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Tax 3.01 Rents paid by corporations. (s. 71.04 (2), 1985 Stats.) (1) DE
DUCTIBLE RENTAL PAYMENTS. Rents paid on property used in producing 
taxable income are deductible from gross income. The cost of leaseholds, 
acquired for cash or property, represents rent paid in advance and as 
such is deductible from gross income in equal amounts over the life of the 
leaseholds. Taxes paid by the lessee for the lessor are to be treated as 
additional rent paid and are a deductible expense. 

(2) APPLICABILI'rY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, sub. (1) 
does not apply to taxable year 1987 or to taxable years thereafter. 

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

T11x 3.03 Di11icl nds received deductfon - corporations. (ss. 71.22 ( 4) and 
71.26 (2) and (3) (j), Stats.) (1) PURPOSE. This section clarifies the de
duction from gross income allowed to corporations for dividends re
ceived. Dividends may be deductible due to the payor's business activity 
in Wisconsin, explained in sub. (3), or due to the recipient's ownership of 
the payor corporation, explained in sub. ( 4). 

(2) DEFINITION. "Dividends received" means gross dividends minus 
taxes on those dividends paid to a foreign nation and claimed as a deduc
tion under ch. 71, Stats. 
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Nole: Refer to s. 71.26 (3) (j), Stats. 

(3) DIVIDENDS DEDUCTIBLE DUE TO PAYOR'S WISCONSIN ACTIVITY. (a) 
A corporation may deduct from gross income all dividends received from 
a payor corporation, if the payor corporation: 

1. Is subject to the Wisconsin income or franchise tax laws. 

2. Filed all Wisconsin income or franchise tax returns required by law. 

3. Was not entitled to deduct the dividends from gross income in com
puting its net income or loss for Wisconsin income or franchise tax 
purposes. 

4. Had used 50% or more of its net income or loss, after adjustment for 
tax purposes, for the year preceding the payment of t he dividends in 
computing taxable income under ch. 71, Stats., or in the case of franchise 
taxpayers, net income used as a measure of t he franchise tax. 

(b) In determining whether 50% or more of the net income or loss of 
the payor corporation for the year preceding the payment of the divi
dends was used in computing taxable incom.e under ch. 71, Stats., or in 
the case of franchise taxpayers, net income used as a measure of the 
franchise tax, a payor corporation: 

1. Which was subject to the franchise tax in the year preceding the 
payment of the dividends shall include interest income from the federal 
government and its instrumentalities. 

2. Which was subject to the income tax in the year preceding the pay
ment of the dividends may not include interest income from the federal 
government and its instrumentalities. 

Nole: Refer to s. 71.26 (3) (j), Stats. 

(4) DIVIDENDS DEDUCTIBLE DUE TO OWNERSHIP. A corporation may 
deduct from gross income 100% of the dividends received from a payor 
corporation during a taxable year if both of the following occur: 

(a) The dividends are paid on common stock of the payor corporation. 

( b) The corporation receiving the dividends owns directly or indirectly 
during the entire taxable year in which the dividends are received at least 
80% of the total combined voting stock of the payor corporation. 

Note: 1) Refer to s. 71.26 (3) (j), Stats. 

2) Only cash dividends were deductible by the recipient in taxable years 1980 through 
1986. This limitation was eliminated by 1987 Wis. Act 27. 

3) For the taxable years 1980 through 1983 the deduction under sub. ( 4) was limited to 
50% of the dividends received. 

4) For the taxable year 1984 the deduction under sub. ( 4) was limited to 75% of the divi
dends received. 

5) For the taxable years 1985 and therafter the deduction under sub. (4) equals 100% of 
the dividends received. 

(5) LIMITATIONS ON DEDUCTION. (a) If dividends received from a cor
poration qualify for deduction under both subs. (3) and (4), only one of 
the deductions may be claimed. 

(b) The deduction under sub. (3) or (4) may not exceed the dividend 
received and included in gross income for a taxable year. 
Register, June, 1991, No. 426 
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(c) Dividends received shall be reduced by foreign taxes paid on those 
dividends and claimed as a deduction. 

(6) DIVIDENDS INCLUDABLE IN GROSS INCOME. All dividend income 
shall be included in full in gross income on the income or franchise tax 
return of the recipient, whether or not certain dividends are deductible. 

History: 1-2-56; am. Register, September, 1964, 1-!o. 105, clJ. 10-1-64; am. (1), Register, 
March, 1966, No. 123, eff. 4-1-66; am . .Register, February, 1975, No. 230, eff. 3-1-75; er. (5), 
Register, July, 1978, No. 271, eff. 8-1-78; r. and recr. Register, June, 1990, No. 414, eff. 7-1-90. 

Tax 3.05 Profit-sharing distribulions by corporations. (s. 71.04 (1 ), 1985 
Stats.) (1) DEDUCTION. Payments made to officers and employes for ser
vices rendered under the terms of a profit-sharing agreement, in lieu of or 
in addition to fixed salaries or other compensation, are proper deductions 
from gross income. Payments made to the stockholders of a corporation 
who are not actively engaged in the business are not allowable deduc
tions. If profit-sharing distributions are based on stock holdings, they 
will be treated as dividends and, therefore, are not allowable deductions. 

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

(3) APPLICABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, subs. ( 1) 
and (2) do not apply to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; am. Register, March, 1966, No. 123, e.IJ. 4-1-66; renum. (1) (a) to be (2) 
and am., er. (3), Register, July, 1989, No. 403, e.IJ. 8-1-89. 

Tax 3.07 Bonuses and retroactive wage adjustments paid by corporations. 
(s. 71.04 (1), 1985 Stats.) (1) GENERAL. Bonuses for services actually 
rendered but not based upon a prearranged bonus agreement or estab
lished policy are allowable when actually paid, provided the payments 
when added to the stipulated salaries or other compensation do not ex
ceed a reasonable compensation for the services rendered. Bonuses paid 
to employes and others which do not have in them the element of com
pensation or are excessive in comparison to the services rendered are not 
deductible from gross income. Christmas bonuses, if paid as additional 
compensation, are proper deductions from gross income if included on 
federal form W-2 or Wisconsin form 9b as a part of the compensation 
paid. Retroactive wage adjustments, if reasonable in amount, may be 
taken as a deduction from gross income in the year in which they are 
finally determined to be payable. The adjustments are to be reported on 
federal form W-2 or Wisconsin form 9b. 

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

History: 1-2-56; am. Register, March, 1966, No. 123, eff. 4-1-66; am. Register, July, 1987, 
No. 379, e.IJ. 8-1-87; renum. to be (1), er. (2), Register, July, 1989, No. 403, eff. 8-1-89. 
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Tax 3.08 Retirement and profit-sharing payments by corporations. 
(ss. 71.04 and 71.041, 1985 Stats.) (1) Payments by corporations di
rectly to retired officers or employes or to their families or dependents are 
deductible from gross income if the payments: 

(a) Qualify as ordinary and necessary expenses. 

(b) Are made pursuant to a retirement plan agreement. 

(c) Are reasonable in amount. 

(d) Have been reported on informational returns when required bys. 
Tax 2.04. 

(2) Credits to a retirement reserve are not deductible, but actual re
tirement payments made and charged against the reserve may be de
ductible in the year made. 

(3) Payments by corporations to an employe retirement or profit
sharing trust are deductible if: 

(a) The payments qualify as ordinary and necessary expenses. 

(b) The trust is an irrevocable trust and no part of its funds may revert 
to the employer except as provided in sub. (5). 

