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Wisconsin’s Economic Development Surcharge

I.  INTRODUCTION

This publication provides information about Wisconsin’s eco-
nomic development surcharge. It explains who is subject to the
surcharge, when it is due, on what form it is reported, how it is
computed, and other aspects of the economic development sur-
charge.

I1. BACKGROUND

For taxable years beginning on or after January 1, 2000 and
before January 1, 2013, the economic development surcharge
applied to businesses that had $4,000,000 or more of gross re-
ceipts.

For taxable years beginning on or after January 1, 2013, the
economic development surcharge applies to corporations, in-
surers, and exempt organizations taxable as corporations that
have $4,000,000 or more of gross receipts. The minimum eco-
nomic development surcharge is $25 and the maximum is
$9,800.

Note: In the examples that follow, the amount of the economic
development surcharge has been rounded to the nearest whole
dollar for purposes of simplicity. The Wisconsin Statutes do
not require rounding the economic development surcharge to
the nearest whole dollar amount.

CAUTION

The information in this publication reflects the position
of the Wisconsin Department of Revenue of laws enacted
by the Wisconsin Legislature effective on December 31,
2015. Laws effective after this date, new administrative
rules, and court decisions may change the interpretations
in this publication.

I11. INDIVIDUALS, ESTATES, AND
TRUSTS

For taxable years beginning on or after January 1, 2013, indi-
viduals, estates, and trusts are not subject to the Wisconsin
economic development surcharge.

IV. PARTNERSHIPS

For taxable years beginning on or after January 1, 2013, part-
nerships and limited liability companies are not subject to the
Wisconsin economic development surcharge.

V. REGULAR (C) CORPORATIONS
A. Definitions

Corporation — A “corporation” includes a limited liabil-
ity company (LLC) that is treated as a corporation under
the Internal Revenue Code.

Gross Tax Liability — For a separate corporation, “gross
tax liability” is the amount from Form 4, line 18. For a
corporation that is a member of a combined group, “gross
tax liability” is the amount from Form 6, Part 11, line 9.

Gross Receipts From All Activities — For corporations
other than those listed in Sections VI and VII, “gross re-
ceipts from all activities” of corporations means the sum
of the following items:

e (Gross receipts or sales reportable on federal
Form 1120, U.S. Corporation Income Tax Return,
line 1c.

e Gross dividends reportable on federal Form 1120,
line 4.

e Gross interest income reportable on federal
Form 1120, line 5.

e  Gross rents reportable on federal Form 1120, line 6.

e Gross royalties reportable on federal Form 1120,
line 7.

e The gross sales price from the disposition of capital
assets and business assets includable in computing
the net gain or loss on federal Form 1120, lines 8 and
9.

e  Gross receipts passed through from other entities, and
all other receipts that are included in gross income for
Wisconsin franchise or income tax purposes.

Nexus — “Nexus” refers to the degree of activity neces-
sary before a state has jurisdiction to impose an income
tax or franchise tax measured by net income on the tax-
payer. For combined groups, if at least one member of
the group has nexus, all members of the combined
group have nexus.

B. Who Is Subject to the Economic Development
Surcharge?

The economic development surcharge applies to all cor-
porations that must file a Wisconsin franchise or income
tax return, Form 4 or 6, except —
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e corporations organized under Wisconsin law that do
not have any business activities in Wisconsin,

e corporations that have less than $4,000,000 of gross
receipts from all activities, or

e corporations not organized under Wisconsin law that
do not have nexus with Wisconsin; however, if the
corporation is a member of a combined group and one
member of that group has nexus in Wisconsin, all
members of the combined group have nexus in Wis-
consin and all members of that combined group are
subject to the economic development surcharge.

Example 1: Corporation A, which is incorporated in Wis-
consin, is engaged in business only in Wisconsin. It has
$5,100,000 of gross receipts from all activities.

Corporation A is subject to the economic development
surcharge because it is required to file a Wisconsin fran-
chise or income tax return, it is doing business in
Wisconsin, and it has at least $4,000,000 of gross receipts
from all activities.

Example 2: Corporation B, which is incorporated in Wis-
consin, sells tangible personal property. During the
taxable year its activity in Wisconsin does not exceed the
solicitation of orders by its salespersons in the state, which
orders are approved outside the state and are filled by de-
livery from a point outside the state. Since Corporation B
is organized under Wisconsin law, its activity in Wiscon-
sin is not protected by Public Law 86-272.

(Under Public Law 86-272, a state may not impose its in-
come tax or franchise tax measured by net income on a
business that is incorporated in another state and sells tan-
gible personal property if the only activity of that business
in the state is the solicitation of orders by its salespersons
or representatives, which orders are sent outside the state
for approval or rejection and are filled by delivery from a
point outside the state.)

Corporation B is required to file a Wisconsin franchise or
income tax return and pay Wisconsin franchise or income
tax on the income attributable to Wisconsin. It has
$4,500,000 of gross receipts from all activities.

Corporation B is subject to the economic development
surcharge because it is required to file a Wisconsin fran-
chise or income tax return, it is engaged in business in
Wisconsin, and it has at least $4,000,000 of gross receipts
from all activities.

Example 3: Corporation C, which is incorporated outside
Wisconsin, transacts business in and outside Wisconsin

during the current taxable year. It has $5,000,000 of gross
receipts from all activities.

Corporation C is subject to the economic development
surcharge because it is required to file a Wisconsin fran-
chise or income tax return, it has business activity in
Wisconsin, and it has at least $4,000,000 of gross receipts
from all activities.

Example 4: Corporation D, which is incorporated in Wis-
consin, derives its income only from interest, dividends,
and sales of intangible assets. It has $5,000,000 of gross
receipts from all activities.

Corporation D is subject to the economic development
surcharge because it must file a Wisconsin franchise or
income tax return, it is considered to be doing business in
Wisconsin, and it has at least $4,000,000 of gross receipts
from all activities.

Example 5: Combined Group YZ consists of Member Y
and Member Z. Both members are incorporated outside of
Wisconsin. Member Y transacts business in and outside
Wisconsin during the current taxable year, and has gross
receipts of $5,000,000 from all activities. Member Z has
no business activity in Wisconsin during the current year,
and has gross receipts of $6,000,000 from all activities.

