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Wisconsin
Tax-Option (S) Corporation Taxes
Form 5S Instructions

New . ..

You must disclose reportable transactions

If you were required to file federal Form 8886, Reportable
Transaction Disclosure Statement, with the Internal Revenue
Service, you must file a copy of Form 8886 with the Department
of Revenue. Similar requirements apply to material advisors who
are required to disclose a reportable transaction under Section
6111 of the Internal Revenue Code, if that reportable transaction
affects the taxpayer’s Wisconsin income or franchise tax liability.
See page 4 for details. Significant penalties may apply for
failure to disclose reportable transactions to the Department
of Revenue.

Tax Avoidance Transactions Voluntary Compliance Program

The Department will administer a Tax Avoidance Transactions
Voluntary Compliance Program from January 1, 2008 through
May 31, 2008. During this period, the Department will waive
penalties on previously unpaid taxes attributable to tax avoidance
transactions, including listed transactions that were required to
be reported on federal Form 8886. See page 6 for details.

Treatment of grantor trusts in composite returns

Generally, estates and trusts are no longer eligible to use a
composite income tax return (Form 1CNS) to report their tax-option
(S) corporation income. However, if a grantor trust is not required
to file Form 1041 for federal income tax purposes, the grantor of
the trust is deemed to be the shareholder for purposes of eligibility
for Form 1CNS. See page 8 for detalils.

Shareholders may elect out of nonresident withholding

Generally, a tax-option (S) corporation that has nonresident
shareholders is subject to a withholding tax, which is reported on
Form PW-1. However, a new law provided in 2007 Act 20 allows
a nonresident to elect out of the withholding by completing an
affidavit in the form and manner prescribed by the Department.
See page 8 for details.

IC-154

File Form 5S electronically!

Form 5S is now available for electronic filing through the Federal/
State E-Filing Program. With approved third party software, you
may electronically file Form 5S along with other Wisconsin and
federal returns in a single submission. Or, you can use Federal/
State E-Filing to file Form 5S alone. For details and a list of
approved software vendors, visit http://www.revenue.wi.gov/eserv/

corp/index.html.

For More Information . ..

Visit the Department of Revenue’s Internet web site at
www.revenue.wi.gov

At this site you may download tax forms and instructions, Depart-
ment of Revenue publications, and the Wisconsin Tax Bulletin,
which is a quarterly newsletter that provides information about
new Wisconsin tax laws, administrative rules, court decisions,
tax releases, and private letter rulings. The site also provides links
to Wisconsin laws and tax rules.

Don’t Forget . ..

e Attach a copy of your federal Form 1120S.

e Attach any other required forms or schedules.

e Attach any supplemental statements. If you are filing
electronically you must submit these statements as part of
the return.

e Attach a copy of any extension.

e Sign the return.

Printed on
Recycled Paper
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Purpose of Form 5S

Tax-option (S) corporations use Form 5S to report their income, gains,
losses, deductions, and credits and to compute their franchise tax, built-
in gains tax, and recycling surcharge liability.

Definition of Corporation

“Corporation” includes corporations, joint stock companies, associations,
common law trusts, and all other entities treated as corporations under
section 7701 of the Internal Revenue Code (IRC).

A single-owner entity that is disregarded as a separate entity under IRC
section 7701 is disregarded as a separate entity for Wisconsin franchise
or incometax purposes, and its owner is subject to thetax on or measured
by the entity’sincome.

If a federal S corporation elects to treat a subsidiary as a qualified
Subchapter S subsidiary (QSub) for federal purposes, that election
automatically appliesfor Wisconsin purposes. The QSub is disregarded
asaseparate corporation for Wisconsin purposes, and its assets, liabilities,
and items of income, deduction, and credit are treated as those of the
parent tax-option (S) corporation.

Franchise or Income Tax
Franchise tax appliesto —

¢ All domestic corporations (those organized under Wisconsin law)
and

e Foreign corporations (those not organized under Wisconsin law)
doing businessin Wisconsin or buying or selling lottery prizesif the
winning tickets were originally bought in Wisconsin, except where
taxation is exempted by statute or barred by federal law.

Thetax rateis 7.9%. Income from obligations of the United States gov-
ernment and its instrumentalities is included in income under the
franchise tax law.

Income tax applies only to foreign corporations which are not subject
to the franchise tax and which own property in Wisconsin or whose
businessin Wisconsin is exclusively in foreign or interstate commerce.
Thetax rateis 7.9%. Income from obligations of the United States gov-
ernment and its instrumentalities isn't included in income under the
income tax law.

Recycling Surcharge

The recycling surcharge applies to tax-option (S) corporations having
gross receipts from al activities of $4 million or more during the tax-
ableyear. Corporationsthat must file Wisconsin franchise or income tax
returns must pay the recycling surcharge, with certain exceptions. The
surcharge doesn’t apply to:

e Domestic corporations that don’'t have any business activities in
Wisconsin.

e Foreign corporations that don’t have nexus with Wisconsin.

e Corporations that have less than $4 million of gross receipts from
all activities. “Gross receipts from all activities” means gross re-
ceipts, grosssales, grossdividends, grossinterest income, grossrents,
gross royalties, the gross sales price from the disposition of capital
assets and business assets, gross receipts passed through from other
entities, and all other receipts that are included in gross income for
Wisconsin franchise or income tax purposes.

¢ Nuclear decommissioning trust funds.

For more information, refer to Publication 400, W sconsin's Recycling
Surcharge.

General Instructions

Who Must File

e Corporations organized under Wisconsin law.

e Foreign corporations licensed to do business in Wisconsin.

¢ Unlicensed corporations doing business in Wisconsin.

» Foreign corporations engaged in buying or selling lottery prizes if
the winning tickets were originally bought in Wisconsin.

e Foreign corporations issuing credit, debit, or travel and entertain-
ment cards to customers in Wisconsin.

« Foreign corporationsowning, directly or indirectly, ageneral or lim-
ited partnership interest in a partnership that does business in
Wisconsin, regardless of the percentage of ownership.

e Foreign corporations owning, directly or indirectly, an interest in a
limited liability company treated as a partnership that does business
in Wisconsin, regardless of the percentage of ownership.

e Foreign corporations that are the sole owner of an entity that is dis-
regarded as a separate entity under IRC section 7701 and does
business in Wisconsin.

e Foreign S corporations that have a QSub that does businessin Wis-
consin.

Who IsNot Required to File

e Corporations and associations exempt under sec. 71.26(1), Wis.
Stats., except those with (a) unrelated business taxable income as
defined in IRC section 512, (b) income derived from a health main-
tenance organization or alimited service health organization, or (c)
income realized from the sale of or purchase and subsequent sale or
redemption of lottery prizes if the winning tickets were originally
bought in Wisconsin. Exempt entities include insurers exempt from
federal income taxation under |RC section 501(c)(15), town mutuals
organized under Chapter 612, Wis. Stats., foreign insurers, domes-
ticinsurersengaged exclusively in lifeinsurance business, domestic
mortgage insurers, some cooperatives, and religious, scientific, edu-
cational, benevolent, or other corporations or associations of
individuals not organized or conducted for profit.

e Corporations that are completely inactive in and outside Wisconsin
and have filed Form 4H.

e Credit unions that don't act as a public depository for state or local
government funds and have filed Form CU.

Which Form to File

Form 4 Corporations (other than tax-option corporations) reporting

under the apportionment or separate accounting methods.

Form 4H Corporations that have been completely inactive in and
outside Wisconsin for the entire taxable year and don’t
anticipate any activity in future years. No other return is
required until a corporation is activated, reactivated, or

reguested to file by the Department of Revenue.

Note: Foreign corporations licensed to transact business
in Wisconsin that have no property or activity in Wisconsin
but are active outside Wisconsin may not file Form 4H.
They must file Form 4, 5, or 5S but need only check box G
“No business transacted in Wisconsin” on the front of the
return and attach a copy of their federal return.

Form 4l Insurance companies, health maintenance organizations,

and limited service health organizations.

Form 4T Exempt corporations and associations of individuals that
have unrelated business taxable income as defined in IRC

section 512.

Form5 Corporations (other than tax-option corporations) whose

entire business income is attributable to Wisconsin.

Corporations that have elected and qualified to be S cor-
porations for federal tax purposes but are electing not to

Form 5E
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be tax-option corporations for Wisconsin franchise or in-
come tax purposes. In addition, such corporations must
file Form 4 or 5.

Form 5R Federal S corporations that elected not to be tax-option
corporations for Wisconsin and subsequently are revok-
ing their “ opt-out” elections. In addition, such corporations
must file Form 5S.

Form 5S Tax-option (S) corporations.

Form CU  Credit unionsthat don’t act asa public depository for state

or local government funds. These credit unions are ex-
empt from taxation by Wisconsin. Once a Form CU has
been filed, no other return must be filed unless requested
by the Department of Revenue or the credit union subse-
quently acts as a public depository.

Supplemental Formsand Schedulesto Form 5S

Form 4B Multistate corporations using the apportionment method

to compute Wisconsin income.

Form 4B-1 Multistate corporations using a special apportionment
method to compute Wisconsin income.

Form 4U Corporations computing underpayment interest, extension
interest, delinquent interest, penalties, and latefiling fees.

Sch. 5K-1  Tax-option (S) corporation shareholder’s share of income,
deductions, credits, etc.

Sch. DC Corporations claiming a Wisconsin development zones
credit.

Sch. DI Corporationsclaiming aWisconsin dairy and livestock farm
investment credit.

Sch. DM Corporations claiming a dairy manufacturing facility
investment credit.

Sch. EC Corporations claiming an enterprise zone jobs credit.

Sch. HR Corporations claiming a Wisconsin historic rehabilitation
credit.

Sch. IE Corporations claiming an Internet equipment credit.

