Lili B - DOR

Subject:  Manufacturing and Agriculture Credit

Attachments: Manufacturing and Argiculture Tax Credit01312012.docx

Hi Joe:

Here is everything | was going to submit to you. If you are available for a teleconference this afternoon
{not 3:00 - 4:00), Dana and | will walk through it with you and help you with any language.

Here is a summary of needed drafting changes.

Corrections to earlier draft:

71.24(4)(a) The amount of the cEredits computed by the partnership under. ..

71.21{4)}(b) Amounts eredits computed by a partnership under s. 71.07(5n) in the previous
taxable year and not included in federal ordinary business income shall be added to the partnership's
income.

Definjtions:
Direct costs: include all costs of the claimant which are deductible under section 162 of the Internal
Revenue Code, other than cost of goods sold, and that are direct costs in the claimant's cost accounting

records.

Indirect costs: include all costs deductible under section 162 of the Internal Revenue Code, other than
cost of goods sold and direct costs.

Additional Definitions, see page 2 of attachment:

Manufacturing
and Argiculture ...

Filing Claims and Credit Computation:

Subject to the limitations provided in this subsection, a claimant may claim a credit against the tax
imposed under s. 71.02, up to the amount of the tax, an amount equal to the claimant's qualified
production activities income in the taxable year, multiplied by a percentage as follows: (then phase in
the percentages)




Qualified production activities income is computed by determining production gross receipts from
qualified production property and then subtracting cost of goods sold and direct and indirect costs
related to the production gross receipts.

Claimants who manufacture or produce, grow or extract qualified production property and engage in
business within and without the state may claim a credit against the tax imposed under s. 71.02, up to
the amount of tax, an amount equal to the claimant’s qualified production activities income in the
taxable year, computed as follows, with the result multiplied by the percentages above.

Production gross receipts are gross receipts from all property manufactured by the claimant multiplied
by the manufacturing property factor or gross receipts from all tangible personal property produced,
grown or extracted by the claimant multiplied by the agriculture property factor.

Total cost of goods sold and direct costs, losses or deductions for property manufactured by the
claimant are multiplied by the manufacturing property factor. Total cost of goods sold and direct costs,
losses or deductions related to the claimant's agricultural production, growth or extraction are
multiplied by the agriculture property factor.

Total indirect costs of the claimant in manufacturing property or agricultural production, growth or
extraction are multiplied by the production gross receipts factor.

Qualified production activities income is computed by determining the apportioned production gross
receipts and subtracting the apportioned cost of goods sold, direct costs and indirect costs.

Limitation in s. 71.28(5n)2.a., b. and c.

We'll retain for corporations only.

Diane Hardt

CONFIDENTIALITY NOTICE: This electronic mail transmission and any accompanying documents contain information belonging to the
sender which may be confidential and legally privileged. This information is only for the use of the individual or entity to whom this electronic
mail transmission was intended. If you are not the intended recipient, any disclosure, copylng, distribution, or action taken in reliance on the
contents of the information contained in this transmission is strictly prohibited. If you have received this transmission in error, please
immediately contact the sender and delete the message. Thank you.




Kreye, Joseph : . il
From: Hardt, Diane L - DOR [Diane Hardt@revenue.wi.gov]

Sent: Thursday, February 02, 2012 11:27 AM

To: Kreye, Joseph

Subject: FW: Differing Treatment of Corporations v passthroughs.docx

Attachments: Differing Treatment of Corporations v passthroughs.docx

I thought | would share this with you. ! agree with the corporation limitation as explained in the paper
and currently in the law. We will keep the corporation limitation but not add any other limit for
individuals or partnerships.

From: Koskinen, John B - DOR

Sent: Wednesday, February 01, 2012 5:03 PM

To: Hardt, Diane L - DOR

Cc: Oakleaf, Michael P - DOR

Subject: FW: Differing Treatment of Corporations v passthroughs.docx

Dianne,

This is Mike's write-up. He makes a good case for retaining the current limiter on policy intent and on
fiscal effect.

Differing
2atment of Corpor.

JohnK

CONFIDENTIALITY NOTICE: This electronic mail transmission and any accompanying documents contain information belonging to the
sender which may be confidential and legally privileged. This information is only for the use of the individual or entity to whom this electronic
mail transmission was intended. If you are not the intended recipient, any disclosure, copying, distribution, or action taken in reliance on the
contents of the information contained in this transmission is strictly prohibited. If you have received this transmission in error, please
immediately contact the sender and delete the message. Thank you.

W 7/ Zy/jﬂ)[g 7. — WVOQ

Dpans S 24 M %/walwxw Mu-/’@%




Differing Treatment of Corporations vs. Pass-throughs in the QPAI Credit

Problem:
Under current law (s. 71.28(5n)(a)2.), corporations that are eligible for the qualified
production activities income have the amount of the credit limited to the lesser of:

a. Qualified production activities income that derives from property located in this state
that is assessed as manufacturing property under s. 70.995 or as agricultural property
under s. 70.32 (2) (a) 4.

b. Income that is apportioned to this state under s. 71.25 (5), (6), and (6m).

c. Income that is determined to be taxable in this state under s. 71.255 (2).

Partnerships, LLCs, and sole proprietors do not have a similar limitation in s. 71.07(5n).

Policy Options:

1. Add similar limiters for pass-throughs and sole proprietors
2. Remove the limiters for corporations

3. Leave the limiters in place for corporations only

Discussion:

Legislative intent — Based on comments made by the author, it appears that the legislative
intent of the proposal was to primarily help smaller manufacturers and farmers. On the
assumption that smaller manufacturers and farmers are more likely to be organized as
pass-throughs or sole proprietors, not having a limit on the credit for these entities would
accomplish the author's intent.

Administrative burden — As we saw in the drafting of the Job Creation Deduction,
limiting a credit or deduction to business income can create large administrative burdens
for the department and taxpayers because business income gets mingled with other
income sources once the income makes it to an individual's return.

Fiscal effect - 1t is not hard to envision scenarios where a corporation with manufacturing
operations in Wisconsin could have greater qualified production activities income
resulting from those operations than they have apportioned or taxable income (for
example, if a majority of their sales are outside of Wisconsin). Therefore, removing the
limiters in s. 71.28(5n)(a)2. would have a fiscal effect. A preliminary estimate is that
removing the limiters in s. 71.28(5n)(a)2. would increase the fiscal effect of the credit
approximately $16 million per year once the credit is fully phased in.

Recommendation:

Retain the limiters in s. 71.28(5n)(a)2. for corporations, and do not add additional limiters
for pass-throughs and sole proprietors. This recommendation would require fixing the
circular calculation that the limiters create.

Because credits must be added to income, using income in the calculation of a credit (as
is done in the limiters in s. 71.28(5n)(a)2.) results in a circular calculation — you can't




know your income until you know the amount of the credit, and you can't know the
amount of the credit until you know your income.

Requiring the credit to be added back to income in the year following the year it is
computed will fix this. This is how the Farmland Tax Relief Credit, which also used
income in calculating the credit, was handled. Since corporations are already being
treated differently in the law, requiring only corporations to add back the credit in the
following year will not create differential treatment. However, if it is determined that
equity considerations warrant having the credit added back at the same time for all
taxpayers, we could require all taxpayers to add the credit back in the following year.
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