(c) Payments to the trust are made in accordance with an established 
policy or agreement. 

(d) The trust is established for the benefit of officers or employes. 

(e) The payments are reasonable in amount. 

(f) The payments are made by the last day of the taxable year in which 
the deduction is claimed, or as described in sub. (4). 

( 4) Payments that are made on or before the due date, including exten
sions, of the corporation's Wisconsin franchise or income tax return are 
deemed to have been made on the last day of the taxable year for which 
that return is filed, if the payments: 

(a) Are deductible under s. 404 of the internal revenue code. 

(b) Are to plans that meet the requirements of s. 401 of the internal 
revenue code. 

Note: Refer to s. 71.041, 1985 Stats. Section 71.041, 1985 Stats., was created by 1983 Wis. 
Act 405 and applies retroactively to plan years beginning after September 2, 1974. 

(5) The refund of excess contributions or overpayments made to a de
ferred benefit plan or upon termination of an overfunded defined benefit 
plan is includable in income in the year in which it is returned, provided A 
the contribution resulted in a tax benefit in the prior year or years. W 

( 6) As a result of 1987 Wis. Act 27 which generally federalized Wiscon-
sin's corporate franchise and income tax law, subs. ( 1) to ( 5) do not apply 
to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; am. Register, March, 1966, No. 123, eff. 4-1-66; am. (1) to (3), er. (4) to 
(6), Register, June, 1990, No. 414, eff. 7-1-90. 

Tax 3.085 Retirement plan distributions. (s. 71.04 (1) (a), Stats.) (1) 
NONRESIDENTS. Employe annuity, pension, profit-sharing or stock bo
Register, June, 1991, No. 426 
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nus plan distributions, including self-employed retirement plan distribu
tions, and distributions from q_ualified deferred compensation plans 
under ss. 401 (k), 403 (!:>)and 457 of the internal revenue code received 
by a person while a nonresident of Wisconsin shall be exempt from the 
Wisconsin income tax, regardless of whether any of these distributions 
may be attributable to personal services performed in Wisconsin. 

(2) RESIDENTS. Employe annuity pension, pro.lit-sharing or stock bo
nus plan distributions, including sell-employed retirement plan distribu
tions, and distributions from qualified deferred compensation plans 
under ss. 401 (k), 403 (b) and 457 of the internal revenue code received 
by a person while a resident of Wisconsin shall be subject to the Wiscon
sin income tax, regardless of whether any of these distributions may be 
attributable to personal services performed outside of Wisconsin. 

History: Cr. Register, March, 1978, No. 267, elf. 4-1-78; am. Register, June, 1990, No. 414, 
elf. 7-1-90. 

Tax 3.09 Elxempl compensation of military personnel. (s. 71.01 (3) (f), 
1983 Stats. ) (1) APPt.ICABJLlTY. This section applies to compensation re
ceived prior to the 1986 tax year, due to the repeal of s. 71.01 (3) (f), 
Stats., by Chapter 29, Laws of 1985. 

(2) COMPElNSA'l'lON. ln determining the income tax exemption of the 
first $1,000 of compensation received from the United States as a reserve 
or active member of the armed forces under s. 71.01 (3) (f), Stats.: 

(a) Compensation received by members of the Wisconsin national 
guard from the state for weekend highway patrol duty, civil disturbance 
or riot duty shall not qualify for this exemption. 

(b) Compensation received as retirement pay by retired officers and 
enlisted personnel of the armed services from the United States shall not 
qualify for this exemption except as provided under par. (d). 

(c) Compensation received by commissioned officers of the United 
States, such as public heal th officers or coast and geodetic survey officers, 
who are not members of the armed services shall not qualify for this 
exemption. 

(d) Compensation received by retired, enlisted personnel of the armed 
services who upon retirement are transferred to reserve units until com
pletion of 30 years of service shall qualify for this exemption. This in
cludes compensation received by retired army and air force personnel 
who ar transferred to reserve units and by retired navy and marine per
sonnel who are transferred to fleet reserve and fleet marine corps reserve, 
respectively. 

Note: Under s. 71.0 I (3) (f), StaLs .. tha first $1,000 of corup11n:iation received from the 
United States for serv ice as a reserve or active member of Ute ·armed force~ Lq exempt from 
income t.axallon. ThLq rule darilics how several types of payments will be treated under this 
exemption. 

History: Cr. Register, August, 1976, No. 248, elf. 9-1-76; renum. (intro.) to (4) to be (2) 
(intro.) to (d) and am. (2) (intro.) and (b), er. (1), Register, July, 1989, No. 403, elf. 8-1-89. 

Tax 3.095 Income tax status of interest and dividends from municipal, 
state and federnl obl.igatioDB received by individuals and fiduciaries. (s. 
71.05 (6) (a) 1 and (b) 1, Stats. ) (1) Interest and dividends, less related 
expenses, payable on the following securities shall be subject to state in
come tax on individuals and fiduciaries: 

Register, June, 1991, No. 426 
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(a) Asian Development Bank bonds, 22 U.S.C. § 290i-9. 

(b) College Construction Loan Insurance Association obligations, 20 
u.s.c. § 1132. 

( c) District of Columbia Development Land Agency bonds, 42 U.S. C. 
§ 1452. 

(d) Export-Import Bank of the United States debentures, 12 U.S.C. § 
635. 

(e) Farmer's Home Administration insured notes, 7 U.S.C. §§ 1928 and 
1929. 

(f) Federal Assets Financing Trust participation certificates, 12 U.S. C. 
§ 1717 (c). 

(g) Federal Financing Bank bonds, 12 U.S.C. § 2288. 

(h) Federal Home Loan Bank dividends, 12 U.S.C. §§ 1426 and 1436. 

(i) Federal Home Loan Mortgage Corporation obligations, 12 U.S.C. § 
1455. 

(j) Federal National Mortgage Association certificates, 12 U.S.C. § 
1718. 

Note: In 1968, the Federal National Mortgage Association became 2 separate corporations. 
One corporation retained the original name and the other is known as the Government Na
tional Mortgage Association. 

(k) Federal National Mortgage Association dividends, 12 U.S.C. § 
1719. 

(1) Government National Mortgage Association (Ginnie Mae) bonds, 
12U.S.C.§§1720 and 1721. 

(m) Insured Merchant Marine bonds, 46 U.S.C. § 1273. 

(n) Inter-American Development Bank bonds, 22 U.S.C. § 283. 

(o) Interest paid on deposits in any federal bank or agency. 

(p) International Bank for Reconstruction and Development bonds, 
also known as World Bank bonds, 22 U.S.C. § 286. 

(q) Rural Telephone debentures, 7 U.S.C. § 947 (a). 

(r) Small Business Administration notes, 15 U.S.C. § 633. 

(s) Small Business Investment Company debentures, 15 U.S.C. §§ 683 
and 687. 

(t) Tennessee Valley Authority bonds, 16 U.S.C. § 83ln-3. 

(u) Transit bonds of the Washington Metropolitan Area Transit 
Authority. 

(v) World Bank bonds, also known as International Bank for Recon
struction and Development bonds, 22 U.S.C. § 286. 

(2) Interest and dividends payable on the following federal securities 
shall be exempt from the state income tax on individuals and fiduciaries. 
For purposes of this subsection, the term, "federal securities" means 
Register, June, 1991, No. 426 
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only securities which are direct and primary obligations of the United 
States and securities the interest of which federal law prohibits states 
from taxing. Federal securities do not include securities for which the 
United States is merely a guarantor and, therefore, has an obligation 
which is secondary and contingent to that of the issuer of the security. 

