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Chapter Tax 2

INCOME TAXATION, RETURNS,

RECORDS AND

GROSS INCOME
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individuals
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Methods of accounting
Changes in method of ac-
counting
Cash method of account-
1n
Accrua.l method of ac-
counting
Instalment method of ac-
counting
Accounting for acceptance
corporations, dealers in
commercial paper, mort-
gage discount companies
and small loan companies
Accounting for contrac-
tors
Accounting for dealers in
securities

——&eccounting..forfarmers

and-dairymen

Accounting for retail mer-
chants

Accounting generally
“Last in, first out” method
of mventorymg
Separate accounting
method

Apportionment method
Nonapportionable income
Permission to change
basis of allocation of in-
come

Apportionment jn special
cases

Apportionment of business
income of interstate air
carriers

Rent received from Wis-
consin real estate

Tax 2.51

Tax 2.58 Stock dividends and stock
rights

Tax 2.56 Insurance dividends and
proceeds received

Tax 2.57 Annuity payments

Tax 2.60 Dividends on stock sold
“short”

Tax 2.61 Building and loan divi-
dends on instalment
shares

Tax 2.63 Dividends accrued on stock

Tax 2.65 Interest received

~Pax—267—Wages;—sataries-and-other—<___

Income from Wisconsin
business

Gain or loss on capital
assets; basis of determin-
ing

Tax 2.71 Sales of capital assets on
deferred payments

Tax 2.69
Tazz 2.70

Tax 2,72 Exchanges of property
generally

Tax 2.721 Exchanges of property
held for productive use or
investment

Tax 2.73 Involuntary conversion

Tax 2 75 Recoveries

Tax 2.76 Refunds of taxes
J’P’Pax—z-fM“Stnkewbeneﬁts

ax—2:78—Merchandise—taken Afrom oo

stock-for-personal-use—-<__
~TFPax—2:79-—Prizes—-<—

Tax 2.80 Improvements on leased
real estate, income to les-
sor

Tax 2.81 Damages received

~Tax-2:82--Mileage-received. .2

Pax-2.83--Per--diem--allowances—re--

ceived—

-Tax-2-84_Life—insurance—premium-

paid—for—officers—and—em-

Tax-2.86—Accommodations furs—<
—as-part-of-compen--

-sation——~
Tax 2.86 Income from cancellation
of government contracts
Tax 2.87 Contributions for line ex-
tension
Tax 2.90 Withholding; wages
Tax 2.91 Withholding; fiscal year
taxpayers

Tax 2.01 Residence, (Section 71.01, Wis. Stats.) (1) The residence of
a wife is that of her husband unless there is affirmative evidence to
the contrary or unless the husband and wife are permanently sepa-
rated. The residence of a minor child, unless emancipated, is that of
its father, or of the mother, if the father is deceased.

(2) Individuals claiming a change of residence (domicile) from
Wisconsin to another state shall file a “declaration of residence” with
the Central Audit Section of the Department of Taxation by delivery
to 315 West Gorham Street, Madison, Wisconsin, or by mailing to

Register, September, 1964,“No. 105
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Post Office Box 80, Madison, Wisconsin 53701, and shall furnish such
other information as the department may require.
History: 1-2—-56; r. (1); renum. (2) to be (1) renum. (3) to be (2) and
/’-(:;:“ am., Register, September, 1964, No. 105, eff. —1—6
po /" Tax 2.02 Income year. (Section 71.01, Wis. Stats.) The term “in-
/ come year” shall mean the calendar year or the corresponding fiscal
~ year upon which basis the net income is computed. In cases where a
fractional part of a year is made the basis for computing net income,
such period is considered the “income year.”
Tax 2.021 History: Cr. Register, January, 1960, No. 49, eff. 2-1-60; r.
Reglster September, 1964, No 105, eff, 10—-1-64. .
/7 Tax 2.03 Corporation returns. For the purpose of filing Gzzcome tax
/returns, the tax commissioner has designated the following forms for

. ‘ /"
vl /7Z

/ the use of corporations

%/g 2 Form 4. Return of income for the calendar or fiscal year.

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

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

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

21 Porm—4G—Banks, Savings and Loan--Associations—and—Credit
SUnionss

All returns, statements, schedules and information required to be

' gled or furnished by corporations shall be mailed to the Corporation
¥ ax Section of the Wisconsin Department of Taxation, P. O.
' Box 98, Madison, Wisconsin 53701 or delivered to the Corporation

\-~Ineeme»Tax Section at 817 West Gorham Street, Madison, Wisconsin.

