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DEPARTMENT OF REVENUE 5 

Chapter Tax 2 

INCOME TAXATION, RETURNS, RECORDS AND 
GROSS INCOME 

Tax 2.01 Residence 
Tax 2.03 Corporation returns 
Tax 2.04 Information returns; forms WT-

9, 9b and 9x for corporations 
Tax 2.05 Information returns; forms 8 for 

corporations 
Tax 2.06 Information returns required of 

partnerships a~d persons other 
than corporations 

Tax 2.07 Income tax returns of dissolved 
corporations 

Tax 2.08 Returns of persons other- than 
corporations 

Tax 2.085 Claim for refund on behalf of a 
deceased taxpayer 

Tax 2.09 Reproduction of forms 
Tax 2.10 Copies of federal returns, state­

ments, schedules, documents, 
etc. to be filed with Wisconsin 
returns 

Tax 2.12 Amended income and franchise 
tax returns 

Tax 2.14 Aggregate personal exemption 
of husband and wife 

Tax 2.15 Methods of accounting for cor­
porations 

Tax 2.16 Changes in method of account­
ing for corporations 

Tax 2.17 Cash method of accounting for 
corporations 

Tax 2.18 Accrual method of accounting 
for corporations 

Tax 2.19 Instalment method of account­
ing for corporations 

Tax 2.20 Accounting for acceptance cor­
porations. dealers in commercial 
paper, mortgage discount com­
panies and small loan compa­
nies 

Tax 2.21 Accounting for incorporated 
contractors 

Tax 2.22 Accounting for incorporated 
dealers in securities 

Tax 2.24 Accounting for incorporated re­
tail merchants 

Tax 2.25 Corporation accounting general­
ly 

Tax 2.26 "Last in, first out" method of 
inventorying for corporations 

Tax 2.39 Apportionment method 
Tax 2.40 Nonapportionable income 
Tax 2.41 Separate accounting method 
Tax 2.42 Apportionment method 
Tax 2.43 Nonapportionable income 
Tax 2.44 Permission to change basis of 

allocation 
Tax 2.45 Apportionment in special cases 

Tax 2.46 Apportionment of business in­
come of interstate air carriers 

Tax 2.47 Apportionment of net business 
income of interstate motor car­
riers of property 

Tax 2.48 Apportionment of net business 
incomes of interstate pipeline 
companies 

Tax 2.49 Apportionment of net business 
incomes of interstate finance 
companies 

Tax 2.50 Apportionment of net business 
incomes of interstate public 
utilities 

Tax 2.51 Rent received by corporations 
from Wisconsin real estate 

Tax 2.53 Stock dividends and stock 
rights received by corporations 

Tax 2.56 Insurance proceeds received by 
corporations 

Tax 2.57 Annuity payments received by 
corporations 

Tax 2.60 Dividends on stock sold "short" 
by corporations 

Tax 2.61 Building and loan dividends on 
iilstalment shares received by 
corporations 

Tax 2.63 Dividends accrued on stock 
Tax 2.65 Interest received, by corpora­

tions 
Tax 2.69 Income from _ Wisconsin busi­

ness 
Tax 2.70 Gain or. losS on capital assets of 

corporations; J:>asis of determin­
ing 

Tax 2. 72 Exchanges of property by cor­
porations generally 

Tax 2. 721 Exchanges of property held for 
productive use or investment by 
corporations 

Tax 2. 73 Involuntary conversion by cor­
porations 

Tax 2. 74 Gain or loss on disposition of 
property by corporations; ad­
justments to basis 

Tax 2.75 Recoveries by corporations 
Tax 2.76 Refunds of taxes to corporations 
Tax 2.80 Improvements on leased real es-

tate, income to corporate lessor 
Tax 2.81 -Damages received by corpora­

tions 
Tax 2.86 Income to corporations from 

cancellation of government con­
tracts 

Tax 2.90 Withholding; wages 
Tax 2.91 Withholding; fiscal year 

taxpayers 

Tax 2.01 Residence. (section 71.01, Wis. Stats.) (1) The residence 
of a wife is that of her husband unless there is affirmative evidence to 
the contrary or unless the husband and wife are permanently 
separated. The residence of a minor child, unless emancipated, is that 
of its father, or of the mother, if the father is deceased. 
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(2) Individuals claiming a change of residence (domicile) from 
Wisconsin to another state shall file a "declaration of residence" with 
the Central Audit section of the Department of Revenue by delivery 
to 4638 University Avenue, Madison, Wisconsin, or by mailing to Post 
Office Box 80, Madison, Wisconsin 53701, and shall furnish such other 
information as the department may require. 