If at least one member of a combined group is conducting
unitary business in Wisconsin, all corporations in the
group are considered to be doing business in Wisconsin.
Since Member Y is doing business in Wisconsin, Mem-
berZ is also considered to be doing business in
Wisconsin. The $4,000,000 gross receipts threshold must
be determined separately for each corporation in the com-
bined group. Member Y and Member Z each have gross
receipts of $4,000,000 or more. Therefore, both members
are subject to the economic development surcharge.

Who Is Not Subject to the Economic Development
Surcharge?

e Corporations that are not required to file a Wisconsin
franchise or income tax return.

e Corporations organized under Wisconsin law that
have no business activities in Wisconsin.

e Corporations not organized under Wisconsin law that
do not have nexus with Wisconsin; however, if a cor-
poration is a member of a combined group and at least
one member of the combined group has nexus with
Wisconsin, all members of the combined group have
nexus and are subject to the economic development
surcharge.
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e  Corporations that have less than $4,000,000 of gross
receipts from all activities.

e  Nuclear decommissioning trust funds.

Example 1: Corporation A, incorporated in Wisconsin,
has no business activity in or outside Wisconsin during the
current taxable year. It files a declaration of inactivity,
Wisconsin Form 4H, with the Department of Revenue.

Corporation A is not subject to the economic development
surcharge because it is not required to file a Wisconsin
franchise or income tax return. Wisconsin Form 4H is not
considered a franchise or income tax return.

Example 2: Corporation B, incorporated in Wisconsin,
has no business activity in or outside Wisconsin during the
current taxable year. Corporation B files a Wisconsin
franchise or income tax return reporting no activity in or
outside Wisconsin.

Corporation B is not subject to the economic development
surcharge. Although Corporation B files a franchise or in-
come tax return to indicate that it has no activity, the return
is treated as a declaration of inactivity.

Example 3: Corporation C, a credit union incorporated in
Wisconsin, does not act as a depository for state or local
government funds. It files a declaration of exempt status,
Wisconsin Form CU, with the Department of Revenue.

Corporation C is not subject to the economic development
surcharge because it is not required to file a Wisconsin
franchise or income tax return.

Example 4: Corporation D is owned and controlled by
Native Americans who are enrolled members of the same
tribe. Corporation D is located on the tribal reservation of
its shareholders. It is not engaged in business off the res-
ervation. Therefore, Corporation D is not required to file
a Wisconsin franchise or income tax return.

Corporation D is not subject to the economic development
surcharge because it is not required to file a Wisconsin
franchise or income tax return.

Example 5: Corporation E, incorporated in Wisconsin,
has no business activity in Wisconsin during the current
taxable year. However, Corporation E does transact busi-
ness outside Wisconsin. Corporation E is required to file
a Wisconsin franchise or income tax return because it is
organized under Wisconsin law, but it has no Wisconsin
franchise or income tax liability.

Corporation E is not subject to the economic development
surcharge because it is not engaged in business in Wiscon-
sin.

Example 6: Corporation F, which is incorporated outside
Wisconsin but licensed to do business in Wisconsin, has
no business activity in Wisconsin during the current taxa-
ble year. However, it transacts business outside
Wisconsin. Corporation F is required to file a Wisconsin
franchise or income tax return since it is licensed to do
business in Wisconsin, but it has no Wisconsin franchise
or income tax liability because it does not have nexus with
Wisconsin.

Corporation F is not subject to the economic development
surcharge since it is not engaged in business in Wisconsin.

Example 7: Corporation G is incorporated outside Wis-
consin but licensed to do business in Wisconsin. It sells
tangible personal property. During the current taxable
year its activity in Wisconsin does not exceed the solicita-
tion of orders, which are approved outside the state and
are filled by delivery from a point outside the state. Cor-
poration G is required to file a Wisconsin franchise or
income tax return since it is licensed to do business in
Wisconsin. However, it has no Wisconsin franchise or in-
come tax liability.

Corporation G’s Wisconsin activity is protected by Public
Law 86-272, which provides that a state may not impose
its income tax or franchise tax measured by net income on
a business that is incorporated in another state and sells
tangible personal property if the only activity of that busi-
ness in the state is the solicitation of orders by its
salespersons or representatives, which are sent outside the
state for approval or rejection and are filled by delivery
from a point outside the state.

Corporation G is not subject to the economic development
surcharge because its activity in Wisconsin is insufficient
to create Wisconsin nexus.

Example 8: Corporation H, which is incorporated in Wis-
consin, has $3,000,000 of gross receipts, consisting of
$2,000,000 of gross sales and $1,000,000 of gross interest
and dividend income for the current taxable year. Corpo-
ration H is required to file a Wisconsin franchise or
income tax return because it is doing business in Wiscon-
sin.

Corporation H is not subject to the economic development
surcharge because it has less than $4,000,000 of gross re-
ceipts from all activities.

Example 9: Combined Group XYZ consists of Mem-
ber X, Member Y, and Member Z. All members are
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incorporated outside Wisconsin. Members X and Y trans-
act business in and outside Wisconsin during the current
taxable year. Members X and Y have gross receipts from
all activities of $5,000,000 and $3,000,000, respectively.
Member Z has no business activity in Wisconsin during
the current year, and has gross receipts from all activities
of $2,000,000.

If at least one member of a combined group is conducting
unitary business in Wisconsin, all corporations in the
group are considered to be doing business in Wisconsin.
Since Members X and Y are doing business in Wisconsin,
Member Z is also considered to be doing business in Wis-
consin. The $4,000,000 gross receipts threshold must be
determined separately for each corporation in the com-
bined group. Member X has gross receipts of $4,000,000
or more; Members Y and Z have gross receipts of less than
$4,000,000. Therefore, only Member X is subject to the
economic development surcharge.

On What Form Is the Economic Development
Surcharge Reported?

Separate corporations report the economic development
surcharge on Form 4, line 21. Each member of a com-
bined group reports its economic development surcharge
on Form 6, Part I, line 11; the combined group reports
the total of its members’ economic development sur-
charges on Form 6, page 1, line 15.

How Is the Economic Development Surcharge
Computed?