- Note: Blank forms may be obtained from the department at the Processing

Center, 149 Bast Wilson Street, Madison, or by mail request to P. O. Box 98,
Mad1son, Wisconsin 53701.

History: 1-2-56; am. Register, September, 1964, No. 105, eff. 10-1-64.

Tax 2.04 Information returns; forms WT-9, 9b and 9X for corpora-
tions. (Sections 71.04 (1)-and (2),”71.10 (1); (8m) and (8n) Wis.
Stats.). All corporations carrying on activities within this state,
whether taxable or not under this chapter, shall file with the depart-
ment of taxation, on or before January 81 of each year on forms WT-9
or 9b statements of payments made within the preceding calendar
year to residents of Wisconsin of salaries, wages, bonuses, commis-
sions, retirement pay, fees or other remuneration for services whether
subject to withholding or mnot, and to non-residents of all payments
for the performance of personal services in Wisconsin, whether sub-
ject to withholding or not, provided that salaries, wages, bonuses,
commissions, retirement pay, fees or other remuneration for services,
and payments for the performance of personal services in Wisconsin
paid by a corporation to an individual in a calendar year and aggre-
gating less than $500 need not be so reported if no part thereof was
within the definition of wages in section 71.19 (1)/Wis. Stats. Form
WT-7 (Employers Annual Reconciliation of Wisconsin Income Tax
Withheld from Wages) should accompany forms WT-9. Statements of
payments to residents of Wisconsin within the preceding calendar
year of interest and dividends, including dividends paid in capital
stock, and payments to residents and non-residents of Wisconsin of

Register, September, 1964, No. 105
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vents and royalties on property in Wisconsin shall be filed at the
place hereinbefore referred to on or before March 15 of each year
on forms 9b. The forms herein referred to must be filed on the date
indicated regardless of the fact that the corporation keeps its records
on a fiscal year other than the calendar year. No one of interest,
dividends, rents or royalties needs to be reported if it is less than
$100.00. Each corporation must file with forms 8 or 9b, forms 9X
showing the number of reports made on forms 8 or 9b. (See also Wis.
Adm. Code section Tax 2.05). Items required to be reported on forms .
WT-9 or 9b may be disallowed as deductions from the corporation’s
gross income upon failure to make proper report thereof.

Note: Blank forms may be obtained by mail request addressed to Wiscon="—
sin Department of Taxation, Corporation Section, P. O. Bo‘: 98, Madison,

Wisconsin 53701.
(Corporations failing to file forms WT-9 or 9b as- prescrlbed by law

shall be subject to fine of not less than $50 00 7167 more than $500.00.

See sectlon 71.11 (45);Wis. Stats.) :
History: 1-2-56; am. Register, February, 1958 No. 26, eff. 3-1-58; r. and
recr., Register, September 1964, No. 105 eff. 10-1—64.

Tax 205 Information returns,. forms 8 for corporations, (Section
7110 (1), " Wis. Stats.) All corporatmns doing business within this
state, whether subject to the/income tax or not, are required to file
with the department of taxation by mailing to the Corporation Ineeme.
S-Max- Section of the Wisconsin Department of Taxation, P. 0. Box 98,
Madison, Wisconsin 53701 or delivery to the Corporatlon Tneome-Taxd
\“\f Section at 8317 West Gorham Street, Madison, Wisconsin on or before
SN March 15 of each year on forms 8 as prescribed by the tax commis-
i sioner, statements of such transfers of capital stock as have been

made by residents of Wisconsin during the preceding calendar year.
Note: Blank forms may be obtained by mail request addressed to Wiscon-
~ sin Department of Taxation, Corporation Section, P. O. Box 98, Madison,
‘Wisconsin, 53701.
(Corporations failing to file such statements shall be subject to a fine
of not less than $50 or more than $500. See section 71.11 (45),"Wis.
Stats.)
History: 1-2-56, am. Register, September, 1964, No. 105, eff. 10-1-64.