(a) Armed Services Housing Mortgage Insurance debentures, 12 
u.s.c. § 1748b (f). 

(b) Bank for Cooperative debentures, 12 U.S.C. § 2134. 

(c) Bank repurchase agreements for U.S. Government treasury bills, 
notes, and bonds, if interest is paid by the federal government directly to 
the taxpayer. 

(d) Commodity Credit Corporation bonds, 15 U.S.C. § 713a-5. 

(e) Commonwealth of Puerto Rico public improvement bonds, 48 
u.s.c. § 745. 

(f) Farm Credit System Financial Assistance Corporation notes, 
bonds and debentures, 12 U.S.C. § 2278b-10 (b). 

(g) Federal Deposit Insurance Corporation bonds, 12 U.S.C. § 1825. 

(h) Federal Farm Credit Banks Consolidated Systemwide Securities, 
12 u.s.c. § 2055. 

(i) Federal Home Loan Bank bonds, debentures, and notes, 12 U.S.C. § 
1433. 

(j) Federal Housing Authority debentures, 12 U.S.C. §§ 1710 (d) and 
1747g (g). 

(k) Federal Intermediate Credit Bank debentures, 12 U.S.C. § 2079. 

(l) Federal Land Bank bonds, 12 U.S.C. § 2055. 

(m) Federal Land Bank Association bonds, notes and debentures, 12 
u.s.c. § 2055. 

(n) Federal Reserve Bank dividends, 12 U.S.C. § 531. 

( o) Federal Savings and Loan Insurance Corporation bonds, 12 U .S.C. 
§ 1725 (e). 

(p) Financial Assistance Corporation bonds, notes and debentures, 12 
u.s.c. § 2278b. 

(q) Financing Corporation obligations, 12 U.S.C. § 1441. 

(r) General Insurance Fund debentures issued to acquire housing pro
jects, 12U.S.C.§1747g (g). 

(s) General Insurance Fund debentures issued under the War Housing 
Insurance Law, 12 U.S.C. § 1739(d). 

(t) Guam bonds, 48 U.S.C. § 1423a. 

(u) Industrial Development bonds of East Samoa, 48 U.S.C. § 1670. 

(v) Production Credit Association debentures, 12 U.S.C. § 2098. 

(w) Proprietary zero-coupon certificates, 31 U.S.C. § 3124. 
Register, June, 1991, No. 426 
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Example: Proprietary zero-coupon certificates include CATS, TIGRs, Cougars, ETRs, 
Lions, STARs, Zebras, etc. 

(x) Puerto Rico Aqueduct and Sewer Authority revenue bonds, 48 
u.s.c. § 745. 

(y) Puerto Rico Electric Power Authority electric revenue bonds, 48 
u.s.c. § 745. 

(z) Puerto Rico Electric Power Authority power revenue bonds, 48 
u.s.c. § 745. 

(za) Puerto Rico Highway Authority revenue bonds, 48 U.S.C.§ 745. 

(zb) Puerto Rico Industrial Development Company bonds, 48 U.S.C. 
§ 745. 

(zc) Puerto Rico Municipal Finance Agency 1974 Series A bonds, 48 
u.s.c. § 745. 

(zd) Puerto Rico Ports Authority revenue bonds, 48 U.S.C. § 745. 

(ze) Puerto Rico Public Buildings Authority revenue bonds, 48 U.S.C. 
§ 745. 

(zf) Puerto Rico Public Buildings Authority public education and 
health facility bonds, 48 U.S.C. § 745. 

(zg) Puerto Rico Telephone Authority revenue bonds, 48 U.S.C. § 745. 

(zh) Puerto Rico Water Resource Authority Series B debentures, 48 
u.s.c. § 745. 

(zi) Student Loan Marketing Association obligations, 20 U.S.C. § 
1087-21. 

(zj) Tennessee Valley Authority bonds, 16 U.S.C. § 83ln-4(d). 

(zk) Territory of Hawaii bonds. 

(zl) Territory of Puerto Rico bonds, 48 U.S.C. § 745. 

(zm) United States Postal Service bonds, 39 U.S.C. § 2005. 

(zn) United States savings bonds, 31 U.S.C. § 3124. 

(zo) United States Treasury bills and notes, 31 U.S.C. § 3124. 

(zp) University of Puerto Rico university system revenue bonds, 48 
u.s.c. § 745. 

(zq) Virgin Islands general obligation bonds, 48 U.S.C. § 1574 (b) (ii) 
(A). 

(zr) Virgin Islands Public Improvement bonds, 48 U.S.C. § 1574 (b) 
(i). 

(3) Interest and dividends, less related expenses, payable on the fol
lowing state, municipal, and other local government securities shall be 
subject to the state income tax on individuals and fiduciaries. 

(a) District of Columbia general obligation bonds issued after January 
28, 1987, s. 47-33, District of Columbia Code. 
Register, June, 1991, No. 426 
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(b) Municipal bonds. 

(c) Public housing agency bonds issued after January 28, 1987, and by 
agencies located outside Wisconsin. Public housing agency bonds issued 
on or prior to January 28, 1987, by agencies located outside Wisconsin 
where the interest from the bonds qualifies for exemption from federa l 
income taxati011 solely because of s. 103 of the internal revenue code. 
"Public housing agency" as used in this paragraph and in sub. (4) (c) 
means any state, county, municipality, or other governmental entity or 
public body, or a.gency or instrumentality thereof, which is authorized to 
engage in or assist in the development or operation of lower income hous
ing, under 42 U.S.C. § 1437a (b) (6). 

(d) Virgin Islands Housing Authority bonds issued after January 28, 
1987, 48 U.S.C. § 1408(a). 

(e) Wisconsin Health Education Assistance Loan revenue obligation 
bonds, s. 39.37 4, Stats. 

(f) Wisconsin Housmg and Economic Development Authority 
(WilEDA) bonds iSl>'lled afte January 28, 1987, and all business devel
opment revenue bonds, econ ic development revenue bonds, and Com
munity Housing Alternatives Program (CHAP) housing revenue bonds 
issued by WHEDA, regardless of when issued, ch. 234, Stats. 

(4) Interest and div:idends payable on the following state, municipal, 
and other local government securities shall be exempt from the state in
come tax on individuals and fiduciaries: 

(a) District of Columbia general obligation bonds issued on or prior to 
January 28, 1987, where the interest from the bonds qualifies for exemp
tion from federal income taxation for a reason other than or in addition 
to s. 103 of the internal revenue code. 

(b) Higher education bonds issued by the state of Wisconsin, s. 71.05 
(6) (a) 1, Stats. 

(c) Public housing agency bonds issued on or prior to January 28, 
1987, by agencies, as defined in sub. (3) (c) , located outside Wisconsin 
where the interest from the bonds qualifies for exemption from federal 
income taxation for a reason other than or in addition to s. 103 of the 
internal revenue code. 

( d) Public housing authority bonds issued by municipalities located in 
Wisconsin, s. 66.40 (14) (a), Stats. 

(e) Redevelopment authority bonds issued by municipalities located 
in Wisconsin, s. 66.431 (5) (a) 4.c, Stats. 

(f) Virgin Island Housing Authority bonds issued on or prior to Janu
ary 28, 1987, where the interest from the bonds qualifies for exemption 
from federal income taxation for a reason other than or in addition to s. 
103 of the internal revenue code. 

(g) Wisconsin Housing and Economic Development Authority 
(WHEDA) bonds issued on or prior to January 28, 1987, except business 
development revenue bonds, economic development revenue bonds and 
CHAP housing revenue bonds issued by WHEDA. 

