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Corporate Income/Franchise Tax

This paper provides general information re-
garding the Wisconsin corporate income/ fran-
chise tax. Included in the paper are a general ra-
tionale for the tax, a description of the method by
which the tax is applied to corporations, summary
and comparative data about the tax, and an over-
view of corporate tax structures in other states.
The Appendices provide additional detail regard-
ing Wisconsin's taxing jurisdiction, corporate in-
come/franchise tax deductions, and tax structures
in other states. Appendix 4 details notable busi-
ness provisions of federal tax law changes in re-
sponse to the COVID-19 pandemic.

Theoretical Rationale for the
Corporate Income Tax

One theoretical rationale given for the corpo-
rate income tax is based on the view that a corpo-
ration is a legal entity with an existence of its own.
A corporation can be a significant factor in eco-
nomic and social decision-making, operated by
professional management subject to little control
by the average shareholder. Proponents of the cor-
porate income tax believe that, as a separate entity
with substantial earnings and economic power, the
corporation is properly subject to a separate tax. In
addition, proponents believe that, since a corpora-
tion can be viewed as a separate income earning
entity, it is appropriate to tax a corporation's prof-
its, especially when a substantial amount of the
corporation's income is from the sale of goods and
services to the state's residents.

Another rationale for the corporate income tax
is that corporations receive benefits from their
form of organization. These benefits include per-
petual life, limited liability of shareholders,

liquidity of ownership through marketability of
shares, growth through retention of earnings, and
possibilities of intercorporate affiliations. In addi-
tion, corporations derive benefits from certain
governmental services which may reduce corpo-
rate costs, expand markets, and facilitate financial
transactions. Proponents of the corporate income
tax believe that it is reasonable that corporations
pay for such benefits through the tax. However,
critics argue that the general level of the corporate
income tax paid is too high for the benefits re-
ceived. Moreover, individual corporations receive
similar benefits from their status but pay different
amounts of taxes. To the extent the tax is for ser-
vices provided by government, a general business
tax or value-added tax would more closely relate
to the cost of services that are provided.

Critics of the corporate income tax believe it
depresses the overall level of business investment
in the U.S. They argue that although corporations
operate as distinct, decision-making units, corpo-
rations should not be subject to a distinct tax be-
cause, ultimately, corporate taxes are borne by nat-
ural persons. Since corporate profits are part of the
income of shareholders, some view the corporate
income tax as a tax on the income of shareholders.
Under this view, the corporation has no independ-
ent taxpaying ability but should be seen as a ""con-
duit” through which earnings pass on the way to
the shareholders. Those who hold this view criti-
cize the corporate income tax because corporate
profits that are distributed are taxed twice--first at
the corporate level under the corporate income tax
and then under the individual income tax when
they are distributed as dividends to shareholders.
However, many economists believe that the cor-
porate income tax is borne not only by sharehold-
ers but by consumers and employees as well. Re-
gardless of the specific incidence, critics of the
corporate income tax argue that it is not a tax on



corporate income but rather a tax on the income of
people, including shareholders, consumers, and
employees.

A practical justification for the corporate in-
come tax is that it safeguards the individual in-
come tax. If the corporate income tax were abol-
ished, retained earnings would no longer be taxed
and individuals could simply leave their wealth
within corporations where it would be sheltered
from taxes until it was withdrawn. There have
been proposals to "integrate” the individual and
corporate income taxes to make the income tax
more efficient and equitable. However, these pro-
posals have not been adopted on either the federal
or state level and would involve substantial admin-
istrative problems if enacted.

A final rationale for the corporate income tax
is that it is a significant source of revenue for the
federal and state governments. According to the
Congressional Budget Office's January 2020
Budget and Economic Outlook report, the corpo-
rate income tax is the third largest source of fed-
eral revenue, accounting for 6.6% of federal reve-
nue in 2019. According to the U.S. Census Bu-
reau's 2019 Annual Survey of State Government
Tax Collections, approximately 5.3% ($58.2 bil-
lion) of all state government revenue came from
corporate income taxes. Critics contend that the
corporate tax is used because it is politically easier
to increase taxes on corporations than to increase
taxes on individuals.

Entities Subject to State Corporate
Income/Franchise Tax

The Wisconsin Income Tax Act of 1911 en-
acted the nation's first workable income tax, which
applied to all incomes, both individual and corpo-
rate, and to residents and nonresidents alike. The
test for liability was the source of the income,
rather than the residence of the taxpayer, with

certain rules for allocating taxable income to the
state based on the source of the income.

Today, Wisconsin has both a corporate income
tax and a corporate franchise tax. The corporate
franchise tax is imposed upon corporations for the
privilege of doing business or exercising their
franchise in the state in a corporate capacity. The
corporate franchise tax is also imposed on corpo-
rations that buy or sell lottery prizes if the winning
tickets were purchased in the state. The corporate
income tax is imposed upon corporations which
are not subject to the franchise tax and: (a) that
own property in the state; (b) that derive income
from sources within the state or from activities that
are attributable to the state; or (c) if their business
within the state consists exclusively of foreign
commerce, interstate commerce, or both. As a re-
sult, companies having any intrastate business are
subject to the franchise tax while those having
only interstate business here are subject to the in-
come tax. The basic difference between the corpo-
rate franchise and income taxes is that income
from obligations of the U.S. government and its
instrumentalities is subject to the franchise tax, but
not the income tax. Typically, the corporate fran-
chise tax is imposed on corporations subject to
taxation in Wisconsin.

In general, all corporations over which Wis-
consin has taxing jurisdiction are subject to the
corporate income/franchise tax. However, there
are certain types of corporations that are specifi-
cally exempt. These include municipal corpora-
tions, nonprofit corporations or associations, ex-
cept those subject to the unrelated business income
tax, cooperatives, most credit unions, most insur-
ance companies (Wisconsin nonlife, nonmortgage
guarantee companies and the nonlife insurance
business of Wisconsin life insurance companies
are subject to the tax), banks under liquidation,
and out-of-state businesses whose only activity in
Wisconsin is disaster relief work.

The income of nonprofit cooperative sickness
care associations, nonprofit service insurance



corporations, and religious, educational, benevo-
lent, and other nonprofit corporations that is de-
rived from health maintenance organizations and
limited service health organizations is subject to
the tax. In addition, tax-option corporations (S cor-
porations) generally have corporate net income at-
tributed to their shareholders who are taxed under
the individual income tax. Similarly, business
enterprises such as sole proprietorships, partner-
ships, and limited liability companies (LLCs) that
are treated as partnerships for federal income tax
purposes are not subject to the state corporate in-
come/franchise tax but, rather, the net income of
the business is taxed under the individual income
tax. Partnerships and S corporations may elect to
remit state taxes under the entity level tax, rather
than including the income on the individual in-
come tax forms of their owners.

State Jurisdictional Nexus

There are two circumstances which give Wis-
consin taxing jurisdiction over corporations. First,
corporations which are created and authorized to
act in a corporate capacity (incorporated) under
Wisconsin law or foreign corporations which are
licensed to transact business in the state are subject
to the Wisconsin corporate income/franchise tax.
Such firms are subject to the tax whether or not
they conduct business or own property in the state.
However, even though a corporation is subject to
the tax, it may not have a tax liability. Second, cor-
porations which are organized under the laws of
other states or foreign nations are generally subject
to the tax if they exercise a franchise, conduct
business, or own property within the state.

Under state law and administrative rules prom-
ulgated by the Department of Revenue (DOR),
certain business activities are needed for a non-
Wisconsin (foreign) firm to have "nexus"” in Wis-
consin and be subject to the state corporate in-
come/franchise tax. In general, a foreign corpora-
tion is considered to have nexus with the state if
the corporation engages in business activity in
Wisconsin. Businesses activities that would create

"nexus" include if a corporation: (a) owns or leases
real or tangible personal property in the state; (b)
has employees or representatives that engage in
usual or frequent business activity in the state; (c)
maintains an office or mobile store in the state; (d)
performs contracts in the state; (e) sells real estate,
services, or intangibles into the state; (f) regularly
solicits business to state residents; (g) holds loans
secured by Wisconsin property; or (h) has an in-
terest in an LLC that does business in the state.
The statutes provide certain exemptions from the
nexus provisions, such as for foreign corporations
whose only business activity involves certain
printing or storage services or that only perform
disaster relief work in the state. A detailed descrip-
tion of the business activities that create nexus can
be found in Appendix 1.

Corporations that are members of a combined
group must file a combined income/franchise tax
return. For a combined group, nexus is determined
for the unitary business as a whole. Therefore, if a
member of a combined group has nexus with Wis-
consin and that nexus is attributable to the com-
bined group's unitary business, all members of the
combined group have nexus in Wisconsin. The
combined reporting requirements are described
later in this paper.

Federal Restrictions on State Taxation of
Corporations

Federal restrictions on state taxing powers are
contained in the U.S. Constitution. The states have
the power to levy taxes in accordance with their
own laws, subject to the restrictions imposed prin-
cipally by the due process clause of the 14th
Amendment and the commerce clause. Under the
due process clause, a minimal connection must ex-
ist between a corporation’s activities and the tax-
ing state, and the income attributed to the state for
tax purposes must be rationally related to income-
generating activities within the taxing state. Under
the commerce clause, a state is prohibited from
adopting a taxation scheme which discriminates
against, or places undue burden on, interstate



commerce.

In 1959, the Supreme Court held that the net
income of a corporation generated by interstate ac-
tivities could be fairly apportioned among the
states for tax purposes. Soon thereafter, the U.S.
Congress enacted the Interstate Income Act of
1959 (Public Law 86-272) to limit the reach of
state taxing power on interstate commerce. The In-
terstate Income Act enables a business to enter, or
send representatives, into a state to solicit orders
for goods without being subject to net income tax,
so long as the corporation's only activities in the
state are:

a. Solicitation, by employees, of orders for
tangible personal property which are sent out-of-
state for approval or rejection. The orders must be
filled from a delivery point outside the state.

b. Solicitation activity by nonemployee in-
dependent contractors conducted through their
own offices or businesses located in the state.

Public Law 86-272 does not apply to corpora-
tions which are organized (incorporated) under the
laws of the taxing state or a foreign nation. The
law also does not apply to corporations which sell
services, real property, or intangible personal
property in more than one state.

Corporate Income/Franchise Tax Liability

State law imposes a corporate income/ fran-
chise tax on Wisconsin net income. In general, a
corporation determines state tax liability by com-
puting gross or total income, subtracting deduc-
tions, apportioning the net income to the state (if
necessary), adjusting for nonapportionable in-
come and net operating losses (if applicable), ap-
plying the 7.9% state tax rate, and subtracting tax
credits.

Generally, state definitions of income and de-
ductions are referenced to federal law. For exam-
ple, "net income" is defined as the gross income
computed under the federal Internal Revenue
Code (IRC), with certain modifications under state
law. For corporate income tax purposes, state pro-
visions are referenced to the IRC in effect on De-
cember 31, 2017, with numerous exceptions.

The components used in the calculation of cor-
porate income/franchise tax liability are outlined
in the following sections.

Total Income

Determining federal gross income is the first
step to determine Wisconsin net income. “Gross
income” under the IRC is all income from what-
ever source derived, including gross income de-
rived from business. For tax purposes, federal total
income includes: (a) gross profit; (b) dividends;
(c) interest; (d) rents; (e) royalties; (f) capital gains
or losses; and (g) other income.

"Gross profit" is the net amount realized from
sales (gross receipts less sales returns and allow-
ances) minus the cost of goods sold. Cost of goods
sold is an adjustment made to inventoried items to
arrive at gross profit. The adjustment measures the
cost of producing inventory or the cost of produc-
ing or acquiring property or merchandise for sale
or resale. In general, the cost of goods sold is de-
termined by adding related purchases and costs to
the value of inventory at the beginning of the year
and subtracting the value of inventory at the year's
end. Businesses do not have to determine cost of
goods sold if the sale of merchandise is not an in-
come-producing factor for their business. In these
instances, gross profits are the same as net re-
ceipts. Most businesses and professions that sell
services rather than products can figure profits in
this manner.

Total income also includes income other than
that generated from the sales of goods and ser-
vices. The amount of a distribution representing a



dividend is included in total income, subject to
dividends received deductions for corporate recip-
ients. A dividend is defined as any distribution
made by a corporation out of its earnings or profits
to its shareholders, whether in money or in prop-
erty. Generally, all interest received or credited to
the taxpayer is includable in gross income. (For
federal income tax purposes, interest on U.S. obli-
gations is defined as income, but interest on state
and local obligations is excluded. However, inter-
est on federal, state, and local obligations is taxa-
ble under the Wisconsin franchise tax. Also, with
limited exceptions, state and local interest is taxa-
ble under the state corporate income tax.).

Gross rent received from property and gross
royalties are also income. Expenses such as re-
pairs, interest, taxes, and depreciation are not in-
cluded in determining income, but rather factored
in as deductions to calculate gross profit.

Profit from the sale or exchange of business
property and other capital assets is taxable income.
Combined groups compute net capital gain/loss
for the group as a whole. Such profits are taxable
if they are treated either as ordinary income or cap-
ital gains/loss. The gain or loss from the sale or
exchange of a patent, invention, model, or design,
or a secret formula or process generally is not con-
sidered a capital asset and is treated as ordinary
income.

Finally, other types of business income such as
recoveries of bad debt adjustments due to a change
in accounting, refunds of taxes deducted in prior
years, and recapture of certain previously-claimed
deductions, are included in gross income.

Deductions and Modifications to Income

Deductions are based on the proposition that
certain components of income are not available for
the taxpayer's own free use. For example, taxes are
viewed as involuntary reductions in the amount of
available income. In addition, deductions can
affect taxpayer behavior and are sometimes used

as incentives to encourage certain types of
activities. For example, accelerated methods of
depreciation are designed, in part, to encourage
capital investment.

Since the corporate income/franchise tax is a
tax on business, many of the deductions allowed
are, in general, related to the expenses incurred in
operating a business. In order to be deductible as a
business expense, an expense must be an ordinary
and necessary expense of the taxpayer's trade or
business, paid or incurred during the taxable year
in which it is deducted, and connected with the
trade or business conducted by the taxpayer.

As previously noted, definitions of deductions
under the state corporate income/franchise tax are
generally referenced to the federal IRC in effect on
December 31, 2017. As a result, most corporate
tax deductions conform with federal tax provi-
sions. However, state law includes provisions that
exclude or modify IRC definitions. For example,
pursuant to 2019 Act 7, expenses incurred to move
a business outside of Wisconsin are not deductible
for state tax purposes.

Most new modifications to existing federal de-
ductions enacted since December 31, 2017, do not
apply for state corporate income/franchise pur-
poses unless state law is changed. However, the
state will automatically pick up any future federal
changes regarding depletion and the IRC Section
179 election to expense depreciable assets.

The following deductions are provided to Wis-
consin corporate tax filers to offset all or a portion
of business expenses incurred in tax year 2020: (a)
compensation of officers and employees; (b) re-
pairs; (c) taxes; (d) interest; (e) charitable contri-
butions; (f) depreciation; (g) amortization; (h)
Section 179 election to expense depreciable as-
sets; (i) bad debts; (j) rent; (k) depletion; (1) insur-
ance; (m) advertising; and (n) other deductions.
Certain expenses associated with related entity
transactions made primarily for tax avoidance pur-
poses cannot be deducted.



Although the definitions of various forms of in-
come are generally referenced to federal IRC pro-
visions, Wisconsin law provides for certain modi-
fications. Thus, corporations will report either ad-
ditions to, or subtractions from, federal gross in-
come in order to account for the differences in tax-
able income under state law.

For example, differences between the state and
federal definitions of income or allowable meth-
ods of accounting for depreciation may result in a
difference between the federal and Wisconsin ba-
sis of assets. If the federal adjusted basis is more
than the state basis, then the corporation would
need to make an addition to income to account for
the difference when depreciating or selling an as-
set.

A corporation applies the deductions and
makes the modifications described above to gross
income to calculate the corporation's "income be-
fore apportionment.” Detailed descriptions of
these deductions and adjustments are presented in
Appendix 2. In addition, certain federal tax law
changes enacted on a temporary basis in response
to the coronavirus pandemic are described in Ap-
pendix 4.

Allocation and Assignment of Income

For state tax purposes, specified rules and laws
are used to allocate or assign income of a
particular corporate taxpayer.

A corporation that conducts all of its business
and owns property only in Wisconsin has all of its
income subject to taxation in Wisconsin. Usually,
such firms are incorporated in Wisconsin. These
types of firms are often referred to as 100%
Wisconsin firms, and they compute their taxes
similar to how a Wisconsin resident does under the
individual income tax.

A corporation which conducts its business
operations and owns property or makes sales both
within and outside of the state is subject to a

different corporate income tax treatment than is a
100% Wisconsin firm. When states tax the income
of corporations generated by activities carried on
across state lines, they are required under the due
process and commerce clauses of the U.S.
Constitution to tax only income that is fairly
attributable to activities carried on within the state.
In order to meet this constitutional obligation,
Wisconsin generally employs one of three
methods of assigning income to the state--separate
accounting, apportionment, or specific allocation.