The economic development surcharge is the greater of —
o $25 or

e The amount computed by multiplying the corpora-
tion’s “gross tax liability” from its Form 4 or Form 6
by 3% (0.03), but not more than $9,800.

The following examples illustrate the computation of the
economic development surcharge.

Example 1: Corporation A, a corporation doing business
only in Wisconsin, reports gross receipts from all activi-
ties of $6,000,000 and a gross tax liability of zero.

Corporation A is subject to an economic development sur-
charge of $25. Although it computes an economic
development surcharge of zero ($0 x .03), the minimum
surcharge of $25 applies.

Example 2: Corporation B, a corporation operating a
farm in Wisconsin, reports gross receipts from all activi-
ties of $4,400,000 and a gross tax liability of $20,000.

Corporation B is subject to an economic development sur-
charge of $600 ($20,000 x .03).

Example 3: Corporation C, a corporation doing business
only in Wisconsin, reports gross receipts from all activi-
ties of $5,000,000 and a gross tax liability of $500,000.

Corporation C is subject to an economic development sur-
charge of $9,800. Although Corporation C computes an
economic development surcharge of $15,000 ($500,000 x
.03), the maximum surcharge of $9,800 applies.

Example 4: Corporation D, a corporation doing business
in and outside Wisconsin, files Wisconsin Form 4 and de-
termines its income attributable to Wisconsin under the
separate accounting method. Corporation D has
$4,500,000 of gross receipts from all activities but reports
a $10,000 net loss from its Wisconsin activities. Its gross
tax liability is zero.

Corporation D is subject to an economic development sur-
charge of $25. Although Corporation D computes an
economic development surcharge of zero ($0 x .03), the
minimum surcharge of $25 applies.

Example 5: Corporation E, a corporation doing business
in and outside Wisconsin, computes its Wisconsin income
using the apportionment method. It reports $5,600,000 of
gross receipts from all activities and a gross tax liability
of $30,000.

Corporation E is subject to an economic development sur-
charge of $900 ($30,000 x .03).

Note: Corporation E may not multiply its gross tax
liability by its apportionment percentage to determine its
economic development surcharge. The gross tax on which
is the basis for the economic development
surcharge, has already been computed using Corpora-
tion E’s income apportioned to Wisconsin.

Example 6: Corporation F, a corporation doing business
in and outside Wisconsin, figures the amount of Wiscon-
sin income using the apportionment method.
Corporation F reports $24,700,000 of gross receipts from
all activities and a gross tax liability of $600,000.

Corporation F is subject to an economic development sur-
charge of $9,800. Although Corporation F computes an
economic development surcharge of $18,000 ($600,000 x
.03), the maximum surcharge of $9,800 applies.

Example 7: Corporation G, a corporation doing business
only in Wisconsin, reports $7,000,000 of gross receipts
from all activities and a gross tax liability of $50,000. It
computes a research credit of $65,000 and claims $50,000
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of the available credit. Therefore, Corporation G’s net tax
liability is zero.

Corporation G is subject to an economic development sur-
charge of $1,500 ($50,000 x .03).

Note: Certain nonrefundable credits available for use in
offsetting gross tax liability in the current year or future
years may not be used to offset the economic development
surcharge. Corporation G may not offset its unused re-
search credit against the economic development
surcharge.

Example 8: Corporation H, a corporation engaged in
farming in Wisconsin, reports $4,700,000 of gross re-
ceipts from all activities and a gross tax liability of
$100,000. Corporation H computes a farmland preserva-
tion credit of $3,000 and claims the $3,000 credit.

Corporation H is subject to an economic development sur-
charge of $3,000 ($100,000 x .03). Although the credit
does not affect the computation of the economic develop-
ment surcharge, the total credit of $3,000 may be used to
offset Corporation H’s net tax and surcharge due, and the
balance will be refunded.

Example 9: Corporation I, incorporated outside Wiscon-
sin, has no business activity in Wisconsin other than as a
limited partner in a partnership that is doing business in
Wisconsin. Corporation I’s distributive share of gross re-
ceipts from all activities was $5,200,000 and it reports a
gross tax liability of $15,000.

Corporation I is subject to an economic development sur-
charge of $450 ($15,000 x .03).

Note: Corporation | is subject to an economic develop-
ment surcharge based on its distributive share of
partnership income.

Example 10: Corporation J, which is doing business only
in Wisconsin, reports a $75,000 net loss on its prior year
Wisconsin franchise or income tax return. For the current
taxable year, Corporation J reports $4,800,000 of gross re-
ceipts from all activities and net income of $65,000, and
claims a net business loss offset of $65,000. Therefore, its
current year gross tax liability is zero.

Corporation J is subject to an economic development sur-
charge of $25. Although CorporationJ computes an
economic development surcharge of zero ($0 x .03), the
minimum surcharge of $25 applies.

Example 11: Combined Group VWXYZ consists of
Member V, Member W, Member X, MemberY, and

VI.

Member Z. The following gross receipts from all activities
and gross tax liabilities are reported:

Member | Gross Receipts | Gross Tax
\% $7,000,000 $350,000
w $6,000,000 $270,000
X $5,000,000 $ zero
Y $3,000,000 $200,000
z $2,000,000 $ zero

The gross receipts from all activities of Members V, W,
and X are $4,000,000 or more, therefore, the economic
development surcharge must be calculated for each of
these members. Since 3% of Member V’s gross tax is
$10,500 ($350,000 x 0.03) and is greater than the maxi-
mum economic development surcharge of $9,800,
Member V’s economic development surcharge is $9,800.
Member W’s economic development surcharge is $8,100
($270,000 x 0.03). Since 3% of Member X’s gross tax is
$0 (zero), Member X’s economic development surcharge
is the minimum economic development surcharge of $25.
Members Y and Z are not subject to an economic devel-
opment surcharge because their gross receipts are less
than $4,000,000. The combined group’s total economic
development surcharge is $17,925 ($9,800 + $8,100 + $25
+$0 + $0).

Note: For combined group filers, the economic develop-
ment surcharge is computed separately for each member.