Sch. MS Corporations having aWisconsin manufacturer’s salestax
credit carryforward.

Sch. TC Corporations claiming a Wisconsin technology zone credit.

Sch. VC Corporations claiming a Wisconsin early stage seed in-

vestment credit.

How to Obtain Forms

If you need forms or publications, you may:

e Download them from the Department’s Internet web site at
WWW.revenue.wi.gov

¢ Request them online at www.revenue.wi.gov

e Cadll (608) 266-1961

¢ Write to the Forms Request Office, Wisconsin Department of Rev-
enue, Mail Stop 5-77, PO. Box 8949, Madison, WI 53708-8949

e Cadll or visit any Department of Revenue office

How to Obtain Assistance
If you need help in preparing a corporation franchise or income tax
return, you may:

e E-mail your question to corp@revenue.wi.gov
e Send aFAX to (608) 267-0834
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e Call (608) 266-2772 [TTY (608) 267-1049]

¢ Writeto theAudit Bureau, Wisconsin Department of Revenue, Mail
Stop 5-144, PO. Box 8906, Madison, WI 53708-8906

e Cadll or visit any Department of Revenue office

Period Covered by Return

The return must cover the same period as the corporation’s federal in-
cometax return. A 2007 Wisconsin return must befiled by a corporation
for calendar year 2007 or afiscal year that beginsin 2007. A fiscal year
may end only on the last day of a month. The period covered by the
return can’'t exceed 12 months.

However, corporations reporting on a’52-53 week period for federal tax
purposes must file on the same reporting period for Wisconsin. A 52-53
week taxable year is deemed to begin on the first day of the calendar
month beginning nearest the first day of the 52-53 week taxable year.
Thetaxable year is deemed to end on the last day of the calendar month
closest to the last day of the 52-53 week taxable year for purposes of
due dates, extensions, and assessments of interest and penalties.

Changein Accounting Period

Any change in accounting period made for federal purposes must also
be made for Wisconsin purposes. Attach to the Wisconsin return, for the
first taxable year for which the change applies, a copy of the Internal
Revenue Service's notice of approval of accounting period changeif the
IRS s approval isrequired or an explanation of the change if the IRS's
approval isn't required.

Accounting M ethods

In computing net income, the method of accounting must be the same
method used in computing federal net income. However, if the method
used for federal purposes isn’t authorized under the Internal Revenue
Code in effect for Wisconsin, use a method authorized under the Inter-
nal Revenue Code in effect for Wisconsin.

A corporation, including a tax-option (S) corporation, entitled to use
the installment method of accounting must take the unreported balance
of gain on installment obligations into income in the taxable year of
their distribution, transfer, or acquisition by another person or for the
final taxable year for which it files or is required to file a Wisconsin
franchise or income tax return, whichever year occurs first.

Changein Accounting M ethod

A change in accounting method made for federal purposes must also be
made for Wisconsin purposes, unless the change isn’t authorized under
theInternal Revenue Codein effect for Wisconsin. Adjustmentsrequired
federally asaresult of achange made whilethe corporation is subject to
Wisconsin taxation must also be made for Wisconsin purposes, except
in the last year that a corporation is subject to taxation by Wisconsin it
must take into account all remaining adjustments required.

Attach to the Wisconsin return, for the first taxable year for which the
change applies, either a copy of the application for change in account-
ing method filed with the Internal Revenue Service and a copy of the
IRS's consent if the IRS's approval is required or an explanation of the
change if the IRS's approval isn’'t required.

Elections

As explained above, a corporation can't make different elections for
federal and Wisconsin purposes with respect to accounting periods and
accounting methods, unless the federal method isn't permitted under
the Internal Revenue Codein effect for Wisconsin. In situationswherea
corporation has an option under the Internal Revenue Code and the IRS
doesn’t consider that option to be a method of accounting, a different
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election may be made for Wisconsin than that made for federal pur-
poses. If federal law specifies the manner or time period in which an
election must be made, those requirements also apply for Wisconsin
purposes.

If different elections are made, adjustments are required on Form
5S, Schedule 5K, column ¢, to account for any differences.

When to File

Generally, a corporation must file its franchise or income tax return
by the 15th day of the 3rd month following the close of its taxable
year. If areturn isfiled late, without an extension, the corporation may
be subject to penalties and interest.

Returnsfor short taxable years (periods of less than 12 months) are due
on or before the federal due date. A corporation that becomes, or ceases
to be, amember of an affiliated group and as aresult must file two short
period returns for federal purposes must also file two short period re-
turns for Wisconsin. The Wisconsin returns are due at the same time as
the federal returns. Each short period is considered a taxable year, the
same as for federal purposes.

Caution: The due datefor paying franchise or incometax and recycling
surcharge is explained below.

Extension of Timeto File

Any extension allowed by the Internal Revenue Service for filing the
federal return automatically extends the Wisconsin due date to 30 days
after the federal extended due date. You don't need to submit either a
copy of the federal extension or an application for a Wisconsin exten-
sion to the Department by the original due date of your return. However,
you must attach a copy of the federal extension to the Wisconsin return
that you file.

If you aren’t requesting afederal extension, Wisconsin law provides an
automatic extension of 7 months or until the original due date of the
corporation’s corresponding federal return, whichever islater.

Whereto File
File electronically through the Federal/State E-Filing Program.

If you chooseto file Form 5S on paper, follow these mailing instructions

carefully:

« Donot fasten, stapleor bind the pages of your return. Use paper
clipsinstead.

¢ |fyouaresubmitting multiplereturns, separ atethem with colored
separ ator sheets.

¢ Usethe mailing address shown on page 2 of the form.

Special Instructions for Corporations Required to Disclose a
“Reportable Transaction”

If atax-option (S) corporation was required to file federal Form 8886,
Reportable Transaction Disclosure Satement, with the Internal Revenue
Service (IRS) and that form was required to be filed with the IRS after
October 27, 2007, you must file acopy of Form 8886 with the Department
of Revenue within 60 days of the date you are required to file it for
federal income tax purposes. Send a paper copy of Form 8886, separate
from your Form 58S, to the following address: Wisconsin Department of
Revenue, Tax Shelters Program, P.O. Box 8958, Madison, WI 53708-
8958.

Note: Seetheinstructionsto federal Form 8886 to determineif you are
required to file the form for federal purposes.

General Instructions (continued)

CAUTION: 2007 Wisconsin Act 20 enacted significant penalties for
failure to disclose reportabl e transactions, including listed transactions,
to the Wisconsin Department of Revenue.

Special Instructions for Material Advisors Required to Disclose a
“Reportable Transaction”

A “material advisor” means any person who provides any material aid,
assistance, or advice with respect to organizing, managing, promoting,
salling, implementing, insuring, or carrying out any reportable transaction
(as defined in the U.S. Treasury Regulations) and who, directly or
indirectly, derives gross income from providing such aid, assistance, or
advice in an amount that exceeds the threshold amount.

For amaterial advisor providing adviceto an entity and not an individual,
the “threshold amount” is any of the following:

*  $25,000if thereportabletransaction isalisted transaction (as defined
inthe U.S. Treasury Regulations)
e $250,000 if the reportable transaction is not a listed transaction

For amaterial advisor providing advice to an individual, the “threshold
amount” is any of the following:

e $10,000if thereportabletransactionisalisted transaction (asdefined
in the U.S. Treasury Regulations)
¢ $50,000 if the reportable transaction is not a listed transaction

A material advisor that is required to disclose areportable transaction to
the Internal Revenue Service after October 27, 2007 must file a copy of
the disclosure with the Department of Revenue within 60 days of the
date it is required for federal income tax purposes, if the reportable
transaction affects the taxpayer’s Wisconsin income or franchise tax
liability. For federal purposes, the form required for this disclosure is
Form 8264 or 8918.

If you are required to file Form 8264 or 8918 for federal income tax
purposes and the reportabl e transaction to which the form rel ates affects
the taxpayer’s Wisconsin income or franchise tax liability, send a paper
copy, separate from Form 5S, to the following address: Wisconsin
Department of Revenue, Tax Shelters Program, P.O. Box 8958, M adison,
WI 53708-8958.

CAUTION: 2007 Wisconsin Act 20 enacted significant penalties for
failure to disclose reportabl e transactions, including listed transactions,
to the Wisconsin Department of Revenue.

When to Pay Franchise or Income Tax and Recycling Surcharge

The franchise or income tax and recycling surcharge must be paid by
the 15th day of the 3rd month following the close of the taxable period,
regardless of the due date of the return. Corporations may be required
to make quarterly estimated payments to prepay their franchise or
income tax and recycling surcharge.

An extension for filing the return doesn’'t extend the time to pay the
franchise or incometax and recycling surcharge. Interest will be charged
on the tax and surcharge not paid by the 15th day of the 3rd month
following the close of the taxable year. You can avoid interest charges
during the extension period by paying the tax and surcharge due by that
date. Submit your payment with Wisconsin Form 4-ES, Corporation
Estimated Tax Voucher. If you have received a set of vouchers from
the Department, use the 5th voucher to make the estimated tax and sur-
charge extension payment.

During the extension period, 12% annual interest generally applies to
the unpaid tax and surcharge. However, if the sum of the net tax and
recycling surcharge shown on the return is $500 or more, 12% annual
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interest applies only to 10% of the net tax and surcharge. Interest of
18% per year applies to the remainder of the unpaid tax and surcharge.
See Form 4U, Part 11.

Payment of Estimated Tax

If thetotal of a corporation’s franchise or income tax and recycling sur-
charge dueis $500 or more, it generally must make quarterly estimated
tax payments using Wisconsin Form 4-ES or by electronic funds trans-
fer. Failure to make required estimated tax payments may result in an
interest charge. A corporation that filed Form 4-ES for the current year
generally will receive estimated tax vouchers before thefirst payment of
the next year’stax isdue. If you did not receive estimated tax vouchers,
you may download vouchers from the Department’s web site at
WWW.revenue.wi.gov or you may request vouchers by calling any De-
partment of Revenue office.