—~—

Tax 2.06 Information returns required of partnerships and persons
other than corporations. (Sections #-05-(1)571.05.(2);71:05-(3)1 71.10
(8m) - and 71.10 (/83/’W15 Stats’) Informational returns reporting
,.»«*“”remuneratmn “paid for services, whether or not within the definition
' of “wages” in Section 71.19 (1), must be filed on or before January 31
of each year on forms WT-9 or 9b. Form WT-7 (Employer’s Annual
Reconciliation of Wisconsin Income Tax Withheld From Wages)
should accompany forms WT-9. Informational returns reporting other :
jitems such as interest paid or rent paid must be filed on or before il
April 15 of each year on forms 9b. Items required to be reported on
informational returns will be disallowed as deductions from gross
income if not properly reported. Such returns should be mailed to the
Department of Taxation, P. O. Box 59, Madison, Wisconsin 53701 or

delivered at 149 E. Wilson Street, Madison.

Note: Blank forms may be obtained by writing the Department of Taxa-
tion, Central Processing Center, P. O. Box 58, Madison, Wisconsin 53701
(149 E. Wilson Street).

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; r. and
recr. Register, September, 1964, No. 105, eff. 10-1-64.

Tax 2.07 Income tax returns of dissclved corporations. (Sectiori’
71.10 (1), Wis. Stats.) The officers of ‘2 corporation which has been

Register, September, 1964, No. 105
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dissolved during the income year must file a corporate{mcome tax
return for such year and for any year thereafter in which there is
corporate income. The final return must indicate the disposition of all
corporate assets.

/’—’I‘ax 2.08 Returns of persons other than corporations (1) For the
[purpose of filing income tax returns, the commissioner of taxation
[has designated the following forms for the use of persons other than
icorporations:

; Form 1. For all resident individuals, whether married or single,
and for husbands and wives electing to file a combined return.
(Form 1B, 1-Fe or 1-Fi is filed with Form 1.)

Form 1A. (short form)

Form 1B. For persons having a business or profession.

Form 1-Fec. For farmers on the cash basis.

Form 1-Fi. For farmers on an inventory or accrual basis.

Form 1N. For nonresident individuals.

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

Form 3. For partnerships and joint ventures.

(2) Information returns required of persons other than corpora-
tions are specified in Wis. Adm. Code sections Tax 2.06 and Tax 3.63.
See also Tax 3.07.

(3) All returns, reports, statements and information required to be
filed, furnished or reported by persons other than corporations includ-

. ing partnerships shall be filed by mailing to P. O. Box 59, Madison,

. Wisconsin 53701, or delivery to Processing Center, Department of
. Taxation, 149 East Wilson Street, Madison.
{  Note: Blank forms may be obtained by mail request to Department of
, Taxation, Central Processing Center, . O, Box 58, Madison, Wisconsin
| 53701 (149 E. Wilson Street).
! History: 1~-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; am.
. Register, February, 1960 No. 50, eff. 3—1-60; am. Reg1ster, September,
i 1964, No. 105, eff. 10-1-64.
-
" Tax 2.09 Reproduction of forms. Subject to the conditions set forth
! under this rule, the official Wisconsin income tax return forms may be
I reproduced and the reproductions filed with the department in lieu of
- the corresponding official forms:

(1) The reproductions must be made by photo-offset, photo-engrav- .—
ing or by some similar photographic process. They may be reproduced . 7.
on one side or both sides of the paper. y

(2) The reproductions must be on paper of substantially the same!
color, weight and texture, and of quality at least as good as that used'
in the official forms. Forms +-Fe, =i, 2 and-3 may not, therefore, be,
reproduced on white paper. —

(3) Since all of the official forms are printed in black mk such

printing must be reproduced in black. 5

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

(5) All signatures required on returns which are filed with the
department must be original, affixed subsequent to the reproduction
process.

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3—1-58; am.
Register, February, 1960, No. 50, eff. 3-1-60.

Reglster, September, 1964, No. 105
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Tax 2.10 Copies of federal returns, statements, schedules, docu-
ments, etc. to be filed with Wisconsin returns. (Section 71.10 (6),
Wis. Stats.) It is deemed necessary for the administration of the tax
imposed by chapter 71, Wis. Stats., that at the time of filing Wis-
consin income tax returns for the taxable year 1965 and for taxable
years thereafter by partnerships and persons other than corporations,
a complete copy of the federal income tax return for the same taxable
year (including all schedules, statements, documents and computa-
tiong) should be included and filed with the Wisconsin return. Ac-
cordingly, such complete copies of federal income tax returns are
directed to be so filed except copies of the short form federal return
which, at the time of adoption of this rule is designated as federal
form 1040A.