TAX-OPTION (S) CORPORATIONS

Definitions

Gross Receipts From All Activities — “Gross receipts
from all activities” of tax-option (S) corporations means
the sum of the following items reportable by S corpora-
tions:

e Gross receipts or sales reportable on federal
Form 1120S, U.S. Income Tax Return for an S Cor-
poration, line 1c.

e  Gross rents includable in computing the income from
real estate and other rental activities reportable on
federal Form 1120S, Schedule K, lines 2 and 3a.

e Gross interest income reportable on federal
Form 1120S, Schedule K, line 4.

e Gross dividends reportable on federal Form 11208,
Schedule K, line 5a.
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e Gross royalties reportable on federal Form 1120S,
Schedule K, line 6.

e The gross sales price from the disposition of capital
assets and business assets includable in computing
the gain or loss on federal Form 1120S, line 4, and on
federal Form 1120S, Schedule K, lines 7, 8a, 9, and
17d.

e  Gross receipts passed through from other entities, and
all other receipts that are included in gross income for
Wisconsin franchise or income tax purposes.

Wisconsin Net Income — “Wisconsin net income” is that
portion of the amount reported on Wisconsin Form 5S,
Schedule 5K, line 19, column d, which is attributable to
Wisconsin.

Note: For purposes of the economic development sur-
charge, a tax-option (S) corporation is not required to
include in its Wisconsin net income the add-back required
under sec. 71.30(6), Wis. Stats., for the balance of gain on
installment obligations. Under sec. 71.30(6), Wis. Stats.,
a tax-option (S) corporation entitled to use the installment
method of accounting must take the unreported balance of
gain on all installment obligations into income in the tax-
able year of their distribution, transfer, or acquisition by
another person or for the final taxable year for which it
filed or is required to file a Wisconsin return, whichever
year occurs first.

Who Is Subject to the Economic Development
Surcharge?

The economic development surcharge applies to all cor-
porations treated as S corporations under subchapter S of
the Internal Revenue Code that have not elected out of tax-
option corporation status for Wisconsin purposes under
sec. 71.365(4)(a), Wis. Stats., and are required to file a
Wisconsin franchise or income tax return, Form 5S, ex-
cept —

e corporations organized under Wisconsin law that do
not have any business activities in Wisconsin,

e corporations that have less than $4,000,000 of gross
receipts from all activities, or

e corporations not organized under Wisconsin law that
do not have nexus with Wisconsin. “Nexus” refers to
the degree of activity necessary before a state has ju-
risdiction to impose an income tax or franchise tax
measured by net income on the taxpayer.

Example: Corporation A, a tax-option (S) corporation in-
corporated outside Wisconsin but licensed to do business

in Wisconsin, has business activity in Wisconsin during
the current taxable year. It has $7,500,000 of gross re-
ceipts from all activities.

Corporation A is subject to the economic development
surcharge because it is required to file a Wisconsin fran-
chise or income tax return, it is doing business in
Wisconsin, and it has at least $4,000,000 of gross receipts
from all activities.

Who Is Not Subject to the Economic Development
Surcharge?

e Corporations treated as S corporations under sub-
chapter S of the Internal Revenue Code that have not
elected out of tax-option corporation status for Wis-
consin purposes under sec. 71.365(4)(a), Wis. Stats.,
and are not required to file a Wisconsin franchise or
income tax return.

e Tax-option (S) corporations organized under Wis-
consin law that have no business activities in
Wisconsin.

e Tax-option (S) corporations not organized under
Wisconsin law that do not have nexus with Wiscon-
sin.

e Tax-option (S) corporations that have less than
$4,000,000 of gross receipts from all activities.

Example 1: Corporation A, a tax-option (S) corporation
incorporated in Wisconsin, has no business activity in or
outside Wisconsin during the current taxable year. It files
a declaration of inactivity, Wisconsin Form 4H, with the
Department of Revenue.

Corporation A is not subject to the economic development
surcharge because it is not required to file a Wisconsin
franchise or income tax return. Wisconsin Form 4H is not
considered a franchise or income tax return.

Example 2: Assume the same facts as in Example 1, ex-
cept that Corporation A files a Wisconsin franchise or
income tax return, Form 5S, reporting no activity in or
outside Wisconsin.

Corporation A is not subject to the economic development
surcharge. Although Corporation A files a franchise or in-
come tax return to indicate that it has no activity, the return
is considered a declaration of inactivity.

Example 3: Corporation B, an S corporation incorporated
outside Wisconsin, is not licensed to do business in Wis-
consin and has no business activity in Wisconsin during
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the current taxable year. However, it has several share-
holders who are Wisconsin residents.

Corporation B is not subject to the economic development
surcharge because it is not required to file a Wisconsin
franchise or income tax return.

Example 4: Corporation C, a tax-option (S) corporation
incorporated in Wisconsin, has no business activity in
Wisconsin during the current taxable year. However, Cor-
poration C does transact business outside Wisconsin.
Corporation C is required to file a Wisconsin franchise or
income tax return because it is organized under Wisconsin
law, but it has no Wisconsin franchise or income tax lia-
bility.

Corporation C is not subject to the economic development
surcharge since it is not engaged in business in Wisconsin.

Example 5: Corporation D, a tax-option (S) corporation
which is incorporated outside Wisconsin but licensed to
do business in Wisconsin, has no business activity in Wis-
consin during the current taxable year. However, it
transacts business outside Wisconsin. Corporation D is re-
quired to file a Wisconsin franchise or income tax return
since it is licensed to do business in Wisconsin, but it has
no Wisconsin franchise or income tax liability because it
does not have nexus with Wisconsin.

Corporation D is not subject to the economic development
surcharge because it is not engaged in business in Wiscon-
sin.

Example 6: Corporation E, a tax-option (S) corporation
which is incorporated outside Wisconsin, has $3,500,000
of total receipts, consisting of $3,000,000 of gross sales
and $500,000 of gross rents. Corporation E is required to
file a Wisconsin franchise or income tax return because it
is doing business in Wisconsin.

Corporation E is not subject to the economic development
surcharge because it has less than $4,000,000 of gross re-
ceipts from all activities.

On What Form Is the Economic Development
Surcharge Reported?

Tax-option (S) corporations report the economic develop-
ment surcharge on Wisconsin Form 58S, line 8.

How Is the Economic Development Surcharge
Computed?