History: 1-2-56; r. (1); renum. (2) to be (1); renum. (3) to be (2) and am., Register, 
September, 1964, No. 105, eff. 10-1-64. Am. Register, February, 1975, No. 230, eff. 3-1-
75. 

Tax 2.03 Corporation returns. For the purpose of filing franchise 
or income tax returns, the secretary of revenue has designated the 
following forms for the use of corporations: 

Form 4. Return of income for the calendar or fiscal year. 

Form 4A. Balance sheets as of beginning and end of taxable year; 
analysis of surplus account; reconciliation of book income with 
net income reported. 

Form 4B. Apportionment data (when applicable to the corpora­
tion). 

Form 4C. Separate accounting data (when applicable to the 
corporation) . 

Form 5. Optional return of income for the calendar or fiscal year 
(to be used only by corporations whose entire net income is 
taxable in Wisconsin) . 

All returns, statements, schedules and information required to be 
filed or furnished by corporations shall be mailed to the Corporation 
Section of the Wisconsin Department of Revenue, P: 0. Box 98, 
Madison, Wisconsin 53701 or delivered to the Corporation Section at 
4638 University Avenue, Madison, Wisconsin. 

Note; Blank forms may be obtained from .the department 4638 University Avenue, 
Madison, or by mail request to P. 0. Box 58, Madison, Wisconsin 53701. 

History: 1-2-56; am. Register, September, 1964, No. 105, eff. 10-1-64; am. Register, 
March, 1966, No. 123, eff. 4-1-66, am. Register, February, 1975, No. 230, eff. 3-1-75; am. 
Register, September, 1977, No. 261, eff. 10-1-77. 

Tax 2.04 Information returns; forms WT-9, 9b, and 9X for 
corporations. (sections 71.04 (I) and 71.10 (I), (Sm) and (Sn), Wis. 
Stats.) (1) All corporations carrying on activities within this state, 
whether taxable or not under chapter 71, Wis. Stats., shall file with 
the department of revenue, on or before January 31 of each year on 
forms WT-9 or 9b or on such other forms as may be approved by the 
department, statements of payments made within the preceding 
calendar year to residents of Wisconsin of salaries, wages, bonuses, 
commissions, retirement pay, fees or other remuneration for services 
whether subject to withholding or not, and to non-residents· of all 
payments for the performance of personal services in Wisconsin, 
whether subject to withholding or not. 

(2) Salaries, wages, bonuses, commissions, retirement pay, fees or 
other remuneration for services, and payments for the performance of 
personal services in Wisconsin paid by a corporation to an individual 
in a calendar year and aggregating less than $500 need not be so 
Register, September, 1977, No. 261 
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reported if no part thereof was within the definition of wages m 
section 71.19 (1) Wis. Stats. 

(3) Form WT-7 (Employers Annual Reconciliation of Wisconsin 
Income Tax Withheld from Wages) should accompany forms WT-9. 

( 4) Statements of payments to residents of Wisconsin within the 
preceding calendar year of interest and dividends, including dividends 
paid in capital stock, and payments of all rents and royalties on 
property regardless of location, and payments to residents and non­
residents of Wisconsin of rents and royalties on property located in 
Wisconsin shall be filed at the place hereinbefore referred to on or 
before March 15 of each year on forms 9b or other approved forms. 
The forms must be filed on the date indicated even if the corporation 
keeps its recods on a fiscal year other than a calendar year. 

(5) · Payments of interest, dividends, rents or royalties of less than 
$100 to any one individual need not be reported. 

(6) Each corporation must file with forms 8, 9b or approved 
substitute forms, forms 9X showing 'the number of reports made on 
forms 8, 9b or approved substitute forms. (See also Wis. Adm. Code 
section Tax 2.05). Items required to be reported on forms WT-9 or 9b 
may be disallowed as deductions from the corporation's gross income 
upon failure to make proper report thereof. 

Note: (1) Section 71.07 was amended in 1975 to make all income of resident individuals, 
estates and trusts taxable. 

(2) This rule will permit the use of approved substitute forms in lieu of official forms. 

History: 1-2-56; am. Register, September, 1964, No. 105, eff. 10-1-64, am. Register, 
February, 1975, No. 230, eff. 3-1-75; am. Register, September, 1977, No. 261, eff. 10-1-77. 