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

Register, December, 1965, No. 120
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Tax 2.11 Tax Table (Sect10n§ Ho@%andw%(lﬂw(&m—)«éd% Wis.
Stats., applicable to the calendar year 1963 and corresponding fiscal
years, and subsequent years).

To find your gross normal tax read down income columns until you
find the line covering the net taxable income:

If Net Taxable If Net Taxable If Net Taxable If Net Taxable
Income Is Gross Income Is Gross Income Is Gross Income Is Gross
Normal Normal Normal Normal |
But Tax But Tax But Tax But Tax }
At Less Is At Less Is At Less Is At Less Is
Least | Than Least | Than Least | Than Least | Than
0 50 .80 || 2,700 | 2,750 | 68.80 || 5,320 | 5,360 | 173.80 || 7,360 | 7,390 | 282.10
50 100 1.70 {| 2,750 | 2,800 | 70.20 |} 5,360 | 5,400 | 175.70 || 7,390 | 7,420 | 284.00
100 150 2.90 || 2,800 [ 2,850 | 71.60 {| 5,400 | 5,440 | 177.60 || 7,420 { 7,450 | 285.90
150 200 4.00 [ 2,850 | 2,900 78.00 {| 5,440 | 5,480 | 179.60 || 7,450 | 7,480 | 287.80
200 250 5.20 1) 2,900 7 2,950 74.40 |} 5,480 | 5,520 | 181.50 || 7,480 | 7,510 | 289,70
250 300 6.30 || 2,950 | 3,000 75.80 1| 5,520 | 5,560 | 183.40 {| 7,510 ( 7,540 | 291.60
300 350 7.50 || 3,000 { 3,050 | 77.40 || 5,560 | 5,600 | 185.30 || 7,540 | 7,570 | 293.50
350 400 8.60 {| 3,050 | 3,100 | 79.30 || 5,600 | 5,640 | 187.20 {§ 7,570 | 7,600 | 295.30
9

.80 |1 8,100 | 3,150 { 81.30 {| 5,640 | 5,680 | 189.20 | 7,600 { 7,630 | 297.20
450 500 | 10.90 || 3,150 | 3,200 | 83.10 }i 5,680 | 5,720 | 191.10 §| 7,630 | 7,660 | 299.10

500 550 | 12.10 || 3,200 | 3,250 | 85.00 {[ 5,720 | 5,760 | 193.00 |; 7,660 | 7,690 | 301.00
550 600 | 13.20 |{ 3,250 | 3,300 | 86.90 || 5,760 | 5,800 | 194.90 || 7,690 | 7,720 | 302.90
600 650 | 14.40 (| 3,300 | 3,350 | 88.80 || 5,800 | 5,840 | 186.80 || 7,720 | 7,750 [ 304.80
650 700 { 15.50 {| 3,350 | 3,400 | 90.70 |} 5,840 | 5,880 | 198.80 || 7,750 | 7,780 | 306.70
700 750 | 16.70 || 3,400 | 3,450 | 92.60 || 5,880 | 5,920 | 200.70 || 7,780 | 7,810 | 308.60

750 800 | 17.80 || 3,450 | 3,500 | 94.50 [{ 5,920 | 5,960 | 202.60 || 7,810 | 7,840 | 310.50
800 850 | 19.00 || 3,500 { 3,550 | 96.40 || 5,960 | 6,000 | 204.50 || 7,840 { 7,870 | 312.30
850 900 | 20.10 || 3,550 | 3,600 | 98.30 || 6,000 | 6,040 | 206.50 || 7,870 | 7,900 | 314.20
900 950 ¢ 21.30 || 3,600 | 3,650 | 100.20 {| 6,040 | 6,080 | 208.60 |} 7,900 | 7,930 | 316.10
. 950 | 1,000 | 22.40 || 3,650 | 3,700 | 102.10 || 6,080 | 6,120 | 210.80 {| 7,930 | 7,960 | 318.00 t