The economic development surcharge is the greater of —

e $25 or

e the amount computed by multiplying the tax-option
(S) corporation’s Wisconsin net income, as allocated
or apportioned to Wisconsin, by 0.2% (0.002), but not
more than $9,800.

The following examples illustrate the computation of the
economic development surcharge.

Example 1: Tax-option (S) Corporation A, which has
$4,500,000 of gross receipts from all activities and oper-
ates solely in Wisconsin, has the following income, loss,
and deduction items, as computed under Wisconsin law,
on Wisconsin Form 5S, Schedule 5K, column d:

Ordinary business loss (line 1) $ (30,000)
Net rental real estate income (line 2) 2,000
Interest income (line 4) 3,000
Investment interest expense (line 12b) (2,000)
Loss (line 19) $ (27,000)

Corporation A is subject to an economic development sur-
charge of $25. Although it computes an economic
development surcharge of zero ($0 x .002), the minimum
surcharge of $25 applies.

Example 2: Tax-option (S) Corporation B, a corporation
operating a farm in Wisconsin, reports $4,200,000 of
gross receipts from all activities and the following income,
loss, and deduction items, as computed under Wisconsin
law, on Wisconsin Form 5S, Schedule 5K, column d:

Ordinary business income (line 1) $ 30,000
Other net rental income (line 3) 3,000
Interest income (line 4) 7,000
Net long-term capital loss (line 8) (5,000)
Net section 1231 gain (line 9) 15,000
Section 179 deduction (line 11) (10,000)
Contributions (line 12a) (4,000)
Other deductions (line 12d) (1,000)
Income (line 19) $ 35,000

Corporation B is subject to an economic development sur-
charge of $70 ($35,000 x .002).

Example 3: Tax-option (S) Corporation C is incorporated
outside Wisconsin and is doing business in and outside
Wisconsin. Corporation C reports $5,200,000 of gross re-
ceipts from all activities and the following Wisconsin
income, loss, and deduction items, as computed under
Wisconsin law, on Wisconsin Form 5S, Schedule 5K, col-
umn d:
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Ordinary business income (line 1) $ 500,000
Net rental real estate income (line 2) 10,000
Interest income (line 4) 100,000
Contributions (line 12a) (40,000)
Investment interest expense (line 12b) (100,000)
Income (line 19) $ 470,000

Corporation C’s Wisconsin apportionment percentage
computed on Wisconsin Form A-1 is 70%.

Corporation C is subject to an economic development sur-
charge of $658 ([$470,000 x 70%] x .002).

Example 4: Tax-option (S) Corporation D is incorpo-
rated in Wisconsin and has business activities in and
outside Wisconsin. Corporation D reports the following
Wisconsin income, loss, and deduction items, as com-
puted under Wisconsin law, on Wisconsin Form 5S,
Schedule 5K, column d:

Ordinary business income (line 1) $ 5,400,000
Net rental real estate income (line 2) 300,000
Ordinary dividends (line 5) 200,000
Contributions (line 12a) (50,000)
Investment interest expense (line 12b) (100,000)
Income (line 19) $ 5,750,000

Corporation D’s  Wisconsin apportionment percentage
computed on Wisconsin Form A-1 is 90%.

Corporation D is subject to an economic development sur-
charge of $9,800. Although Corporation D computes an
economic  development  surcharge of  $10,350
([$5,750,000 x 909%] x .002), the maximum surcharge of
$9,800 applies.

Example 5: Tax-option (S) Corporation E is engaged in
business in and outside Wisconsin. All of its shareholders
are residents of Wisconsin and report their pro rata shares
of all income (loss) from the tax-option (S) corporation on
their Wisconsin individual income tax returns. For the cur-
rent taxable year, Corporation E has $4,000,000 of gross
receipts from all activities and Wisconsin net income of
$1,000,000. Corporation E’s Wisconsin apportionment
percentage is 70%.

Corporation E is subject to an economic development sur-
charge of $1,400 ([$1,000,000 x 70%)] x .002). Even
though all of its shareholders are residents of Wisconsin,
Corporation E applies its apportionment percentage to its
income (loss) for purposes of computing the economic de-
velopment surcharge.

Example 6: Tax-option (S) Corporation F is engaged in
business in and outside Wisconsin. Corporation F reports
$4,200,000 of gross receipts from all activities and

$100,000 of ordinary business income for federal pur-
poses on Wisconsin Form 5S, Schedule 5K, line 1,
column b. Due to differences in computing depreciation,
Corporation F reports ordinary business income under
Wisconsin law of $109,000 on Wisconsin Form 58S,
Schedule 5K, line 1, column d. Corporation F’s Wiscon-
sin apportionment percentage computed on Wisconsin
Form A-1 is 40%.

Corporation F is subject to an economic development sur-
charge of $87 ([$109,000 x 40%] x .002).

Example 7: Tax-option (S) Corporation G is doing busi-
ness only in Wisconsin. For the current taxable year,
Corporation G has $4,100,000 of gross receipts from all
activities and Wisconsin net income of $400,000, com-
prised of $375,000 of ordinary business income and
$25,000 of interest income from United States govern-
ment obligations. It pays a Wisconsin franchise tax
measured by its U.S. government interest of $1,975
($25,000 x 7.9%).

Corporation G is subject to an economic development sur-
charge of $800 ($400,000 x .002).

Example 8: During its final year of operations, tax-option
(S) Corporation H has $4,800,000 gross receipts from all
activities, earns $100,000 of ordinary income, and realizes
a $250,000 gain on the installment sale of its assets. The
corporation does not receive any installment payments
during the taxable year; therefore, it does not recognize
any portion of the gain as income for federal income tax
purposes. The corporation liquidates and distributes the
installment obligation to its sole shareholder. For federal
income tax purposes, the corporation reports net income
of $100,000, its ordinary income. For Wisconsin franchise
tax purposes, the corporation reports $350,000 of net in-
come ($100,000 ordinary income + $250,000 gain on sale
of assets).

Corporation H is subject to an economic development sur-
charge of $200 ($100,000 x .002).