Separate Accounting. Under Wisconsin law,
a multijurisdictional corporation must use separate
accounting when the corporation's business activ-
ities have income or loss from a nonunitary busi-
ness. Separate accounting implies that the income
and expenses of each specific business function or
activity of a multijurisdictional corporation can be
accounted for individually and independently. The
corporation must determine the income attributa-
ble to Wisconsin using separate records of the
sales, cost of sales, and expenses for the Wiscon-
sin business. Transactions that occur between in-
state and out-of-state businesses must be valued at
"arms-length.” DOR may permit separate account-
ing in any case (including for unitary corporations)
in which it is satisfied that the use of the method
will properly reflect the income that is taxable by
the state. Currently, few multijurisdictional corpo-
rations in the state use separate accounting to de-
termine their net tax liability.

Apportionment. Under apportionment, the
corporation adds its total gross income from its in-
state and out-of-state unitary activities, subtracts
its deductions, and multiplies the amount of net in-
come by its apportionment ratio or percentage as
determined by the Wisconsin apportionment for-
mula. The apportionment percentage is used to ap-
proximate how much of a corporation’'s income
before apportionment is generated by activities in
Wisconsin.

Most multistate corporations, including multi-
state public utilities, apportion income to



Wisconsin using single sales factor apportion-
ment. Statutory provisions and administrative
rules govern the definitions and sourcing of sales
that are included in the sales factor. For most types
of multijurisdictional corporations, the sales factor
is a percentage determined by dividing the total
sales or receipts of the corporation in Wisconsin
by the total sales or receipts of the corporation eve-
rywhere. In general, sales of tangible personal
property are considered in the state if: (a) the prop-
erty is delivered or shipped to a purchaser, other
than the federal government, within the state; or
(b) the property is shipped from a location in Wis-
consin and delivered to the federal government
within the state. In addition, certain sales of per-
sonal property in states where a taxpayer has no
nexus are known as "throwback sales,” and in-
clude sales of property: (1) shipped from Wiscon-
sin and delivered either to the federal government
or another purchaser, and the taxpayer is not in the
jurisdiction of the destination state for income tax
purposes; or (2) from an office in Wisconsin to an
out-of-state purchaser, that are not shipped or de-
livered from Wisconsin, if the taxpayer is not
within the jurisdiction for income tax purposes of
either the state from which the property originated
or was delivered or shipped. Throwback sales are
included in both the numerator and denominator
of the apportionment formula.

State law specifies how income derived from
services are apportioned to Wisconsin. A service is
determined to be received in Wisconsin if any of
the following apply: (a) the service relates to real
property that is located in Wisconsin; (b) the ser-
vice relates to tangible personal property that is de-
livered directly or indirectly to customers in the
state; (c) the service is purchased by an individual
who is physically present in Wisconsin at the time
that the service is received; or (d) the service is pro-
vided to a person engaged in a trade or business in
Wisconsin and relates to that person's business in
Wisconsin. If the purchaser of a service receives the
benefit of a service in more than one state, the
gross receipts from the performance of the service

received in
Wisconsin.

this state are apportioned to

Multistate financial organizations, including
financial institutions, broker-dealers, investment
advisers, investment companies, and underwriters,
use an industry specific, single receipts apportion-
ment factor. Multistate insurance companies use a
single premiums apportionment factor. Profes-
sional sports clubs generally apportion income us-
ing a single sales apportionment factor, with cer-
tain modifications.

Broadcasters apportion income under the
larger of two separate calculations. First, a broad-
caster's gross receipts from advertising revenue
are apportioned to Wisconsin only if the adver-
tiser's commercial domicile is located in Wiscon-
sin, and a broadcaster's gross royalties and other
gross receipts from the use or license of intangible
property are apportioned to Wisconsin only if the
commercial domicile of the purchaser or licensee
is in Wisconsin and that purchaser or licensee has
a direct contractual relationship under which roy-
alties and receipts are derived. Under the second
calculation, a broadcaster apportions to Wisconsin
1% of its gross receipts nationwide from advertis-
ing and royalties and other gross receipts received
for the use or license of intangible property. If the
second calculation results in a larger amount of in-
come apportioned to Wisconsin, the broadcaster
apportions gross receipts as determined under the
second calculation. However, a broadcaster is lia-
ble for no more than 40% more than the amount of
gross receipts that would have been apportioned to
the state if the broadcaster had used the first
method of apportionment.

Multi-factor apportionment provisions apply to
certain industries. Interstate telecommunications
companies apportion income using the arithmetic
average of the percentages of payroll, property,
and sales in Wisconsin to total company payroll,
property, and sales, respectively. Certain indus-
tries subject to an arithmetic average of industry-



Exhibit 1: Apportionment Factors Used by Certain Types of Multijurisdictional Corporations

Type of Corporation
Interstate

Telecommunications
Company

Interstate Air
Carrier*

Interstate Motor
Carrier

Interstate Railroads

Interstate Pipeline
Company

Apportionment Factors

1.

2.

Ratio of sales in Wisconsin to total sales everywhere.

Ratio of property in Wisconsin to total property everywhere. (The property factor
is generally the average value of real and tangible personal property owned or
rented by the taxpayer.)

. Ratio of payroll in Wisconsin to total payroll everywhere. (The payroll factor is

generally the total amount of compensation paid.)

. Ratio of aircraft arrivals and departures in Wisconsin to total aircraft arrivals

and departures.

. Ratio of revenue tons handled at airports in Wisconsin to total revenue tons handled.
. Ratio of originating revenue in Wisconsin to total originating revenue.

. Ratio of gross receipts from carriage of persons or property, or both, first

acquired for carriage in Wisconsin to total gross receipts from carriage of persons
or property, or both, everywhere.

. Ratio of revenue ton miles of carriage in Wisconsin to total revenue ton miles

of carriage. (Revenue ton miles means the movement of one ton of persons or
property, or both, the distance of one mile. One person equals 200 pounds.)

. Ratio of gross receipts from carriage of property, or persons, or both, first

acquired for carriage in Wisconsin to total gross receipts from carriage of
property, or persons, or both, everywhere.

. Ratio of revenue ton miles of carriage in Wisconsin to revenue ton miles of

carriage everywhere. (Revenue ton miles means the movement of one net ton of
property, or persons, or both, the distance of one mile, for consideration. One
person equals 150 pounds.)

. Ratio of average net cost of real and tangible property owned and used in

Wisconsin to produce apportionable income to total average net cost of such
property owned and used everywhere.

. Ratio of traffic units (transportation for a distance of one mile of one barrel of oil,

one gallon of gasoline, 1,000 cubic feet of natural or casinghead gas, or other
appropriate measure of product) in Wisconsin to the total traffic units everywhere.

. Ratio of compensation paid to employees located in Wisconsin to total

compensation paid to all employees to produce apportionable income.

*These apportionment factors also apply to interstate air freight forwarders affiliated with a direct air carrier.

specific, multi-factor apportionment formulas to
apportion income for Wisconsin corporate in-
come/franchise tax purposes are shown in Exhibit
1.

Allocation of Nonapportionable Income. Al-

location of nonapportionable income traces the in-
come to the state of its supposed source and in-
cludes the income in that state's tax base. Generally,
this method of assigning income is applied to in-
come from property with the source of the income
following the location of the property. Many states,



for example, allocate the income from real and tan-
gible personal property, such as rents from real es-
tate and oil and mineral royalties, to the state where
the underlying property is located. Income from in-
tangible property, such as dividends and interest, is
often allocated to the taxpayer's commercial or le-
gal domicile or to the state in which the intangible
property is utilized.

Wisconsin law distinguishes nonapportionable
income from apportionable income. In determining
a corporation’s tax liability, total corporate nonap-
portionable income or loss is removed from the to-
tal income of a unitary multistate corporation and
the remaining income or loss is apportioned to the
state. Nonapportionable income allocated to Wis-
consin is then added to apportioned business in-
come to determine Wisconsin net income.

Nonapportionable income is allocable directly
to the state in which the nonbusiness property that
produced the income, gain, or loss is located. For
state income/franchise tax purposes, nonapportion-
able income includes income, gain, or loss from: (a)
the sale of nonbusiness real property or nonbusi-
ness tangible personal property; (b) rental of non-
business real property or nonbusiness tangible per-
sonal property; and (c) royalties from nonbusiness
real property or nonbusiness tangible personal
property. Expenses that are directly related to non-
apportionable rents and royalties are offset against
that income. Income from lottery prizes is nonap-
portionable income allocable to Wisconsin if the
tickets were originally purchased in Wisconsin. For
combined returns, the total aggregate net nonappor-
tionable income of each member of a combined
group is included in the unitary income of the
group. Personal holding companies do not receive
special treatment for Wisconsin. The intangible in-
come of a personal holding company is apportion-
able income under the same standard that applies to
corporations that are not personal holding compa-
nies.

The state statutes provide that income or loss
from intangibles (interest, dividends, royalties from

patents, and similar types of income) is generally
apportionable business income which follows the
situs of the business. However, interest, dividends,
and capital gains may be exempt from state tax
when the recipient and payor: (a) are not a unitary
business; (b) are not related as a parent company
and subsidiary or affiliates; and (c) have investment
activity from which the income received is not an
integral part of a unitary business or the transaction
does not serve an operational function. Conversely,
if the corporation has commercial or legal domicile
in Wisconsin, this intangible income is treated as
business income for tax purposes.

Insurance Companies

Most insurance companies that conduct busi-
ness in the state are generally exempt from the state
corporate income/franchise tax and, instead, pay
the state insurance premiums tax. However, certain
types of insurance companies are subject to the cor-
porate franchise tax. Specifically, the state corpo-
rate income/franchise tax is imposed on most do-
mestic nonlife insurance companies and on the
nonlife insurance business of domestic life insur-
ance companies. Insurers generally exempt from
the state corporate income/franchise tax include:

a. Foreign insurance companies (companies
not organized under Wisconsin law);

b. Domestic life insurance companies en-
gaged exclusively in life insurance business. If a
life insurance company engages in a business
other than life insurance, the net income from the
nonlife insurance business is subject to the state
income/franchise tax while the state premiums tax
is imposed on its life insurance business;

c. Domestic insurers transacting mortgage
guaranty insurance business;

d. Town mutual insurers organized under, or
subject to, state law;

e. Insurers exempt from federal income tax-
ation under the IRC; and



f.  Certain corporations that are bona fide co-
operatives operating without pecuniary profit to
any shareholder or member, or operated on a co-
operative plan pursuant to which they determine
and distribute their proceeds in compliance with
state law. However, the income of cooperative
health care associations or service insurance cor-
porations that is derived from a health mainte-
nance organization or limited service health or-
ganization is subject to the franchise tax.

Under federal law and under state law, insur-
ance companies, excluding life insurance compa-
nies, are generally exempt from the corporate in-
come tax if their gross receipts for the tax year are
$600,000 or less, and the premiums received ex-
ceed 50% of gross receipts. For mutual insurance
companies, gross receipts cannot exceed $150,000
and premiums must exceed 35% of gross receipts.
If net premiums written do not exceed $1.2 million,
a company may elect to only have its taxable in-
vestment income taxed. Life insurance companies
are subject to the state insurance premiums tax, but
not the state corporate income/franchise tax.

Insurers that derive income from the sale or pur-
chase and subsequent sale or redemption of lottery
prizes must pay state income/franchise tax on this
income, if the winning ticket was purchased in Wis-
consin.

When a corporation that is an insurance com-
pany determines its Wisconsin income, certain as-
pects of its tax liability are computed differently
than for other corporations. In addition to the state
adjustments to federal income made by corpora-
tions, there are further additions specific to insur-
ance companies. Insurance companies must add the
following to federal income: (a) loss carryforward,
including any capital loss carryforward previously
deducted for Wisconsin purposes, which was de-
ducted in computing federal taxable income; (b)
dividend income received during the tax year to the
extent the dividends were deducted from, or not in-
cluded in, federal taxable income; and (c) any
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deduction for discounting unpaid losses (customer
claims). If an insurance company is a member of a
combined group, these amounts must be included
in the combined group's income. Insurance compa-
nies must also adjust net business losses to exclude
the dividends received deduction.

Depending upon the type of insurance company
involved, the adjusted federal taxable income
amount might require further modifications before
arriving at Wisconsin net taxable income. Domestic
insurance companies not engaged in the sale of life
insurance that have collected premiums written on
property and risks located only in Wisconsin are not
required to further modify this measure of income.
For these insurance corporations, adjusted federal
taxable income is Wisconsin net income before any
offset for business loss carryforwards.

For domestic companies that sell both life and
nonlife insurance, income from life insurance oper-
ations must be excluded from taxable income. Life
insurance operations are excluded by multiplying
adjusted federal taxable income by a percentage
calculated by dividing the insurance company's net
gain from operations other than life insurance by
that company's total net gain from operations and
excluding that amount from state taxable income.
Net gain from operations other than life insurance
includes: (a) net income, after dividends to policy-
holders and before federal and foreign income
taxes, from property and casualty insurance; (b) net
gain from operations, after dividends to policyhold-
ers, and before federal income taxes, from accident
and health insurance; and (c) net realized capital
gains or losses on investments from accident and
health insurance operations.

Domestic insurance corporations that have re-
ceived premiums written for insurance, other than
life insurance, on property and risks located both in
and outside of Wisconsin must allocate a portion of
total adjusted federal income to the state based on a
premiums factor, which is similar to the sales factor
used by other types of corporations to apportion in-
come. For insurance other than life insurance, the



premiums factor is the ratio of direct premiums
written for insurance and assumed premiums writ-
ten for reinsurance, other than life insurance, with
respect to property and risks resident, located, or
performed in the state, divided by the total of such
premiums everywhere. The apportionment ratio
(premiums factor) is applied to adjusted federal in-
come to arrive at Wisconsin net income before any
offset for business loss carryforwards. As noted,
combined groups use a modified sales factor in ap-
portioning income to the state. Insurance company
premiums are treated like sales in the modified fac-
tor and are included in the modified factor in appor-
tioning the combined group's unitary income to
Wisconsin. If the insurance company is a member
of a combined group, the company's share of com-
bined unitary income is apportioned to the member
insurance company based on the ratio of the com-
pany's combined unitary income to the group's
combined unitary income.

"Direct premiums” is defined as direct premi-
ums reported for the tax year on the annual state-
ment required to be filed with the Commissioner of
Insurance. "Assumed premiums" is defined as as-
sumed reinsurance premiums from domestic insur-
ance companies also reported for the tax year on the
annual statement.

Under state law, the amount of tax that an insur-
ance company pays under the state income/fran-
chise tax cannot exceed 2% of gross Wisconsin pre-
miums. This limitation does not apply to income
from lottery prizes. Insurers that file under the in-
come/franchise tax can claim the same tax credits
as corporate filers, except that insurers cannot claim
the manufacturing and agriculture tax credit or the
electronics information technology manufacturing
(EITM) zone tax credit.

Net Business Losses

State statutes provide separate treatment of a
net business loss (NBL) under the corporate in-
come/franchise tax and a net operating loss (NOL)
under the individual income tax. Under state law,

a net loss is generally defined as the excess of
business expenses allowed as deductions in com-
puting net income over the amount of income at-
tributable to the operation of a trade or business in
the state. Nonapportionable losses having situs in
Wisconsin are included in a Wisconsin NBL; non-
apportionable income having situs in the state is
included in net business income.

NBLs are determined in a manner similar to the
way taxable income is determined. The taxpayer
starts with gross income and subtracts business ex-
penses allowable as deductions. If expenses are
greater than income, a net loss is generated. Under
state tax provisions, net losses (if any) are used to
offset state taxable income before the state tax rate
is applied to net income.

Under both the individual income tax and the
corporate income/franchise tax, net losses can be
carried forward and used to offset income for the
following 20 years. Under the individual income
tax, an NOL can also be carried back to offset net
income in the two prior taxable years. However,
state law does not allow for carrybacks of NBLs for
purposes of the corporate income/franchise tax.

The treatment of losses under federal law differs
significantly for losses beginning in tax year 2018.
Prior to tax year 2018, net losses could generally be
carried back for two years and carried forward for
20 years, similar to the treatment of a NOL under
state law. However, beginning in tax year 2018, the
Tax Cuts and Jobs Act (TCJA) provides for sub-
stantially different treatment. First, the TCJA al-
lows for indefinite carryforward of losses, but lim-
its the deduction to 80% of taxable income (with
certain exceptions). Further, the federal two-year
carry back is repealed (the five-year carryback for
certain losses incurred in the trade or business of
farming was reduced from five years to two years).

Notwithstanding the TCJA, the Coronavirus
Aid, Relief, and Economic Security Act of 2020
(CARES), permits losses in tax years 2018, 2019,
and 2020 to be carried back for up to five years. As
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a result, a taxpayer may file an amended return for
those years to claim the deduction (including into
taxable years for which the applicable tax rate ex-
ceeded 21% following the TCJA). Special rules ap-
ply for real estate investment trusts, life insurance
companies, and shareholders of deferred foreign in-
come corporations. Further, losses carried into
2019 and 2020 are permitted to offset up to 100%
of taxable income, rather than 80%.