Tax 2.05 Information returns, forms 8 for corporations. (sec­
tion 71.10 (1), Wis. Stats.) All corporations doing business within this 
state, whether subject to the franchise or income tax or not, are 
required to file with the department of revenue by mailing to the 
Corporation Section of the Wisconsin Department of Revenue, P. 0. 
Box 98, Madison, Wisconsin 53701 or delivery. to the Corporation 
Section, 4638 University Avenue, Madison, Wisconsin on or before 
March 15 of each year on forms 8 as prescribed by the secretary of 
revenue, statements of such transfers of capital stock as have been 
made by residents of Wisconsin during the preceding calendar year. 

Note: Blank forms may be obtained by mail request addressed to Wisconsin Department 
of Revenue, P. 0. B0x 58, Madison, Wisconsin, 53701. 

History: 1-2-56; am. Register, September, 1964, No. 105, eff. 10-1-64~ am. Register, 
March, 1966, No. 123, eff. 4-1-66, am. Register, February, 1975, No. 230, eff. 3-1-75. 

Tax 2.06 Information returns required of partnerships and 
persons other than corporations. (sections 71.10 (Sm), (Sn) and 
(15) and 71.11 (25), Wis. Stats.) Information returns reporting 
remuneration paid for services, whether or not within the definition of 
"wages" in section 71.19 (1), Wis. Stats., must be filed on or before 
January 31 of each year on forms WT-9, 9b or on such other form as 
may be approved by the department. Form WT-7 (Employer's Annu­
al Reconciliation of Wisconsin Income Tax Withheld from Wages) 
should accompany forms WT-9 or other approved forms. Infor­
mational returns reporting other items such as interest paid or rent 
paid must be filed on or before April 15 of each year on forms 9b or 
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on such other form as may be approved by the department. Items 
required to be reported on informational returns will be disallowed as 
deductions from gross income if not properly reported. Such returns 
should be mailed to the Department of Revenue, P. 0. Box 59, 
Madison, Wisconsin 53701 or delivered at 4638 University Avenue, 
Madison. 

Note: Amended to permit the filing of approved substitute forms in lieu of official forms. 

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; r. and recr. Register, 
September, 1964, No. 105, 10-1-64; am. Register, March, 1966, No. 123, eff. 4-1-66; am. 
Register, February, 1975, No. 230, eff. 3-1-75; am. Register, September, 1977, No. 261, eff. 
10-1-77. 

Tax 2.07 Income tax returns of liquidated or dissolved corpo­
rations. (section 71.10 (1), Wis. Stats.) The officers of a corporation 
which has been liquidated or dissolved during the income year shall 
file a corporate franchise or income tax return for such year and for 
any year thereafter in which there is corporate income. The franchise 
tax applies only to those corporations that are actually doing business 
in Wisconsin after the close of the period covered by the franchise tax 
return. Corporations which cease to do business in the income year 
covered by the return must file an income tax return to account for 
their final operation. A corporation which has liquidated or dissolved 
during the income year shall include the following information in its 
final return: · 

(1) A copy of its plan of liquidation or reorganization. 

(2) The section of chapter 71 under which it liquidated or reor­
ganized. 

(3) The disposition of the assets. If the assets were sold, indicate 
the selling price, adjusted cost basis at the time. of sale, gain or loss 
realized on the sale and the date of the sale. 

( 4) A list of the shareholders, their addresses and the amount 
received by each shareholder from the distribution or distributions. 
(The list should be submitted in addition to the required Forms 9b). 

(5) The date of the final distribution. 

Note: The information specified in this rule is necessary for the audit of the final return 
of a corporation. 

History: 1-2-56; am. Register, March, 1966, No. 123, eff. 4-1-66; r. and recr. Register, 
September, 1977, No. 261, eff. 10-1-77. 

Tax 2.08 Returns of persons other than corporations. (1) For 
the purpose of filing income tax returns, the secretary of revenue has 
designated the following form for the use of persons other than 
corporations: 

Form 1. For all individuals, whether married or single, and for 
husbands and wives electing to file a combined return. 

Form lA. (Short form) . 

Form 2. For trustees, executors, administrators, and others acting in 
a fiduciary capacity, but excluding guardians. (Guardians should 
report on form 1). 

Form 3. For partnerships and joint ventures. 
Register, September, 1977, No. 261 
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(2) Information returns required of persons other than corporations 
are specified in Wis. Adm. Code section Tax 2.06. See also Tax 3.07. 

(3) Returns required to be filed by persons other than corporations 
shall be filed by mailing to P. 0. Box 59, Madison, Wisconsin 53701, 
or delivery to 4638 University Avenue, Madison. 

Note: Blank forms may· be obtained by mail request to Wisconsin Department of 
Revenue, P. 0. Box 58, Madison, Wisconsin 53701. 