(h) Wisconsin Housing Finance Authority bonds, 42 U .S.C. § 1437i(b ). 
Register, June, 1991, No. 426 
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Note: 1) This section lists examples of interest and dividends payable on state, municipal 
and federal obligations which are taxable and tax exempt. 

2) Section 71.05 (6) (a) I, Stats. (1987-88); previously numbered s. 71.05 (1) (a) 1, Stats. 
(1985-86), provides for t bc inclusion in Wisconsin income or naturul persons and fiduciaries of 
any interest, less related cKpcnse.~. received on s tate a nd municipal obligatiomi. 

3) Section 71.05 (6) (b) 1, Stats. (1987-88) , previously numbered s. 71.05 (J) (b) l , Stats. 
( l98G-86), provides for the exclusion fr11m W isconsin income of natura l pl!l'sonM and fiduciaries 
o( any interest or dividend lncmne whicl1 is by federal law exumpt fri)m taxation by 
Wisconsin. 

4) For periods prior to August 1, 1987, interest accrued from District of Columbia Devel
opment.Land Agency bonds, T!:xport.-lmpor t Bank of thll United States debentures, Farmer's 
llome Admih i.'!tn1tion insnred notea. Government National Mo1·tgage Associ11tion bomis, 
Small :Snslrtess t11v00Ln1ent C-Ompany debent ures and l.ranaiL bond.~ of Lhc Washington Mcl
ropolitan Arca Transit Authority wa., not11ubjeet t:<i the Wiscon!lin 'Income tax i! -paymcnl of 
principal and interest on such oblil!Jltions was gua ranteed by the Uni tnd States. Ni a result of 
the U.S. Supreme Court decision in the case of Rockford Life fom1ram;e Crnn71anu o. Illinois 
Departtnt:t1I of Revenue I al .. 9GL Ed 2nd 152, the-Department of Revenue does not con idnr 
t hese financial l.ru!trumenl;ll to be direct and primm•y ohligations of the United StatCll so as to 
qualify for exemption from sla te income taxation . Therefore, by emergency rule clfcctivc Au
gust I, .1987 , the D epartment or 11.evenne amended l his rule to reverse its prior interpretation 
and to provide that mtcrcsl which accrues on these .financial instruments on or after August 1, 
1987, is subject to Wiseomtln income tax. 

5) Subsection (4) providP.ll Lhal interest accrued on · \aln state, municipal and other local 
government securities issued on or before January 28 , 987, is not subject lo Wisconsin in
come tax. This is due to t.bc fact that no modification is provided for in Wisconsin law tltal 
would add to federal adjlll!ted gross income interest from t-hese $ecurities if the interest has 
bee.11 excluded from federal adjusted groi;s.income by any rCll80n olbcr than or ill additlcrn Lo s. 
103 of the Internal R 1 venue Code. 

6) 1987 Wia. Act 27 amended s. 7l.05 W (a) l , Stats. ( 1985-86 ), lo provide for t he addition 
lo ledcra.I adjusted gross income, or any interest not included in federal adjusted gmss income 
which is nol specifically exc.mplcd from slate taxation. 'rhis change applies only to seci1rilie$ 
issued after ,January 28, 1987. Prior to this act, t his addilion only applied to interest exdudcd 
from federal adjusted gross incom0-solely b ys. l OS of the Internal Revenue Code. 

History : Cr. Register, Auglll!t, 1976, No. 24.8, elT. 9-1-70; eml!l'g. c;r. (1) (g) to (i), nm. (2) 
(intro.), r. (2) ('b ) (h) and (J) , eff. 7-31-87; r. IUld recr. Regist.cr, April, 1988, Nu. 388, elf. o-1-
88; emerg. am. (3l ('intro.) a.nd (c ), er. (3) (g), r. and rccr. (1) (b) , err. 1-1-89; run. (2) (intro. ), 
(3) (intro. ), (c), ([) , (4) (in tro. ) and (b), er. ~·l) (c) to (f), Ragist!lr, August, 1989,No. 404, clI. 
9-2$-89; er. {1) (a), (b), (I), (g), (i) , (q ), (r) and (v), (2) {a), (d), (f), (g ), (ni); (o), (p) to (u), 
(w), (zh), (zq ) and (zr), (4} (b) a.nd (e ); rnn.um. (1) (a) to (nJ, (2) (al to (2b), (1) (a) , (b), (d ) 
ru1d (el to be (J) (cl to (e), (h ) (j) to (-p), (s) to (u), (2) (b), (c), (e), (h ) to (1), (n) , (v). (x) to 
(zd), (zf), (zc), (zgl, (zi) to (zp), (4) (d ). (h) , (g) and (a) and am. (1) (p)1 Regisl.Qr, ,JUJle, 1991, 
No. 426, eff. 7-1 -9 . 

Tax 3.096 Interes t paid on money borrowed to 1rnrc.hasc exempt govern· 
mcnt securities. (s. 71.05 (6) (b) l, Stats.) (1) My amo1mt of distribut
able and nondistributable interest or dividend income which is by federal 
law exempt from the Wisconsin income tax shall be reduced by any re
lated expense before it is claimed as a subtraction modification on a Wis
consin fiduciary income tax return. 

(2) Interest expense is a "related expense" if it is incurred to purchase 
securities producing exempt interest or dividend income and if it is de
ducted in computing Wisconsin taxable income. 

(3) Interest expense is not a "related expense" if it is incurred to pur
chase securities producing exempt interest or dividend income but is not 
deducted in computing Wisconsin taxable income (for example, because 
the taxpayer elects the standard rather than to itemize deductions). 

Note: 1) For taxable year 1987, th<l subLrac1Jon modifi.cation for lhe amount of distribut
able and nondistributablc exempt interest and dividend income did noL hnve to be reduced by 
related expenses before it was claim~d on a Wisconsin fiduciary return as a resul t of amend
ment to s. 71.05 (1) (b) j by 1987 Wis. Ac~ 'l:I. 
Register, June, 1991, No. 426 
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2) For taxable years prior to 1986, l)ldividrrnl ta>:pnyerl! wcl'l1 required to reduce the 
amount of interest or dividend income which was b:y law exempt from Wisconsin income tax 
by any related expense before the income waB elrumed as -a .subtraction modification on a 
Wisconsin individual income tax re(un1 if th!! related expense was d~>ducted in computing 
Wisconsin taxable income. · 

Examples: 1) U.S. bond interest exempt from Wiscon-
sin income tax. $ 600 

Interest which was paid on funds used to 
acquire exempt securities and which was 
claimed as an itemized deduction. 400 

Subtraction modification. $ 200 

2) U.S. bond interest exempt from Wiscon-
sin income tax. $ 400 

Interest paid to acquire the exempt securi
ties which was claimed as an itemized de-
duction. 600 

Subtraction modification. L_Q 

3) U.S. bond interest exempt from Wiscon-
sin income tax. $ 400 

Interest paid to acquire the exempt securi
ties but not claimed as an itemized deduc-
tion 600 

Subtraction modification $ 400 

History: Cr. Register, January, 1977, No. 253, eff. 2-1-77; am. (1), Register, June, 1990, 
No. 414, eff. 7-1-90. 

Tax 3.098 Railroad retirement supplemental annuities. (s. 71.05 (6) (b) 3, 
Stats.). Railroad retirement supplemental annuities paid under 45 
U.S.C.S. s. 23lm are exempt from the Wisconsin taxable income of their 
recipients. 