Under the TCJA, as modified by CARES,
noncorporate taxpayers' excess losses are limited in
tax years 2021 through 2025. Excess losses are de-
fined as the aggregate deductions for business pur-
poses that exceed the sum of the noncorporate tax-
payer's gross income or gain plus either the infla-
tion-adjusted amount of $500,000 for married, joint
filers or $250,000 for other types of filers. Any
losses exceeding this amount may only be carried
forward for subsequent tax years. The limitation
does not apply to excess farm losses. Under
CARES, starting in 2021, wages are not considered
business income for purposes of computing an
NOL, and thus losses incurred in a taxpayer's busi-
ness do not offset wages received by the taxpayer.

Under the TCJA, NOLs of life insurance com-
panies now receive the same general treatment as
other corporate filers. However, NOLs of property
and casualty companies were not altered, and thus
continue to allow two-year carrybacks and 20-year
carryforwards offsetting 100% of taxable income.
However, CARES modified the treatment of an
NOL arising in tax years 2018, 2019, and 2020 such
that nonlife insurance companies may carry back
NOLs from these years for up to five years without
limitation.

After a corporation reduces the income appor-
tioned to Wisconsin by any Wisconsin NBL car-
ried forward from previous tax years, the resulting
amount is the corporation's "Wisconsin net in-
come."
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State Corporate Income/Franchise Tax Rate

The state corporate income/franchise tax rate is
7.9% and is applied to all Wisconsin net income.
The resulting amount is the corporation's “gross
tax liability.”

Economic Development Surcharge

Under 2011 Act 32, the state recycling sur-
charge was converted to the economic develop-
ment surcharge. The economic development sur-
charge provides funding for economic develop-
ment programs administered by the Wisconsin
Economic Development Corporation (WEDC).
DOR administers the surcharge.

The economic development surcharge is im-
posed on S corporations, C corporations, and do-
mestic insurers that are required to file a corporate
income/franchise tax return if they have at least $4
million in gross receipts from all activities (gener-
ally includes all sales, income, rents, and other re-
ceipts). Partnerships and individuals are exempt
from the surcharge beginning in tax year 2013.

The economic development surcharge equals
3% of gross tax liability for C corporations (in-
cluding insurance companies), or 0.2% of net busi-
ness income for S corporations. The minimum sur-
charge is $25 and the maximum is $9,800.

Corporate Income/Franchise Tax Credits

A tax credit is an amount that is subtracted
from the gross income tax liability of the taxpayer
in a given year. In general, a tax credit differs from
a deduction in that the credit is subtracted from the
tax itself, resulting in a dollar-for-dollar reduction
in the gross tax liability; a deduction is subtracted
from income, resulting in a reduction in the
amount of income subject to tax. Some tax credits
are refundable. When a refundable tax credit ex-
ceeds gross tax liability, the taxpayer may receive
a payment for the excess credit amount, or may
apply all or a portion of that amount to the



following year's tax liability. For the nonrefunda-
ble credits, unused amounts generally can be car-
ried forward and claimed in future years. In addi-
tion, for some credits, unused amounts may be
sold or otherwise transferred to another taxpayer.

Rather than adopting federal tax credits for
state purposes, Wisconsin provides its own corpo-
rate income tax credits for certain types of busi-
ness income and expenditures.

In general, partnerships, LLCs, and S corpora-
tions cannot claim a tax credit, but eligibility for,
and the amount of, the credit are based on the en-
tity's share of eligible income or payment of eligi-
ble expenses, subject to any limit on the maximum
aggregate amount of credits that a single entity can
claim. A partnership, LLC, or S corporation is re-
quired to compute the amount of the credit that
each of its partners, members, or shareholders can
claim and provide that information to them. In
general, partners, members, and shareholders can
claim the credit in proportion to their ownership
interest.

Many of the corporate tax credits are intended
to encourage businesses to locate, expand, and hire
employees in Wisconsin, and require certification
by WEDC. Other credits require certification by
the Wisconsin Housing and Economic Develop-
ment Authority or the Department of Agriculture,
Trade, and Consumer Protection. For some of the
credits, the amount claimed in a year, or in the ag-
gregate, is capped.

As of January 1, 2021, the following nonre-
fundable and refundable tax credits are available
under the state corporate income tax in tax year
2021. Detailed descriptions of the nonrefundable
and refundable tax credits can be found in the Leg-
islative Fiscal Bureau's informational paper enti-
tled, "Business Tax Credits."

Nonrefundable Business Tax Credits

Manufacturing and Agriculture Credit. Equal

to 7.5% of eligible production activities income
from Wisconsin-based assets.

Nonrefundable Research Credit. Equal to
5.75% or 11.5% of certain research expenses. Up
to 10% of the amount of research credit computed
may be claimed as a refundable credit. The re-
maining portion of the credit is nonrefundable.

Early Stage Seed Investment Credit. Equal to
25% of investments made to a fund manager that
the fund manager invests into a qualified new
business venture (QNBV). Fund managers and
QNBVs must be certified by WEDC.

Manufacturing Investment Credit. Can be
claimed by taxpayers that have more than $25,000
of unused manufacturer's sales tax credits under
prior law and that have maintained jobs or invest-
ments in Wisconsin.

Supplement to the Federal Historic Rehabilita-
tion Credit. Equal to 20% of qualified rehabilita-
tion expenditures for certified historic structures.

Community Rehabilitation Program Credit.
Equal to 5% of the amount paid to a community
rehabilitation program to perform work for the
claimant's business, pursuant to a contract.

Development Opportunity Zone Credits.
WEDOC is required to designate areas in the City of
Kenosha, the City of Janesville, and the City of
Beloit as development opportunity zones that exist
for five years. Any business that locates and con-
ducts activity in the zones is eligible to claim the
development zones credit or the development zone
capital investment credit. The development zones
credit equals 50% of the amount expended for
specified environmental remediation and up to
$8,000 per full-time job created or retained in a
zone. The development zone capital investment
credit equals 3% of depreciable property pur-
chased, or amounts spent to acquire, construct, re-
habilitate, remodel, or repair real property in a
zone.
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Insurance Security Fund (ISF) Assessment
Credit. A credit may be claimed for 20% of the
amount of the Wisconsin portion of assessments
paid by certain insurers to the ISF. The credit can
be claimed in each of the five calendar years fol-
lowing the year in which the assessment was paid.

Employee College Savings Account Contribu-
tion Credit. Contributions an employer pays into
an employee's college savings account are eligible
for a credit. The maximum amount of employer
contribution that is eligible for the credit is equal
to 25% of the maximum amount an individual em-
ployee may deduct for state income tax purposes.

Low-Income Housing Credit. The Wisconsin
Housing and Economic Development Authority
may certify a person to claim a tax credit through
the program by issuing an allocation certification
for a qualified housing development, if certain
conditions are satisfied. The tax credit program is
similar to the federal low-income housing tax
credit.

Refundable Business Tax Credits

EITM Zone Credit. The EITM zone tax credit
program (Foxconn) provides a payroll tax credit
over 15 years for up to an aggregate amount of
$1.50 billion and a capital expenditure credit over
seven years for up to an aggregate amount of $1.35
billion for businesses that begin operations in an
EITM zone that are certified by WEDC.

Enterprise Zone Credit. Tax benefits can be
claimed by businesses that operate in enterprise
zones established by WEDC based on jobs, pay-
roll, job retention, training, capital expenditures,
and purchases from Wisconsin vendors.

Business Development Credit. Tax benefits can
be claimed by businesses certified by WEDC for a
portion of wages paid to employees, training costs
for employees, personal property investment, real
property investment, and wages for employees
performing corporate headquarters functions in
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Wisconsin.

Farmland Preservation Credit. Corporate
owners of eligible farmland can receive a refund-
able tax credit under the farmland preservation
program based on the number of qualifying acres
of state farmland.

Refundable Research Credit. Equal to 5.75%
or 11.5% of certain research expenses. Up to 10%
of the amount of research credit computed can be
claimed as a refundable credit.

Combined Reporting

Beginning in tax year 2009, corporations that
are engaged in a unitary business with one or more
other corporations are required to file a combined
return. Specific provisions govern which corpora-
tions should file a combined return and the manner
in which combined net tax liability is determined.
As noted, the combined reporting requirements
were enacted in 2009 Act 2. Prior to that legisla-
tion, Wisconsin used separate entity reporting, un-
der which each corporation, including a member
of an affiliated group of corporations, was taxed as
a separate entity. The following sections provide a
general overview of state combined reporting
laws.

Combined Groups. State law requires that a
corporation use combined reporting if all of the
following apply:

a. The corporation is a member of a
commonly controlled group. A commonly con-
trolled group generally means a group in which
ownership of stock represents more than 50% of
the voting power of each corporation.

b. The corporation is engaged in a unitary
business with one or more other corporations in its
commonly controlled group. Unitary business
generally means a group of commonly controlled
business entities whose operations are integrated
and each company, division, or branch is



dependent upon, and contributes to the operation
of, the business as a whole.

c. The corporation is not excluded from the
combined group under water's edge rules. In gen-
eral, a company that is not organized under U.S.
law whose income is generated and attributable to
activity outside the U.S. is not required to be in-
cluded in a combined group if the non-U.S. in-
come represents more than 80% of its total busi-
ness income. In addition, a corporation's income is
not taxable under state law if that income is ex-
cluded from federal income taxes pursuant to a
federal treaty.

Real estate investment trusts, regulated invest-
ment companies, real estate mortgage investment
conduits, financial asset securitization investment
trusts, and S corporations cannot be included in a
combined group and must file separate returns.
However, the income of these entities that is de-
rived from the group's unitary business is included
in the combined unitary income of the group to the
extent it is included in, or distributed to, a corpo-
ration that is a group member.

Combined Unitary Income. The general pro-
cess of computing a combined group's net tax lia-
bility begins with computing the combined unitary
income of the group. Combined groups are re-
quired to aggregate and reconcile federal taxable
income from the federal consolidated return or
from federal separate returns. The group is re-
quired to make certain adjustments on the com-
bined return related to intercompany transactions
and limitations that apply to the combined group,
capital losses, and charitable contributions.

Generally, intercompany transactions that are
made to defer income, gain, or loss between mem-
bers of a combined group are identified and ex-
cluded from the computation of unitary income in
the same manner as prescribed for members of a
consolidated group under federal law. Capital
losses and gains are generally apportioned and
shared between members of a combined group in

the same manner as other income or losses. The
limitation of the charitable contribution deduction
applies to the combined group's aggregate taxable
income as a whole (generally 10%, however, as
discussed in Appendix 2, the limitation for quali-
fied contributions is temporarily increased to 25%
for tax year 2020).

Following these adjustments, the group com-
putes the aggregate Wisconsin addition and sub-
traction modifications to federal taxable income to
reflect the differences between state and federal
law, as is generally required of all corporations.
For transactions between group members where
the payer's expense and the payee's expense are in-
cluded in the combined unitary income of the
group, addback modifications are not required.

After aggregate additions and subtractions are
made to the combined group's income, the
nonapportionable and separately apportionable
income (income subject to water's edge rules,
lottery prizes, separate entity income/loss) of each
group member is subtracted. As previously noted,
these amounts are generally allocated to the state
where the property that produced the income, gain,
or loss is located. Amounts that are allocable or
apportionable to Wisconsin are included in the
group’'s combined unitary income, following ap-
portionment. For combined groups, nexus is
determined for the unitary group as a whole. If one
member of a group has nexus with the state, then
the combined group as a whole has nexus.
Consequently, the unitary nonappportionable and
separately apportionable income of each com-
bined group member is included in the combined
net income of the group.

The combined unitary income of the group is
apportioned to Wisconsin using an aggregate sales
factor. The sales factor is calculated by dividing
the aggregate of each member's sales into Wiscon-
sin by the total sales of all corporate members, ex-
cluding sales receipts between members of the
combined group. For purposes of determining the
amount of throwback sales apportioned to
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Wisconsin from combined unitary income, no
member of the combined group can be within the
jurisdiction of the destination state of the sale. If a
pass-through entity is directly or indirectly owned
by a corporation in the combined group, the ratio
of that corporation’s distributive share of the pass-
through entity's unitary business income is in-
cluded in apportioning the combined group's in-
come.

Combined groups that only do business in Wis-
consin do not apportion aggregate income. Each
member's net income subject to combination is de-
termined on a separate entity basis and then ad-
justed (such as excluding any non-unitary income)
to reflect the member's status as a combined group
member. These incomes are added together to ar-
rive at the group's combined unitary income.

Computation of Member's Income. After the
combined group's unitary income has been appor-
tioned to Wisconsin using the aggregate sales fac-
tor, certain member level data is computed. Spe-
cifically, each member separately: (a) determines
its share of the group's tax liability, including tax
attributable to separate entity items, such as non-
unitary income or loss; (b) computes the member's
economic development surcharge liability; (c)
tracks the use of the member's NBLs and credits;
and (d) shares its research tax credits with other
members of the group. These accounts are also ag-
gregated and reported on the combined return.

The combined group member's share of the
group's total Wisconsin income is apportioned to
each member using the percentage calculated by
dividing the member's sales in Wisconsin by the
group’'s total sales. The group's unitary combined
income is then multiplied by this percentage to de-
termine the member's combined unitary income.
Each member then calculates its tax liability sepa-
rately starting with its share of combined unitary
income.

A corporation that is a member of a combined
group can have income that is required to be
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apportioned separately from the group's combined
unitary income. This can occur when a member
has income or loss that is excluded from combined
unitary income under water's edge rules. Also,
separate apportionment is used in cases where a
combined group member has apportionable in-
come or loss from a separate unitary business.

Individual combined group members that have
a positive income amount can offset some income
with NBL carryforwards. Combined group mem-
bers may share all or a portion of their losses with
other members under certain conditions. For
NBLs incurred prior to tax year 2009, up to 5% of
pre-2009 losses incurred by individual members
can be shared among members of a combined
group for 20 years. For business loss carryfor-
wards incurred in tax year 2009 or in later years,
such losses can generally be shared among group
members provided that the loss is attributable to
unitary income included in a combined report for
the same combined group in which the member
was, and still is, a member.

After a group member offsets its income with
any NBL carryforwards, the individual corpora-
tion determines its gross tax by applying the 7.9%
state corporate income/franchise tax rate to the re-
sulting measure of income. The aggregate gross
tax liability for all group members is included on
the combined group's return.

The economic development surcharge is com-
puted separately for each member of a combined
group, based on the member's gross tax and gross
receipts. In the same manner as determining nexus
for income/franchise tax purposes, if one member
of a combined group has nexus in Wisconsin for
the surcharge, all members of that combined group
have nexus. Consequently, the $4 million gross re-
ceipts threshold and the surcharge amount, subject
to the $25 minimum and $9,800 maximum sur-
charge limits, are computed for each combined
group member. The aggregate surcharge for all
group members is reported on the combined re-
turn.



Tax credits are attributes of the separate corpo-
ration rather than of the combined group, and cred-
its are computed separately for each corporation.
A combined group member's nonrefundable cred-
its, other than research credits, including carryfor-
wards of those credits, may only be used by that
combined group member to offset tax liability on
its own taxable income. Nonrefundable research
credits may be shared under certain circumstances.

Combined Group Tax Liability. Corporate in-
come/franchise tax liability of each group member
that is computed separately must be aggregated
and included on the group's combined return to de-
termine the group's tax liability.

Refundable tax credits are computed separately
for each combined group member. However, any
refundable tax credits computed by each member
are aggregated and used to offset the group's tax
liability reported on the combined return. In gen-
eral, any refundable amount not used to offset in-
come is refunded to the group's designated agent.

Designated Agent. Each combined group is re-
quired to appoint a corporation as the "designated
agent” for the group. The designated agent's tax
year must be the same as that of the combined
group. The agent acts on behalf of all members of
the combined group for matters that relate to the
return, such as filing the return, corresponding
with DOR, remitting taxes and receiving refunds
or assessments from the Department on behalf of
all members of the group, and participating in any
investigation or hearing DOR might hold with re-
gards to the combined return.

Comparative Examples

Exhibits 2 and 3 provide illustrations of how,
in general, the tax liability of a single multijuris-
dictional corporation and a combined group of
corporations compute net tax liability under Wis-
consin law. Exhibit 2 shows the computation for a

single multijurisdictional corporation. The indi-
vidual firm computes total income, subtracts de-
ductions, apportions income to Wisconsin using
the sales factor, adjusts for nonapportionable in-
come and NBL carryforwards, applies the tax rate,
and subtracts tax credits to determine net tax lia-
bility.

Exhibit 3 provides an illustration of how net
tax liability is computed for a combined group.
Aggregate federal taxable income is determined
for the group. Group level adjustments are made
to the aggregate federal taxable income to reflect
intercompany transactions, calculate net capital
gain/loss and charitable contribution limits, and
include Wisconsin additions and subtractions to
federal income, including related entity adjust-
ments, to arrive at the combined unitary income of
the group. The Wisconsin share of the combined
unitary income of the group is determined by ap-
plying the group's apportionment factor.

The net income and tax liability is then deter-
mined for each member. A member is allocated a
portion of the group's combined Wisconsin in-
come based on its proportion of the Wisconsin
sales of the group. The member's income is modi-
fied to include nonapportionable income and is
offset by NBL carryforwards to arrive at the mem-
ber's taxable income. Excess sharable NBL car-
ryforwards can be shared with other group mem-
bers proportionate to each member's share of the
group's Wisconsin taxable income. The state tax
rate is applied to each member's taxable income to
arrive at gross tax liability. Each member offsets
nonrefundable tax credits against the gross tax li-
ability to arrive at net tax liability.