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; am. Register, February, 
1960, No. 50, eff. 3-1-60; am. Register, September, 1964, No. 105, eff. 10-1-64; r. and recr., 
Register, March, 1966, No. 123, eff. 4-1-66; am. Register, February, 1975, No. 2:10, eff. 3-1-
75. 

Tax 2.085 Claim for refund on behalf of a deceased taxpayer. 
(Section 71.10 (10), Wis. Stats.) (1) If a refund of Wisconsin income 
taxes-is due a deceased taxpayer and if the refund exceeds $50, the 
claimant shall file, with the income tax return, a completed form I-
804, entitled "Claim for Decedent's Wisconsin Income Tax Refund". 

(2) Forms required to be filed under" subsection (1) shall be mailed 
to the Department of Revenue, P.O. Box 80, Madison, Wisconsin 
53701. 

History: Cr. Register, October, 1976, No. 2.50, eff. 11-1-76. 

Tax 2.09 Reproduction of forms. Subject to the conditions set 
forth under this rule, the official Wisconsin income tax return forms 
may be reproduced and the reproductions filed with the department 
in lieu-of the corresponding official forms: 

(1) The reproductions must be made by photo-offset, photo-en­
graving or by some similar photographic process. They may be 
reproduced on one side or both sides of the paper. 

(2) The reproductions must be on paper of substantially the same 
color, weight and texture, and of quality at least as good as that used 
in the official forms. Forms printed on colored paper may not, 
therefore, be reproduced on white paper. 

(3) Since all of the official forms are printed in black ink, such 
printing must be reproduced in black. 

(4) The size of the reproductions, both as to dimensions of the 
paper and image reproduced thereon, must be the same as that of the 
official form. 

(5) Except for returns executed by fiduciaries as provided in (6) 
below, all signatures required on returns which are filed with the 
department must be original, affixed subsequent to the reproduction 
process. 

(6) A fiduciary or his agent may use a facsimile signature in filing a 
tax return on form 2, subject to the following conditions: 

(a) Each group of returns forwarded to the department shall be 
accompanied by a letter signed by the person authorized to sign such 
returns declaring, under penalities of perjury, that the facsimile 
signature appearing on the returns is the signature adopted by him to 
sign the returns filed and that such signature was affixed to the 
returns by him or at his direction. The letter shall also list each return 
by name and identifying number. 
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(b) A signed copy of the letter must be retained by the person 
filing the returns and must be available for inspection by the depart­
ment. 

(c) Where the returns are reproduced by photocopying or similar 
reproductive ·meth9ds, the facsimile signature must be affixed sub­
sequent to the reproduction process. 

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; am. Register, February, 
1960, No. 50, eff. 3-1-60; am. (2), Register, March, 1966, No. 123, eff. 4-1-66; am. (5) and er. 
(6), Register, August, 1974, No. 224, eff. 9-1-74. 

Tax 2.10 Copies of federal returns, statements, schedules, 
documents, etc. to be filed with Wisconsin returns. (section 71.10 
(6), Wis. Stats.) It is deemed necessary for the administration of the 
tax imposed by chapter 71, Wis. Stats., that at the time of filing 
Wisconsin income tax returns for the taxable year 1965 and for 
taxable years thereafter by partnerships and persons other than 
corporations, a complete copy of the federal income tax return for the 
same taxable year (including all schedules, statements, documents 
and computations) should be included and filed with the Wisconsin 
return. Accordingly, such complete copies of federal income tax 
returns are directed to be so filed except copies of the short form 
federal return which, at the time of adoption of this rule is designated 
as federal form 1040A. 

History: Register, December, 1965, No. 120, eff. 1-1-66. 

Tax 2.11 Tax table. History: Cr. Register, January, 1960, No. 49, eff. 2-1-60; r. and recr. 
Register, May, 1964, No. 101; am. Register, March, 1966, No. 123, eff. 4-1-66; am. Register, 
December, 1966, No. 132, eff. 1-1-67; am. Register, February, 1975, No. 230, eff. 3-1-75; r. 
Register, September, 1977, No. 261, eff. 10-1-77. 

Tax 2.12 Amended income and franchise tax returns. (1) WHEN 
SHALL BE FILED. (a) The department shall accept amended returns to 
correct Wisconsin income tax returns previously filed. 

(b) Because an amended return is not the original return, it shall 
not begin or extend the statute of limitation periods for the assess­
ment of additional tax or the claim of a refund. 

(c) If an amended return shows a refund, it shall be filed within 4 
years of the due date of the original return. However, a claim for a 
refund of the tax assessed by an office audit shall be filed within 2 
years of the date assessed if no petition for redetermination was filed 
and if the year is not closed by field audit. 