A corporation that overpaid its estimated tax may apply for a refund
before filing its tax return if its overpayment is (1) at least 10% of the
expected Wisconsin tax liability and (2) at least $500. To apply, file
Wisconsin Form 4466W, Corporation Application for Quick Refund of
Overpayment of Estimated Tax, after the end of the taxable year and
before the corporation files its tax return. Do not file Form 4466W at
the same time as your tax return.

A corporation that has a tax due when filing its tax return as aresult of
receiving a“quick refund” will be charged 12% annual interest on the
amount of unpaid tax from the date the refund isissued to the earlier of
the 15th day of the 3rd month after the close of the taxable year or the
date the tax liability is paid. Any tax that remains unpaid after the
unextended due date of the tax return continues to be subject to 18% or
12% annual interest, as appropriate.

Electronic Funds Transfer Required for Certain Tax Payments

Section Tax 1.12, Wisconsin Administrative Code, requires the payment
of certain taxes by electronic funds transfer (EFT). A corporation must
pay its estimated franchise or income taxes and recycling surcharge by
EFT if its net tax less refundable credits on its prior year return was
$40,000 or more. A corporation may also be required to pay sales and
use taxes, withholding taxes, fuel taxes, excise taxes, or unemployment
insurance using EFT. The Department will notify a corporation when
EFT payments are required. The corporation will have 90 days after
being notified to register for EFT. The first EFT payment is due on the
first tax due date following the end of the 90-day registration period.

Corporations not required to pay by EFT may elect to do so. For more
information, visit the Department’s web site at www.revenue.wi.gov/
eserv/eftgen.html, e-mail eft@revenue.wi.gov, call (608) 264-9918, or
write to the EFT Unit, Wisconsin Department of Revenue, PO. Box
8949, Madison, WI 53708-8949.

Note: For EFT payments of estimated franchise or incometax and recy-
cling surcharge, enter the last day of your taxable year, not the last day
of the quarterly installment period, for which the payment isbeing made.

To make EFT payments of corporation franchise or income tax, choose
the appropriate tax type code:

 Corporation estimated tax payment 02100
 Corporation tax due with return 02200
 Corporation amended return tax due 02400
» Corporation bill (except audit assessments) 02540

Information Returns That May Be Required
Form 8 Report of stock transfers.
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Form 9b Report of rents, royalties, and miscellaneous compensa-
tion paid toindividuals. (Note: You may usefederal Forms
1099 instead of Forms 9b. Mail Forms 1099 to the Wis-
consin Department of Revenue, PO. Box 8932, Madison,

WI 53708-8932.)

If you arerequired to filefederal information returns electronically, you
must file Forms 9b electronically. For more information, call (608)
267-3327, e-mail w2data@revenue.wi.gov, or writeto the Magnetic Me-
diaCoordinator, Audit Bureau, Wisconsin Department of Revenue, Room
232B, 2135 Rimrock Road, P.O. Box 8906, Madison, WI 53708-8906.

Internal Revenue ServiceAdjustments

If any of your federa tax returnsare adjusted by thelnternal Revenue Service
and the adjustments affect the Wisconsin net tax payable, the amount of
a Wisconsin credit, a Wisconsin net business loss carryforward, or a
Wisconsin capital loss carryforward, you must report the adjustmentsto
the Department of Revenue within 90 days after they become final.

Send acopy of thefinal federal audit reports and any associated amended
Wisconsin returns to the Wisconsin Department of Revenue, P.O. Box
8908, Madison, WI 53708-8908. If submitting a federal audit report
without an amended return, mail it to the Audit Bureau, Wisconsin
Department of Revenue, Mail Stop 5-144, PO. Box 8906, Madison, WI
53708-8906. Don't attach these items to the tax return for the current
year.

Amended Returns

After you have filed a complete, original tax return, you may file an
amended return to correct atax return as you originaly filed it or asit
was later adjusted by an amended return, aclaim for refund, or an office
or field audit.

If you file an amended federal return and the changes affect the Wiscon-
sin net tax payable, the amount of a Wisconsin credit, a Wisconsin net
business loss carryforward, or a Wisconsin capital loss carryforward,
you must file an amended Wisconsin return with the Department of Rev-
enue within 90 days after filing the amended federal return.

To file an amended Wisconsin return, use Form 5S and check the
“Amended return” box on the front of the return. Attach an explanation
of any changes made. Show computations in detail. If the change in-
volves an item of income, deduction, or credit that you were required to
support with aform or schedule on your original return, attach the cor-
rected form or schedule. Also attach a worksheet showing how you
figured your refund or additional amount owed. If the change affects
amounts reportable by your shareholders, attach amended Schedules
5K-1 and provide a copy to the shareholders.

A claim for refund must be filed within 4 years of the unextended due
date of the return. However, a claim for refund to recover all or part of
any tax or credit paid as aresult of an office or field audit must be filed
within 4 years after such an assessment. That assessment must have been
paid and must not have been protested by filing apetition for redetermi-
nation. See section Tax 2.12, Wisconsin Administrative Code, for more
information.

Send amended returns to the Wisconsin Department of Revenue, PO.
Box 8908, Madison, WI 53708-8908. Don't attach amended returns to
other tax returnsthat you are filing.

Note: If you need to amend a return to report unpaid tax that resulted
from atax avoidance transaction, see the section on the Tax Avoidance
Transactions Voluntary Compliance Program on page 6.
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Urban Transit Companies

Certain urban transit companies are subject to a special tax under sec.
71.39, Wis. Stats. Contact the Department for further information.

Consolidated Returns

Wisconsin law doesn’t permit corporations that are members of an af-
filiated group, asdefined in |RC section 1504, to file consolidated returns.
Each corporation organized under Wisconsin law, licensed to do busi-
ness in Wisconsin, or doing business in Wisconsin must file a separate
Wisconsin franchise or income tax return. In addition, each corporation
must make its own estimated tax payments.

Final Return

If the corporation liquidated during the taxable year, check the box on
the front of the return marked “Final return.” Attach a copy of your plan
of liquidation along with a copy of federal Form 966 to the Wisconsin re-
turn. Be sureto enter the date of liquidation asthe taxable year ending
date at the top of the return. Generally, the final return is due on or before
thefedera duedate. In most cases, thisisthe 15th day of the 3rd month after
the date the corporation dissolved. Thetax is payable by the 15th day of the
3rd month after the date of dissolution, regardless of the due date of thefinal
return,

Wisconsin Use Tax

Use tax is the counterpart of sales tax. All tangible personal property
and selected services, taxable under Wisconsin's sales tax law, which
are stored, used, or consumed in Wisconsin, are subject to use tax if the
proper sales tax is not paid. Examples of purchases that frequently re-
sult in ause tax liability include the following:

* Mail order and Internet purchases. You owe Wisconsin usetax if you
buy such items as computers, furniture, or office suppliesfrom aven-
dor who is not registered to collect Wisconsin tax.

 Inventory. If you purchaseinventory itemswithout tax for resale, and
then use these items instead of selling them, you owe use tax.

* Give-aways. Generaly, if you purchase items without tax and then
give them away in Wisconsin, you owe use tax.

If you hold a seller’s permit, use tax certificate, or consumer’s use tax
certificate, report your use tax on your sales and use tax return, Form
ST-12. Otherwise, complete and file Form UT-5 to report use tax.

For more information or forms, visit the Department’s web site at
www.revenue.wi.gov/html/sales.html, call (608) 266-2776, e-mail sales
10@revenue.wi.gov, or write to the Wisconsin Department of Revenue,
Mail Stop 5-77, PO. Box 8949, Madison, WI 53708-8949.

General Instructions (continued)

Penaltiesfor Not Filing or Filing Incorrect Returns

If you don’t file afranchise or incometax return that you are required to
file, or if you file an incorrect return due to negligence or fraud, interest
and penalties may be assessed against you. The interest rate on delin-
quent taxesis 18% per year. Civil penalties may be as much as 100% of
the amount of tax not reported on the return. Criminal penalties for fil-
ing a false return include a fine of up to $10,000 and imprisonment.
Further, if you fail to disclose reportable transactions asindicated in the
special instructions on page 4, you may be subject to the penalties de-
scribedin sec. 71.81, Wis. Stats., including a $30,000 penalty for failure
to disclose alisted transaction.

Tax Avoidance Transactions Voluntary Compliance Program

The Department of Revenue will waive all penalties relating to tax
avoidancetransactionsif those transactions are disclosed as specified in
this section. The penalty waiver includes the penalties enacted by 2007
Act 20 relating to disclosure of reportable transactions (sec. 71.81(3),
(4), and (5), Wis. Stats.)

A “tax avoidance transaction” is a plan, transaction or arrangement
devised for the principal purpose of avoiding federal or Wisconsinincome
or franchise tax. This includes a listed transaction as provided under
U.S. Treasury Regulations and may include atransaction that providesa
tax benefit for Wisconsin income or franchise tax purposes without
providing a similar benefit for federal income tax purposes.

If you were required to disclose a reportable transaction to the Internal
Revenue Service for a taxable year beginning before January 1, 2007,
and the reportable transaction to which the form relates affects your
Wisconsin tax liability for periods beginning on or after January 1,
2001, and if you have not previously disclosed this transaction to the
Department of Revenue by submitting a copy of Form 8886 with your
originally filed Wisconsin return, disclose the transaction by using the
Tax Avoidance Transactions Voluntary Compliance Program.