1,000 [ 1,050 [ 23.60 || 3,700 | 3,750 | 104.00 |{ 6,120 | 6,160 | 212.90 || 7,960 | 7,990 | 319.90
1,050 | 1,100 | 24.90 || 3,750 | 3,800 | 105.90 || 6,160 | 6,200 | 215.00 || 7,990 | 8,020 | 521.80
1,100 | 1,150 | 26.10 | 3,800 | 3,850 | 107.80 {| 6,200 | 6,240 | 217.10 | 8,020 ( 8,050 | 323.90
1,150 | 1,200 | 27.40 || 3,850 | 3,900 | 109.70 || 6,240 | 6,280 | 219.20 || 8,050 | 8,080 | 325.90
1,200 ) 1,250 | 28.70 |[ 3,900 | 3,950 | 111.60 || 6,280 | 6,320 | 221.40 || 8,080 | 8,110 | 327.90

1,250 | 1,300 | 30.00 || 3,950 | 4,000 | 113.50 || 6,320 | 6,360 | 223.50 |} 8,110 | 8,140 | 330.00
1,300 | 1,350 | 31.20 || 4,000 | 4,050 | 115,60 || 6,360 | 6,400 | 225,60 || 8,140 | 8,170 | 332.00
1,350 | 1,400 [ 32.50 || 4,050 | 4,100 | 117,80 || 6,400 | 6,440 | 227.70 || 8,170 | 8,200 | 334.10
1,400 | 1,450 | 33.80 ] 4,100 | 4,150 | 119.90 || 6,440 | 6,480 | 229.80 || 8,200 | 8,230 | 336.10
1,450 | 1,500 [ 35.10 || 4,150 | 4,200 | 122.10 || 6,480 | 6,520 | 232.00 || 8,230 | 8,260 | 338.10

1,500 | 1,550 | 36.40 || 4,200 | 4,250 | 124.20 || 6,520 | 6,560 | 234.10 || 8,260 | 8,290 | 340.20
1,550 | 1,600 [ 37.70 {| 4,250 | 4,300 | 126.40 || 6,560 | 6,600 | 236.20 || 8,290 | 8,320 | 342.20
1,600 | 1,650 | 39.00 {| 4,300 | 4,350 | 128.50 {| 6,600 | 6,640 | 238.40 || 8,320 | 8,350 | 344.30
1,650 { 1,700 | 40.30 || 4,350 | 4,400 { 130.70 }| 6,640 | 6,680 | 240.50 || 8,350 | 8,380 | 346.30
1,700 | 1,750 | 41.50 |} 4,400 | 4,450 | 132.80 || 6,680 | 6,720 | 242.60 || 8,380 | 8,410 | 348.30

1,750 | 1,800 [ 42.80 || 4,450 | 4,500 | 135.00 || 6,720 | 6,760 | 244.70 || 8,410 | 8,440 [ 350.40
1,800 | 1,850 | 44.10 || 4,500 | 4,550 | 137.10 || 6,760 | 6,800 | 246.80 || 8,440 | 8,470 [ 352.40
1,850 | 1,900 [ 45.40 || 4,550 | 4,600 | 139.30 || 6,800 | 6,840 | 249.00 || 8,470 | 8,500 | 354.50
1,900 | 1,950 { 46.60 {| 4,600 } 4,650 | 141.40 || 6,840 | 6,880 | 251.10 || 8,500 { 8,530 | 356.50
1,950 | 2,000 | 47.90 || 4,650 | 4,700 | 143.60 || 6,880 | 6,920 | 253.20 || 8,530 | 8,560 | 358.50

2,000 | 2,050 | 49.20 || 4,700 | 4,750 | 145.70 || 6,920 | 6,960 | 255.30 || 8,560 | 8,590 | 360.60
2,050 | 2,100 | 50.60 || 4,750 | 4,800 | 147.90 {| 6,960 | 7,000 | 257.40 || 8,590 | 8,620 | 362.60
2,100 | 2,150 | 52.00 (| 4,800 | 4,850 | 150.00 (| 7,000 { 7,030 | 259.40 (| 8,620 | 8,650 | 364.70
2,150 | 2,200 | 53.40 (| 4,850 | 4,900 | 152.20 |} 7,030 | 7,060 | 261.30 |} 8,650 | 8,680 | 366.70
2,200 | 2,250 | 54.80 || 4,900 | 4,950 | 154.30 || 7,060 | 7,090 | 263.20 || 8,680 | 8,710 | 368.70