The components of the net tax calculation for
each member are aggregated and reported on the
group's combined return. The group's aggregate
net tax liability is offset by any refundable credits
claimed by group members.
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Exhibit 2: Computation of Wisconsin Net Tax Liability for a Single Multijurisdictional Corporation

1. Determine Total Income
a. Gross Sales - Cost of Goods Sold = Gross Profit
b. Gross Profit + Other Income or Loss (Dividends, Interest, etc.) = Total Income

2. Determine Apportionable Income
a. Total Income - Deductions (Wages, Depreciation, Interest Paid, etc.) = Income Before Apportionment
b. Income Before Apportionment - Total Nonapportionable Income = Total Apportionable Income

3. Determine Wisconsin Net Income
a. Wisconsin Apportionment Ratio = [Sales by Wisconsin Destination + Total Sales]
b. Total Apportionable Income * Wisconsin Apportionment Ratio = Income Apportioned to Wisconsin
c. Apportioned Income + Income Allocated to Wisconsin - Business Loss Carryforward = Wisconsin Net Income

4. Determine Wisconsin Net Tax
a. Wisconsin Net Income * 7.9% = Gross Tax
b. Gross Tax - Nonrefundable Tax Credits (Manufacturing and Agriculture, Research, etc.) = Wisconsin Net Tax

5. Determine Wisconsin Tax Liability
a. Wisconsin Net Tax - Refundable Tax Credits = Wisconsin Net Tax Liability

Exhibit 3: Computation of Wisconsin Net Tax Liability for a Combined Group

1. Determine Combined Unitary Income - Group Level

a. Aggregate Net Federal Income = Aggregate Federal Income - Aggregate Federal Deductions

b. Aggregate Federal Taxable Income of Group + Adjustments:
i.  Defer Income, Expense, Gain or Loss on Transactions between Group Members
ii. Calculate Aggregate Net Capital Gain/Loss, Including Sharable Loss Carryforwards, and Apply Capital Loss Limit

to Aggregate Capital Gains/Losses

iii. Calculate Aggregate Charitable Contribution Limitation

c. Adjusted Aggregate Federal Taxable Income + Aggregate Wisconsin Additions to Income (State Taxes, Related Entity
Expenses) - Aggregate Wisconsin Subtractions from Income (Foreign Dividend Gross Up, Dividends between Group
Members, Related Entity Expenses) = Aggregate Group Income with Wisconsin Modifications

d. Aggregate Group Income with Wisconsin Modifications - Nonapportionable and Separate Entity Income (Rents,
Royalties, Water's Edge Income) = Aggregate Apportionable Group Income

e. Aggregate Apportionable Group Income * Wisconsin Aggregate Apportionment Factor (Total Group Member Sales in
Wisconsin + Total Group Sales) = Wisconsin Combined Unitary Income

2. Determine Each Member's Income and Tax!

a. Combined Unitary Income * Member's Apportionment Factor (Member's Sales in Wisconsin + Total Group Sales) =
Individual Member's Apportionable Income

b. Member's Apportionable Income + Member's Separate Entity and Nonapportionable Income (Rents, Royalties) =
Member's Income before NBL Carryforwards

c. Member's Income before NBL Carryforward - NBL Carryforwards, Including Sharable NBL Carryforwards = Member's
Wisconsin Net Income

d. Member's Wisconsin Net Income * 7.9% = Member's Wisconsin Gross Tax

e. Gross Tax - Nonrefundable Tax Credits = Member's Net Tax

3. Determine Combined Group Aggregate Tax Liability
a. Aggregate Net Tax of Group Members - Refundable Tax Credits = Combined Group's Net Tax Liability

1 Each member calculates net tax individually. Individual amounts are aggregated and reported on the combined return.
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Exhibits 4 and 5 provide comparative exam-
ples of the net tax liability determined under sep-
arate entity and combined reporting for a unitary
business consisting of a Wisconsin parent corpo-
ration, and three affiliated corporations, including
a Wisconsin subsidiary, an Illinois subsidiary, and
a Delaware subsidiary. Exhibit 4 illustrates how
each corporation would determine its Wisconsin
tax liability as a separate corporation, rather than
as a member of a combined group. The Delaware
corporation does not have nexus with Wisconsin
and therefore would not pay state corporate in-
come/franchise taxes. Also, the Wisconsin sub-
sidiary corporation would receive a $5,000 pay-
ment of its refundable tax credit because its in-
come is entirely offset by an NBL carryforward.

Exhibit 5 shows the calculation of tax liability
for the same group of corporations using com-
bined reporting. For purposes of the example, the
intercompany transactions are assumed to be
Wisconsin sales between the corporations.
Consequently, these sales would be excluded
from each member's sales apportionment factor,
as well as from each member's income before ap-
portionment. Note that combined unitary income
is first determined on the group level, then each
member determines its net income and tax liabil-
ity. The components used to determine each mem-
ber's net tax liability, such as the member's non-
apportionable income, are reported on the com-
bined return. In the example, it is assumed that the
NBL carryforward of the Wisconsin subsidiary is
a sharable business loss carryforward, and that
the corporation chooses to share the unused car-
ryforward with the other members of the group.
Those members use the aggregate loss carryfor-
ward proportionate to their share of the group's
Wisconsin taxable income, after each member ap-
plies its NOL carryforwards. The net tax liability
of each member is aggregated on the combined
return, and refundable tax credits are applied to
the group's net tax liability.

In the example, the group’s net tax liability is
lower using combined reporting than the sum of

the individual corporations' tax liabilities calcu-
lated as separate entities. Factors such as the
change in the method of calculating apportionable
income, the apportionment factor for the group
and its members, and the availability and use of
sharable NBL carry-forwards, could cause the net
tax liability for a group of corporations to in-
crease, decrease, or be essentially unaffected by
the use of combined reporting. In Wisconsin, the
required use of combined reporting has resulted in
a net increase in aggregate corporate tax collec-
tions.

Pass-through Entity-Level Tax Election

Beginning in tax year 2018, the TCJA limits
the federal individual income tax itemized deduc-
tion for state and local taxes to no more than
$10,000 per year. Prior state law generally re-
quired pass-through entities to have the same tax
classification for state tax purposes as for federal
tax purposes. Thus, pass-through income of indi-
viduals was subject to state income tax, and the
resulting tax was subject to the deduction limit for
federal tax purposes. However, provisions of
2017 Act 368 allow S corporations (beginning in
tax year 2018) and partnerships (beginning in
2019) to elect, via persons holding more than 50%
of the shares or capital and profits of a partner-
ship, to be taxed at the entity level at a rate of 7.9%
(compared to the highest individual rate of
7.65%). In doing so, such tax payers are able to
deduct state taxes on pass-through income with-
out limitation.

By electing to be taxed at the entity level, the
shareholders, partners, and members may not in-
clude in their Wisconsin adjusted gross income
their proportionate share of all items of income,
gain, loss, or deduction of the pass through entity.
Instead, the entity pays tax on items that would
otherwise be taxed as if this election was not
made. The entity cannot claim a NOL or any tax
credits, except for the credit for taxes paid to an-
other state, when computing income subject to the
entity level tax. The adjusted basis of a partner's
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Exhibit 4: Example Calculation of Separate Entity Net Tax Liability for Wisconsin Parent and Three

Subsidiaries
W1 Parent
A. Taxable Income
Income Before Apportionment $4,000,000
B. Apportionment Percentage
Sales: Wisconsin $5,000,000
=+ Total +8,000,000
= Percent 62.50%

C. Wisconsin Income Before Loss Carryforwards

Income Before Apportionment $4,000,000
* Apportionment Percentage *0.625
= WI Income Before Business Loss

Carryforward $2,500,000
D. NBL Carryforward
Wisconsin Net Income $2,500,000

- NBL Carryforward -0

=W!I Net Income $2,500,000
E. Gross Tax Liability

Wisconsin Net Income $2,500,000
* Tax Rate *0.079
= Gross Tax $197,500
F. Tax Credits

Gross Tax Liability $197,500
- Nonrefundable Tax Credits -10,000

- Refundable Tax Credits -0
= Net Tax Liability $187,500

W1 Subsidiary IL Subsidiary DE Subsidiary
$100,000 $500,000 $2,000,000
$200,000 $1,000,000 $0
+350,000 +3,000,000 +4,000,000

57.14% 33.33% 0%
$100,000 $500,000 $2,000,000
*0.5714 *0.3333 *0.0
$57,140 $166,650 $0
$57,140 $166,650 $0
-200,000 -0 -0
-$142,860 $166,650 $0
$0 $166,650 $0
*0.079 *0.079 *0.079
$0 $13,165 $0

$0 $13,165 $0

-0 -0 -0
-5,000? -0 _-0
$0 $13,165 $0

Total Tax Liability Less Refundable Credits for All Corporations = $195,665

L Will receive $5,000 payment for refundable tax credits.

interest in the partnership and a shareholder's ad-
justed basis in the stock and indebtedness of an S
corporation are determined as if an election had
not been made.

The election is made annually via the state tax
return. Pass-through entities may opt in or out
without penalty, including via an amended return,
on or before the due date (or extended due date)
of the tax return. Generally, S corporations and
partnerships electing to pay tax at the entity level
must file an income/franchise tax return by the
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15th day of the 3rd month following the close of
its taxable year (which would be March 15 for cal-
endar year filers).

Pass-through entities electing to pay the tax
must make the quarterly estimated payments ra-
ther than their respective owners. If the pass-
through entity fails to pay the amount of taxes
owed with respect to income as a result of the
election, DOR may collect the amount owed from
the owners based on their proportionate share of
such income.



Exhibit 5: Example Calculation of Combined Group Net Tax Liability for Wisconsin Parent and Three

Subsidiaries
Wi Wi IL DE Combined
Parent Subsidiary Subsidiary Subsidiary Group
A. Combined Unitary Income
Income Before Apportionment $4,000,000 $100,000 $500,000 $2,000,000 $6,600,000
- Income from Intercompany Transactions -200,000 -50,000 -50,000 -100,000 -400,000
= Unitary Income $3,800,000 $50,000 $450,000 $1,900,000 $6,200,000
B. Combined Group Apportionment Percentage *
Sales: Wisconsin $4,800,000 $150,000 $950,000 $0 $5,900,000
+ Total +7,800,000 +300,000 +2,950,000 +3,900,000 +14,950,000
= Percent 61.54% 50.00% 32.20% 0% 39.46%

C. Combined Group Wisconsin Combined Unitary Income
Combined Unitary Income $6,200,000
* Combined Group WI Apportionment Percentage *39.46%
= Combined Group WI Income $2,446,520
D. Members' Share of Wisconsin Combined Income
Member's WI Sales $4,800,000 $150,000 $950,000 $0 $5,900,000
+ Group Total Sales +14,950,000 +14,950,000 +14,950,000 +14,950,000 +14,950,000
= Member Percentage Share 32.11% 1.00% 6.35% 0% 39.46%
* Combined Group Inc *6,200,000 *6,200,000 *6,200,000 *6,200,000 *6,200,000
= Member WI Income Before NBL

Carryforward $1,990,820 $62,000 $393,700 $0 $2,446,520
E. Net Business Loss Carryforward 2
Member WI Income $1,990,820 $62,000 $393,700 $0 $2,446,520
- Member Business Loss Carryforward -0 -200,000 -0 -0 -200,000
= Income after NBL Carryforward $1,990,820 -$138,000 $393,700 $0 $2,246,520
+ Sharable NBL Carryforward +0 +138,000 +0 +0 +138,000
F. Allocation of NBL Carryforward
= Member's Net Positive Income $1,990,820 $0 $393,700 $0 $2,384,520
Member's Percentage Share of

Net Positive Income 83.49% 0% 16.51% 0% 100.0%
* Sharable Loss Carryforward *138,000 *0 *138,000 *0
= Member's Sharable Loss Carryforward -115,216 0 -22,784 0 -138,000
+ Member's Net Positive Income +1,990,820 +0 +393,700 40 +2,384,520
= Member's Taxable Income $1,875,604 $0 $370,916 $0 $2,246,520
G. Gross Tax Liability
Member's Taxable Income $1,875,604 $0 $370,916 $0 $2,246,520
* Tax Rate (7.9%) *7.9% 0 *7.9% 0 *7.9%
= Gross Tax Liability $148,173 $0 $29,302 $0 $177,475
H. Net Tax Liability
Gross Tax Liability $148,173 $0 $29,302 $0 $177,475
- Nonrefundable Tax Credits -10,000 -0 -0 -0 -10,000
= Member Net Tax Liability $138,173 $0 $29,302 $0 $167,475
I. Combined Group Wisconsin Net Tax Liability 2
Aggregate Member Net Tax Liabilities $167,475
- Refundable Tax Credits -$0 -$5,000 -$0 -$0 -5,000
= Group Total Tax Liability $162,475 4

1 Intercompany sales are excluded from the apportionment factor.
2 For purposes of this example it is assumed that the unused business loss carryforwards of the Wisconsin subsidiary are sharable.

3 Refundable tax credits are applied against the entire group's tax liability.
4 This example shows that, compared to the total of individually calculated tax liabilities shown in Exhibit 4, the liability of the group is lower using
combined reporting. Under combined reporting, some groups experience an aggregate tax increase, some experience a decrease, and some have no change
in aggregate tax liability. However, in the aggregate, combined reporting increased corporate income tax revenues in Wisconsin.
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The election to be taxed at the entity level is
available to S corporations beginning in tax year
2018, and partnerships beginning in tax year
2019. Based on preliminary tax year 2019 data for
returns filed and processed as of November 30,
2020, 2,645 S corporations paid $192 million and
1,256 partnerships paid $64 million in tax revenue
under the entity level tax. DOR reports these rev-
enues as corporate income/franchise tax collec-
tions.

The Internal Revenue Service issued Notice
2020-75 announcing proposed regulations. The
proposal clarifies that pass-through entities will
be allowed to fully deduct entity-level specified
income tax payments. This includes any amount
paid to satisfy income taxes on the pass-through
entity, but not items that a partner or shareholder
would consider separately in applying the limita-
tion as an individual. Note that the federal
$10,000 itemized deduction limitation on state
and local taxes was enacted on a temporary basis
and applies for tax years 2018 through 2025 for
individual income tax filers.

Summary Data

The following tables provide summary data
concerning the Wisconsin corporate income/fran-
chise tax.

Corporate income/franchise tax collections,
state general fund tax collections, and corporate
tax collections as a percent of total general fund
collections for fiscal years 2009-10 through 2019-
20 are shown in Table 1. The table indicates that
corporate tax collections vary significantly from
year to year. For example, annual growth rates
ranged from -4.4% in 2016-17 to 49.7% in 2018-
19. The increases from 2009-10 through 2014-15
reflect improved corporate profits (following the
2008-09 recession) and the implementation of
combined reporting, which first took effect in tax
year 2009. The sharp increase in 2018-19 and
2019-20 is, in part, due to the entity-level tax.
Revenue that had previously been collected as
part of the individual income tax is now reflected
under the corporate income/franchise tax. Corpo-
rate tax collections as a share of total general fund

Table 1: Wisconsin Corporate Tax Collections 2009-10 to 2019-20 ($ in Millions)

Fiscal Corporate Tax Percent
Year Collections Change
2009-10 $834.5 32.6%
2010-11 852.9 2.2
2011-12 906.6 6.3
2012-13 925.4 2.1
2013-14 967.2 45
2014-15 1,004.9 3.9
2015-16 963.0 -4.2
2016-17 920.9 4.4
2017-18 893.9 -2.9
2018-19 1,338.1 49.7
2019-20 1,607.9 20.2

Source: Annual Fiscal Report, Department of Administration
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Corporate Tax

Total As Percent of
General Fund Percent General Fund
Collections Change Collections

$12,131.7 0.2% 6.9%
12,911.6 6.4 6.6
13,514.6 4.7 6.7
14,085.6 4.2 6.6
13,948.1 -1.0 6.9
14,541.2 4.3 6.9
15,097.5 3.8 6.4
15,517.6 2.8 5.9
16,144.2 4.0 5.5
17,341.4 7.4 7.7
17,532.1 1.1 9.2



Table 2: Wisconsin Aggregate Statistics on State
Corporate Tax Returns (Tax Year 2016)

Count -- All Returns 40,957
Count -- Returns with Net Tax Liability 14,328
WI Net Income Before Carryforwards $12,400,594,539
Loss Carryforwards Used 2,352,549,848
WI Net Income 10,048,044,691
WI Gross Tax Liability 793,795,321
Non-Refundable Credits Used 110,171,518
WI Net Tax 683,624,013
Economic Development Surcharge 25,820,814
Refundable Tax Credits 44,717,896

Source: Department of Revenue Aggregate Statistics.

tax revenues have fluctuated from 5.5% in 2017-
18 t0 9.2% in 2019-20.