· (2) FORMS. (a) The following formi may be used for filing an 
amended return: 

1. Form lX for individuals. 

2. :Form 4X for corporations. 

(b) If forms other than those specified in par. (a) are used to 
amend a tax return, such forms shall be clearly marked across the top 
of the first page "AMENDED RETURN." 

Note: The department accepts· amended individual income tax, corporate income tax, 
and franchise tax returns to allow taxpayers to correct overstatements or ·understatements 
of net income· and computations of tax contained on their original return. 

Forms lX and 4X are similar in format and use to Forms 1040X and 1120X, the amended 
U.S. individual and corporate returns. Although the use of these 2 state forms is _riot 
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mandatory, the department prefers that they be used. They are designed to simplify the 
filing and expedite the processing of the information. Copies may be obtained from any 
Wisconsin department of revenue office. 

History: Cr. Register, August, 1976, No. 248, eff. 9-1-76. 

Tax 2.14 Aggregate personal exemption of husband and wife. 
The aggregate personal exemption allowable to a husband and wife 
pursuant to section 71.09 (6) (a), Wis. Stats., when each files a 
return, may be divided between them according to their choice. 

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; am. Register, February. 
1960, No. 50, eff. 3-1-60; r. and recr., Register, September, 1964, No. 105, eff. 10:1-64; am. 
Register, March, 1966, No. 12:l, eff. 4-1-66. 

Tax 2.15 Methods of accounting for corporations. (section 71.11 
(8), Wis. Stats.) No uniform method of accounting can be prescribed 
for all corporations, and the law contemplates that each corporation 
may· return its income in accordance with the method of accounting 
regularly employed in keeping its books. If no method of accounting is 
regularly employed or if the method employed does not clearly reflect 
the income, the department of revenue may prescribe the method to 
be used. A method of accounting will not be regarded as clearly 
reflecting the income unless all items of gross income and all deduc­
tions are treated with reasonable consistency. 

History: 1-2-56; am. Register, March. 1966, No. 123, eff. 4-1-66; am. Register, February, 
1975, No. 230, eff. :J-1-75. 

Tax 2.16 Changes in method of accounting for corporations. 
(section 71.11 (8), Wis. Stats.) No change in the method of account-. 
ing used in reporting income may be made without first obtaining the 
written permission of the department of revenue. Applications for 
such change must set forth clearly the nature of the business, the 
method of accounting used in keeping the books, and the reasons for 
changing the method of reporting. In changing from a cash basis of 
accounting to an accrual basis of accounting, income accrued but not 
yet collected as of the close of the year of change shall be added to 
income actually received in cash during the year, and expenses ac­
crued but not yet paid as of the close of the year shall be added to 
expenses actually paid during the year. 

History: 1-2-56, am. Register, September, 1964, No. 105, eff. 10-1-64; am. Register, 
February, 1975, No. 2:30, eff. 3-1-75. 

Tax 2.17 Cash method of accounting for corporations. (section 
71.11 (8), Wis. ·Stats.) The use of the cash method of accounting and 
reporting does not properly reflect taxable income in cases where, at 
the end of the taxable year, the records reflect accounts receivable, 
accounts payable, or inventories. 

Tax 2.18 Accrual method of accounting for corporations. (sec­
tion 71.11 (8), Wis. Stats.) In all cases in which the production, 
purchase or sale of merchandise of any kind is an income producing 
factor, inventories are necessary, and no accounting method in regard 
to pu:r;chases and sales will correctly reflect the income except the 
accrual method. Special methods of accounting employed in special 
trades or businesses may, with the written approval of the department 
of revenue, be used in reporting income. 

History: 1-2-56, am. Register, September, 1964, No. 105, eff. 10-1-64; am. Register, 
February, 1975, No. 230, eff. 3-1-75. 
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Tax 2.19 Instalment method of accounting for corporations. 
(section 71.11 (8), Wis. Stats.). (1) Subject to the approval of the 
department of revenue, a sale or other disposition by a corporation of 
real property, or a casual sale or other casual disposition of personal 
property ( ot~er than personal property of a kind which would prop­
erly be included in the inventory of the taxpayer if on hand at the 
close of the income year) for a price exceeding $1000, may be returned 
on the instalment basis in the case of a sale or other disposition in an 
income year beginning on or after January 1, 1967, provided that in 
the income year of the sale or other disposition there are no payments 
or the payments (exclusive of evidences of indebtedness of the pur­
chaser) do not exceed 30% of the selling price. On the instalment 
basis there shall be returned as income from the instalment sale in 
any income year that proportion of the instalment payments actually 
received in that year which the gross profit realized or to be realized 
when payment is completed, bears to the total contract price. 