Note: 1) The Railroad Retirement Act of 1974 as amended by P.L. 98-76 (45 U.S.C.S. s. 
23lm), effective August 12, 1983, provides that: 

"(a) Excepl, M vr~ll,id~ in ~ul1section (b} of tll1's 8ectio11 and !lu fotaTnal Revenue Code of 1954 
[26 uses §Ii J ~1. -~17.}. ir.otutilhstandiotg lllll/ other law uf !h4 United States, OT of any State ... no 
annuity OT ~1£pp!cmc111al amiuily shall be ••. imbj~I to a1111 lax • •.• 

( b) ( 1) 'l'hia uectitm ~hall not operate to auil1td6 ths rtmount of lmlJ B!ipPlemental IJ'Mlltity paid to 
an i1uiimd1wl muiar sactilm (fl) (b) of this Acl f J,6 USCS § 2fl1a..(b)/ fr11m income taxable pursu
ani lo /<'ed1JTa! income!~"' provisions of the lnli:rnat Rat:e'll'ua Cork of 1954 {!BG USCS §§ 1 et seq.j" 

2) 45 U.S.C.S. s. 231 m proh1b!lu states from taxing railroad retirement supplemental annu
ity payments. Taxpaye.rs may make a modification to federal adjusted gross income to re
move this income in computing Wisconsin adjusted gross income. 

History: Cr. Register, January, 1977, No. 253, eff. 2-1-77; am. Register, July, 1989, No. 
403, eff. 8-1-89. 

Tax 3.12 Losses ou accouD't of wash sales by corporations. (s. 71.04 (7), 
1985 Stats.) (1) In this section "wash sale" means any loss from the sale 
or disposition of stock or securities where it appears that within 30 days 
before or after the date of such sale or other disposition the taxpayer has 
acquired, otherwise than by bequest or inheritance, or has entered into a 
contract or option to acquire substantially identical property, and the 
property so acquired is held by the taxpayer for any period after such 
sale or other disposition. No deduction shall be allowed for a wash sale. 

Register, June, 1991, No. 426 
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(2) In the case of a corporation which is a dealer in stock or securities, 
losses from wash sales are deductible if the sale or other disposition is 
made in the ordinary course of the dealer's business. 

(3) The 30-day periods before or after a wash sale cover a 61-day per
iod starting 30 days before the date of sale or disposition and ending 30 
days after that date. 

( 4) Any loss on the sale or disposition of old stock or securities which is 
disallowed under s. 71.04 (7), 1985 Stats., shall be added to the cost basis 
of the new stock or securities. 

(5) As a result of1987 Wis. Act 27 which generally federalized Wiscon
sin's corporate franchise and income tax law, this section does not apply 
to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; am. Register, March, 1966, No. 123, elf. 4-1-66; r. and recr. Register, June, 
1990, No. 414, elf. 7-1-90. 

Tox 3.14 Losse from bud debts by corporations. (s. 71.04 (7), (8) and (9) 
(b), 1985 Stats.) (1) REGULAR CORPORATIONS. Under s. 71.04 (7), 1985 
Stats., corporations, except savings and loan associations, mutual loan 
corporations, mutuaJ savings banks, production crndit associations, 
credit unions and corporations subject toss. 71.01 (4) and 71.02 (1) (c), 
1985 Stats., may claim losses from bad debts only for losses actually sus
tained within the year, subject to the following: 

(a) Additions to a reserve for bad bebts are not deductible. 

(b) Partial losses are not deductible, except for regulated companies as 
set forth in subs. (2) and (3). 

(c) Where the surrounding circumstances indicate that a debt is 
worthless and uncollectible and that legal action to enforce payment 
would in aJl probability not result in the satisfaction of execution on a 
judgment, a showing of these facts will be sufficient evidence of the 
worthlessness of the debt for the purpose of deduction. The fact that the 
debtor is in bankruptcy does not in itself justify deduction unless the 
amount of the creditor's dividend is fixed by the end of the taxable year 
in which the deduction is claimed. 

(d) Bad debts arising from items of income are not deductible unless 
the items in question have been included in income. 

Example: Bad debts arising from unpaid rents and similar items of income will not be al
lowed as a deduction unless the rent or similar income has been included in income on the 
return for the year the bad debt deduction is claimed or for a previous year. 

(2) REGULATED CORPORATIONS. Under s. 71.04 (8) , 1985 Stats., a regu
lated corporation may claim a deduction for the amount of any receiv
able charged down or written off pursuant to the demand or order of any 
state or federal regulatory authorit}'. In addition, a state bank may A 
claim a deduction for any account written off pursuant to an order of the W 
examining committee of the bank in accordance with s. 221.09, Stats. 

(a) The deduction may only be claimed in the year set forth in the 
demand or order requiring the charge-down or write-off. 

(b) An election to claim or not claim the charge-down or write-off is 
made with the filing of the completed tax return. The election, once 
made, is irrevocable. 
Register, June, 1991, No. 426 
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(3) ALLOWABLE LOSS RESERVES. Under s. 71.04 (9) (b), 1985 Stats., 
savings and loan associations, mutual savings banks, production credit 
associations and credit unions may claim as a deduction 2/3 of Lhe rea
sonable additions to their required loss reserves. 

(a) Only reasonable additions to a loss reserve may be included in the 
computation of the deduction under s. 71.04 (9) (b), 1985 Stats. Addi
tions to a loss reserve that are in excess of the maximum amount required 
to be allocated to the reserve by a state or federal supervisory authority 
are not deductible. 

(b) An actual transfer to the reserve shall be made in order to receive 
the deduction. A transfer between loss reserves does not constitute an 
addition to a loss reserve. 

(c) The deduction under s. 71.04 (9) (b), 1985 Stats., is in lieu of a 
deduction for actual losses under s. 71.04 (7), 1985 Stats. A deduction 
may not be claimed for both 2/3 of the reasonable addition to the re
quired loss reserve and actual losses sustained. 

(d) A deduction for bad debts may be claimed under the method in 
either s. 71.04 (7), 1985 Stats., or 71.04 (9) (b), 1985 Stats., but not both, 
for any taxable year. There is no requirement to use the same method 
from year to year. 

(4) RECOVERIES. Any amount received on account of a bad debt al
lowed as a deduction in a prior year under sub. (1) or (2) shall be included 
in gross income for the taxable year in which it is received or accrued, if 
the deduction resulted in a tax benefit. The deduction resulted in a tax 
benefit if a tax benefit is received in the deduction year or in any subse
quent year to which the loss in the deduction year is carried forward and 
used. 

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

History: 1-2-56; am. Register, March, 1966, No. 123, eff. 4-1-66; am. (1), r. (4), renum. (2) 
and (3) to be (1) (d) and (4) and am., er. (2), (3) and (5), Register, July, 1989, No. 403, eff. 8-
1-89. 

Tax 3.17 Corporation lo~ses, miscennnc-0os. (s. 71.04 (7), 1985 Stats., s. 
71.26 (2) (a) and (3) (L), Stats. ) (1 ) Premiums paid on bonds purchased 
are part of the cost of the bonds, and no portion of the premiums will be 
allowed as deductions from gross income until th.e bonds are sold or 
redeemed. 

(2) Losses sustained from illegal transactions are not deductible. 

(3) Anticipated losses set up on the books through reserves for contin
gencies, etc., are not deductible. 

( 4) Losses from the sale or other disposition of assets are not deduct
ible if a gain on the disposition of the same assets would have resulted in 
wholly exempt income. 