Table 2 presents tax year 2016 summary sta-
tistics, the most recent year for which aggregate
statistics are available, for: (a) the total number of
returns filed; (b) the number of returns that had a
net tax liability; (c) the income apportioned to
Wisconsin before and after the use of loss car-
ryforwards from previous years: (d) gross tax lia-
bility; (e) the amount of non-refundable credits
used; and (f) Wisconsin net tax liability for C cor-
porations. Also included are the amount of
economic development surcharge paid by, and the

amount of refundable tax credits paid to, corpo-
rate filers. The surcharge is a separate tax col-
lected on a corporate tax return and is not included
in calculating Wisconsin net tax. Refundable
credits are not included in the calculation of Wis-
consin net tax because the credits can be paid to
taxpayers with no tax liability and are considered
expenditures rather than reductions in tax reve-
nue.

The distribution of corporate income tax liabil-
ity by Wisconsin net income class for C corpora-
tions from tax year 2016 returns is illustrated in
Table 3. The table shows that although 40,957
corporations filed returns, only 14,328 had net tax
liability. Corporations can have no tax liabilities
because deductible expenses and loss carryfor-
wards entirely offset income. In other cases, tax
credits entirely offset tax liability. Table 3 also
shows that a large proportion of the corporate in-
come tax was from a relatively small number of
returns. About 87.9% of corporate net tax liability
was generated by 3.0% of the corporations and
combined groups that filed tax returns.

Table 3 does not directly translate into taxes
paid by size of corporation since, for example, a
very large corporation which suffered a loss could
have no taxable income in the year of the loss, or

Table 3: Corporate Tax Liability by Net Income Class (Tax Year 2016)

Wisconsin Number % of Total % of Total Numberof NetTax % of Total
Net Income of Returns  Returns Income Income  Taxpayers  Liability Liability
Zero or Less 26,236 64.06% $0 0.00% 38 $4,317,080 0.63%
Zero to $10,000 5,300 12.94 15,754,754 0.16 5117 1,216,516 0.18
10,001 to 25,000 2,179 5.32 35,967,968 0.36 2,142 2,740,725 0.40
25,001 to 50,000 1,835 4.48 66,838,796 0.67 1,803 5,075,993 0.74
50,001 to 100,000 1,616 3.95 115,080,412 1.15 1,579 8,689,609 1.27
100,001 to 250,000 1,284 3.13 201,906,678 2.01 1,235 14,801,961 2.17
250,001 to 500,000 735 1.79 261,016,641 2.60 703 18,729,553 2.74
500,001 to 1,000,000 539 1.32 381,552,756 3.80 526 27,281,780 3.99
1,000,001 to 5,000,000 852 2.08 1,941,593,227  19.32 815 134,691,653 19.70
5,000,001 to 10,000,000 181 0.44 1,289,109,022  12.83 173 84,972,822 12.43
Over 10,000,000 200 0.49 5,739,224437  57.12 197 381,106,321 55.75
Totals 40,957  100.00% $10,048,044,691 100.00% 14,328 $683,624,013  100.00%

Source: Department of Revenue Aggregate Statistics.
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in succeeding years, if the loss was carried for-
ward. Also, due to combined reporting, many of
the returns reflect the tax liabilities of combined
groups of corporations. Combined reports com-
prise 6,308 of the returns shown in Tables 2 and
3, although multiple business entities are reported
on a single return. Note that a few returns shown
in the zero income group have a net tax liability.
This is because a small number of combined
groups have zero income for the combined return,
but have members with a net tax liability on non-
apportionable income that is greater than the
member's share of the group's current year NBL.

Because Tables 2 and 3 primarily show the net
tax liability for corporations from tax year 2016,
it differs from the total corporate collections
shown for fiscal year 2016-17 in Table 1. The
tables do not include corporate income/franchise
taxes paid by S corporations. Tax year amounts do
not include additional collections due to audit ad-
justments and delinquent collections. Finally, fis-
cal year collections include estimated payments
for a more recent year than the tax year collections
shown in Tables 2 and 3.

State Corporate Tax Structures

Appendix 3 shows each state's corporate tax
rate(s), highest and lowest tax brackets, number of
tax brackets, general state apportionment formula,
number of tax years NOLSs can be carried forward
or backward, and whether a state requires unitary
reporting for members of combined groups. A to-
tal of 44 states and the District of Columbia im-
posed a corporate income tax in 2020. Four of the
states that do not impose a corporate income tax,
Nevada, Ohio, Texas, and Washington, impose a
gross receipts tax on businesses in lieu of a corpo-
rate income tax. Wyoming and South Dakota im-
pose neither an income tax on corporate profits
nor a gross receipts tax.
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Including Wisconsin, 31 states and the District
of Columbia impose a corporate income tax using
a single, flat rate. For the other 13 states that im-
pose a corporate income tax: (a) three states im-
pose two different tax rate brackets; (b) four im-
pose three brackets; (c) three impose four brack-
ets; (d) Louisiana imposes five brackets; (e) Ar-
kansas imposes six brackets, and (f) Alaska im-
poses 10 different tax brackets.

As shown in Appendix 3, statutory tax rates
vary among the states. Some states impose a dif-
ferent tax rate on financial institutions, manufac-
turers, or other specific industries. The tax rates
shown in Appendix 3 are the general rates and
brackets imposed on corporate filers in that state.
Some states require a minimum tax to be paid by
each corporate filer (generally a nominal amount)
or a minimum tax for each combined return filed
in that state; however, these minimum dollar
amounts are not included in Appendix 3.

Compared to Wisconsin, 14 states and the Dis-
trict of Columbia impose at least one tax rate
higher than Wisconsin's 7.9% flat rate. lowa im-
poses a 12% corporate income tax rate on income
greater than $250,000, which represents the high-
est state tax rate imposed on corporate filers. A
total of 30 states impose corporate tax rates lower
than Wisconsin, with North Carolina imposing
the lowest statutory maximum tax rates at 2.5%.

Including Wisconsin, 26 states and the District
of Columbia generally apportion taxable income
using a single sales factor or single factor gross
receipts formula. This includes Arizona (which
allows taxpayers to elect a three factor formula
with double-weighted sales or a single sales factor
formula), Mississippi (which provides different
apportionment formulas based on the specific
type of business and a single sales factor formula
where no specific business formula is specified),
and Maryland (which is phasing in a single sales
factor through 2022, with a 5/7 sales factor for
2020).



Eight states use a formula that apportions in-
come allocated to the state based on an equally
weighted ratio of property owned, sales made, and
payroll earned in the state. The 10 remaining
states apportion income using a three-factor for-
mula, but increase the weight given to the sales
factor as compared to the corporation's property
or payroll factors.

All states that impose a corporate income tax
allow for losses incurred in the current tax year
that exceed income in that year (NOLS) to be car-
ried forward and used to offset income in future
tax years. Including Wisconsin, 16 states allow
NOLs to be carried forward for 20 years. Five
states allow NOLs to be carried forward for 15
years, and Illinois allows a 12-year carryforward.
Five states allow NOLs to be carried forward for
10 years. Arkansas allows losses to be carried for-
ward for eight years and Rhode Island allows
losses to carry forward for five years. The remain-
ing 15 states and the District of Columbia allow
NOLs to carry forward indefinitely.

As discussed previously, prior to 2018, federal
law permitted NOLs to be carried backward to

offset taxable income in the two tax years preced-
ing the year in which the loss occurred. Four states
continue to allow for a similar carryback of two
years to offset state income taxes, while two states
allow carryback of three years and four states al-
low a carryback of five years. The remaining 34
states (including Wisconsin) and the District of
Columbia do not allow NOL carrybacks.

Finally, Appendix 3 shows that 23 states (in-
cluding Wisconsin) and the District of Columbia
that impose a corporate income tax require certain
corporations to file a combined return, generally
for corporations that have at least 50% common
ownership and are engaged in a unitary business.
Five states permit combined reporting, but do not
require it. Tennessee requires combined reporting
for certain companies, but not generally. Indiana
allows taxpayers to petition to file a combined re-
turn. The remaining 14 states that impose a corpo-
rate income tax have not adopted combined re-
porting provisions and, instead, require each cor-
poration having nexus in the state to file a separate
return. Additionally, Ohio and Texas generally re-
quire combined reporting for corporations for pur-
poses of those states' gross receipts taxes.
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APPENDIX 1

Jurisdictional Nexus under the Corporate Income/Franchise Tax

DOR has promulgated administrative rules
which describe, for non-Wisconsin firms, what
type of business activities are needed to make such
firms subject to the state's corporate income/fran-
chise tax. Under those rules, a non-Wisconsin
(foreign) corporation is generally considered to
have "nexus" with Wisconsin and be subject to
taxation if it has one or more of the following ac-
tivities in the state:

a. Maintenance of any business location in
Wisconsin, including any kind of office.

b.  Ownership of real estate in Wisconsin.

c. To the extent permitted by federal law,
ownership of tangible personal property in
Wisconsin, including inventory held by a non-
employee representative, whether or not used to
fill orders for the owner's account.

d. Regular activity in Wisconsin by employ-
ees or representatives soliciting orders with au-
thority to approve them.

e. Regular activity in Wisconsin by employ-
ees or representatives performing services related
to the sale of tangible personal property.

f.  Regular activity in Wisconsin by employ-
ees or representatives engaged in purchasing ac-
tivities, credit investigations, collection of delin-
quent accounts, or conducting training or seminars
for customer personnel in the operation, repair, or
maintenance of the taxpayer's products.

g. To the extent permitted by federal law,
leasing of tangible property in Wisconsin.

h. Licensing of intangible rights for use in
Wisconsin.
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I.  Sales of items other than tangible personal
property, such as real estate, services and
intangibles in Wisconsin.

J- The performance of services in Wisconsin
by employees or representatives, the services of
which are unrelated to the sale of tangible personal

property.

k.  Engaging in substantial activities that help
to establish and maintain a market in Wisconsin.

Additionally, the following activities consti-
tute "nexus™ if not prohibited by federal law: (a)
issuing credit, debit, or travel and entertainment
cards to customers in Wisconsin; (b) regularly
selling products or services of any kind or nature
to customers in the state that receive the product
or service in Wisconsin; (c) regularly soliciting
business from potential customers in the state; (d)
regularly performing services outside the state for
which benefits are received in the state; (e) regu-
larly engaging in transactions with customers in
the state that involve intangible property and result
in receipts flowing to the taxpayer in the state; (f)
holding loans secured by real or tangible personal
property located in the state; (g) owning, directly
or indirectly, a general or limited partnership that
does business in Wisconsin, regardless of the per-
centage of ownership; and (h) owning, directly or
indirectly, an interest, in an LLC that does busi-
ness in Wisconsin and is treated as a partnership
for federal income tax purposes, regardless of the
percentage of ownership.

If a corporation has nexus in Wisconsin for any
part of its taxable year, it is considered to have
nexus in Wisconsin for its entire taxable year re-
gardless of whether the activity that created nexus
took place throughout the year.



The statutes provide certain exemptions from
the nexus provisions for non-Wisconsin corpora-
tions whose in-state activities are limited to certain
printing or storage services in or on property in
Wisconsin. Under these provisions, nexus is not
established in any of the following situations:

a. The corporation stores tangible personal
property, such as inventory or a stock of goods, in
or on property in the state that is not owned by the
corporation, and the property is delivered to an-
other corporation in the state for manufacturing,
fabricating, processing, or printing in the state.

b. The corporation stores, in or on property
not owned by the corporation, finished goods that
have been fabricated, processed, manufactured, or
printed in the state, and the entire amount of such
goods is shipped or delivered out-of-state by
another corporation in the state.

c. The corporation is an out-of-state pub-
lisher that has finished publications printed and
stored in this state, in or on property not owned by
the publisher, whether or not the publications are
subsequently sold or delivered in this state or
shipped outside of it.

Similarly, nexus is not established if all of the
following conditions are met:

a. The out-of-state corporation stores tangi-
ble personal property in the state on property not

owned by the corporation;
b.  The property is stored for 90 days or less;

c. The property is stored on another person's
property in the state and is transferred to the per-
son for manufacturing, processing, fabricating, or
printing on the parcel of property in or on which it
is stored; and

d. The assessed value of the parcel of
property in or on which the tangible personal
property is stored and manufactured was between
$10 million and $11 million on January 1, 1999.

In addition, nexus is not established by an out-
of-state corporation if: (a) its only activity is dis-
aster relief work; (b) it is not organized under Wis-
consin law; and (c) it was not doing business in the
state during the three tax years preceding the dis-
aster period in which a state of emergency was de-
clared by the Governor. Disaster relief work
means work, including repairing, renovating, in-
stalling, building, or performing other services or
activities relating to infrastructure in Wisconsin
that has been damaged, impaired, or destroyed in
connection with a declared state of emergency.

Finally, out-of-state businesses are not consid-
ered to have nexus due to telecommuting by em-
ployees in their own homes during the COVID-19
pandemic.
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APPENDIX 2

Corporate Income/Franchise Tax Deductions and Other Adjustments to Income

The following major deductions are allowed
under the Wisconsin corporate income/franchise
tax for tax year 2020.

Compensation of Officers. Treatment under
state law for compensation of officers conforms
to federal law as it existed prior to the TCJA. Un-
der state law, salaries, wages, and other forms of
remuneration to officers of the business are de-
ductible expenses. However, a publicly-held cor-
poration cannot deduct compensation in excess of
$1.0 million per tax year that is paid or accrued to
certain executives. The deduction limitation ap-
plies to: (a) compensation to the principal execu-
tive officer (or an individual acting in that capac-
ity); and (b) any other employee having total com-
pensation required to be reported to shareholders
under SEC rules because the employee is among
the four highest compensated officers in the tax
year. Compensation subject to the limitation in-
cludes cash and noncash benefits paid for services
except for certain specified types of remuneration,
such as commission-based or performance-based
compensation. The $1.0 million limit on deducti-
ble compensation is reduced by the amount of ex-
cess golden parachute payments that are not de-
ductible under the IRC. The deduction is further
limited to $500,000 for compensation paid to cer-
tain executives of: (1) financial institutions that
accept money from the troubled asset recovery
program; and (2) certain health insurance provid-
ers.

Under the TCJA, federal law provides that the
cap on excess compensation includes
remuneration paid on a commission basis and
performance-based compensation. Further, an
individual who is a covered employee remains a
covered employee subject to the $1 million
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deduction limit with respect to compensation
otherwise deductible in subsequent years,
including years in which the individual is no
longer employed by the corporation and in years
after the employee has died. The TCJA also
expanded the definition of a publicly held
corporation to include all domestic publicly
traded corporations, including large private C
corporations or S corporations that are not
publicly traded. The definition of a covered
employee was expanded to include the principal
financial officer, in addition to the principal
executive officer and the three most highly
compensated officers (five covered employees).
This includes any individual that holds the
position of principal executive officer or principal
financial officer at any time during the taxable
year. As a result of these changes, under federal
law, the number of covered employees may
exceed five, and deferred compensation paid to a
covered employee, or the beneficiary of a covered
employee, is subject to the $1 million deduction
limit.

Salaries and Wages. A deduction is provided
for a reasonable salary allowance or other com-
pensation for services actually rendered by em-
ployees. Deductible forms of compensation (fixed
salary, percentage of gross or net income, com-
missions, bonuses, and contributions to pensions
or profit sharing plans) or methods of payment
generally cannot be controlling, or paid in lieu of
a dividend payment. To be deductible, the com-
pensation must be: (a) an ordinary and necessary
expense; (b) reasonable in amount; (c) based on
actual services rendered; and (d) actually paid or
incurred. Amounts that are deducted from an em-
ployee's salary for federal payroll taxes are



deducted as part of the employee's wages.

Repairs and Maintenance. A deduction is al-
lowed for the cost of incidental repairs and
maintenance, such as labor and supplies that do
not add materially to the value of property or ap-
preciably prolong its life, but rather keep the prop-
erty in ordinarily efficient operating condition.

Taxes and Licenses. In general, taxes that are
ordinary and necessary expenses paid or incurred
in carrying on a trade or business are deductible.
To be deductible, taxes must be directly attributa-
ble to the taxpayer's trade or business, or to prop-
erty from which rents or royalties are derived. The
expense must be a tax imposed by a government
that is paid into the government treasury for pub-
lic purposes. Charges for specific services or spe-
cial purposes (user fees) are often not considered
taxes and are not deductible as such. However,
these charges might be deductible under another
provision--for example, as business expenses.

Federal law generally allows a deduction for
taxes paid by a corporation either separately or in
connection with the acquisition of property that
can be deducted either as a current year expense
or depreciated over time. However, federal law
does not permit deductions for the following
taxes: (a) federal income taxes; (b) foreign or U.S.
possession income taxes if a foreign tax credit is
claimed; (c) taxes not imposed on the corporation;
(d) taxes assessed against local benefits that in-
crease the value of the assessed property, such as
for paving; and (e) taxes deducted elsewhere on
the return, such as sales and use taxes that are in-
cluded under the cost of goods sold.

Under state law, the federal windfall profits
tax and the environmental tax are not deductible.
Foreign taxes are only deductible if the income on
which the taxes are based is taxable in Wisconsin.
State law further excludes from the deduction the
following taxes paid to any state (including Wis-
consin) or the District of Columbia: (a) value-

added taxes; (b) single business taxes; or (c) taxes
on or measured by net income, gross income,
gross receipts, or capital stock. However, the net
proceeds tax on metalliferous mining and the state
gross receipts and ad valorem utility taxes and li-
cense fees are deductible.