VIl. INSURANCE COMPANIES

A. Definitions

Gross Tax Liability — For an insurance company filing
separately, “gross tax liability” is the amount from
Form 4, line 18. For an insurance company that is a mem-
ber of a combined group, “gross tax liability” is the
amount from Form 6, Part I11, line 9.
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Gross Receipts From All Activities — “Gross receipts
from all activities” of insurance companies means the sum
of the following items reportable by insurance companies:

e Gross premiums earned reportable on federal
Form 1120-PC, U.S. Property and Casualty Insurance
Company Income Tax Return, Schedule A, lines 1
and 8.

e Grossdividends reportable on federal Form 1120-PC,
Schedule A, line 2, or Schedule B, line 2, if applica-
ble.

e Gross interest income reportable on federal
Form 1120-PC, Schedule A, line 3a, or Schedule B,
line 1a, if applicable.

e Gross rents reportable on federal Form 1120-PC,
Schedule A, line 4, or Schedule B, line 3, if applica-
ble.

e  Gross royalties reportable on federal Form 1120-PC,
Schedule A, line 5, or Schedule B, line 4, if applica-
ble.

e The gross sales price from the disposition of capital
assets and business assets includable in computing
the gain or loss on federal Form 1120-PC, Sched-
ule A, lines 6 and 7, or Schedule B, lines 5 and 7, if
applicable.

e  Gross receipts passed through from other entities, and
all other receipts that are included in gross income for
Wisconsin franchise or income tax purposes.

Nexus — “Nexus” refers to the degree of activity neces-
sary before a state has jurisdiction to impose an income
tax or franchise tax measured by net income on the tax-
payer. For combined groups, if at least one member of
the group has nexus, all members of the combined
group have nexus.

Who Is Subject to the Economic Development
Surcharge?

The economic development surcharge applies to every in-
surance company that is required to file a Wisconsin
franchise or income tax return, has business activity in
Wisconsin, and has at least $4,000,000 of gross receipts
from all activities. The economic development surcharge
also applies to any insurance company that has at least
$4,000,000 in gross receipts and is a member of a com-
bined group where at least one member has nexus.

C. Who Is Not Subject to the Economic Development

Surcharge?

e Insurance companies that are not required to file a
Wisconsin franchise or income tax return.

e Insurance companies that are not engaged in business
in Wisconsin and do not have nexus; however, if the
insurance company is a member of a combined group
and at least one member of the combined group has
nexus in Wisconsin, all members of the group have
nexus in Wisconsin and are subject to the economic
development surcharge.

e Insurance companies that have less than $4,000,000
of gross receipts from all activities.

On What Form Is the Economic Development
Surcharge Reported?

An insurance company filing as a separate entity reports
the economic development surcharge on Form 4, line 21.
An insurance company that is a member of a combined
group reports its economic development surcharge on
Form 6, Part I11, line 11; the combined group reports the
total of it’s members’ economic development surcharges
on Form 6, Page 1, line 15.

How Is the Economic Development Surcharge
Computed?

The economic development surcharge is the greater of —
a. $25,0r

b. the amount computed by multiplying the insurance
company’s “gross tax liability” by 3% (0.03) but not
more than $ 9,800.

An insurance company’s gross tax generally is limited to
the lesser of 7.9% of Wisconsin net income or 2% of gross
Wisconsin premiums. The economic development sur-
charge applies to the gross tax reported, regardless of how
the tax is computed.

For combined group filers, the economic development
surcharge is computed separately for each member. The
total economic development surcharge for a combined
group is the total of its members’ economic development
surcharges.

The following example illustrates the computation of the
economic development surcharge.

Example: Insurance Company A incorporated in Wiscon-
sin and offering several types of insurance, has Wisconsin

11
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net income from nonlife insurance activities of
$1,250,000. It has gross premiums of $4,900,000. It’s
gross tax is $98,000 (the lesser of $1,250,000 x 7.9% =
$98,750 or $4,900,000 x 2% = $98,000).

Insurance Company A’s economic development sur-
charge is $2,940 ($98,000 x .03).

ViIl. EXEMPT ORGANIZATIONS

A. Definitions

Exempt Organizations Taxable as Corporations

The following definitions apply to exempt organizations
taxable as corporations:

Gross Tax Liability — “Gross tax liability” is the tax,
before deducting any credits, from Wisconsin Form 4T,
line 8.

Gross Receipts From All Activities — “Gross receipts
from all activities” of exempt organizations taxable as cor-
porations means the sum of the following items reportable
by those entities:

e Gross receipts or sales reportable on federal
Form 990-T, Exempt Organization Business Income
Tax Return, line 1a.

e The gross sales price from the disposition of capital
assets and business assets includable in computing
the gain or loss on federal Form 990-T, lines 4a and
4b.

e Gross receipts passed through from partnerships and
S corporations includable in computing income on
federal Form 990-T, line 5.

e Gross rents includable in computing rent income on
federal Form 990-T, line 6.

e  Gross income from unrelated debt-financed property
includable in computing unrelated debt-financed in-
come on federal Form 990-T, line 7.

e Gross interest, annuities, royalties and rents from
controlled organizations includable in computing
those items of income on federal Form 990-T, line 8.

e  Gross investment income includable in computing in-
vestment income on federal Form 990-T, line 9.

e  Gross exploited exempt activity income includable in
computing that item of income on federal
Form 990-T, line 10.

e Gross advertising income includable in computing
advertising income on federal Form 990-T, line 11.

e All other gross receipts that are included in gross in-
come for Wisconsin franchise or income tax
purposes.

Who Is Subject to the Economic Development
Surcharge?

The economic development surcharge applies to every ex-
empt organization taxable as a corporation that is required
to file a Wisconsin franchise or income tax return,
Form 4T, with certain exceptions that are described in
Part VIII. C.

Example: Taxpayer A, an exempt organization taxable as
a corporation, files a Wisconsin Form 4T because it has
more than $1,000 of gross income (gross receipts minus
the cost of goods sold) from an unrelated trade or business.
It has $4,500,000 of gross receipts from all unrelated trade
or business activities. It carries over a net operating loss
from the previous year which reduces its net income to
zero.

Taxpayer A is subject to the economic development sur-
charge for the current taxable year because it is required
to file Form 4T and has at least $4,000,000 of gross re-
ceipts from all activities.