2,250 | 2,300 | 56.20 [{ 4,950 | 5,000 | 156.50 || 7,090 { 7,120 | 265.10 {| 8,710 | 8,740 | 370.80
2,300 | 2,350 | 57.80 [| 5,000 | 5,040 | 158.50 || 7,120 | 7,150 | 267.00 || 8,740 { 8,770 | 372.80
2,350 | 2,400 | 59.00 || 5,040 | 5,080 | 160.40 | 7,150 | 7,180 | 268.90 {| 8,770 | 8,800 | 374.90
2,400 | 2,450 | 60.40 || 5,080 | 5,120 | 162.30 || 7,180 | 7,210 | 270.80 || 8,800 | 8,830 | 376.90
2,450 | 2.500 | 61.80 |; 5,120 | 5,160 | 164.20 || 7,210 | 7,240 | 272.70 || 8,830 | 8,860 | 378.90

2,500 | 2,550 | 63.20 || 5,160 | 5,200 [ 166.10 || 7,240 | 7,270 | 274.60 || 8,860 | 8,890 | 381.00
2,550 2,600 | 64.60 || 5,200 | 5,240 | 168.00 || 7,270 | 7,300 | 276.50 || 8,800 | 8,920 | 383.00
2,600 | 2,650 { 66.00 || 5,240 | 5,280 | 170.00 || 7,300 | 7,330 | 278.30 || 8,920 | 8,950 | 385.10
2.650 | 2,700 | 67.40 || 5,280 | 5,320 | 171.90 || 7,330 | 7,360 | 280.20 || 8,950 | 8,980 | 387.10
8,980 | 9,000-| 388.80

Register, December, 1965, No. 1207
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TAX ON INCOMES OF OVER $9,000

i NET TAXABLE INCOME GROSS NORMAL TAX
§ Over But Not Over This Amt. - This %, On Excess Over
1

$389.50 plus
462.50 plus
540.50 plus
623.50 plus
~ 711.50 plus
804.50 plus
902.50 plus

Histery: Cr. Register, January, 1960, No. 49, eff. 2-1-60; r. and recr.
Register, May, 1964, No. 101,

/I‘ax 2.14 Aggregate personal exemption of husband and wife. The
/ aggregate personal exemption allowable to a husband and wife pur-
suant to section 71.09 (6) (d), Wis. Stats., when each files a return,
\ may be divided between them according to then- choice. g
<

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3-1-58; al
Register, February, 1960, No. 50, eff. 3—1-60; r. and recr., Register, Sep-
e 1060 N B e 0% 7 g T
" Tax 2.15 Methods of accounting; (Section 71.11 (8), Wis. Stats.)
. No uniform method of accounting can be prescribed for all-taxpayers;— -
and] the law contemplates that each taxpayer may return -hisincome o
in ‘accordance with the method of accounting regularly employed in~,
keeping his books. If no method of accounting is regularly employed ‘: e
“or if the method employed does not clearly reflect the income, the de- ¢,
partment of taxation may prescribe the method to be used. A method
. of accounting will not be regarded as clearly reflecting the income
unless all items of gross income and all deductions are treated with
reasonable consistency.

u?/! g

\

Tax 2.16 Changes in method of accountmg/’/ (Sectlon 71 11 (8), ’
Wis. Stats. No change in the method of accounting used in reporting
income may be made without first obtaining the written permission of
the department of taxation. Applications for such change must set
forth clearly the nature of the business, the method of accounting
used in keeping the books, and the reasons for changing the method
of reporting. In changing from a cash basis of accounting to an acerual
basis of accounting, income accrued but not yet collected as of the close
of the year of change shall be added to income actually received in
cash during the year, and expenses accrued but not yet paid as of
the close of the year shall be added to expenses actually paid durmg
the year. el o,

History: 1-2-56, am. Register, September, IQ/N/ 105 eff. 10—1—64

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

/"(M X {

Tax 2.18 Accrual method of accounting: (Sectlon 71 11 (8) Wls
Stats.) In all cases in which the production, purchase or sale of mer-
chandise of any kind is an income producing factor, inventories are
necessary, and no accounting method in regard to purchases and sales
will correctly reflect the income except the accrual method. Special
methods of accounting employed in gpecial trades or businesses may,

FConde
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with the written approval of the department of taxatlon be used in
reporting income.

History: 1-2-56, am. Register, September, 1964 ' No. 105, eff. 10-1-64.