Annual fees paid by a business to keep a busi-
ness license are deductible if the license is re-
quired for the business's ordinary and necessary
expenses. Licensing fees that do not extend be-
yond a 12-month period can be deducted in the
year the expense was incurred, regardless of
whether the fee covers two tax years. However, if
the original cost of obtaining a business license
required for doing business is for an indefinite pe-
riod, the license fee is treated as a capital expendi-
ture and may be deducted under federal deprecia-
tion or amortization provisions (discussed later in
this appendix). Examples of such expenses would
be for a payment made to obtain a liquor license
or a cost incurred to practice law that is paid to a
state bar association.

Interest. Treatment under state law for inter-
est conforms to federal law in effect prior to the
TCJA. Wisconsin law allows a deduction for in-
terest on indebtedness incurred in the operation of
a trade or business. Interest is defined as compen-
sation for the use or forbearance of money. Only
interest on actual indebtedness is deductible.
There must be both a legal and an economic obli-
gation for the debt. Certain types of interest, such
as interest incurred for an obligation that is wholly
exempt from tax or interest paid that is attributa-
ble to the underpayment of tax, cannot be de-
ducted.

In most cases, the time when interest is de-
ducted is determined by the taxpayer's method of
accounting. Generally, the interest is deductible
when it accrues or is paid in accordance with the
interest provisions of the loan. However, in cer-
tain cases, interest must be accounted for using
specific rules.
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Interest on debt must be capitalized if the debt
IS incurred, or continued, to finance the produc-
tion of real or certain tangible personal property
that is produced by the taxpayer and that has: (a)
a long useful life [20 years]; (b) an estimated pro-
duction period exceeding two years; or (C) an es-
timated production period exceeding one year and
a cost exceeding $1.0 million.

Deductions claimed for interest payments to
related entities must be added back to income un-
der the state corporate income/franchise tax, if
certain conditions are not met (these provisions
are described in a subsequent section).

Under the TCJA, beginning in tax year 2018,
the federal deduction for business interest differs
substantially from state law. The federal deduc-
tion was limited to the sum of: (a) business inter-
est income; (b) 30% of the taxpayer's adjusted tax-
able income; and (c) floor plan financing interest
of the taxpayer for the taxable year. For tax years
2018 through 2021, adjusted taxable income is
computed without regard to deductions allowable
for depreciation, amortization, or depletion. Any
deduction disallowed as a result of the limit for
business interest may be carried forward indefi-
nitely for use in future years. The following enti-
ties are exempt from the deduction limit: (a) tax-
payers with average gross receipts of less than $25
million over the prior three taxable years; (b) cer-
tain regulated public utilities; (c) most businesses
engaged in real property development, construc-
tion, rental, leasing, or brokerage activities; and
(d) farming businesses, as well as certain agricul-
tural or horticultural cooperatives.

CARES temporarily allows a taxpayer to in-
crease the limitation described above from 30% to
50% for tax years 2019 and 2020. Taxpayers may
elect to use adjustable taxable income from tax
year 2019 in computing the tax year 2020 limita-
tion (which may generate a larger loss that may be
carried back via the temporary net loss provisions
discussed above). For partnerships, a special rule
applies.
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State law has not adopted the TCJA or CARES
limitations on business interest deductions.

Charitable Contributions. Ordinarily, a cor-
poration can claim a limited deduction for chari-
table contributions made in cash or property to, or
for the benefit of, a qualified organization. How-
ever, payments made to a charitable organization
that are determined to be business expenses are
deductible without regard to the percentage limits
imposed on charitable contributions. To be a busi-
ness expense, the payments must bear a direct re-
lationship to the taxpayer's business, and be made
with a reasonable expectation of a financial return
commensurable with the amount of the donation.

If the payments made by the business are in
fact charitable contributions (made with a charita-
ble intent) they may not be deducted as business
expenses. Instead, they are subject to percentage
limitations. The total amount of the deduction
claimed may not be more than 10% of taxable in-
come. Pursuant to the CARES Act and 2019 Act
185, the limitation was temporarily increased to
25% for tax year 2020 for certain qualified contri-
butions. Charitable contributions in excess of the
limit may not be deducted for the tax year, but
may be carried over and used to offset income for
the next five years, subject to the limit. For a cor-
poration that is a qualified farmer or rancher, the
deduction limit is increased to 100% of its taxable
income. Special rules govern contributions of cer-
tain property to charitable organizations. For
combined groups, the charitable contributions de-
duction limitation is computed so that it applies to
the combined group as a whole.

Depreciation. The deduction for depreciation
allows taxpayers to recover, over a period of
years, the cost of capital assets used in a trade or
business or for the production of income. The de-
duction is an allowance for the wear and tear, de-
terioration, or obsolescence of the property. De-
preciable property is generally tangible and either
real or personal property. Land is not depreciable.
In certain cases, intangible property may be



depreciated. To be depreciable, the property must
have a determinable life of more than one year,
and it must decline in value through use or the
passage of time. Only property used in a trade or
business or held for the production of income is
eligible for a depreciation deduction

For tangible assets, depreciation applies to
only that part of the property that is subject to
wear and tear, to decay or decline from natural
causes, or to exhaustion and obsolescence. The
property must also be of a relatively permanent
nature with a useful life of over one year.

Intangible assets may be depreciated or amor-
tized if it is known from experience or other fac-
tors that the assets will be of use in the business
or in the production of income for only a limited
period of time and if that time period can be esti-
mated with reasonable accuracy. Examples of de-
preciable intangibles are patents, copyrights, and
computer software. Intangible assets cannot be
depreciated under an accelerated method but, ra-
ther, must be depreciated using a reasonable
method, usually the straight-line method. How-
ever, the cost of many intangibles can be amor-
tized over 15 years.

In order to claim depreciation on any property,
the taxpayer must have a capital interest in it.
Generally, the owner of the depreciable property
may claim the deduction. However, the right to
deduct depreciation is not predicated solely upon
ownership of the legal title, but also upon invest-
ment in the property.

The amount to be recovered by depreciation is
the cost or other appropriate basis of the property.
The life over which the depreciable basis of prop-
erty is recovered depends upon the type of asset
that is depreciated and the system of depreciation
that is used.

The Modified Accelerated Cost Recovery Sys-
tem (MACRS) rules of depreciation apply to most
tangible property placed in service after 1986.

Generally, the Accelerated Cost Recovery System
(ACRS) of depreciation applies to property placed
in service after 1980 and before 1987.

Property, other than MACRS and ACRS prop-
erty (generally property placed in service prior to
1980), must be depreciated using general depreci-
ation rules. Under the general rules, the basis to
be recovered through depreciation must be
charged off over the life of the property using
recognized methods of depreciation, including the
straight-line, declining balance, and sum-of-the-
years-digits methods. MACRS and ACRS prop-
erty is recovered using statutory percentages that
are annually applied to the depreciable basis of the
property over a specified recovery period.

Under the pre-1980 depreciation rules, three
particular methods of depreciation are generally
authorized:

The straight-line method. The straight-line
method involves writing off the cost or other ap-
plicable basis of the property in equal annual
amounts over the established life of the property.

The declining-balance method. Under declin-
ing-balance methods, depreciation is greatest in
the first year and smaller in each succeeding year.
Each year, the depreciable basis of the property is
reduced by a certain amount and the associated
rate of depreciation is applied to the resulting bal-
ance in each of the remaining years of the proper-
ty's life. For example, under the 200% or double
declining-balance method, assets are depreciated
at twice the straight-line rate. Generally, the tax-
payer is allowed to switch to the straight-line
method when it becomes advantageous.

Sum-of-the-years-digits method. To use this
method, the taxpayer must first compute the sum
of each of the digits comprising the asset's life.
For example, for an asset with a depreciable life
of four years, the numbers 4, 3, 2, and 1 are
summed to a total of 10. In the first year, 4/10™
of the depreciable basis is written off. In
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succeeding years, 3/10™, 2/10"S, and 1/10" of the
depreciable basis, respectively, is written off until
the entire basis of the asset, minus salvage value,
is recovered.

Since the early 2000s, the federal government
has enacted a number of first-year bonus
depreciation deductions that were intended to
encourage business investment and stimulate the
national economy. The American Taxpayer Relief
Act of 2012 extended 50% bonus depreciation to
2013 for most types of property or to 2014 for
certain property with longer production periods
and aircraft. The basis of the property and the
depreciation allowances in the year the property is
placed in service and in later years are adjusted to
reflect the additional first year depreciation
reduction. The federal bonus depreciation
provisions were scheduled to expire in tax year
2014 for most types of property.

Due to the potential impact on state revenues,
the Legislature chose not to conform to the federal
bonus depreciation provisions from 2002 through
2013. Instead, the Legislature included provisions
in 2001 Act 109 that referenced state amortization
and depreciation provisions to the federal IRC in
effect on December 31, 2000. The Act 109 provi-
sion remained in effect until it was modified in
2013 Act 20.

Under 2013 Act 20, the treatment of deprecia-
tion was revised to be consistent with federal law
in effect on January 1, 2014, for property placed
into service on or after that date. For property
placed into service before that date, the taxpayer
must consolidate the difference between the fed-
eral tax basis in the property and the state tax basis
into a single asset account that may be amortized
over five years (tax years 2014 through 2018).

The Tax Increase Prevention Act of 2014 ex-
tended 50% bonus depreciation to 2014, or 2015
for certain aircraft and property with longer pro-
duction periods. Under this legislation, the federal
bonus depreciation deduction was scheduled to
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terminate for most property in tax year 2015 and
for all property in 2016. On December 18, 2015,
the Protecting Americans from Tax Hikes Act of
2015 took effect, which extended 50% bonus de-
preciation through calendar year 2017 to be
phased down over a multiyear period. However,
the TCJA increased first-year bonus depreciation
from 50% to 100% for qualified property ac-
quired after September 27, 2017, through 2022,
with a scheduled phasedown to 80% in 2023, 60%
in 2024, 40% in 2025, 20% in 2026, and with re-
peal thereafter. Further, the TCJA expanded bo-
nus depreciation to include qualified film, televi-
sion, and live theatrical productions, and to the
purchase of used qualified property purchased at
an arms-length transaction (rather than only new
qualified property).

State law has not adopted the temporary fed-
eral provisions for 50% or 100% bonus deprecia-
tion. Because the state depreciation provisions re-
fer to the IRC in effect on January 1, 2014, the
100% bonus depreciation provision is not availa-
ble to state taxpayers.

Under current state law, tangible depreciable
property is generally subject to MACRS. MACRS
consists of two systems that determine how a tax-
payer depreciates property. The most commonly
used system is called the General Depreciation
System. There is also an Alternative Depreciation
System (ADS), which must be used for certain
types of property, such as property used predomi-
nantly outside the U.S. Taxpayers also can elect
to use ADS. The main difference between the two
systems is that ADS usually provides for a longer
period of depreciation and uses only the straight-
line method. Any asset required to be depreciated
using ADS is not eligible for bonus depreciation.
Although most property placed in service after
1986 is depreciated under MACRS, some types of
property are excluded from MACRS treatment,
including certain public utility property, intangi-
ble assets, and motion picture films, video tapes,
and sound recordings (which may be depreciated



under the sum-of-the-digits method).

Under MACRS, the cost of property is
recovered by using accelerated methods of cost
recovery and statutory recovery periods and con-
ventions. The deduction is computed by first de-
termining the MACRS basis of the property. Each
item of eligible property is then assigned to a spe-
cific class, and each class establishes a recovery
period over which the cost of the property is re-
couped, using the applicable depreciation method
and convention. Depreciation tables may be used
by multiplying the basis of the assets by the appli-
cable percentage for the applicable year of the re-
covery period. Alternatively, the deduction can be
calculated using the appropriate method, recovery
period, and convention. Deductions can be
claimed for used property, and the cost recovery
methods and periods are the same as those used to
depreciate new property.

Specifically, the cost of eligible property is re-
covered over a 3-, 5-, 7-, 10-, 15-, 20-, 25-, 27.5-,
or 39-year period depending upon the type of
property involved. Depreciation methods are pre-
scribed for each MACRS class. Generally, per-
sonal property is assigned to the three-year class,
the five-year class, the seven-year class, or the 10-
year class. Real property is assigned to the re-
maining classes based on the type of property in-
volved.

Property included in the three-year, five-year,
seven-year, and 10-year classes is depreciated us-
ing the double declining balance method, switch-
ing to the straight-line method at a time which
maximizes the depreciation allowance. However,
agricultural property used in farming in these
classes and placed in service after 2017 may be
depreciated using either the 150% declining bal-
ance method or the double declining balance
method.

Property included in the 15-year and 20-year
classes is depreciated using the 150% declining

balance method, again switching to the straight-
line method at a time which maximizes the depre-
ciation allowance. Fifteen-year property includes
certain land improvements, municipal waste
treatment plants, retail motor fuel outlets, and
electric transmission property. Pursuant to
CARES and 2019 Act 185, beginning in tax year
2018, qualified improvement property is also de-
fined as 15-year property (and has an ADS recov-
ery period of 20 years).

Twenty-year property includes certain multi-
purpose farm buildings and initial clearing and
grading land improvements for electric utility
transmission and distribution plants. Twenty-five
year property is generally water utility property
and depreciated using the straight-line method.

Residential rental property is depreciated over
27.5 years, and nonresidential real property not
included in other classes is depreciated over 39
years, both using the straight-line method.

Under ADS, beginning in tax year 2018, the
TCJA and CAA required that residential rental
property be depreciated over a 30-year period for
certain taxpayers. As of December 31, 2020, state
law does not conform to this provision.

Section 179 Election to Expense Deprecia-
ble Assets. Under Section 179 of the IRC, a tax-
payer may elect to treat all or a portion of the cost
of purchasing qualifying property used in the ac-
tive conduct of a trade or business, up to a limit,
as a deductible business expense rather than as a
capital expenditure. Such an expense or cost is de-
ductible in the year in which the property is placed
in service. The basis of the property is reduced by
the amount of this deduction. The deduction is
generally available to all corporate and individual
taxpayers, but is not available to trusts or estates.
The amount claimed as a deduction is referred to
as a Section 179 expense allowance.

As affected by the TCJA, qualifying property
is:
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a. Tangible personal property, such as for
example machinery, equipment, and property
used predominantly to furnish lodging, or off-the-
shelf computer software;

b. Other tangible property (except buildings
and their structural components) used as: (1) an
integral part of manufacturing, production, or ex-
traction or of furnishing transportation, communi-
cations, electricity, water, or sewage disposal ser-
vices; (2) a research facility used in connection
with any of these activities; or (3) a facility used
in connection with such activities for the bulk
storage of tangible commodities;

c. Single purpose agricultural
(livestock or horticultural structures);

property

d. Storage facilities (except buildings and
their structural components) used in connection
with distributing petroleum or any primary prod-
uct of petroleum; and

e. Qualified real property, including quali-
fied improvement property (certain improvements
made by the taxpayer to an interior portion of a
nonresidential building which do not include en-
largement, elevators and escalators, and the inter-
nal structural framework) and the following im-
provements to preexisting nonresidential real
property: roofs, fire protection, alarm systems, se-
curity systems, and heating, ventilation and air-
conditioning property. Restaurant property and
retail improvement property are not qualified im-
provement property for the purposes of claiming
a Section 179 expense allowance.

Following the TCJA, the federal Section 179
deduction is the cost of qualifying property, up to
a maximum limit of $1,040,000 in tax year 2020,
and is adjusted for inflation annually thereafter.
The deduction for a claimant is subject to a total
investment limit of $2,590,000 for property
placed in service in tax year 2020. The investment
limit is also adjusted for inflation. For investments
made in excess of the total investment limit, any
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additional investment results in a dollar-for-dollar
phase-out of the deduction. As a result, the deduc-
tion is no longer available for investments exceed-
ing $3,630,000 ($1,040,000 plus $2,590,000). For
example, if a taxpayer purchased $3,000,000 of
eligible property under Section 179 in 2020, the
maximum deduction that could be taken by the
taxpayer would be $630,000 ($1,040,000 limit
minus $410,000, which is amount the investment
exceeded $2,590,000).

In addition to the phase-out provisions for in-
vestments above the limit, the amount eligible to
be expensed in a year may not exceed the taxable
income of the taxpayer that is derived from the ac-
tive conduct of a trade or business for that year.
Any amount that is not allowed as a deduction be-
cause of the taxable income limitation may be car-
ried forward to succeeding years and deducted,
subject to the total investment and taxable income
limits.

Special rules apply for vehicles. For example,
the maximum cost that can be expensed for sports
utility vehicles under Section 179 is $25,900 in
tax year 2020 (any adjusted basis in excess of
$25,900 may be depreciated under MACRS).

Since 2003, the federal government temporar-
ily increased the deduction limit and investment
limit for Section 179 property in an effort to stim-
ulate business investment. However, due to the
potential revenue impacts, these temporary in-
creases were not adopted in Wisconsin prior to
2014. Under 2013 Act 20, the Wisconsin Section
179 provisions were federalized beginning in tax
year 2014. Pursuant to the Protecting Americans
from Tax Hikes Act of 2015 and the TCJA, the
higher temporary deduction and investment limits
are permanent, the limits are indexed to inflation,
and the types of property eligible for immediate
expensing have been expanded. As a result, for
tax year 2020, Wisconsin taxpayers may elect to
deduct under state law up to $1,040,000 of the
cost of qualifying property, rather than taking de-
preciation deductions over a specified recovery



period. Any amount that is not allowed as a de-
duction because of the taxable income limitation
may be carried forward to succeeding years and
deducted, subject to the total investment and tax-
able income limits. Any future federal law
changes to the Section 179 deduction will auto-
matically be adopted under state law.