(5) APPLICABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, subs. 

Register, June, 1991, No. 426 
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(1), (2) and (3) do not apply to taxable year 1987 or to taxable years 
thereafter. 

History: 1-2-i56; am. Register, March, 1966, No. 123, ell. 4-1-66; am. (1), er. (4) and (5), 
Register, July, 1989, No. 403, ell. 8-1-89. 

Tax 3.35 D !pletion, basis for allowance to corporations. (s. 71.04 (2), 
1985 Stats. ) (1) BA.SIS. The capital sum recoverable through depletion A 
allowances is the tax cost of the depletable property. In the absence of 9 
competent evidence to the contrary, it will be assumed that the-fair mar-
ket value at January l, 1911, is represented by the actual cost less depl -
tion sustamed to t hat date. No depletion is deductible on property ac-
quired subsequent to January 1, 1911, the cost of which was deducted as 
current expense at the time of purchase and allowed for income tax pur-
poses. After depletion of the tax cost to the extent of 100% has been 
allowed, no further deduction is permissible. 

(2) APJ>I,ICABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, sub. (1) 
does not apply to taxable year 1987 or to taxable years thereafter. 

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

Tax 3.36 Depletion of titnb r by corporations. (s. 71.04 (2), 1985 Stats.) 
(1) COMPUTATION. The computation of the allowance for depletion of 
timber for a given year shall be based upon the number of units of timber 
cut during that year and the tax cost of each unit. The unit cost is deter
mined by dividing the sum of the tax cost at the beginning of the taxable 
period and the additions at cost during the period by the sum of the units 
on hand at the beginning of the taxable period and the number of units 
acquired during such period. 

(2) APPLlCABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, sub. (1) 
does not apply to taxable year 1987 or to taxable years thereafter. 

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

Tax 3.37 Depletion of mineral deposits by corporations. (s. 71.04 (2), 
1985 Stats.) (1) The computation of the allowance for depletion of min
eral deposits for a given year shall be based upon the number of units of 
ore or other deposits extracted during the year and the franchise or in
come tax cost per unit. 

(2) As a result of 1987 Wis. Act 27 which generally federalized Wiscon
sin's corporate franchise and income tax law, sub. (1) does not apply to 
taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; am. Register, March, 1966, No. 123, ell. 4-1-66; renum. to be (1) and am., 
er. (2), Register, June, 1990, No. 414, ell. 7-1-90. 

Tax 3.38 Depiction allowan e lo incorporated mines and mills producing 
or finishing ores of lend, zinc, co1•per or other metals except iron. (s. 71.046, 
1985 Stats.) (1) A deduction of prescribed percentages of gross income 
from sales of the ore or ore products of lead, zinc, copper or other mines, 
except iron mines, and of mills .finishing the products of the mines for the 
smelter is allowed for Wisconsin tax purposes. 

(2) This depletion deduction may be taken only if the saving in tax due 
to the deduction is used by the taxpayer in prospecting for ore in Wiscon
Register, June, 1991, No. 426 
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sin and duly verified proof of the proper use of the savings is furnished to 
the department of revenue when requested. 

(3) Only expenditures in prospecting for ore made within 12 months 
after the close of the year for which the depletion deduction is taken will 
serve to fulfill the requirement that the tax savings are used as required. 
Unless proof of the expenditure is furnished when requested the taxpayer 
will be subject to an additional assessment based on the disallowance of 
the deduction taken. 

( 4) As a result of 1987 Wis. Act 27 which generally federalized Wiscon
sin's corporate franchise and income tax law, subs. (1) to (3) do not apply 
to taxable year 1987 or to taxable years thereafter. 

Nole: Under s. '11.046 (lm) 11nd (2) , 1985 Stats., the depletion deduction allowance is 
pha.<JCd out over-a 10 year period. Beginning with the taxab le year 1977 the depletion allow
ance cqmputed undC'I' s. 71 .0'16 (1), 1985 Stats .. i8.reduced by 10% per year and subject to a 
limitation bai;~d 011 a percentage of ne~ income as follows: 

Taxable 
Year 

1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 

Percent of amount 
computed under s. 71.046 
( 1) allowed as a depletion 

deduction 

100% 
90% 
80% 
70% 
60% 
50% 
40% 
30% 
20% 
10% 
0% 

Maximum percent of net 
income allowed as a 
depletion deduction 

50% 
45% 
40% 
35% 
30% 
25% 
20% 
15% 
10% 
5% 
0% 

History: 1-2-56; am. (1); Register, September, 1964, No. 105, elf. 10-1-64; am. Register, 
February, 1975, No. 230, elf. 3-1-75; renum. (intro.) to (2) to be (1) to (3) and am., er. (4), 
Register, June, 1990, No. 414, elf. 7-1-90. · 

Tax 3.43 Amortization of trademark or trade name expcnditures--corpo
rations. (s. 71.04(2e), 1985 Stats.) (1) ELECTION. If a corporation elects 
to amortize trademark or trade name expenditures under s. 71.04(2e), 
1985 Stats.: 

(a) The election for a particular trademark or trade name expenditure 
is irrevocable. 

(b) Each trademark or trade name expenditure may be treated differ
ently by the taxpayer. 

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

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

Register, June, 1991, No. 426 
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(2) RECORD KEEPING. Trademark or trade name expenditures amor
tized under s. 71.04(2e), 1985 Stats., shall be kept in separate accounts 
on a taxpayer's books and records. 

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

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

History: Cr. Register, July, 1977, No. 259, elf. 8-1-77; am. (1) (intro), (b) and (c), (2) and 
(3), er. (4), Register, July, 1989, No. 403, elf. 8-1-89. 

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

(2) RETIREMENT. Except as provided ins. 71.04 (15) (g), 1985 Stats., if 
bonds are retired at a price in excess of or less than the issuing price, the 
profit or loss resulting is taxable income or deductible expense in the year 
in which the bonds are retired, if proper adjustment is made for the dis
count, bond expense, or premium previously reflected in income. 

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

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

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

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

(5) APPLICABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, this sec
tion does not apply to taxable year 1987 or to taxable years thereafter. 
Register, June, 1991, No. 426 
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Nole: Refer to Great Western Power Co. of California vs. Commissioner, 297 U.S. 543; Liquid 
Carbonic vs. Commissioner, 34 BTA 1191; and Wisconsin Electric Power Company vs. Depart
ment, 251 Wis. 346. 

Hislory: 1-2-56; am. Register, March, 1966, No. 123, elf. 4-1-66; am. Register, July, 1978, 
No. 271, elf. 8-1-78; am., er. (3) (b), (c), (4) and (5), Register, July, 1989, No. 403, elf. 8-1-89. 

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

(a) "Paid or incurred" shall be construed according to the method of 
accounting used by the taxpayer in computing taxable income. 

(b) "Research or exp rimental expenditures" means expenditures paid 
or incurred in connection with the taxpayer's trade or business which 
represent research and development costs in the experimental or labora
tory sense. The term includes costs incident to the development of an 
experimental or pilot model, a plant process, a product, a formula, an 
invention or similar property, and improvements to these ty-pes of al
ready existing property and the cost;. of obtaining a patent, such a~ at
torney's fees expended in making or perfecting a patent application. The 
term does not include expenditures paid or incurred for acquiring an
other person's patent, model, production or process; the ordinary testing 
or inspection of materials or products for quaJity control; management 
studies, consumer sutveys, advertising or promotions; or research in con
nection with literary, hlstorical, or similar projects. Neither does the 
term include expenditures paid or incurred for the acquisition or im
provement of land or depreciable property whether incurred by the tax
payer or by another person or organization on its behalf, to the extent of 
the cost of the component materials of the depreciable property and the 
cost.'1 of labor or other elements involved in its construction and 
installation. 