Who Is Not Subject to the Economic Development
Surcharge?

e Exempt organizations that are not required to file a
Wisconsin franchise or income tax return, Form 4T.

e Exempt organizations taxable as corporations that
have less than $4,000,000 of gross receipts from all
activities.

e Exempt organizations taxable as estates or trusts.

Example 1: Taxpayer A, an exempt organization taxable
as a corporation, filed a prior year Wisconsin Form 4T be-
cause it had more than $1,000 of gross income (gross
receipts minus the cost of goods sold) from an unrelated
trade or business. On that prior year return it reported a net
loss from its unrelated trade or business. For the current
taxable year, Taxpayer A does not have any income from
an unrelated trade or business. However, it files a current
year Wisconsin Form 4T to report its net operating loss
carryover.
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Taxpayer A is not subject to the economic development
surcharge for the current taxable year because it is not re-
quired to file Wisconsin Form 4T.

Example 2: Taxpayer B, an exempt organization taxable
as a corporation, has $3,750,000 of gross receipts from all
unrelated trade or business activities and $2,000 of gross
income (gross receipts minus the cost of goods sold) from
an unrelated trade or business. Since it has at least $1,000
of gross income from an unrelated trade or business, Tax-
payer B must file Wisconsin Form 4T.

Taxpayer B is not subject to the economic development
surcharge because it has less than $4,000,000 of gross re-
ceipts from all activities.

On What Form Is the Economic Development
Surcharge Reported?

Exempt organizations report the economic development
surcharge on Wisconsin Form 4T, line 22.

How Is the Economic Development Surcharge
Computed?

Exempt Organizations Taxable as Corporations
The economic development surcharge is the greater of —
o $25 or

e the amount computed by multiplying the exempt cor-
poration’s gross tax liability from Form 4T, line 8, by
3% (0.03), but not more than $9,800.

The following examples illustrate the computation of the
economic development surcharge.

Example 1: Corporation A, an exempt organization taxa-
ble as a corporation, has $5,000,000 of gross receipts from
all unrelated trade or business activities and reports gross
tax of zero on Wisconsin Form 4T, line 8.

Corporation A is subject to an economic development sur-
charge of $25, the minimum surcharge.

Example 2: Corporation B, an exempt organization taxa-
ble as a corporation, reports $4,050,000 of gross receipts
from all activities and gross tax of $1,000 on Wisconsin
Form 4T, line 8.

Corporation B is subject to an economic development sur-
charge of $30 ($1,000 x .03).

Example 3: Corporation C, an exempt organization taxa-
ble as a corporation, reports $24,100,000 of gross receipts

from all activities and gross tax of $400,000 on Wisconsin
Form 4T, line 8.

Corporation C is subject to an economic development sur-
charge of $9,800. Although it computes an economic
development surcharge of $12,000 ($400,000 x .03), the
maximum surcharge of $9,800 applies.

Example 4: Corporation D, an exempt organization taxa-
ble as a corporation, is engaged solely in farming. It
reports $4,700,000 of gross receipts from all activities and
gross tax of $2,000 on Wisconsin Form 4T, line 8.

Corporation D is subject to an economic development sur-
charge of $60 ($2,000 x .03).

IX. ALL TAXPAYERS

A. Deductibility

1. Federal Income Tax Purposes

For federal income tax purposes, the Internal Revenue
Service has indicated that the economic development sur-
charge is a state tax within the meaning of sec. 164(a) of
the Internal Revenue Code. Therefore, it may be deducted
as provided under sec. 164.

2. State Franchise or Income Tax Purposes

The Wisconsin treatment of the economic development
surcharge is shown in the next column.

Deductibility of Economic Development Surcharge

Entity

Wisconsin Treatment

C corporations
(except RICs,
REMICs, REITs,
and FASITSs)

Not deductible — add back to
federal taxable income on Form 4,
Schedule 4V, or Form 6, Part II,
line 2.

Exempt corpora-
tions

Deductible in computing Wiscon-
sin unrelated business taxable
income on Form 4T.

Insurance com-
panies

Not deductible — add back to
federal taxable income on Form 4,
Schedule 4V, or Form 6, Part 11,
line 2.

RICs, REMICs,
REITs, and
FASITs

Deductible in computing Wiscon-
sin net income.

Tax-option (S)
corporations

Not deductible — add back to
federal income (generally on
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Deductibility of Economic Development Surcharge

Entity Wisconsin Treatment

Form 5S, Schedule 5K, line 1,

ting federal income.

column c) if deductible in compu-

Computation on Short-Period Returns

For short-period returns (returns for taxable years of less
than 12 months), the economic development surcharge is
computed in the same manner as for taxable years of
12 months. The minimum surcharge is $25 and the maxi-
mum surcharge is $9,800, regardless of the length of the
taxable year.

Example 1: Corporation A, which has been reporting its
income on the basis of a fiscal year ending on Septem-
ber 30, liquidates on June 30, 2016. It reports $4,250,000
of gross receipts from all activities and a gross tax liability
of $30,000 on its 2015 Wisconsin franchise or income tax
return, for the period beginning October 1, 2015, and end-
ing June 30, 2016.

Corporation A is subject to an economic development sur-
charge of $900 ($30,000 x .03).

Example 2: Corporation B, which reports its income on
the basis of a calendar year, is required to file two
short-period returns for 2015 as a result of a change in
ownership of its capital stock. It reports $4,100,000 of
gross receipts from all activities and a gross tax liability
of $60,000 on its 2015 Wisconsin franchise or income tax
return, for the period beginning January 1, 2015, and end-
ing May 15, 2015. It reports $5,300,000 of gross receipts
from all activities and a gross tax liability of $300,000, for
the period beginning May 16, 2015, and ending Decem-
ber 31, 2015.

Corporation B is subject to an economic development sur-
charge of $1,800 ($60,000 x .03) for the taxable year
beginning January 1, 2015, and ending May 15, 2015.

Corporation B is subject to an economic development sur-
charge of $9,000 ($300,000 x .03) for the taxable year
beginning May 16, 2015, and ending December 31, 2015.

Note: Each short period is considered to be a taxable year.
The maximum economic development surcharge is
$9,800 for each taxable period.