Amortization. Amortization provisions allow
a taxpayer to annually deduct a portion of certain
capital expenses that are not ordinarily deductible.
Generally, these expenses are not otherwise de-
ductible because: (a) they relate to assets that are
not depreciable because the assets have unlimited
or indefinite life; or (b) they pertain to organiza-
tional or investigative expenses that were incurred
before the taxpayer went into business. The de-
duction for amortization is similar to the straight-
line method of depreciation in that a taxpayer is
allowed to recover the capital costs through an an-
nual deduction over a fixed period of time.

Generally, the capital expenses which are
amortized are deducted in equal monthly amounts
over the amortization period. The amortization
period depends upon the type of asset that is ac-
quired. Expenses which may be amortized in-
clude: (a) the cost of certain computer software;
(b) the cost of certified pollution control facilities;
(c) certain bond premiums; (d) research and ex-
perimental expenditures; () the cost of acquiring
a lease; (f) qualified forestation and reforestation
costs; (g) business start-up expenditures; and (h)
certain organizational expenditures.

In addition, the capitalized costs of "amortiza-
ble Section 197 intangibles" can be amortized
over 15 years. Generally, Section 197 intangibles
are eligible for the amortization deduction if ac-
quired after August, 1993, and held in connection
with a trade or business, or in an activity engaged
in for the production of income. The following as-
sets are Section 197 intangibles: (a) goodwill; (b)
going concern value; (c) workforce in place; (d)
business information base; (e) patents, copyrights,
formulas, and similar items; (f) customer-based

intangibles; (g) supplier-based intangibles; (h) li-
censes, permits, and other government granted
rights; (i) covenants not to compete; (j) franchises,
trademarks, and trade names; and (k) contracts for
use, or term interest in, a Section 197 intangible.

Under the TCJA, for taxable years beginning
after December 31, 2021, research and experi-
mental expenditures must be capitalized and
amortized ratably over a five-year period rather
than immediately expensed in the year the ex-
penses were incurred. Expenditures attributable to
research conducted outside of the United States
must be capitalized and amortized ratably over a
period of 15 years. The TCJA also expanded the
definition of research or experimental expendi-
tures to include expenditures for software devel-
opment, as well as depreciation and depletion al-
lowances for property other than land that is de-
preciated or depleted in connection with research
or experimentation.

State law has not adopted these provisions of
the TCJA.

Bad Debts. A deduction is allowed for busi-
ness or nonbusiness debt that becomes worthless.
The debt must arise from a debtor-creditor rela-
tionship based upon a valid and enforceable obli-
gation to pay a fixed or determinable sum of
money. Generally a debt is worthless when the
creditor who has made a reasonable effort to col-
lect the debt no longer has a chance to be repaid.
Bad debts are characterized as business or non-
business debts, with each type of debt having its
own rules for deductibility.

A bad debt is deductible as a business bad debt
if the creation of the debt was proximately related
to the taxpayer's trade or business. In addition, the
dominant motive for the creation of the debt must
be to benefit the taxpayer's trade or business. The
bad debts of a corporation are considered business
bad debts. To deduct a bad debt, the taxpayer must
have previously included the amount in income,
or loaned out cash.
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Nonbusiness debt is a debt other than: (a) a
debt created or acquired in connection with the
taxpayer's trade or business; or (b) a loss from the
worthlessness of a debt that is incurred in the tax-
payer's trade or business. Transactions not entered
into for profit are treated as nonbusiness debts. If
a nonbusiness debt becomes worthless, it is de-
ductible only as a short-term capital loss, and only
in the year the debt becomes totally worthless.

Rent. Rent expenses are deductible as busi-
ness expenses if they are incurred as a condition
to the continued use or possession of property
used in a trade or business, and the taxpayer has
not taken or is not taking title or has no equity in
the property. The amount of rent claimed can be a
fixed sum, or can be based upon a percentage of
profits, a percentage of gross sales, or a combina-
tion of these. A deduction is allowed where the
amount of rent is fixed in an arm's-length transac-
tion without a tax-avoidance motive. In general,
rental expenses are deductible in the year they are
accrued or paid. However, in certain cases, such
as where advance payments are made by a cash-
basis taxpayer, special rules for determining the
deduction apply. Royalties are deductible as busi-
ness expenses under rules that are similar to those
governing the deductibility of rent paid for busi-
ness or income-producing purposes.

Rent payments to related entities must be
added back to income if certain conditions are not
met. These provisions are described in a subse-
quent section.

Depletion. A deduction for depletion is al-
lowed in determining the income derived from the
sale of natural resources; it returns to the owner or
operator (extractor) the capital investment on a
pro rata basis over the productive life of such re-
sources. Depletion is the exhaustion of natural re-
sources by the process of mining, quarrying, drill-
ing, and felling. The depletion deduction, in ef-
fect, represents the reduction in the content of the
reserves from which the resource is taken. The
taxpayer must have an economic interest (capital
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investment) in the mineral deposit or timber in or-
der to claim the deduction.

Methods for computing depletion are cost
depletion or percentage depletion. Although a
taxpayer must generally use the depletion method
that produces the greatest deduction each year, the
allowance for percentage depletion has histori-
cally been preferred over cost depletion since per-
centage depletion may be claimed even though
the total deductions exceed the cost basis of the
resource. However, unless the taxpayer is an in-
dependent producer or royalty owner, percentage
depletion generally cannot be used for oil and gas
wells.

Wisconsin taxpayers were not allowed to
claim the depletion deduction using the percent-
age depletion method prior to tax year 2014. Pur-
suant to 2013 Act 20, taxpayers may claim the de-
pletion deduction using either the cost depletion
method or the percentage depletion method. In ad-
dition, a taxpayer may use cost depletion in one
year or percentage depletion in another year on
the same property and must choose the larger de-
duction for that year. Any future federal law
changes regarding the deduction for depletion will
be automatically adopted for state tax purposes.

A prerequisite to calculating cost depletion is
determination of the property's adjusted basis. A
mineral property's basis is the taxpayer's capital
investment in the property that may be recovered
tax free during the period of production. Basis is
the initial cost of the property adjusted for capital
expenditures and allowable depletion, for the pur-
pose of determining gain or loss upon a sale or
exchange of the property. To calculate cost deple-
tion, the taxpayer must: (a) determine the amount
of basis of the mineral property for the tax year;
(b) divide that amount by the number of units of
mineral remaining at the end of the year to be re-
covered from the property (including units recov-
ered but not sold) plus the number of units sold
within the tax year; and (c) multiply the depletion
unit, so determined, by the number of units of



mineral sold within the tax year. The resulting
amount determines the cost depletion deduction
for the year. Each year the basis of the property is
reduced by the amount of depletion deducted for
that year. The remaining basis is used in
computing cost depletion for the following year.

For property eligible for percentage depletion,
federal statutes prescribe specified percentages,
which vary from 5% to over 22%, that are used
for each type of natural resource. To calculate per-
centage depletion, the taxpayer must know: (a) the
applicable percentage rate; (b) the taxpayer's
gross income from the natural resource property;
and (c) the taxpayer's taxable income from the
property computed without the depletion deduc-
tion. The deduction is then determined by multi-
plying the percentage specified for the particular
natural resource by the taxpayer's gross income
from the resource property for the year. The de-
duction is taken on the taxpayer's income tax re-
turn in the year of sale of the natural resource
product rather than in the year of production.

Insurance. The cost of insurance can gener-
ally be deducted as a business expense if it is an
ordinary and necessary expense paid or incurred
in carrying on a trade or business. The deduction
is usually allowed on a current basis, according to
the taxpayer's method of accounting. However, in
certain cases, such as where direct and indirect
costs for certain production and retail activities
are capitalized, a taxpayer may have to capitalize
certain insurance costs.

The cost of most insurance premiums paid that
are related to the taxpayer's trade or business are
deductible, such as insurance premiums paid that
insure against a business's potential liability or un-
expected losses, employee-related insurance pre-
miums for health care, unemployment insurance
or workers' compensation, and life insurance pre-
miums that cover corporate officers and employ-
ees for services rendered by the officers or em-
ployees (provided the employer-paid premium
does not exceed $50,000). In general, payments

made to a reserve fund set up for self-insurance
are not deductible. However, payments made
from a reserve fund are deductible. Also, premi-
ums paid on insurance purchased to secure a loan
are not deductible.

Advertising. Advertising expenses that are
reasonable in amount and related to the business
activities in which the taxpayer is engaged are de-
ductible. Advertising costs that generate future
benefits beyond the current year may be treated as
a capital expense and must be capitalized. The
taxpayer is free to choose the advertising that best
serves the taxpayer's purpose; however, the bur-
den of proving the deductibility of advertising ex-
penses is on the taxpayer.

Other Deductions. Most contributions to re-
tirement plans and certain contributions to em-
ployee benefit plans are deductible under federal
and state law. Furthermore, ordinary and neces-
sary business expenses related to the operation of
a trade or business and not deducted elsewhere
can be deducted under a general miscellaneous
category. Prior to tax year 2018, miscellaneous
business expenses under state and federal law
generally included: (a) 50% of food and bever-
ages provided to employees and 100% if excluded
from the gross income of the employee as a de
minimis fringe benefit; (b) 50% of entertainment
expenses that are directly related to a taxpayer's
active trade or business; (c) certain start-up ex-
penses; (d) the cost of materials and supplies used
in business operations; (e) legal and professional
fees; and (f) expenditures for incidental repairs,
maintenance, and improvements that are not cap-
ital expenditures.

The TCJA repealed the deduction for enter-
tainment expenses beginning in tax year 2018.
Further, the TCJA extended the 50% limit to ex-
penses for food and beverages provided for the
convenience of the employer through certain eat-
ing facilities for amounts incurred and paid after
December 31, 2017, and eliminates the deduction
for such expenses paid or incurred after December
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31, 2025. However, the Consolidated Appropria-
tions Act of 2021 (CAA) temporarily allows full
deduction of food or beverages provided by a res-
taurant between January 1, 2021, and December
31, 2022. As of December 31, 2020, state law has
not adopted these provisions.

Other State Adjustments to Federal Provisions

Although state income and deductions are pri-
marily referenced to federal law, there are a num-
ber of modifications specified under the state
corporate income/franchise tax law that must be
made to reflect differences in the state treatment
of certain items. Major examples of these types of
adjustments include:

a. Certain types of interest income that are
exempt from tax under federal law are taxable un-
der Wisconsin law.

b. The federal deduction for taxes paid is
modified so that: (1) foreign taxes are not deduct-
ible, unless the income on which the taxes are
based is taxable; (2) Wisconsin utility gross re-
ceipts and ad valorem taxes and license fees are
deductible; and (3) the state net proceeds tax on
mining of metallic minerals is deductible. Also,
state taxes and the taxes of the District of Colum-
bia that are value-added taxes, single business
taxes, or taxes on, or measured by, all or a portion
of net income, gross income, gross receipts, or
capital stock are not deductible. The federal wind-
fall profits tax and the environmental tax are not
deductible.

c. As described previously, state law treat-
ment of operating losses differs substantially from
federal law. Net losses can be carried forward and
used to offset income for the following 20 years
(instead of indefinitely as under federal law).

d. Under federal law, a corporation may de-
duct all or a portion of dividends it receives from
another corporation. In general, the deductible
share is 50% if the corporation receiving the divi-
dend owns less than 20% of the paying
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corporation, 65% if the receiving corporation
owns between 20% and 80% of the paying
corporation, or 100% if the receiving corporation
owns more than 80% of the paying corporation.
Under Wisconsin law, instead of federal divi-
dends received provisions, corporations may
deduct all dividends received from a corporation
paid on its common stock if the corporation re-
ceiving the dividends owns, directly or indirectly,
for its entire tax year, at least 70% of the total
combined voting stock of the payor corporation.
"Dividends received" excludes taxes on dividends
paid to a foreign nation and claimed as a deduc-
tion. The dividends received deduction is availa-
ble to corporations that are separate entity filers,
and to combined group filers. A 2020 court case,
Wisconsin Department of Revenue v. Deere &
Company, found that the state dividends received
deduction also applies to entities treated as a cor-
poration for tax purposes under federal law. A
federal dividends paid deduction for certain pre-
ferred stock of public utilities is excluded from
state law.

e. State law does not follow federal law gov-
erning controlled foreign corporations. As a re-
sult, Subpart F income is not includable in the
computation of Wisconsin net income. Subpart F
income is undistributed income from controlled
foreign corporations which is required to be in-
cluded in the federal net income of the U.S. share-
holders of such corporations. Any actual income
received from a controlled foreign corporation,
such as dividends or interest, is included in the
computation of Wisconsin net income, provided
the income is not wholly exempt income.

f. State law conforms to previous federal
law, which provided a deduction for FDIC premi-
ums paid without limit. Beginning in tax year
2018, taxpayers under federal law may deduct
100% of FDIC premiums only if such assets are
less than $10 billion. Taxpayers with total
consolidated assets of $50 billion or more may not
deduct FDIC premiums. The applicable percent-
age of the federal deduction is prorated for



taxpayers with assets of between $10 billion and
$50 billion.

g. The TCJA repealed special rules that
apply to the accrual of interest for original issue
discount debt instruments (other than mortgage
servicing contracts) that have an applicable
financial statement. Under federal law, the change
in accounting for such debt instruments must be
taken into account ratable over six taxable years.
State law has not adopted these provisions of the
TCJA.

h. Pursuantto 2019 Act 7, expenses incurred
to move a business outside of Wisconsin are not
deductible for state tax purposes.

i.  The TCJA required certain tax exempt or-
ganizations to add the cost of the fringe benefits
as unrelated business income for federal tax pur-
poses, including qualified transportation fringe
benefits, parking facilities, and on-premises ath-
letic facilities. Provisions of 2017 Act 231
adopted this provision for purposes of state tax
law, but the federal Further Consolidated Appro-
priations Act of 2020 later repealed it for purposes
of federal law.

As noted, state corporate income/franchise tax
provisions are generally referenced to the IRC as
amended to December 31, 2017, with a number of
exceptions (as previously described). The Legis-
lature generally must modify state law to adopt
future changes to federal law, except that any fu-
ture changes to the federal deductions permitted
under IRC Section 179 or for the depletion of nat-
ural resources will automatically be adopted for
state tax purposes.

Related Entity Transactions

Wisconsin taxpayers are required to add back
to income certain expenses for payments to re-
lated entities. Specifically, rental expenses, inter-
est expenses, intangible expenses, and manage-
ment fees deducted or excluded under the IRC

have to be added back if they are directly or indi-
rectly paid, accrued, or incurred to, or in connec-
tion directly or indirectly with one or more direct
or indirect transactions with, one or more related
entities. These added back expenses may then be
subtracted if certain conditions are met.

An expense may not be deductible if certain
factors indicate that the primary purpose of the
transaction is tax avoidance. Examples of such
factors include, but are not limited to: (a) there
was no actual transfer of funds from the taxpayer
to the related entity, or the funds were
substantially returned to the taxpayer; or (b) if the
transaction was entered into on the advice of a tax
advisor, the advisor's fee was determined by ref-
erence to the tax savings.

"Intangible expenses"” subject to the add-back
provisions include: (a) royalty, patent, technical,
copyright, and licensing fees; (b) costs related to
the acquisition, use, or disposition of intangible
property (such as financial instruments, patents,
and trademarks); and (c) losses related to factor-
ing transactions or discounting transactions.

In general, a "related entity" is an entity that is
at least 50% owned by the taxpayer, an entity re-
lated to the taxpayer, or an entity owned by certain
family members of the taxpayer.

A deduction is allowed for rent, interest, intan-
gible expenses, and management fees that are
added back if certain conditions apply indicating
that the transaction had a legitimate business pur-
pose other than tax avoidance. If a deduction for
rental, interest, intangible expenses, and manage-
ment fees is denied to a taxpayer because the ex-
penses were paid to a related entity, and the con-
ditions to deduct the expenses were not satisfied,
then such amounts are not included in the income
of the related entity for state tax purposes. This
provision is intended to prevent double-taxation.

Wisconsin law provides that the Secretary of
Revenue (or designee) may distribute, apportion,
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or allocate gross income, deductions, credits, or
allowances between or among two or more organ-
izations, trades, or businesses that are owned or
controlled directly or indirectly by the same inter-
ests if the Secretary determines that such an action
is necessary: (a) in order to prevent evasion of
taxes; or (b) to clearly reflect the income of any
such organization, trade, or business. State law
specifies that this authority is in addition to the re-
lated entity provisions. Also, a nonstatutory pro-
vision provided that the related entity provisions
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would have no effect on any bank settlement
agreements that DOR has entered into with banks
and other financial institutions regarding their
investment subsidiaries.

Taxpayers and tax advisors are required to
report certain types of transactions that may indi-
cate the existence of tax shelters. Penalties are im-
posed for engaging in, and failure to report on,
such activities.