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

(a) Election to treat as expense. Election to treat research or exp rimen
tal expenditures as expenses may be made by claiming the expenses as a 
deduction on the return for the year in which paid or incurred. The elec
tion_ shall apply to all research or experimental expenditures paid or in
curred in the taxable year of adoption and all subsequent years unless a 
different method is authorized by the department. 

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

Register, June, 1991, No. 426 
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2. The election to defer the deduction and to amortize over 60 months 
shall be made by attaching a signed statement to the taxpayer's 
franchise or income tax return for the first taxable year to which the elec
tion is applicable and shall set forth the information required under reg. 
section 1.17 4-4 (b) ( 1) of the internal revenue code. 

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

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

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

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

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

History: Cr. Register, February, 1978, No. 266, elf. 3-1-78; renum. (1) (a) to (b) to be (1) 
(b) and (a) and am. (1) (b), am. (2) (intro.), (a), (b), (c) and (3), er. (4) and (5), Register, 
July, 1989, No. 403, elf. 8-1-89. 

Tax 3.52 Automobile ex1icnscs-<:orporntions. (s. 71.04 (1) and (2) , 1985 
Stats.) (1) BUSINESS USE. If a corporation's automobile is used exclu
sivelyfor its business purposes, the actual expenses of operating the vehi-
cle, including gasoline, oil, license fees, insurance premiums and depreci- A 
ation, are deductible from gross income. W 

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

(a) The amount allocated to business purposes is deductible from the 
corporation's gross income. 
Register, June, 1991, No. 426 
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(b) The amount allocated to personal use is not allowable as automo
bile expense but may be deductible under s. 71.04 (1), 1985 Stats., if the 
amount is treated as additional compensation to the employe, is reported 
on a federal form W-2 or Wisconsin form 9b and is reasonable for the 
services performed. 

(3) APPLICABILITY. As a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, subs. (1) 
and (2) do not apply to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; am. Register, March, 1966, No. 123, elf. 4-1-66; r. and recr. Register, July, 
1989, No. 403, elf. 8-1-89. 

Tax 3.54 Miscellaneous expenses - corporations. (ss. 71.04 (1) and (2) 
and 71.23, 1985 Stats.) ( 1) Miscellaneous expenses which are not deduct
ible in arriving at net income include the following: 

(a) Charges made by a corporation against its income or surplus cover
ing expenses incurred for personal purposes of its officers, stockholders or 
employes, unless reported as compensation paid on federal form W-2 or 
Wisconsin form 9b. 

(b) Political contributions. 

(c) Expenditures incurred in the issuance of a stock dividend. These 
expenditures are capital expenditures not subject to depreciation or 
amortization. 

(d) Fines or penalties for violations of law. 
Note: Jn t he case of Rica Lake Creamery V6. Wisconsin Department of Revenue, 3 WBTA 42, 

~he W.isconsln Board of Tax Appeals held t haL "l'cna lt ies or lines imposed by law for infrac-
1,inns or violali.ons or law, or duly promulgated rcgUlntions having the force of law, cannot be 
viewed 11!1 It.ems or busin11SS cxp.enSI! for whi~h t he legl~lature intended offset to be made 
against gross income of a taxpayer." 

(2) Miscellaneous expenses which are deductible in arriving at net in
come include the following: 

(a) Legal expenses incurred in connection with the operation of a tax
payer's business, except the legal expenses incurred in connection with a 
business activity conducted in violation of the law. 

(b) Commissions, lump sum and per diem allowances for travel, en
tertainment and other expenses, or allowances for use of automobiles, if 
the items are reported on federal form W-2 or Wisconsin form 9b. 

(c) Reimbursement of amounts actually expended by officers, em
ployes or others for ordinary and necessary expenses of the corporation. 

( 3) As a result of 1987 Wis. Act 27 which generally federalized Wiscon
sin's corporate franchise and income tax law, subs. (1) and (2) do not 
apply to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; 11m . Register. February, 1960, No. 60, eIT. 3-1-60; am. ltegisLer, September, 
1964, No.105, eff.10-1-64·; a m. Register, March, 1966, No. 123, eft". 4-1-66; am . .Register, July, 
1978, No. 271, elf. 8-1-78; r. and rej!I". Register, May, 1990, ~o. 413, off. 7-1-90. 

Miscellaneous 

Tax 3.81 Occupational taxes paid by corporations. (s. 71.04 (3), 1985 
Stats., and ss. 70.375, 70.40 (3), 70.41 (1) and (3-), 70.415 (3), 70.42 (3), 

Register, June, 1991, No. 426 



98 WISCONSIN ADMINISTRATIVE CODE 
Tax 3 

70.421 (3) and 70.425, Stats.) (1) DEDUCTIBLE FROM GROSS INCOME. The 
following occupational taxes are deductible from gross income as per
sonal property taxes are deductible under s. 71.04 (3), 1985 Stats.: 

(a) On net proceeds from mining of metallic minerals under s. 70.375, 
Stats. 

(b) On iron ore concentrates under s. 70.40, Stats. e 
(c) On scrap iron, scrap steel and all other steel under s. 70.415, Stats. 

(d) On coal under s. 70.42, Stats. 

(e) On petroleum and petroleum products refined in this state under s. 
70.421, Stats. 

(f) On owners of domestic mink under s. 70.425, Stats. 

(2) OFJ•'SET FOR OCCUPATlONAL 1rAXES PAID ON GRAIN STORAGE. (a) Oc
cupational truces on grain storage under s. 70.41, Stats., are due on or 
before December 15th to the treasurer of the town, village or city where 
the elevator or warehouse of the taxpayer is located. The taxpayer may 
present a receipt showing payment of the occupational tax to the depart
ment of revenue as cash in payment of franchise or income tax assessed 
against the taxpayer in the following year on the tax roll for the same 
district. If the franchise or income tax assessed exceeds the amount of the 
occupational tax receipt, only the excess need be paid in cash. 

(b) If the taxpayer neglects to present the occupational tax receipt at 
the proper time and pays the entire franchise or income tax in cash, the 
taxpayer cannot present the receipt at a later date and secure a refund of 
the franchise or income tax paid. A taxpayer cannot tender in payment 
of additional franchise or income tax assessed at a later date an occupa
tional tax receipt that might have been used had the proper franchise or 
Income tax assessment been made in the first place. If the occupational 
t ax receipt tendered in payment of franchise or income tax exceeds the 
.franchise or income tax, the excess cannot be applied in payment of addi
tional franchise or income tax for ·the same year assessed at a later date. 
Occupational tax receipts issued in one taxing district cannot be offset 
against normal franchise or income tax appearing on the roll for another 
district. 

(3) APPLICABILITY. A1i a result of 1987 Wis. Act 27 which generally 
federalized Wisconsin's corporate franchise and income tax law, subs. ( 1) 
and (2) do not apply to taxable year 1987 or to taxable years thereafter. 

Ris1n~y: 1-2-56; am. (Jl, R~ster, Sept!'mber, 1964, No. 105, elI. 10-1-64; am. Register, 
March, 1.966, No.123, ert. 4-1-66; am. Llegll!ter, February, 1975, No. 230, eff. 3-1-75; renum. 
(1 ) and (2) to be (2) (a) and (b) and am., er. (l ) and (3), Register, June, 1990, No. 414, elI. 7-1-
90. 