In order to participate, you must do the following:

¢ Complete an amended return for each period

¢ Complete Form WI-V CP (see page 3 for how to obtain forms)

e Make payment, in full, for the amount of unpaid tax attributable to
the tax avoidance transaction

e Submit the aboveitemsto the Department of Revenue at thefollowing
address: Wisconsin Department of Revenue, Tax Shelters Program,
P.O. Box 8958, Madison, WI 53708-8958

Tobeedligiblefor the penalty waiver, amended returns must be postmarked
by May 31, 2008. For further information on this program, visit the
Department’s web site at www.revenue.wi.gov.
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Definitions

INTERNAL REVENUE CODE - The computation of federal income
for Wisconsin purposes for taxable years beginning in 2007 isthe Inter-
nal Revenue Code as amended to December 31, 2006, with certain ex-
ceptions. Federal law changes enacted after December 31, 2006 do not
apply for Wisconsin purposes, including the Small Business and Work
Opportunity Act (PL. 110-28) enacted May 25, 2007.

Caution: Wisconsin has not adopted any of the provisions of PL. 109-
432, Tax Relief and Health Care Act (TRHCA), enacted December 20,
2006.

You must report any differences between federal income and income for
Wisconsin purposes on Form 5S, Schedule 5K, column c.

As of December 31, 2007, the following federal law changes do not
apply for Wisconsin franchise and income tax purposes:

Small business stock. For federal purposes, an exclusion isallowed for
50% of the gain from the sale or exchange of qualified small business
stock issued after August 10, 1993 and held for more than 5 years (sec.
13113 of PL. 103-66). For Wisconsin purposes, this section does not

apply.

Installment method for accrual basistaxpayers. For federal purposes,
accrual basis taxpayers may report income from an installment sale un-
der the installment method (PL. 106-573). For Wisconsin purposes,
accrual basis taxpayers cannot use the installment method. Gain from
the sale of property must be recognized the year of the sale. This does
not apply to dispositions of property used or produced in farming or for
certain dispositions of timeshares or residential lots.

Increase in section 179 expensing. For federal purposes, the amount
that may be expensed under sec. 179, IRC is $125,000, the phase-out
threshold is $500,000, and off-the-shelf computer software is consid-
ered qualifying property. (sec. 101 of PL. 109-222, sec. 202 of PL.
108-27, sec. 8212 of PL.110-28). For Wisconsin purposes, the amount
that may be expensed under sec. 179 is limited to $25,000, the phase-
out threshold is $200,000, and off-the-shelf computer software is not
qualifying property.

Health savingsaccounts. For federal purposes, certain individuals may
establish health savings accounts. A deduction is allowed for contribu-
tions to the account. Amounts contributed by an employer to an
employee’s account are excluded from the employee’s gross income.
(PL. 108-173, P.L. 109-432). For Wisconsin purposes, the health sav-
ings accounts provisions do not apply.

Depreciation or amortization provisionsenacted after December 31,
2000. For Wisconsin purposes, depreciation or amortization is deter-
mined under the provisions of the Internal Revenue Code in effect on
December 31, 2000. For example, the following provisions do not ap-
ply for Wisconsin purposes because they were enacted after December
31, 2000:

e 30% bonus depreciation (sec. 101 of PL. 107-147, sec. 201 of PL.
108-27, sec. 403(a) of PL. 108-311)

e 50% bonus depreciation (sec. 201 of P.L. 108-27)

e Accelerated depreciation for Indian reservation property (sec. 316
of PL. 108-311)

* Madification of application of income forecast method of deprecia-
tion (sec. 242 of PL. 108-357)

e Special expensing provisionsfor film and television productions (sec.
244 of PL. 108-357)

e Special rules on depreciation for aircraft (sec. 336 of PL. 108-357)

e Expansion of limitation on depreciation of certain passenger auto-
mobiles (sec. 910 of PL. 108-357)

e Treatment of electric transmission property as 15-year property (sec.
1308 of PL. 109-58)

e Expansion of amortization for certain atmospheric pollution control
facilities (sec. 1309 of PL. 109-58)

e Specia expensing provisions for equipment used in refining liquid
fuels (sec. 1323 of PL. 109-58)

« Natural gasdistribution lines treated as 15-year property (sec. 1325
of PL. 109-58)

e Natural gas gathering lines treated as 7-year property (sec. 1326 of
PL. 109-58)

e Special rulesfor amortization of geological and geophysical expen-
ditures (sec. 1329 of PL. 109-58, sec. 503 of PL. 109-222)

¢ Election to amortize musical works and copyrights over a 5-year
period (sec. 207 of PL. 109-222)

Other provisionsnot adopted for Wisconsin pur poses:

¢ Elimination of earningsand profitsfrom pre-1983 S corporation years
from an S corporation’s accumul ated earnings and profits (sec. 1311
of PL. 104-188)

e Specia expensing provisions for environmental remediation costs
and extension of the termination date (sec. 162 of PL. 106-554,
enacted December 21, 2000; sec. 308 of PL. 108-311)

¢ Exclusion for extraterritorial income (sec. 1, 3, 4, and 5 of PL. 106-
519), repeal of such exclusion (sec. 101 of PL. 108-357), and bind-
ing-contract relief provisions (sec. 513 of PL. 109-222) (Note: For-
eign sales corporation (FSC) treatment is repealed for Wisconsin
purposes for taxable years beginning on or after January 1, 2005.)

e Election to defer gain on disposition of transmission property to
implement Federal Regulatory Commission or state el ectric restruc-
turing (sec. 909 of PL. 108-357, sec 1305 of P.L. 109-58)

« Enhanced deduction for corporate donations of computer technol-
ogy and extension of the termination date (sec. 165 of PL. 106-554,
sec. 306 of PL. 108-311)

¢ Tax benefitsfor Gulf Opportunity (GO) Zones (sec. 101 of P.L. 109-
135)

e Exceptions to imputed interest rules for loans to continuing care
facilities (sec. 209 of P.L. 109-222)

e Special temporary dividends received deduction for reinvesting for-
eign earnings in the U.S. (sec. 422 of P.L. 108-357)

« Reform of tax treatment of certain |easing arrangements (sec. 847 of
PL. 108-357)

e Specia rules for nuclear decommissioning costs (sec. 1310 of PL.
109-58)

e Pass-through of deduction for costsincurred by small refiner coop-
eratives to comply with EPA sulfur regulations (sec. 1324 of PL.
109-58)

e Expansion of research credit (sec. 1351 of P.L. 109-58)

e Specia tax treatment of state ownership of railroad real estate in-
vestment trust (sec. 11146 of P.L. 109-59)

e Allprovisionsof P.L. 109-432, Tax Relief and Health CareAct of
2006, enacted December 20, 2006

Differencerelating to built-in gainstax. IRC section 1366(f), relating
to the reduction in pass-through income for taxes at the S-corporation
level, is modified by substituting the Wisconsin built-in gains tax for
the taxes imposed under IRC sections 1374 and 1375.

QUALIFIED SUBCHAPTER SSUBSIDIARY (QSUB) —A QSubis
acorporation that meets all of the following requirements:

 Itiscreated or organized in the United States or under the laws of the
United States or any state.

e Itisnot anineligible type of corporation, as defined in IRC section
1361(b)(2).

¢ 100% of its stock is held by an S corporation.

e The S corporation elects to treat the corporation as a QSub.
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S CORPORATION — Under federal law, an S corporation is one that
has an election in effect for a taxable year under Subchapter S of the
Internal Revenue Code which permits the corporation’s income to be
taxed to its shareholders rather than to the corporation itself, with cer-
tain exceptions. If the corporation incurs aloss, thelossistreated as the
shareholders’ loss.

To qualify for federal S corporation treatment under the Internal Rev-
enue Code as amended to December 31, 2006, a corporation must meet
all of the following requirements:

e It must be domiciled in the United States. That is, it must be created
or organized in the United States under federal or state law.

¢ |t must have no more than 100 shareholders.

¢ |t must have as shareholders only individuals, estates, certain tax-
exempt organizations, and certain trusts. Qualified retirement plan
trusts, as described in IRC section 401(a), and charitable organiza-
tions, as described in IRC section 501(c)(3), that are exempt from
federal income tax under IRC section 501(a) may be shareholders.
Grantor trusts, voting trusts, qualified Subchapter S trusts (QSSTS),
electing small business trusts (ESBTs), and, for certain periods of
time, former grantor trusts and testamentary trusts may be share-
holders. In certain cases, IRAs including Roth IRAs may be
shareholders of bank S corporations. Corporations, partnerships, and
foreign trusts can’t be shareholders.

¢ |t must not have a nonresident alien as a shareholder.

e It must have only one class of stock. A corporation is treated as
having only one class of stock if al outstanding shares of stock of
the corporation confer identical rights to distributions and liquida-
tion proceeds. Stock may have differences in voting rights and still
be considered one class of stock. Straight debt isn’t treated as a sec-
ond class of stock if certain conditions are met. See the Internal
Revenue Code and federal regulations for further details.

e It must not be afinancial institution that uses the reserve method of
accounting for bad debts; an insurance company taxed under Sub-
chapter L of the Internal Revenue Code; a corporation that takes the
tax credit for doing businessin aUnited States possession; or aDISC
(domestic international sales corporation), an IC-DISC (interest
charge domestic international sales corporation), or aformer DISC.

Thisisavery brief summary of the federal requirements. Refer to IRC
section 1361(b), as amended to December 31, 2006, for more details.

TAX-OPTION (S) CORPORATION — For Wisconsin purposes, a“ tax-
option (S) corporation” is defined as a corporation which is treated as
an S corporation under Subchapter S of the Internal Revenue Code as
amended to December 31, 2006, and has not elected out of tax-option
corporation status under sec. 71.365(4)(a), Wis. Stats., for the current
taxableyear.

Corporations Subject to Wisconsin Tax-Option (S) Law

Corporationsthat are required to file Wisconsin franchise or income tax
returns and are included in the definition of a“tax-option corporation”
are subject to Wisconsin's tax-option (S) corporation law.