Example 3: Tax-option (S) corporation C changes its ac-
counting period from a fiscal year ending on July 31 to a
calendar year in 2015. Its Wisconsin net income is

$15,000,000 for the fiscal year beginning August 1, 2014,
and ending July 31, 2015. Its Wisconsin net income is
$10,000,000 for the short taxable year beginning Au-
gust 1, 2015, and ending December 31, 2015.

Tax-option (S) corporation C is subject to an economic
development surcharge of $9,800 for its taxable year be-
ginning August 1, 2014, and ending July 31, 2015.
Although it computes an economic development sur-
charge of $30,000 ($15,000,000 x .002), the maximum
surcharge of $9,800 applies.

It is also subject to an economic development surcharge
of $9,800 for the short taxable year beginning August 1,
2015, and ending December 31, 2015. Although it com-
putes an economic development surcharge of $20,000
($10,000,000 x .002), the maximum surcharge of $9,800
applies to the short taxable period.

Due Date of the Economic Development Surcharge

The economic development surcharge is due on the unex-
tended due date of the taxpayer’s Wisconsin franchise or
income tax return. An extension for filing the return does
not extend the time to pay the economic development sur-
charge. Interest will be charged on the economic
development surcharge not paid by the original due date.

Taxpayers can avoid interest charges during the extension
period by paying the surcharge owed by the unextended
due date.

During the extension period, 12% annual interest gener-
ally applies to the unpaid economic development
surcharge. However, for corporations having tax and sur-
charge of $500 or more, 12% annual interest applies only
to 10% of the tax and surcharge shown on the return. In-
terest of 18% per year applies to the remainder of the
unpaid tax and surcharge.

Quarterly Estimated Payments

1. Who Is Required to Make Estimated Economic De-
velopment Surcharge Payments?

All taxpayers subject to the economic development sur-
charge, as explained in Parts Il through VIII, may be
required to make quarterly estimated economic develop-
ment surcharge payments if they meet the following
conditions:

e Corporations and exempt organizations if the sum
of their Wisconsin franchise or income tax due (tax
minus credits) and economic development surcharge
is $500 or more.
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2. When Must the Estimated Economic Development
Surcharge Payments Be Made?

Estimated economic development surcharge payments are
due as follows:

e Corporations and exempt organizations: the 15th
day of the 3rd, 6th, 9th, and 12th months of the taxa-
ble year.

3. How Are Estimated Economic Development Sur-
charge Payments Computed?

Estimated economic development surcharge payments
generally must be based on the smaller of —

e 90% of the tax and surcharge shown on the current
return,

e 100% of the tax and surcharge shown on the prior re-
turn, provided the prior return was a taxable period of
12 months and the taxpayer filed a return for the prior
taxable year, or

e 90% of the tax and surcharge computed by annualiz-
ing the income for the months in the taxable year
ending before the installment’s due date.

Exception: Corporations having Wisconsin net income of
$250,000 or more cannot base their estimated payments
on 100% of their prior year tax and surcharge.

Example 1: Taxpayer A, a calendar-year corporation, be-
gins operations in Wisconsin on April 1, 2015.
Taxpayer A’s 2015 Wisconsin return reports $4,000 of
franchise tax and $220 of economic development sur-
charge. Taxpayer A must have made estimated tax and
surcharge payments of $3,798 ([$4,000 + $220] x 90%) to
avoid an interest charge. One-half of the amount, or
$1,899, is due June 15, 2015, and $950 is payable for each
of the installments due September 15 and December 15,
2015.

4. Are Interest or Penalties Imposed for Failure to
Make Estimated Economic Development Sur-
charge Payments?

If required estimated economic development surcharge
payments are not made or are underpaid, 12% annual in-
terest generally applies to the amount of the underpayment
for the period of the underpayment.

E.

Interest and Penalties

Many of the interest and penalty provisions in Chapter 71,
Wis. Stats., that apply to Wisconsin franchise and income
taxes also apply to the economic development surcharge.

If a taxpayer that is subject to the economic development
surcharge does not report the economic development sur-
charge on its Wisconsin franchise or income tax return, as
appropriate, or files an incorrect return due to negligence
or fraud, interest and penalties may be assessed against the
taxpayer.

The interest rate on a delinquent economic development
surcharge is 18% per year. Civil penalties may be as much
as 100% of the amount of economic development sur-
charge not reported. Criminal penalties for filing a false
return include a fine of up to $10,000.

Administrative Provisions

The administrative provisions that apply for Wisconsin
franchise and income tax purposes, including those relat-
ing to audits and assessments, claims for refund, statutes
of limitations, Internal Revenue Service adjustments, con-
fidentiality, appeals, collections, and setoffs for debts
owed other state agencies, also apply to the economic de-
velopment surcharge.

Internal Revenue Service Adjustments and Amended
Returns

If a taxpayer’s federal tax return is adjusted and the ad-
justments affect Wisconsin income or the economic
development surcharge payable, the taxpayer must report
the adjustments to the Department of Revenue by filing an
amended Wisconsin franchise or income tax return, as ap-
plicable, within 90 days after the adjustments become
final.

If a taxpayer files a federal amended return and the
changes affect Wisconsin income or the economic devel-
opment surcharge payable, the taxpayer must file an
amended Wisconsin franchise or income tax return, as ap-
plicable, with the Department of Revenue within 90 days
after filing the amended federal return.

Send an amended Wisconsin franchise or income tax re-

turn to the address provided in the amended return
instructions for that form.
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X. ADDITIONAL INFORMATION OR
FORMS

If, after reading this publication, you have any questions about
Wisconsin’s economic development surcharge, you may:

Email your question to DORIncome@revenue.wi.gov

e SendaFAX to (608) 267-1030

e Call (608) 266-2772

e  Write to the Customer Service Bureau, Wisconsin Depart-
ment of Revenue, Mail Stop 5-77, PO Box 8949,
Madison, WI 53708-8949

e  Call or visit any Wisconsin Department of Revenue office

If you need forms, you may:

e Download them from the Department’s Internet website
at revenue.wi.gov

e Request them online at revenue.wi.gov
e Call (608) 266-1961

e  Call or visit any Wisconsin Department of Revenue of-
fice
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