Tax 2.19 Instalment method of accounting.’ (Sectlon 71.11 (8), Wis.
Stats.) (1) The instalment method of reporting income may be used .
only in the case of sales of real estate and infrequent, isolated sales /.
of personal property, and then only subject to the provisions of sec-
tion 71.03 (1) (g), Wis. Stats. (See also Wis. Adm. Code section Tax

2.71)ys
T (2) ns regularly engaged in the business of selling personal
\‘J property and keeping records on the instalment basis will be required
to report fow‘pmes on the accrual basis. mﬁk{r, .

Tax 2.20 Accounting for acceptance corporatlons, dealers in com-
mercial paper, mortgage discount companies and small loan com-
pames (Section 71.11 (8), Wis. Stats.) (1) Except as otherwise pro-
vided in subsection (8).hereof, acceptance corporations and dealers in
commercial paper must report the discount on the purchase of paper
as income in the year of such purchase.

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

(8) Acceptance corporations and dealers in commercial paper may
elect to report their taxable income on the deferred profit basis, pro-
vided that their books and records are kept on that basis and pro-
vided further that both the deferment of income and the expenses
incurred in producing said income is made in accordance with accepted
accounting principles and practice. The election to so report must be
made before the close of the year for which the return is made, and

after having made such election the deferred profit basis of report—
ing must be adhered to in all subsequent perlods )

Tax 2.21 Accounting for contractors (Sectlon 71 11 (8), Wls‘

; Stats.) (1) The general rules for reporting income on the accrual

o basis apply tojcontractors except that, in the case of contracts upon
“"which work is performed in 2 or more consecutive income years, the
S percentage of completion basis may be used provided such basis
clearly reflects the income taxable under chapter 71,-Wis. Stats.

(a) Under this method of accounting at the close of the taxable
year, a portion of the total contract price is treated as sales for the
current period, such portion being based upon the percentage of com-
pletion, as determined by an engineer’s or an architeet’s estimate or
such other records as will most clearly reflect the income realized to
date. By this method the difference between the sales thus determined
and the total cost applicable to the sales is treated as taxable income.

(2) The profit on jobs taken on a cost plus basis and uncompleted
at the close of a taxable year should be computed in accordance with
the terms of the contract and reported at that time, and cannot be
deferred until the year in which the contract is completed.

(8) The income derived from construction contracts performed in
Wisconsin is taxable. Records must be kept which will permit of a
proper distribution of the tax paid on such income between taxation

Register, September, 1964, No. 105




10 WISCONSIN ADMINISTRATIVE CODE

districts. Data must be submitted with the tax return indicating the
basis for the distribution of fhe tax between taxation districts.

Tax 2.22 Accounting for/lealers in securities., (Section 71.11 (8),
Wis, Stats.) The income of dealers in securities can be properly re-
flected for income tax purposes only by use of the accrual method of
accounting. As securities constitute the stock in trade, the inven-
tories thereof must be taken consistently on a uniform basis conform-
ing to that used in the trade or business.

Tax 2.23 Accounting for farmers and dairymen. (Section 71.11 (8),”
Wis. Stats.) Any method of accounting that properly reflects the
taxable income may be used by farmers and dairymen, but the method
selected must be consistently followed.

Commonly, one of two methods of determining net income is used:

1. Cash receipts in excess of deductible cash disbursements for the
year.
\ 2. Increase in year-end inventory of stock and produce added to
. net revenues for the year.

//\ Tax 2.24 Accounting for /retail merchants. (Section 71.11 (8), Wis.
7 Stats.) The “retail method” of treating inventories properly reflects
the taxable income and will be acceptable when it is consistently fol-
lowed and adequate records are kept. The difference between the
inventory taken on the old basis and the inventory taken on the
basis of the “retail method” will constitute taxable income or de-
ductible expense for the year in which the change is made. Retail
merchants should report all other items of income and expense upon
the ordinary accrual method.

dod
N @\‘Accounting generally. (Sections 71.11 (8) and 71.11 (9),
~ / Wis, Stats.) (1) In a business requiring the use of inventories, the
Ry / income therefrom generally can be properly reflected by use of the
A / accrual method of accounting, and inventories taken in accordance
| with the best accounting practice in the trade or business and used by

/' the taxpayer to show his financial position can he accepted.

P (a) Except as other methods of inventorying are recognized in
&/ these rules, the two most commonly used bases in valuing inventories
; are (1) cost and (2) cost or market, whichever is lower.