Shareholder s Subject to Wisconsin Tax-Option (S) Law

Wisconsin's tax-option (S) corporation law applies to al shareholders
of atax-option (S) corporation that is subject to Wisconsin tax-option
(S) corporation law, whether or not the shareholders are Wisconsin resi-
dents. Therefore, all shareholders who meet the applicable Wisconsin
filing requirements, after taking into account their pro rata shares of the
corporation’s gross income for Wisconsin purposes, must file Wiscon-
sin income tax returns and report their pro rata shares of the tax-option
(S) corporation’s items of income, loss, and deduction.

For example, residents and nonresidents of Wisconsin are subject to
Wisconsin tax-option (S) law, if they are —

Special Instructions for S Corporations (continued)

¢ Shareholders of atax-option (S) corporation which isorganized under
the laws of Wisconsin and engaged in business (1) completely in
Wisconsin, (2) in and outside Wisconsin, or (3) completely outside
Wisconsin.

e Shareholders of atax-option (S) corporation which isn’t organized
under thelaws of Wisconsin but which isauthorized to transact busi-
nessinWisconsin or isengaged in businessin Wisconsin and required
to file a Wisconsin franchise or income tax return.

Withholding Requirement for Tax-Option (S) CorporationsHaving
Nonresident Shareholders

In general, a tax-option (S) corporation that has one or more nonresi-
dent shareholdersis required to withhold income or franchise tax on the
income allocable to the nonresident shareholders.

A nonresident shareholder includes an individual who is not domiciled
in Wisconsin and an estate or trust that is a nonresident under sec.
71.14(1) to (3m), Wis. Stats.

Exceptions: Withholding isnot required on behalf of thefollowing non-
resident shareholders:

¢ A shareholder that is exempt from Wisconsin income or franchise
taxation, such as an IRC section 501(c)(3) organization having no
unrelated business taxable income. The tax-option (S) corporation
may rely on awritten statement from a sharehol der explaining why
the sharehol der is exempt from Wisconsin tax. The corporation must
attach a copy of this statement to the Form 5S filed with the Depart-
ment.

e A shareholder whose share of Wisconsin income from the tax-op-
tion (S) corporation is less than $1,000.

¢ A shareholder who completes Form PW-2, Wisconsin Nonresident
Partner, Member, Shareholder, or Beneficiary Withholding Exemp-
tion Affidavit, and provides Part 2 of Form PW-2 to the tax-option
(S) corporation. The completed Form PW-2 must be pre-approved
by the Department of Revenue. See the Form PW-2 instructions for
details.

The tax-option (S) corporation uses Form PW-1, Wisconsin Nonresi-
dent Income or Franchise Tax Withholding on Pass-Through Entity
Income, to pay the withholding. Form PW-1 is due with payment by the
15th day of the 3rd month following the close of the corporation’s tax-
able year. See the Form PW-1 instructions for details.

Composite Return for Nonresident Individual Shareholders

A tax-option (S) corporation that does business in Wisconsin and has
two or more nonresident individual shareholderswho derive no taxable
income or deductiblelossfrom Wisconsin other than their pro ratashares
of the tax-option (S) corporation’s Wisconsin income or loss may file a
compositeindividual incometax return on behalf of those sharehol ders.
The tax-option (S) corporation files this return on Form 1CNS.

A shareholder may not participate in this composite return if —

e The shareholder is an estate or a trust, including a qualified Sub-
chapter Strust (QSST). However, if agrantor trust isnot required to
file Form 1041 for federal income tax purposes, the grantor of the
trust is deemed to be the shareholder for purposes of eligibility for
Form 1CNS.

* The shareholder files his or her individual income tax return on a
fiscal year basis.

» The shareholder is a Wisconsin resident during any part of 2007.

» The shareholder derives taxable income from Wisconsin in 2007
other than his or her pro rata share of tax-option (S) corporation
income or loss from one corporation.



Special Instructions for S Corporations (continued)

¢ Theshareholder wishesto claim any tax credits, amounts deductible
as itemized deductions, or the Internal Revenue Code Section 199
deduction for qualified domestic production activities income.

Each qualifying and participating shareholder’s pro rata share of
tax-option (S) corporation income or loss for a corporation’s taxable
year ending between January 31, 2007, and December 31, 2007, isre-
ported on 22007 Form 1CNS. The composite return replacesthe separate
2007 Wisconsin individual income tax returns that otherwise would be
filed by each of the qualifying and participating nonresident sharehold-
ers. The 2007 Form 1CNS is due April 15, 2008.

Tax on Net Income of a Tax-Option (S) Corporation

Since each shareholder of a tax-option (S) corporation who meets the
applicable Wisconsin filing requirements must file a\Wisconsin income
tax return and report his, her, or its share of the corporation’s income,
loss, and deductions, a tax-option (S) corporation generally isn’t sub-
jectto acorporateincometax or franchisetax measured by itsnetincome,
other than interest income from certain federal, state, and municipal
government obligations. However, atax-option (S) corporation may be
taxed on anonfiling or delinquent sharehol der’ s share of the corporation’s
net income. A tax-option (S) corporation can't offset a net operating
loss carryforward from a year when it was a regular (C) corporation
against anonfiling or delinquent shareholder’s share of the corporation’s
income.

Wisconsin Accounting Periodsfor Tax-Option (S) Corporations

Aspreviously indicated, tax-option (S) corporations must adopt the same
accounting period for Wisconsin as for federal purposes. If atax-option
(S) corporation elects, under IRC section 444, to have a taxable year
other than the required taxable year, that election also applies for Wis-
consin. Unlikefor federal purposes, the corporation doesn’t haveto make
required payments of Wisconsin tax.

Termination of Tax-Option (S) Treatment

A corporation ceases to qualify for Wisconsin tax-option (S) treatment
for any year for which its S corporation el ection ceases to apply, regard-
less of whether the termination is voluntary or involuntary, or whether
termination is discovered asthe result of an audit after areturn has been
filed.

Voluntary Ter mination —Under the Internal Revenue Code asamended
to December 31, 2006, a corporation may voluntarily revokeits S elec-
tion at any time after theinitial electionismade. The revocation may be
effective for the entire taxable year if made on or before the 15th day of
the 3rd month of that taxable year. Otherwise, it may be effectivefor the
following taxable year. In either case, the revocation may specify that it
isto be effective on a date during the current year that is on or after the
day of revocation.

Involuntary Termination —A corporation’s Subchapter S status under
the Internal Revenue Code as amended to December 31, 2006, will be
involuntarily terminated for federal and, therefore, also for Wisconsin
purposes if —

e Thecorporation had accumulated Subchapter C earningsand profits
at year-end and its passive investment income exceeded 25% of gross
receipts for each of 3 consecutive taxable years. The election ister-
minated as of the first day of the taxable year beginning after the
third consecutive taxable year in which there is excess passive in-
vestment income.

« The corporation ceasesto be aqualifying Subchapter S corporation.
The Internal Revenue Service may waive inadvertent termination
and this waiver also applies for Wisconsin.

If the revocation date causes the corporation’s taxable year to be split,
the corporation must file two short-period returns for federal and Wis-
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consin purposes. One covers the period it is an S corporation and one
coversthe period it isa C corporation. Both returns are due on the 15th
day of the 3rd month following the close of the corporation’s normal
taxable year, subject to the regular rulesfor extensions. The net income
for each period may be computed under the daily proration method as
provided in IRC section 1362(€)(2) or under normal tax accounting rules
if the affected shareholders consent as provided in IRC section
1362(e)(3). The corporation must use the normal tax accounting rulesif
there was a sale or exchange of 50% or more of the corporation’s stock
during the year.

Additionally, acorporation may elect, under sec. 71.365(4)(a), Wis. Stats.,
not to be atax-option (S) corporation for Wisconsin tax purposes even
though its federal S election remainsin effect.

Electing Out of Wisconsin Tax-Option Treatment

Generally, a corporation that is an S corporation for federal tax pur-
poses may elect not to be atax-option (S) corporation for Wisconsin tax
purposes. However, if an S corporation has a QSub for federal income
tax purposes, neither the S corporation nor the QSub may opt out of
Wisconsin tax-option treatment.

The “opt-out” election requires the consent of persons who hold more
than 50% of the shares of the tax-option (S) corporation on the day on
which the “opt-out” election is made. To be effective for the current
taxable year, the election must be made on or before the due date or
extended due date of the corporation’s current Wisconsin franchise or
income tax return. To make the “ opt-out” election, the corporation must
file Wisconsin Form 5E, Election by an SCor poration Not to Be Treated
as a Tax-Option Corporation.

The “opt-out” election is completed by filing a Wisconsin franchise or in-
come tax return in accordance with the election. For more information, see
the tax release in Wisconsin Tax Bulletin 91 (April 1995, page 18).

Corporations that make the “ opt-out” election must file Form 4 or Form
5 for Wisconsin rather than Form 5S.

Revoking the Wisconsin “ Opt-Out” Election

Except as explained below, once the election not to be a tax-option (S)
corporation is completed, the corporation and its successors may not
claim Wisconsin tax-option status for the next 4 taxable years after the
taxable year to which the “opt-out” election first applies. At any time
after this 5-taxable-year period, the corporation may revoke the“ opt-out”
election by filing Wisconsin Form 5R, Revocation of Election by an S
Corporation Not to Be a Tax-Option Corporation.

Voluntary Revocation of Wisconsin “ Opt-Out” Election —Revoking
the “opt-out” election requires the consent of persons who hold more
than 50% of the shares of the S corporation on the day the revocation is
made. The corporation must file Form 5R on or before the due date,
including extensions, of the Wisconsin franchise or income tax return
for thefirst taxable year affected by the revocation.