(2) Use of the instalment method, in each instance, shall be 
conditional upon the implied agreement of the corporation to take 
into income in any year in which it distributes the instalment obliga­
tion, the unreported balance of gain on the instalment sale or ex­
change. 

(3) The instalment method shall not be permitted with respect to 
any instalment sale or exchange made subsequent to adoption of a 
plan of liquidation to which section 71.337, Wis. Stats., applies. 

(4) Corporations regularly engaged in the business of selling per­
sonal property and keeping records on the instalment basis will be 
required to report for franchise or income tax purposes on the accrual 
basis. 

(5) The expenses incident to each instalment sale or exchange must 
be deferred on the same basis that the profit arising from the sale or 
exchange is deferred. · 

(6) When property is sold or exchanged on the instalment basis at 
a loss, the loss may not be deferred beyond the income year in which 
the sale or exchange takes place. 

History: 1-2-56; am. (2), Register, March, 1966, No. 123, eff. 4-1-66; r. and recr. Register, 
October, 1966, No. 130, effective with respect to income years beginning on and after 
January 1, 1967; am. Register, February, 1975, No. 230, eff. 3-1-75. 

Tax 2.20 Accounting for acceptanc,e corporations, dealers in 
commercial paper, mortgage discount companies and small loan 
companies. (section 71.11 (8), Wis. Stats.) (1) Except as otherwise 
provided in subsection (3) hereof, acceptance corporations and 
dealers in commercial paper must report the discount on the purchase 
of paper as income in the year of such purchase. 

(2) Where the records of such acceptance corporations and dealers 
in commercial paper are kept upon the deferred profit basis, schedules 
should be attached to the tax returns clearly setting forth the unreal­
ized profit accounts and reconciling the income and surplus per books 
with the taxable net income. 

(3) Acceptance corporations and dealers in commercial paper may 
elect to report their taxable income on the deferred profit basis, 
provided that their books and records are kept on that basis and 
Register, September, 1977, No. 261 
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provided further that both the deferment of income, and the expenses 
incurred in producing said income is made in accordance with ac­
cepted accounting principles and practice. The election to so report 

Next page is numbered 11 
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state bears to the total time the property was used in all states having 
jurisdiction to tax such business during such year. 

(iii) Gross receipts from the performance 9f personal services are 
attributable to this state if the services are performed entirely in this 
state. If the services are performed partly within and partly without 
this state, gross receipts shall be attributable to this state based upon 
the ratio which compensation and other direct costs of performing 
such services in this state bear to total compensation and other direct 
costs of performing such services in all sta'tes having jurisdiction to 
tax such business. Where services are performed in a state which does 
not have jurisdiction to tax the business, gross receipts are attributed 
to this state if the compensation related to performing such services is 
allocated to this state by section 71.07 (2) (b) 4, Wis. Stats. 

c. The provisions of sections Tax 2.39 (5) (b) 2 and (5) (f) shall 
also apply to sales, other than sales of tangible personal property, to 
the United States government. 

(6) "BUSINESS (APPORTIONABLE) INCOME" DEFINED. "Business (ap­
portionable) income" is income arising from transactions and activity 
in the regular course of the taxpayer's trade or business and includes 
income from tangible and intangible property if the acquisition, 
management, and disposition of the property constitute integral parts 
of the taxpayer's regular trade or business operations. 

(7) "STATE" DEFINED. "State" means any state of the United States, 
the District of Columbia, the Commonwealth of Puerto Rico, and any 
territory or possession of the United States. 

History: Cr. Register, August, 1973, No. 212, eff. 9-1-73; er. (lm); r. and recr. (5) (f) 5., 
Register, November, 1973, No. 215; eff. 12-1-73. 

Tax 2.40 Nonapportionable income. (Section 71.07 (1) and (2), 
Wis. Stats.) (1) For the calendar year 1973, or corresponding fiscal 
years, and for calendar and fiscal years thereafter, expenses related to 
nonapportionable income must be deducted therefrom to determine 
the net nonapportionable income. Directly related expenses must be 
deducted in full, whereas expenses related to both business income 
and nonapportionable income shall be prorated in a manner which 
fairly distributes the deduction between such incomes. 