APPENDIX 3

Overview of Tax Year 2020 Corporate Tax Structures in Other States

Require

General Tax Brackets Number of Net Operating Loss Combined
State Tax Rate Lowest Highest Brackets General Method of Apportionment Carryfoward Carryback Reporting
Alabama 6.5% ----Flat Rate---- 1 Double Weighted Sales 15 years 0 years No
Alaska 0-9.4(a) $25,000 $222,000 10 3-Factor indefinitely 5 Yes
Arizona 4.9 ----Flat Rate---- 1 Single Sales or Double Weighted Sales 20 0 Yes
Arkansas 1.0-6.5 3,000 100,001 6 Double Weighted Sales 8 0 No
California 8.84 (b) ----Flat Rate---- 1 Single Sales 20 2 Yes
Colorado 4.63 ----Flat Rate---- 1 Single Sales indefinitely 0 Yes
Connecticut 7.5 (c) ----Flat Rate---- 1 Single Factor Gross Receipts 20 0 Yes
Delaware 8.7 ----Flat Rate---- 1 3-Factor indefinitely 5 No
Dist. of Columbia 8.25 ----Flat Rate---- 1 Single Sales indefinitely 0 Yes
Florida 4.458 (d) ----Flat Rate---- 1 Double Weighted Sales indefinitely 0 No
Georgia 5.75 ----Flat Rate---- 1 Single Sales indefinitely 0 No
Hawaii 44-64 25,000 100,001 3 3-Factor indefinitely 0 Yes
Idaho 6.925 ----Flat Rate---- 1 Double Weighted Sales 20 2 Yes
Ilinois 9.5 (e) ----Flat Rate---- 1 Single Sales 12 0 Yes
Indiana 5.25 () ----Flat Rate---- 1 Single Sales 20 0 No**
lowa 6.0-12.0 25,000 250,001 4 Single Sales 20 0 No
Kansas 4.0-7.0(g) 50,000 1 3-Factor 10 5 Yes
Kentucky 5.0 (h) ----Flat Rate---- 1 Single Factor Receipts indefinitely 0 Yes
Louisiana 40-8.0 25,000 200,001 5 Single Sales 20 0 No
Maine 3.5-8.93 350,000 3,500,000 4 Single Sales indefinitely 0 Yes
Maryland 8.25 ----Flat Rate---- 1 Single Sales (p) indefinitely 0 No
Massachusetts 8.0 (i) ----Flat Rate---- 1 Double Weighted Sales 20 0 Yes
Michigan 6.0 ----Flat Rate---- 1 Single Sales 10 0 No*
Minnesota 9.8 (j) ----Flat Rate---- 1 Single Sales 15 0 Yes
Mississippi 0.0-5.0 3,000 10,001 4 Single Sales/Other (q) 20 2 No*
Missouri 4.0 ----Flat Rate---- 1 Single Sales 20 2 No
Montana 6.75 (k) ----Flat Rate---- 1 3-Factor 10 3 Yes
Nebraska 558 -7.81 100,000 2 Single Sales 20 0 Yes
New Hampshire 7.7() ----Flat Rate---- 1 Double Weighted Sales 10 0 Yes
New Jersey 6.5-9.0 (m) 50,000 100,000 3 Single Sales 20 0 Yes
New Mexico 48-59 500,000 2 3-Factor indefinitely 0 No*
New York 6.5 (n) ----Flat Rate---- 1 Single Sales 20 3 Yes
North Carolina 2.5 ----Flat Rate---- 1 Single Sales 15 0 No
North Dakota 1.41-4.31 (o) 25,000 50,001 3 3-Factor indefinitely 0 Yes
Oklahoma 6.0 ----Flat Rate---- 1 3-Factor 20 5 No



General Tax Brackets # of Net Operating Loss Combined
State Tax Rate Lowest Highest Brackets General Method of Apportionment Carryfoward Carryback Reporting
Oregon 6.6% - 7.6% $1 million 2 Single Sales 15 years 0 years No
Pennsylvania 9.99 ----Flat Rate---- 1 Single Sales 20 0 No
Rhode Island 7.0 ----Flat Rate---- 1 Single Sales 5 0 Yes
South Carolina 5.0 ----Flat Rate---- 1 Single Sales indefinitely 0 No
Tennessee 6.5 ----Flat Rate---- 1 Triple Weighted Sales 15 0 No**
Utah 4,95 ----Flat Rate---- Single Sales indefinitely 0 No*
Vermont 6.0-85 10,000 25,000 3 Double Weighted Sales 10 0 Yes
Virginia 6.0 ----Flat Rate---- 1 Double weighted Sales indefinitely 0 No*
West Virginia 6.5 ----Flat Rate---- 1 Double Weighted Sales indefinitely 0 Yes
Wisconsin (r) 7.9 ----Flat Rate---- 1 Single Sales 20 0 Yes

Source: Compiled using information from the Wisconsin Department of Revenue, CCH Multi-state Corporate Income Tax Guide, Federation of Tax Administrators, and Bloomberg BNA

(a) The Alaska alternative minimum corporate tax (AMT) is equal to 18% of the applicable federal AMT.

(b) The rate for financial corporations and banks that are not S corporations is 10.84%. The California AMT is 6.65% of the federal AMT.

(c) Connecticut’s tax is the greater of the 7.5% tax on net income, a 0.31% tax on capital stock and surplus (maximum tax of $1 million), or $250 (the minimum tax).

(d) An exemption of $50,000 is allowed.

(e) The Illinois rate of 9.5% is the sum of a corporate income tax rate of 7.0% plus a replacement tax of 2.5%.

(f) The tax rate decreased from 5.5% to 5.25% after June 30, 2020.

(g) In addition to the flat 4% corporate income tax, Kansas levies a 3.0% surtax on taxable income over $50,000.

(h) The Kentucky minimum limited liability entity tax is $175.

(i) Business and manufacturing corporations pay an additional tax of $2.60 per $1,000 on either taxable Massachusetts tangible property or taxable net worth allocable to the state (for intangible property
corporations).

() In addition, Minnesota levies a 5.8% tentative minimum tax on alternative minimum taxable income.

(k) Montana levies a 7% tax on taxpayers using water's edge combination. Taxpayers with gross sales in Montana of $100,000 or less may pay an alternative tax of 0.5% on such sales, instead of the net income
tax.

() New Hampshire’s 7.7% business profits tax is imposed on both corporations and unincorporated associations with gross income over $50,000. In addition, New Hampshire levies a business enterprise tax of
0.6% on the enterprise base (total compensation, interest and dividends paid) for businesses with gross receipts over $217,000 or base over $108,000. The business profits tax is scheduled to decrease to 7.5% for
tax years beginning on or after 2021.

(m) In New Jersey, small businesses with annual entire net income under $100,000 pay a tax rate of 7.5%; businesses with income under $50,000 pay 6.5%.

(n) New York’s general business corporate rate is shown. Corporations may also be subject to a capital stocks tax, which is being phased out through 2021. Certain qualified New York manufacturers pay 0%.
(0) North Dakota imposes a 3.5% surtax for filers electing to use the water’s edge method to apportion income.

(p) Maryland will phase in single sales apportionment through 2022. For 2020, the sales factor was weighted 5/7, with the factor increasing to 6/8 in 2021, and fully phasing in in 2022.

(g) Mississippi provides different apportionment formulas based on specific type of business. A single sales factor formula is required if no specific business formula is specified.

(r) For businesses that derive income from manufacturing or agriculture activities in Wisconsin, the effective corporate income/franchise tax rate is 0.4% due to the 7.5% manufacturing and agriculture credit.

* Combined reporting permitted, but not required.
** Tennessee requires combined reporting in certain cases for certain corporate groups. Indiana allows taxpayers to petition to file a combined return.



APPENDIX 4

Notable Temporary Federal Tax Law Changes Affecting Business in 2020

In response to the COVID-19 pandemic, Con-
gress enacted CARES and the Families First
Coronavirus Response Act (FFCRA) of 2020,
which provided several aid programs and tax in-
centives for employers. Wisconsin enacted 2019
Act 185, which adopted several of the CARES
provision for state corporate income/franchise tax
purposes.

Deductibility of Loans and Payroll Tax
Credits. CARES created the payroll protection
program (PPP) to provide forgivable loans to cer-
tain businesses, and non-profits, having less than
500 employees. PPP loans were available under
the Small Business Administration's Section 7(a)
loan program through August 8th, 2020, and
could be used to cover various business expenses,
including payroll and rent payments. As long as
certain loan conditions were met, PPP loan recip-
ients could qualify for loan forgiveness. Both state
and federal law provide that forgiven PPP loan
amounts are not considered taxable income for in-
come and franchise tax purposes.

The Consolidated Appropriations Act of 2021
(CAA) provided for a second round of PPP loans
to business having 300 or fewer employees, with
certain expansions in eligibility and qualifying ex-
penses compared to the previous round. State law
previously conformed to federal law in disallow-
ing deductions for business expenses paid with
forgiven PPP loan proceeds so as to avoid provid-
ing a double tax benefit on the forgiven loan
amounts. However, the CAA later provided that,
for purposes of federal law, taxpayers may deduct
business expenses paid using forgiven PPP loans.
As of December 31, 2020, state law does not con-
form to this provision.

CARES made the preexisting economic injury

disaster loan (EIDL) program, administered by
the Small Business Administration, available to
certain qualifying small businesses having 500 or
fewer employees. The EIDL loans were intended
to meet financial obligations and expenses of
businesses resulting from the economic impacts
of the COVID-19 pandemic through December
31, 2020. EIDL loans are generally available at
3.75% interest for businesses (2.75% for non-
profits) over 30 years. CARES provided for for-
givable advances in the amount of $1,000 per em-
ployee, up to a maximum of $10,000. The CAA
provided additional funding and extended the
availability of advances to certain qualifying
small businesses having 300 or fewer employees
through December 31, 2021. The CAA clarified
that forgivable EIDL advances are not taxable and
recipients may claim deductions on any business
expenses paid using EIDL advance proceeds. As
of December 31, 2020, state law does not conform
to federal tax treatment of EIDL advance pro-
ceeds. The CAA also repealed the requirement for
PPP loan recipients to reduce the amount of their
forgiveness by the amount of EIDL advance they
received.

The payroll tax provisions in CARES include
temporary refundable credits meant to provide
immediate relief for employers impacted by the
pandemic by allowing an employer to retain pay-
roll taxes and withholding that would otherwise
be due up to the amount of tax credit. First, a re-
fundable credit was made available for certain
employers to retain employees equal to 50% of up
to $10,000 of qualified wages for each full-time
employee paid between March 12, 2020, and De-
cember 31, 2020 (for a maximum credit of $5,000
for each employee retained). Eligible claimants
must have: (a) employed fewer than 500 employ-
ees; and (b) been affected by the COVID-19
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pandemic, as shown by either a 50% reduction in
gross receipts for a calendar quarter compared to
the previous year or by having fully or partially
suspending operations as a result of a government
order. If the employment tax deposits are insuffi-
cient to cover the credit, the employer may receive
advance payment from the IRS. The CAA ex-
tended the credit through July 1, 2021, enhanced
employee eligibility, and increased the wage lim-
itation to $10,000 per employee per quarter.

Similar to PPP loans, employee retention
credit recipients do not include credit amounts as
income for tax purposes. Instead, CARES disal-
lows a deduction for the portion of wages paid
equal to the sum of credits determined for the tax
year. Thus, the employer's aggregate deductions
are reduced by the amount of credit received. Em-
ployers receiving PPP loans were not eligible for
the employee retention credit. However, the CAA
provided that the enhanced credit may be claimed
by PPP loan recipients to cover expenses not paid
with PPP loan proceeds.

CARES also provides for refundable payroll
tax credits equaling 100% of certain qualified sick
leave required to be paid under FFCRA after April
1, 2020, through December 31, 2020. The credit
amount is up to $511 per day for an employee who
is out of work due to suffering from COVID-19
symptoms or due to an isolation order, up to a
maximum total of $5,110. Up to $200 per day is
available for each day an employee is unable to
work due to caring for someone else under an
isolation order or a child whose school or daycare
has closed, up to a maximum total of $2,000. A
substantially similar credit is available for paid
family leave, up to $200 for each day an employee
is absent to care for a child whose school or day-
care closed due to reasons related to COVID-19,
for a maximum of $10,000. The CAA extended
the credits through March 31, 2021, but did not
similarly extend the FFCRA requirement that
business provide qualified sick leave.

Effectively, these credit reimburse wages
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FFCRA required the business to pay by allowing
employers to reduce their required deposits of
payroll tax. In addition, a credit is available for a
portion of qualified healthcare expenses (deter-
mined similar to the retention credit above) and
for the employer's share of Medicare tax on qual-
ified leave wages. The full credit amount is in-
cluded in the taxable income of the employer, but
the underlying wage and healthcare expenses re-
main deductible.

Extension of Tax Filing Deadlines. On
March 21, 2020, the Treasury Department and In-
ternal Revenue Service announced that the dead-
line for filing federal income tax returns would be
extended from April 15, 2020, to July 15, 2020.
Taxpayers who make estimated income tax pay-
ments that would otherwise be due on April 15
could make such payments by July 15 without in-
curring any interest or penalties, regardless of
amounts owed by a taxpayer. A taxpayer did not
need to file any additional forms in order to qual-
ify for the extended due date. Wisconsin law pro-
vided similar treatment such that state income and
franchise taxpayers with tax filing due dates of
April 15, 2020, had until July 15, 2020, to file
their state income or franchise tax returns for tax
year 2019, or make their first two tax year 2020
estimated payments, without interest, penalty, or
underpayment interest applying until that date.

Under accounting principles applied by DOR,
corporate estimated payments received in July of
2020 that relate to a taxable year ending on or be-
fore June 30, 2020, were attributed to state fiscal
year 2019-20. Any estimated payments related to
a taxable year ending after that date were thrown
forward to 2020-21. Of the $280 million in corpo-
rate estimated payments received in July, 2020,
DOR determined that $97 million was attributed
to 2019-20, and the remaining $183 million was
thrown forward and attributed to 2020-21. This
compares to July, 2019, estimated payments of
$37 million, of which $28 million was thrown
forward to the following fiscal year.



Deferral of Payroll Taxes. Employers
generally pay a 6.2% social security or railroad
retirement tax on employee wages plus 1.45% for
the employer's share of Medicare taxes. CARES
allows employers to defer payment of the employ-
er's share of social security tax that would other-
wise have been paid in 2020 (self-employed per-
sons may defer 50%). Half of the deferred tax is
due by December 31, 2021, while the other half is
due December 31, 2022. Employers receiving
PPP loan forgiveness are not entitled to defer pay-
ment of employer social security taxes. Thus,
those deferring payment who later receive for-
giveness must stop deferring new amounts
(though previous amounts will continue to be de-
ferred).

In addition, President Trump issued an order
directing the Secretary of the Treasury to defer the
withholding, deposit, and payment of the em-
ployee portion of social security taxes on wages
paid between September 1, 2020, and December
31, 2020. The order applies to individual employ-
ees earning less than $4,000 gross pay in the
equivalent of a bi-weekly period. The order is op-
tional and allows only for the postponement of
payment deadlines and does not (and cannot) re-
duce or eliminate the tax due. Employers, and not
employees, are ultimately responsible for the pay-
ment of the tax. The amount deferred must be re-
paid ratably between January 1 and April 30 of
2021.

Temporary Suspension of Net Operating
Loss Limitations and Excess Business Loss
Limitations. For tax years beginning after De-
cember 21, 2017, the TCJA limited net operating
losses to offset no more than 80% of taxable in-
come and disallowed carrybacks. CARES
removes the 80% limitation for tax years 2018,
2019, and 2020. Further, CARES allows car-
rybacks for five years for the same tax years

(including into taxable years for which the
applicable tax rate exceeded 21% under the
TCJIA).

The TCJA also provides for a limit on a
noncorporate taxpayer's excess losses. CARES
temporarily permits losses in tax years 2018,
2019, and 2020 to be carried back for up to five
years. As a result, a taxpayer may file an amended
return for those years to claim the deduction.
Further, losses carried into 2019 and 2020 are
permitted to offset up to 100% of taxable income,
rather than 80%.

Temporary Increase on Business Interest.
As discussed in Appendix 2, the TCJA generally
limited the amount of business interest that can be
deducted to 100% of business interest income
plus 30% of adjusted taxable income, with disal-
lowed amounts carrying forward indefinitely.
CARES increased the 30% limit to 50% for tax
years 2019 and 2020. Additionally, CARES al-
lowed a business to calculate the interest
limitation for tax year 2020 using taxable incomes
from tax year 2019, which were expected to be
comparably larger due to the COVID-19 pan-
demic.

Suspension of limitation on certain charita-
ble contributions. For qualified contributions,
CARES increases the limitation on the deduction
for charitable contributions made in 2020 by cor-
porate taxpayers from 10% of adjustable taxable
income to 25%. The limitation for deductions for
contributions of food inventory by a corporation
were similarly increased from 15% to 25%. Any
amounts exceeding the limit may be carried over
to the next five taxable years. Similar to current
law, the current year contribution is deducted first
with carryover contributions applied in chrono-
logical order.
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