Automatic Revocation of Wisconsin “ Opt-Out” Election —The*opt-
out” election is automatically revoked for the taxable year in which a
federal S corporation acquires a QSub. Wisconsin tax-option (S) treat-
ment applies to the S corporation and its QSub.

If the corporation subsequently disposes of the QSub, it could again
elect not to be treated as a Wisconsin tax-option (S) corporation for the
taxable year following the disposition by filing Form 5E.

Additional Information

For more information, see Publication 102, Wisconsin Tax Treatment of
Tax-Option (S) Corporations and Their Shareholders.
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You must complete pages 1 through 4 of Form 5S, including the ap-
propriate schedules on page 2. Do not enter “See Attached” instead of
completing the entry spaces. If more space is needed, attach separate
sheets using the same size and format as the printed forms. (The num-
bering corresponds with the line numbers on Form 5S, page 1, unless
otherwise indicated.)

Caution: Federal line numbers referred to on Form 5S and in these
instructions may change.

Rounding Off to Whole Dollars

Round cents to the nearest whole dollar by eliminating amounts less
than 50 cents and increasing amounts from 50 cents through 99 centsto
the next higher dollar.

m Period Covered — File the 2007 return for calendar year 2007 and
fiscal yearsthat beginin 2007. For afiscal year, a52-53 week period, or
ashort-period return, fill in the taxable year beginning and ending dates
in the taxable year space at the top of the form. If the corporation dis-
solved, enter the date of dissolution as the ending date.

m Nameand Address—Using black ink, print or typethe corporation’s
name and address. Corporationsthat change their name must also notify
the Department of Financial Institutions to recognize the change. Write
to the Corporations Bureau, Division of Corporate and Consumer Ser-
vices, Department of Financial Institutions, P.O. Box 7846, Madison,
WI 53707-7846 or call (608) 261-7577.

m A. Federal Employer ldentification Number — Enter the
corporation’s federal employer identification number (EIN). If you
haven't yet applied for a federal EIN, you may do so by filing federal
Form SS-4 with the Internal Revenue Service, calling the RS stoll-free
number (800) 829-4933, or applying online at www.irs.gov.

m B. Business Activity (NAICS) Code — Enter the corporation’s
principal business activity code, based on the North American Industry
Classification System (NAICS), from your federal return.

m C. Sateand Year of Incorporation — Enter the 2-letter postal ab-
breviation for the state under whose laws the corporation is organized
and the year of incorporation.

m D.First Return, Final Return, Short Period —Changein Account-
ing Period, and Short Period — Stock Purchaseor Sale—If thisisthe
first year that you are filing a Wisconsin return because the corporation
wasn't in existence or didn’t do business in Wisconsin in prior years,
check the “First return” box. If the corporation ceased to exist or with-
drew from Wisconsin during the year, check the “Final return” box.
Attach a copy of your plan of liquidation and federal Form 966 if the
corporation liquidated. Indicate that a short period return is being filed
due to a change in the corporation’s accounting period or a stock pur-
chase or sale by checking the appropriate box.

m E. Amended Return —If thisis an amended return, check the box.
Circle the number in front of the lines that you are changing and attach
a detailed explanation of the changes made, including any supporting
form or schedule.

m F. Extended Due Date— If the corporation has an extension of time
to file its Wisconsin return, check the box and enter the extended due
date.

m G. No Business Transacted in Wisconsin — If the corporation was
incorporated under Wisconsin law or licensed to do businessin Wiscon-
sin but had no property or activity in Wisconsin for the taxable year,
check the box. Attach a complete copy of the corporation’s federal re-
turn.

m H. Filing Form 1CNS - If the corporation is filing a composite
Wisconsinincometax return, Form 1CNS, on behalf of itsqualified and
participating nonresident individual shareholders, check the box.

m |. Effective Date of Wisconsin Tax-Option Cor poration Election
— Enter the month, day, and year that the corporation’s Wisconsin tax-
option (S) corporation election became effective.

m J. Total Number of Shareholder s—Enter thetotal number of share-
holders that the tax-option (S) corporation had during the taxable year.

m K. Number of Nonresident Shareholder s— Enter the total number
of nonresident shareholders that the tax-option (S) corporation had dur-
ing the taxable year.

m Linel Federal, Sate, and Municipal Government Interest —Enter
the amount of interest income received from the following obligations:

¢ Obligations of the United States government and its instrumentali-
ties.

e Municipal housing authority bonds issued under sec. 66.1201, Wis.
Stats.

¢ Municipal redevelopment authority bondsissued under sec. 66.1333,
Wis. Stats.

¢ Housing and community development authority bondsissued under
sec. 66.1335, Wis. Stats.

¢ Bonds issued by the Wisconsin Housing and Economic Develop-
ment Authority (WHEDA) under sec. 234.65, Wis. Stats., to fund an
economic development loan to finance construction, renovation, or
development of property that would be exempt from property tax
under sec. 70.11(36), Wis. Stats. (professional sports and entertain-
ment home stadiums).

e Bonds issued by alocal exposition district under subch. Il of ch.
229, Wis. Stats.

« Bondsissued under sec. 66.0621, Wis. Stats., by alocal professional
baseball park district, alocal professional football stadium district,
or alocal cultural arts district.

e Bondsissued on or after January 1, 2004, by the Wisconsin Housing
and Economic Development Authority under sec. 234.08 or 234.61,
Wis. Stats., to fund multifamily affordable housing projects or eld-
erly housing projects.

e Bondsissued by the Wisconsin AerospaceAuthority under sec. 114.70
or 114.74, Wis. Stats.

The corporation may reduce the amount of interest income by any appli-
cable amortizable bond premium or interest paid to purchase or hold
these federal, state, or municipa government obligations. For Wiscon-
sin purposes, neither the amortizable bond premium nor the related
interest expenses are deductible by the shareholders since this federal,
state, and municipal government interest isn’t taxable to them.

Exception: A foreign corporation subject to the Wisconsin income tax
rather than the franchise tax (see page 2) isn’t taxed on interest received
from the obligations listed above and should skip to line 9.

Note: Corporations doing business only in Wisconsin should skip line 2
and enter the amount from line 1 on line 3. Nonunitary, multistate cor-
porations should also skip line 2.

m Line2. Wisconsin Apportionment Per centage— Unitary, multistate
corporations should complete Wisconsin Form 4B or Form 4B-1, if ap-
propriate, and enter on line 2 the apportionment percentage from Form
4B, line 39, or Form 4B-1. Theinstructions for Form 4B areincluded in
this booklet.

Note: If you are using a special apportionment formula on Form 4B-1,
be sure to check the box on line 2.
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m Line3. Interest IncomeAttributableto Wisconsin —Multiply the
amount on line 1 by the percentage on line 2, if applicable. Nonunitary,
multistate corporations should enter the amount of federal, state, and
municipal government interest attributable to Wisconsin as determined
under the separate accounting method (see page 25).

Note: A tax-option (S) corporation can’t offset a net operating loss
carryforward from ayear when it was aregular (C) corporation against
this interest income. Sections 71.26(4) and 71.365(2), Wis. Stats., pro-
hibit tax-option (S) corporations from claiming net business |oss
carryforwards.

m Line4. FranchiseTax—Enter 7.9% of the amount reported on line 3.

m Line5. Manufacturer’sSalesTax Credit — Enter the manufacturer’s
salestax credit carryforward from Schedule M S, line 5.

A tax-option (S) corporation that has $25,000 or less of unused
manufacturer’s sales tax credit may claim a credit. A tax-option (S)
corporation’s credit carryforward consists of the following:

»  Unused credits computed for taxabl e years beginning before January
1, 1998.

« Unused credits computed for taxable years beginning after
December 31, 1997, that were not passed through to its
shareholders.

Caution: You may not offset the credit against the built-in gainstax
or the recycling surcharge.

m Line6. Community Development Finance Credit —Enter theavail-
able credit. Corporations that make contributions to the Wisconsin
Housing and Economic Development Authority and, in the same year,
purchase common stock in the Wisconsin Community Development Fi-
nance Company may claim a credit. The credit is nonrefundable and is
equal to 75% of the purchase price of the stock, but may not exceed
75% of the amount that was contributed to the Wisconsin Community
Development Finance Authority. Any unused credit may be offset against
tax liabilities of the subsequent years, up to 15 years.

m Line8. Net Tax — Subtract line 7 from line 4. If line 7 is more than
line 4, enter zero.

m Line 9. Additional Tax on Tax-Option (S) Corporations— Com-
plete Schedule Q, page 2, and enter the amount of additiona tax.

Schedule Q — Additional Tax on Built-In Gains

A tax isimposed on atax-option (S) corporation that has a*“recognized
built-in gain” during the “recognition period.” A tax-option (S) corpo-
ration may be liable for the tax on built-in gains if —

a Itwasaregular (C) corporation before making its current election
to be treated as a tax-option (S) corporation,

b. It madeits current election after 1986,

c. It hasarecognized built-in gain within 10 years from the first day
of the first taxable year it became a tax-option (S) corporation un-
der its current election (the recognition period), and

d. The net recognized built-in gains for prior taxable years don’t ex-
ceed the net unrealized built-in gain.

Page 11

The Wisconsin built-in gains tax also may apply to afederal S corpora-
tion that has elected not to be atax-option (S) corporation for Wisconsin
purposes and subsequently re-elects Wisconsin tax-option (S) corpora-
tion status.

Line 1. Enter the amount that would be the corporation’s taxable in-
comefor thetaxableyear if only recognized built-in gainsand recognized
built-in losses were taken into account. This is the amount computed
under IRC section 1374(d)(2)(A)(i), but determined using the Wiscon-
sin basis of the assets. Attach a schedul e showing the computation details.