Tax 3.82 Evasion or tux through nllilinted interests. (ss. 71.10 (1) and 
71.30 (2) and (8) (a) and (b), Stats.) (1) In administerings. 71.30 (8) (a) 
and (b), Stats., the department of revenue will apply the statute as inter
preted by the following cases and any other applicable cases: 

(a) Cliffs Chemical Co. v. Tax Commission, 193 W 295 

(b) Buick Motor Co. v. Milwaukee, 43 F (2d) 385 

(c) Curtis Companies v. Tax Commission, 314 W 85 
Register, June, 1991, No. 426 
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(d) Palmolive Co. v. Conway, 37F(2d)114; 43 F (2d) 226; 56 F (2d) 83 

(e) Burroughs Adding Machine Co. v. Tax Commission, 237 W 423 

(f) Northern States Power Co. v. Tax Commission, 237 W 423 

(g) Kansas City Star v. Department, BW (2d) 441. 

(2) In administering ss. 71.10 (1) and 71.30 (2), Stats., the department 
will apply the statute as interpreted by the case of WOKY, Inc. v. De
partment, WTAC (7/5/84) CCH 202-405 and any other applicable cases. 

(3) As a result of 1987 Wis. Act 27 which generally federalized Wiscon-
sin's corporate franchise and income tax law, subs. (1) and (2) do not 
apply to taxable year 1987 or to taxable years thereafter. 

History: 1-2-56; renum. (intro.) and (1) to (6) to be (1) (intro.), (a) to (f) and am. (1) 
(intro.), er. (1) (g), (2) and (3), Register, July, 1989, No. 403, elJ. 8-1-89. 

Assessment, Abatement and Refund Procedure 

Tnx 3.91 Petition for redetermination. (ss. 71.80 (18), 71.88 (1), 77.59 
(6) and 77.61 (14), Stats.) (1) SCOPE. A person feeling aggrieved by a 
notice oi adrutional assessment of income, franchise, sales, use, withhold
ing or gift tax, by a notice of reduced homestead, farmland preservation 
or other credits, or by a notice of refund or denial of refund may petition 
the department of revenue for redetermination. This section describes 
the administrative provisions related to the petition for department 
redetermination. 

(2/ FORMAT OF THEJ PEl1'11'ION. The petition for redetermination speci
fied m ss. 71.88 (1) and 77.59 (6), Stats., shall be written, preferably 
typed, on only one side of plain white paper not more than 8% inches 
wide by 11 inches Jong and shall be filed in duplicate. It shall set forth 
clearly and concisely the specific grievances to the assessment, refund or 
denial of refund, including a statement of the relevant facts and proposi
tions of law upon which the grievance is based. Every petition shall be 
signed by the taxpayer or by a duJy authorized representative. 

(S) FlLTNG DEADLrNE. A petition for redetermination shall be filed 
within 60 days after receipt of a notice of additional assessment, refund 
or denial of refund. A petition for redetermination is not "filed" within 
the proper statutory 60-day time period unless it is actually received 
within the 60-day period, or unless it is mailed in a properly addressed 
envelope with postage prepaid, the envelope is postmarked before mid
night of the sixtieth day and the petition is actuaUy received by the de
partment within 5 days of the prescribed sixtieth day date. 

Note: Refer toss. 71.80 (18), 71.88 (1), 77.59 (6) and 77.61 (14), Stats. 

(4) DEPOSIT on PAYMENT. (a) Deposit. Any person who files a petition 
for redetermination may elect to deposit the amount of additional assess
ment, including interest and penalty, with the department o( revenue at 
any time before the department makes its redetermination. Any depos
ited amount which is later refunded will bear interest at the statutory 
rate. 

(b) Payment. A person may also pay any portion of the assessment 
admitted to be correct together with interest to date of payment. How
ever, the payment shall be considered 'an admission that that portion of 

Register, June, 1991, No. 426 
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the assessment is correct. The admitted portion that is paid may not be 
recovered in an appeal or in any other action or proceeding. 

(5) INFORMAL CONFERENCE. A taxpayer may request in a petition for 
redetermination or at any time before the department of revenue has 
acted on the petition, an informal conference at which the facts and is
sues involved in the assessment or determination may be disussed. The 
conference shall be held at a time and place determined by the 
department. 

(6) CLOSING STIPULATIONS. If the informal conference specified in sub. 
(5) results in an agreement as to facts and issues and the applicable law, 
the taxpayer and the department of revenue may enter into a closing 
stipulation. 

History: 1-2-56; am. Register, February, 1975, No. 230, eff. 3-1-75; am. Register, July, 
1978, No. 271, eff. 8-1-78; renum. (1) and (2) to be (2) and (3) and am., er. (1) and (4), (5) and 
(6) renum. from Tax 3.92 and 3.93 and am., Register, June, 1990, No, 414, eff. 7-1-90. 

Tax 3.94 Claims for refund. (ss. 71.30 (4), 71.75, 71.80 (18), 77.59 (4) 
and 77 .61 ( 14), Stats.) ( 1) TIMELY FILING. Claims for refund may be filed 
as provided ins. 71.75 or 77.59 (4), Stats. A claim for refund is "filed" 
within the proper time to meet the requirements of ss. 71.75 and 77.59 
( 4), Stats., if it is actually in the possession of the department prior to the 
expiration of the limitation period, or if it is mailed in a properly ad
dressed envelope, with postage prepaid, which is postmarked before mid
night of the last day of the limitation period and is received by the de
partment within 5 days after the last day of the limitation period. 

(2) FORMAT OF CLAIM. The claim for refund shall be in writing, indicate 
the reporting period for which the overpayment was made and contain a 
statement setting forth the specific grounds upon which the claim is 
based. Amended return forms, form lX for individual income tax, form 
4X for corporation franchise or income tax, or form ST-12X for sales and 
use tax, may be used. 

(3) RENEGOTIATION OF GOVERNMENT CONTRACTS. (a) The reduction of 
income resulting from renegotiation or price redetermination of any de
fense contract or subcontract is allowable as a deduction from income of 
the year in which the income was reported for taxation. A claim for re
fund filed under this subsection shall be accompanied by a verified copy 
of the renegotiation agreement or price determination. No interest is 
payable on the refund. 

(b) When by reason of the allowance of amortization of war facilities 
over a period shorter than computed in arriving at the original renegoti
ation adjustment, or for any other reason, a portion of the profits origi-
nally determined to be excessive are rebated to the taxpayer by the fed- A 
eral government, the rebate is to be treated as a further renegotiation W 
adjustment, and should be allocated back to the year of the income 
which was adjusted. Where a refund of Wisconsin income taxes due to 
renegotiation has previously been made, the additional taxes payable by 
reason of a renegotiation rebate are to be assessed without interest for 
the reason that the taxes constitute a return to the state of a portion of 
the previous refund. 

Nole: 1. Refer to s. 71.30 (4), Stats. 
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2. Forms lX, 4X and ST-12X may be obtained by writing to the Wisconsin Department of 
Revenue, P.O. Box 8903, Madison, WI 53708. 

11r,nory: 1-2-56; am. (1) and (2), Register, September, 1964, No. lOG, err. 10-1-64; am. (1), 
Register, May, 1966, No. 125, eff. 6-1-66: am. Regillter, .July, 1978, No. 271, off. 8-1-78; am. 
(1), renum. (2land (3) to bl! (3) (a) and (b) and am. , er. (2), Regi.~ter, June, l990, No. 414, elf. 
7-1-90. 
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