(b) Whether the cost or the lower of cost or market basis of valu-
ing inventories is used, the basis adopted must be applied with rea-
sonable consistency to the entire inventory, and no change from one
basis to the other will be permitted without written permission from
3 the department of taxation.

- (2) Inventories and inventory records must be preserved as a part
of the accounting records of the taxpayer and available for examina-
tion and verification.

10}E§isgz)ryz 1-2-56; am. (1) (b), Register, September, 1964, No. 105, eff. ‘

Tax 2.26 “Last in, first out” method of inventoryings| fSection 7111 v
(9), Wis. Stats.) Any pe¥son, permitted or required to take inven-- .-~
tories pursuant to the provisions of section 71.11 (9), Wis. Stats.,
may elect with respect to those ‘goods specified in his, application and
properly subject to inventory to compute his inventory in accordance
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with the method provided by section 472 of the United States internal
revenue code, provided that:

(1) The first inventory which may be computed on said basis is the
closing inventory for the taxable year 1940.

(2) The same basis of inventorying is used in reporting income for
taxation to the United States bureau of internal revenue, and that
the inventories used in reporting income to the United States bureau
of internal revenue and to the Wisconsin department of taxation
agree both as to computation and amounts except as provided in
paragraph (7).

(3) Except as herein otherwise provided, the change to and the use
of such method of inventorying shall be subject to and conditioned
upon all of the regulations promulgated with respect thereto by the
United States bureau of internal revenue.

(4) An application to use such method must be filed with the Wis-
consin department of taxation in substantially the same form as
required by the bureau of internal revenue, and the same shall be
filed with the return for the taxable year in which the change is to be
made effective. The opening inventory for the period in which the
election to change is exercised shall be taken on the basis previously
accepted and approved.

(5) There shall be applicable for Wisconsin in¢ome tax purposes,
in addition to those regulations of the United States bureau of in-
ternal revenue made generally applicable by section (3) hereof, that
regulation, authorized by section 1321 of the internal revenue code,
concerning involuntary liquidation and replacement of inventories,
except, however, that income adjustments for the difference between
the replacement cost and the original inventory cost of the base stock
inventory liquidated shall be made to the net income of the year in
which the replacement is made instead of to the net income for the
year of liquidation. { (5) effective June 5, 1946).

(6) Except as prov1ded in parag'raph (‘7), any person ~who has

. e e

in accordance w1th Section 472 of the United States internal revenue
code and who has been authorized or directed by the United States

valuation for federal income tax purposes Shall also change his—

-method of inventory valuation for Wisconsin income tax purposes.
To correlate his Wisconsin basis with the federal baSlS, the opening
inventory for the income year in which the change is made shall be
reported on the basis previously accepted and approved whereas the
closing inventory shall be on the new method of valuation. No adjust-
ment is to be made to the closing inventory of the preceding taxable
year. Notice of the change in method shall be filed with the return
on which it 1s effective and shall be supported by a copy of the
authorization or order to change inventory method for federal income
tax purposes. —

“(7) Any persen Who has been authorlzed or dlrected by the
United States Commissioner of Internal Revenue to treat the cutting
of timber as a sale or exchange of timber for purposes of computing
his- federal income tax 11ab111ty and has included in hig inventory for
federal income tax purposes, the excess of the fair market value of

Register, September, 1964, No. 105
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such timber over the adjusted basis thereof, may exclude from His
inventory, for Wisconsin income tax purposes, the excess of the
fair market value of such timber over the adjusted basis thereof, or
may, with the consent of the Wisconsin Department of Taxation, in-
clude such excess in %is inventory for Wisconsin income tax purposes
subject to such conditions as said department may prescribe.”

History: 1-2-56; am. (2), and (6), and cr. (7), Register, March, 1960,
No. 51, eff. 4-1-60.
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DETERMINATION OF INCOME FROM MULTISTATE
OPERATIONS

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

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

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

History: 1-2-56; am. Register, February, 1958, No. 26, eff. 3—1-58.

Tax 2.42 Apportionment method. (Section 71.07 (2), Wis. Stats.)
Any person engaged in business within and without the state must
report by the statutory apportionment method when the business of
such person within the state is an integral part of a unitary business,
unless the department of taxation expressly permits reporting on a
different basis. The factors used in the apportionment method are as
follows:

(1) Tangible property includes land, buildings, machinery and
equipment, inventories and other tangible personal property actually
owned and used in producing apportionable income. Tangible property
which is used in producing no