A “recognized built-in gain” isany gain recognized during the recogni-
tion period on the sale or distribution (disposition) of any asset, except
to the extent the corporation establishes that —

a Theasset wasn't held by it on the first day of the first year that the
current tax-option (S) election became effective, or

b. The recognized gain on any asset exceeds the excess of the fair
market value of the asset on the date of conversion over the ad-
justed basis of the asset on that first day.

Note: Recognized built-in gain for the taxableyear includes any carryover
of net recognized built-in gain from the preceding taxable year. Include
on line 1 the carryover amount as recognized built-in gain.

A “recognized built-in loss” is any |oss recognized during the recogni-
tion period on the disposition of any asset to the extent the corporation
establishes that —

a It owned the asset on the date that the current tax-option (S) elec-
tion became effective, and

b. Theloss doesn’'t exceed the excess of the asset’s adjusted basis on
the date of conversion over its fair market value at that time.

Line 2. Enter the amount that would have been the corporation’s Wis-
consin net income before apportionment if it were a regular (C)
corporation. Generally, thisisthe taxableincome determined under IRC
section 1375(b)(1)(B), adjusted for any modifications prescribed by
Wisconsin law. Net business loss carryforwards or capital loss
carryforwards aren’t used in figuring the net income. Attach a schedule
showing the computation details.

Line 3. Enter the smaller of the amount on line 1 or line 2.

The net recognized built-in gain on which the tax may be imposed is
limited by the corporation’s net unrealized built-in gain. The “net
unrealized built-in gain” is the excess of the fair market value of the
corporation’s assets over the aggregate adj usted bases of those assets on
the date the current tax-option (S) election became effective.

If the amount on line 1 exceeds the amount on line 2, the excess is
treated as arecognized built-in gain in the succeeding taxable year. This
carryover provision applies only in the case of a corporation that made
its tax-option (S) election on or after March 31, 1988.

Note: Corporations doing business only in Wisconsin should skip line 4
and enter the amount from line 3 on line 5. Nonunitary, multistate cor-
porations should also skip line 4.

Line 4. Unitary, multistate corporations should complete Form 4B or
Form 4B-1, if appropriate, and enter on line 4 the apportionment per-
centage from Form 4B, line 39, or Form 4B-1.

Note: If you are using a special apportionment formula on Form 4B-1,
be sure to check the box on line 4.
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Line 5. Multiply the amount on line 3 by the percentage on line 4, if
applicable. Nonunitary, multistate corporations should enter the net rec-
ognized built-in gain attributable to Wisconsin as determined under the
separate accounting method.

Line 6. Enter any available Wisconsin net business loss carryforward
from taxable years for which the corporation wasn’'t a tax-option (S)
corporation. Include any capital loss carryforward to the extent of net
capital gain included in recognized built-in gain for the taxable year
after apportionment. See IRC section 1374(b)(2) for details. Attach a
schedul e showing the computation details.

Line 9. Enter any Wisconsin community development finance credit
available to the corporation, including a credit for the current year as
well as any carryover from prior taxable years.

Line 10. Subtract the credit on line 9 from the tax on line 8 and enter the
result. If the credit on line 9 exceeds the tax on line 8, enter zero. Also
enter the result on Form 58S, line 9.

m Line10. Recycling Surcharge— Complete Schedule S, page 2, and
enter the recycling surcharge.

Note: The recycling surcharge applies to tax-option (S) corporations
whose gross receipts from al activities are $4 million or morein atax-
ableyear.

Schedule S — Recycling Surcharge

A recycling surcharge applies to tax-option (S) corporations that are
required to file Form 5S, with certain exceptions. The surcharge doesn’t
apply to domestic corporationsthat don’t have any business activitiesin
Wisconsin, foreign corporations that don’t have nexus with Wisconsin,
and corporations that have less than $4 million of gross receipts from al
activities (as defined on page 2).

m Line 1. Complete Schedule 5K and enter the income (loss) from
Schedule 5K, line 18, column d. This is the net income (loss) as deter-
mined under Wisconsin law, before application of apportionment or
separate accounting. It generally includes interest income from federal,
state, and municipal government obligations. However, for a foreign
corporation subject to the income tax rather than the franchise tax (see
page 2), don’t include interest income that is exempt from state income
tax under federal or Wisconsin law.

Note: Corporations doing businessonly in Wisconsin should skip line 2
and enter the amount from line 1 on line 3. Nonunitary, multistate cor-
porations should also skip line 2.

m Line 2. Unitary, multistate corporations should complete Form 4B
or Form 4B-1, if appropriate, and enter on line 2 the apportionment
percentage from Form 4B, line 39, or Form 4B-1.

m Line3. Multiply the amount on line 1 by the percentage on line 2, if
applicable. Nonunitary, multistate corporations should enter the net in-
come (loss) attributable to Wisconsin as determined under the separate
accounting method.

m Line 4. Enter the greater of $25 or 0.2% (0.002) of the amount on
line 3, but not more than $9,800.

m Line 11. Endangered Resources Donation — Your donation sup-
ports the preservation and management of more than 200 endangered
and threatened Wisconsin plants and animals. It also helps protect
Wisconsin'sfinest remaining examples of prairies, forests, and wetlands.

Line-by-Line Instructions (continued)

Support endangered resources in Wisconsin. Fill in line 11 with the
amount you wish to donate. Your gift will either reduce your refund or
be added to tax due. You can also send a check directly to the Endan-
gered Resources Fund, Department of Natural Resources, PO. Box 7921,
Madison, WI 53707-7921.

m Line12. Veterans Trust Fund Donation — You may designate an
amount as aveteranstrust fund donation. Your donation will be used by
the Wisconsin Department of Veterans Affairs for the benefit of veter-
ans or their dependents. Fill in line 12 with the amount you wish to
donate. Your donation will either reduce your refund or be added to tax
due.

m Linel4. Estimated Tax Payments— Enter estimated tax payments
made, including EFT payments, or overpayments applied from prior
years returns, minus any “quick refund” applied for on Form 4466W.

Amended Return: If thisisan amended return, enter the tax previously
paid. Attach a worksheet to your return showing your computations.
(Seetheinstructions for Form 4 or 5 for a sample worksheet.)

m Line15. Wisconsin Tax Withheld on Amount on Line 1 —Fill in
thisline only if part or al of the interest income reported on Form 5S,
line 1, was passed through from another entity of which you are amem-
ber and that entity withheld Wisconsin tax on that interest. Enter only
the tax withheld on the interest income from your Wisconsin Schedule
3K-1. Do not include tax withheld on income that is passed through to
and taxable to your shareholders. Attach Schedule 3K-1 to the Form 5S
filed with the Department.

m Linel7. Interest, Penalty, and L ate Fee Due — Enter any interest,
penalty, and | ate fee due from Form 4U, line 17 or 26. Check the box if
you figured underpayment interest using the annualized incomeinstall-
ment method on Form 4U, page 2.

Amended Return: If you previously were assessed interest for under-
payment of estimated taxes, complete an amended Form 4U, Part |, based
on thetotal of the amounts shown onlines8 and 10. Enter the difference
between the underpayment interest from the amended Form 4U, line 17,
and the amount you previously paid on line 17. Show an overpayment
as a negative number. Attach Form 4U to your amended return. Other-
wise, leave line 17 blank. The Department will compute interest on the
amount of refund approved or tax owed.

m Line18. Tax Due-If thetotal of lines13 and 17 islarger than line
16, enter the amount owed. Pay by electronic funds transfer or mail
your check with a2007 Form 4-ES, Cor por ation Estimated Tax Voucher,
to the address shown on the voucher. Otherwise, paper clip your check
to the front of Form 5S.

m Linel9. Overpayment —If line 16 islarger than thetotal of lines13
and 17, enter the overpayment.

m Line 20. 2008 Estimated Tax — Enter the amount of any overpay-
ment from line 19 that isto be credited to the corporation’s 2008 estimated
tax. The balance of any overpayment will be refunded.

Amended Return: If you have already filed your 2008 return, enter the
overpayment that you claimed asacredit on your 2008 return from your
previously filed original or amended 2007 return. Otherwise, you may
alocate the overpayment from line 19 between line 20 and line 21 as
you choose.

m Line?22. Enter total company gross receipts, gross sales, gross divi-
dends, grossinterest income, grossrents, grossroyalties, the gross sales
price from the disposition of capital assets and business assets, gross
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receipts passed through from other entities, and all other receipts that
areincluded in gross income before apportionment for Wisconsin fran-
chise or income tax purposes.

m Line 23. Enter the total company assets from the federal return.

m Additional Information Required — Answer questions 1 through 8
on Form 5S, page 2.

m Signatures—An officer of the corporation must sign the form at the
bottom of page 2. If the return is prepared by someone other than an
employee of the corporation, the individual who prepared the return
must sign the form, by hand, in the space provided for the preparer’s
signature and furnish the preparing firm's federal employer identifica-
tion number. A self-employed individual must enter “SSN” or “PTIN”
and the social security number or preparer tax identification number in
the space for the preparer’s federal employer identification number.

m  Attachments— Attach the following items to your Form 5S:

» Federal Form 1120S.

e Supporting schedules for Form 1120S, including Schedule M-3 if
required for federal purposes.

» Supporting schedules for Form 5S (supporting schedules that are

not Department-prescribed forms may be submitted as .pdf

documents with electronic returns).

Wisconsin Schedule 5K-1 for each sharehol der.

A list of your solely owned LLCs and QSubs.

Any extension of time to file your return.

If the tax-option (S) corporation has a nonresident shareholder who

is not subject to income or franchise tax and would otherwise be

subject to withholding tax based on income passed through to that

shareholder, attach a statement from that shareholder stating why no

tax was withheld.

If you arefiling Form 5S on paper, do not staple, fasten or bind these
attachmentsto your return. Use paper clipsinstead.