(2) For all businesses which apportion their income to Wisconsin, 
other than "financial organizations" and "public utilities" as defined 
in section 71.07 (2) (d), Wis. Stats., nonapportionable dividends and 
interest received which follow the residence of the recipient shall first 
be reduced by deductible dividends received, and the balance shall be 
limited to the amount by which total apportionable and nonappor­
tionable interest and non-deductible dividends received exceeds the 
sum of the expenses related thereto and deductible interest paid. If 
the latter sum exceeds such total interest and non-deductible 
dividends received, no deduction from total net income can be made 
for nonapportionable interest and dividends received. In no event can 
dividends and interest received which follow the residence of, the 
recipient exceed the total amount of such nonapportionable interest 
and dividends received. 

(3) For "financial organizations" (except insurance companies) and 
"public utilities" as defined in section 71.07 (2) (d), Wis. Stats., 
dividends and interest received which follow the residence of the 
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recipient must be reduced by related expenses and deductible 
dividends received. Interest paid and deductible is deemed to be 
related expense in an amount determined by multiplying the total of 
such interest paid by a fraction, the numerator of which is the average 
tax basis of the intangible property producing, or capable of 
producing, such income and the denominator of which is the 
depreciated average tax basis of the total property owned and used in 
tha production of all income during the year. This paragraph shall 
also apply to all other businesses not covered by (2) above. 

(4) Total nonapportionable income or loss and Wisconsin 
nonapportionable income or loss _must be adjusted for federal income 
taxes if federal income taxes are deductible in determining total 
company net income. 

(5) The total net income or loss of the business must be adjusted to 
eliminate all of the net nonapportionable income or loss to determine 
the apportionable income or loss to which the apportionment 
percentage is applied. The resulting income or loss apportioned to 
Wisconsin must then be adjusted to include the Wisconsin net 
nonapportionable income or loss. 

History: Cr. Register, August, 1973, No. 212,.eff. 9-1-73. 
i 

Tax 2.41 Separate accounting method. (Section 71.07 (2), Wis. 
Stats.) (1) When the separate accounting method is used, separate 
records must be kept of sales, cost of sales and expenses for the 
Wisconsin business as distinct from the remainder of the business. 
Overhead items of income and expense must then be allocated to the 
business within and without Wisconsin upon a basis or combination of 
bases justified by the facts and conditions. For example: The ratio of 
Wisconsin sales to total sales usually represents a satisfactory basis 
for a merchandising business, while the ratio of direct cost of material 
and labor in Wisconsin to the total gives a more accurate result for a 
construction business. Federal income taxes are based upon income 
and should, therefore, be allocated to Wisconsin business on the basis 
of income. Federal income taxes are deductible only on the cash basis, 
and the allocation to Wisconsin business for any year, therefore, must 
be based upon the ratio of income within Wisconsin to the total 
income of the year on which the federal income taxes are assessed, 
even though that ratio differs from the ratio of the year in which the 
taxes are actually paid. 

(a) The relationship of the general overhead items to Wisconsin 
operations will determine whether the home office income and 
expense should be allocated to the Wisconsin business. Such overhead 
items as officers' salaries, office salaries, office rent and sundry office 
expenses should ordinarily be included in the allocation. 

(2) Rentals received from real estate held purely for investment 
purposes and not used in the operation of the business are not subject 
to allocation. All expenses connected with the interest, dividends and 
rentals realized from investments such as the above are not subject to 
allocation but must be applied against the investment income. The. 
taxability of the net investment.income depends upon the situs of the 
investment property or the residenqe of the recipient. 

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58. 
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Tax 2.42 Apportionment method. (Section 71.07 (2), Wis. Stats.) 
Any person engaged in business within and without the state must 
report by the statutory apportionment method when the business of 
such person within the state is an integral part of a unitary business, 
unless the department of revenue expressly permits reporting on a 
different basis. The factors used in the apportionment method are as 
follows: 

(1) Tangible property includes land, buildings, machinery and 
equipment, inventories and other tangible personal property actually 
owned and used in producing apportionable income. Tangible 
property which is used in producing nonapportionable or nontaxable 
income cannot be included in the property factor. The value at which 
tangible property should be included in the apportionment factor is 
the average of the beginning and close of year values on a comparable 
basis within and without the state. If the average at the beginning and 
end of the year does not fairly represent the average of the property 
owned during the year, the average may be obtained by dividing the 
sum of the monthly balances by 12. 

(2) The cost of manufacturing, collecting, assembling or processing 
within Wisconsin must be determined in all cases in the same manner 
and under the same rules as the cost for the entire business within 
and without Wisconsin is determined. When a product is partially 
completed outside of the state and then shipped into the state for 
further processing or completion, only the labor and manufacturing 
expense incurred from the time that the product is brought into the 
state becomes a part of the cost within Wisconsin, and the total 
material used in manufacturing both within and without the state 
shall be allocated on some equitable basis such as the ratio of direct 
labor and manufacturing expense within Wisconsin to the total 
thereof. Unless inconsistent with the best accounting practice in the 
trade or business, amounts realized on the sale of scrap produced in 
the manufacturing process shall be treated as a recovery of, and in 
reduction of, cost of manufacturing, for purposes of the cost of 
manufacturing factor. 

(3) Sales are made in Wisconsin if made through or by offices, 
agencies or branches located within the state, regardless of the 
location of the purchaser. Sales made by a foreign corporation to 
customers in Wisconsin through the medium of solicitors or traveling 
salesmen are not Wisconsin sales unless such salesmen are identified 
with offices, agencies or branches located within Wisconsin. Sales 
made by a sales office in Wisconsin to customers located outside of 
Wisconsin are Wisconsin sales for purposes of apportionment. Goods 
sold through a sales office in Wisconsin may be shipped direct from a 
factory located outside the state to a customer located outside the 
state and still be Wisconsin sales. Goods sold through a sales office 
located outside of the state without the intervention of any Wisconsin 
office, branch or agency but shipped from a factory located in 
Wisconsin to a Wisconsin customer are not Wisconsin sales. As used 
in section 71.07 (2) (c), Wis. Stats., and in this regulation, the ter.m 
"sales" shall extend to and include by-product sales, but shall not 
include scrap sales treated as a reduction of cost of manufacturing 
pursuant to subsection (2) hereof. 

(4) This rule is superseded by Wis. Adm. Code section Tax 2.39 
with respect to the reporting of income for the purposes of franchise 
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or income taxation in the calendar year 1973, or corresponding fiscal 
years, and for calendar and fiscal years thereafter. 

History: 1-2-56; am. (2) and (3), Register, January, 1968, No. 145, eff. 2-1-68; er. (4), 
Register, August, 1973, No. 212, eff. 9-1-73. 

Tax. 2.43 Nonapportionable income. (Section 71.07 (2), Wis. 
Stats.) (1) The expenses related to nonapportionable income must be 
deducted therefrom to determine the net nonapportionable income. In 
the case of dividends and interest received which follows the residence 
of the recipient, only the excess of the amounts received over the sum 
of interest paid and dividends deducted plus other related expenses 
can be considered as nonapportionable income. If the interest paid, 
deductible dividends received and related expenses exceed the total 
interest and dividends received, no deduction from total net income 
can be made for nonapportionable interest and dividends. All of the 
nonapportionable income must be deducted from the total net income 
of the business to determine the apportionable income to which the 
apportionment percentage is applied. Any nonapportionable income 
attributable to Wisconsin must be added to the apportionable income 
allocated to Wisconsin to determine the total Wisconsin net income. 

(2) This rule is superseded by Wis. Adm. Code section Tax 2.40 
with respect to the reporting of income for the purposes of franchise 
or income taxation in the calendar year 1973, or corresponding fiscal 
years, and for calendar and fiscal years thereafter. 

History: 1-2-56; r. (1) (a), Register, August, 1960, No. 56, eff. 8-1-60; er. (2), Register, 
August, 1973, No. 212, eff. 9-1-73. 

Tax 2.44 Permission to change basis of allocation. (Section 
71.07 (2) Wis. Stats.) Except when income must be reported on the 
apportionment basis, permission to make a change either from 
separate accounting to apportionment, or vice versa, must be obtained 
in writing from the department of revenue upon written application 
setting forth in detail the reasons why the desired change will more 
clearly reflect the taxpayer's Wisconsin income. Such application 
must be filed before the end of the income year for which the change 
is desired. 

History: 1-2-56, am. Register, September, 1964, No. 105, eff. 10-1-64; am. Register, 
February, 1975, No. 230, eff. 3-1-75. 

Tax 2.45 Apportionment in special cases. (Section 71.07 (5), 
Wis. Stats.) When the business of any person, other than a "financial 
organization" or "public utility," as defined in section 71.07 (2) (d), 
Wis. Stats., within Wisconsin is an integral part of a unitary business 
conducted within and without Wisconsin, but because of unusual or 
unique circumstances the portion of the income of such person 
derived from business transacted in Wisconsin cannot be ascertained 
with reasonable certainty by use of the apportionment formula 
provided in section 71.07 (2), Wis. Stats., (or by separate accounting 
in view of the unitary nature of the business), the department will 
substitute in the place of some or all of the statutory apportionment 
factors such other factor or factors as will reasonably apportion to 
Wisconsin the business income properly assignable to Wiscons.in. In 
any case in which an apportionment of business income is made 
pursuant to this regulation .the taxpayer, at the time of the 
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