Amended Return: If thisisan amended return, attach an explanation of
the changes made and any supporting forms or schedules. Also attach a
worksheet showing how you figured your additional refund or addi-
tional amount owed.

Schedule 5K — Shareholders’ Pro Rata Share Iltems

Schedule 5K is a summary schedule of all the shareholders' shares of
the corporation’s income, deductions, credits, etc., as computed under
Wisconsin law, similar to federal Schedule K.

m Column b. Federal amount — Enter the applicable amounts from
federal Schedule K in column b of Schedule 5K. For dividends and the
net gain (loss) itemsreported on lines 5 and 8, use the totalsfor the year
from Schedule K.

m Column c. Adjustment — Enter any adjustments necessary to arrive
at the amount of any share item under Wisconsin law in column c. Be
sure to attach to Form 5S an explanation of any adjustments in
columnc.

Caution: Don't make any adjustments on Schedule 5K to exclude a
nonresident or part-year resident shareholder’s share of tax-option
(S items that are attributable to business outside Wisconsin. These
adjustments will be made on the Schedule 5K-1 of each affected
shareholder, as described in the instructions for Schedule 5K-1 that
follow.
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m  Column d. Wisconsin amount — Combine the amount in column b
with any adjustment in column c and enter the result in column d.

Note: Show additions as apositive number. Show subtractions asanega-
tive number.

m Lineslthrough 3, 5through 12, 14, 15, 17a, 17b, and 17d. Addi-
tions to or subtractions from federal amounts may be required for the
following items:

1. Adjustments required because the federal amount in column b was
computed using aprovision of the Internal Revenue Code that doesn’t
apply for Wisconsin purposes.

For example, certain federal law changes enacted before December 31,
2006, and any changes enacted after that date don’t apply for Wisconsin
purposes. See page 7 for details.

2. Differences between the federal and Wisconsin deductionsfor depre-
ciation or amortization.

For assetsfirst placed in service in taxable years beginning on or after
January 1, 2001, you must compute depreciation or amortization under
the Internal Revenue Code as amended to December 31, 2000.

For qualified property acquired after September 10, 2001, you may not
claim the federal 30% bonus depreciation. The 50% additional first-
year depreciation deduction may not be claimed for 50% bonus property
acquired after May 5, 2003.

An asset placed in service before 2007 must continue to be depreciated
or amortized under the method allowable for Wisconsin purposes for
the year in which it was placed in service.

In addition, many differencesin Wisconsin and federal depreciation and
amortization existed before January 1, 1987, including the following:

a IRC section 168(f)(8), relating to a special rule for leases (safe har-
bor), didn’t apply for Wisconsin purposes. See Wisconsin Tax Bulletin
84 (October 1993, page 22) for further details about Wisconsin's
treatment of safe harbor |eases.

b. Telegraph, pipeline, gas, electric, steam, and telephone companies
(defined under secs. 76.02(4), Wis. Stats. (1983-84), 76.02(5b),
76.28(1)(e)1., 3., and 4., and 76.38(1)(c), Wis. Stats. (1985-86), ex-
cept for specialized common carriers) had to compute depreciation
under the Internal Revenue Code in effect on December 31, 1980,
for assets acquired during the period beginning with the 1981 tax-
able year and ending on December 31, 1986. Note: The Beatrice
Cheese, Inc. decision described in item e below doesn’t apply to
these companies.

c. Wastetreatment and pollution abatement plants and equipment could
be deducted or amortized pursuant to sec. 71.04(2b) or (2g), Wis.
Stats. (1985-86).

d. Alternative energy systems could be deducted or amortized pursu-
ant to sec. 71.04(16), Wis. Stats. (1985-86).

e. Thefederal accelerated cost recovery system (ACRS) wasn't allow-
ablefor Wisconsin purposes for property located outside Wisconsin
and first placed in service from January 1, 1983, through December
31, 1986. Instead, depreciation was to be computed under a method
permitted by the Internal Revenue Code as of December 31, 1980,
or, in the alternative, the Internal Revenue Code applicable to the
calendar year 1972.
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However, the Wisconsin Tax A ppeals Commission declared this pro-
vision unconstitutional in Beatrice Cheese, Inc. vs. Wisconsin
Department of Revenue (February 24, 1993). Therefore, corpora-
tions have the option of (1) claiming the same depreciation deduction
as for federal purposes, or (2) continuing their present method of
depreciation. Basis differences resulting from the use of different
federal and state depreciation methods are accounted for when the
assets are disposed of in a taxable transaction. For more informa-
tion, seethetax release in Wisconsin Tax Bulletin 84 (October 1993,

page 18).

f. Wisconsin and federal depreciation may have been different in the
case of investment credit property. A corporation electing to claim an
investment tax credit for federal income tax purposes could either
(1) claim the credit and reduce the depreciable basis of the property
by one-half of the credit, or (2) in the case of regular investment tax
credit property, claim areduced investment credit and not reduce the
depreciable basis of the property.

Corporations that claimed an investment tax credit on their federal
return (and reduced the federal basis of the assets) weren’t required
to reduce the basis of the investment credit property for Wisconsin
purposes and could either (1) claim the same depreciation for
Wisconsin as that claimed for federal purposes (except for item e
above) and receive a deduction for the basis difference in the year
the property is disposed of, pursuant to sec. 71.04(15)(e), Wis. Stats.
(1985-86), or (2) claim depreciation on the asset’s full (unreduced)
basis for Wisconsin. (The second method required separate
depreciation records for Wisconsin purposes.)

g. Intangible drilling costs incurred after the 1980 taxable year are de-
ductible for federal purposes under IRC section 263(c). Before the
1987 taxable year, the amount of depletion, depreciation, or write-off
allowable for Wisconsin purposes was limited to that allowable un-
der the Internal Revenue Codein effect on December 31, 1980, or, in
the alternative, the Internal Revenue Code applicable to the calendar
year 1972.

h. For the following property acquired in the 1986 taxable year, but
before January 1, 1987, depreciation must be computed under the
December 31, 1980, Internal Revenue Code: (1) residential real prop-
erty, and (2) property used in farming, as defined in IRC section
464(e)(1), if the corporation’s Wisconsin gross farm receipts or sales
exceeded $155,000 for the 1986 taxable year.

i. For federal tax purposes, corporations may elect to expense, under
IRC section 179, aportion of the cost of “section 179" property placed
in service after the 1981 calendar year. For Wisconsin purposes, be-
forethe 1987 taxable year, corporations (except regul ated investment
companies and real estate investment trusts) couldn’t claim this ex-
pense. Instead, depreciation was allowable on the cost basis of the
property, without reduction for the amount the corporation may have
elected to expense under section 179 for federal purposes.

For assets placed in service before January 1, 1987, these differencesin
depreciation (items athrough i) continue to exist. Therefore, the depre-
ciation deduction may be different for Wisconsin and federal purposes.

3. Differences between the federal and Wisconsin bases of assets dis-
posed of during the taxable year.

For example, a corporation sold the following assets, which had been
held more than one year:

Line-by-Line Instructions (continued)

Selling Wisconsin Federal
Price Basis Basis
Equipment $ 1,000 $ 1,500 $ 500
Machinery 15,000 5,000 17,500
Building 200,000 150,000 120,000
The gains (losses) realized on these transactions are —
Wisconsin Federal
Gain (Loss) Gain (Loss)
Equipment $  (500) $ 500
Machinery 10,000 (2,500)
Building 50,000 80,000
Total $ 59,500 $ 78,000

The corporation must recompute a federal Form 4797, substituting the
Wisconsin depreciation allowed or allowable and Wisconsin basis of
the assets for the federal amounts.

For federal purposes, the $500 gain on the sale of the equipment is de-
termined to be depreciation recapture, which istreated as ordinary gain
and included in the corporation’s ordinary income or loss on Form 5S,
Schedule 5K, line 1, column b.

For Wisconsin purposes, $5,000 of the gain on the sale of the machinery
is determined to be depreciation recapture, which istreated as ordinary
gain.

The corporation enters $4,500 ($5,000 Wisconsin ordinary gain minus
$500 federal ordinary gain) on Schedule 5K, line 1, column c. The cor-
poration makes the following entries on Schedule 5K, line 9: $77,500in
column b, $(23,000) in column ¢, and $54,500 in column d.

4. Adjustments required as a result of making different elections for
Wisconsin and federal purposes. For example, since Wisconsin does
not allow acredit for foreign taxes paid, the corporation may elect to
deduct these taxes on line 1.

5. Additions, generally on line 1, for the following tax credits com-
puted by the corporation:

Dairy and livestock farm investment credit
Development zones credits

Technology zone credit

Internet equipment credit

Enterprise zone jobs credit

Dairy manufacturing facility investment credit

e o o o o o

6. An addition on line 1 for taxes imposed by Wisconsin, any other
state, and the District of Columbiathat are value-added taxes, single
businesstaxes, or taxes on or measured by net income, grossincome,
gross receipts, or capital stock and that were deducted in computing
federal ordinary income.

Note: Also show nondeductible taxes as additional nondeductible ex-
penses on Schedule 5K, line 16c.

7. Adjustmentsrequired to the recognized built-in gain itemsif the cor-
poration owes either afederal or a Wisconsin built-in gains tax. For
Wisconsin purposes, the gain on the sale of an asset is reduced by
any Wisconsin built-in gains tax paid by the corporation on that as-
set. For federal purposes, however, the gain is reduced by the federal
built-in gains tax.
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8. Additionsfor any federal capital gainstax that reduced net long-term
capital gain and for any federal excess net passive income tax that
reduced items of passive investment income for federal purposes.

m Lines4, 16a, and 17d. Additionsto or subtractionsfrom the federal
amounts may be required for the following items.

» |If the interest income reported on line 4, column b, includes any
interest from obligations of the United States government and its
instrumentalities, identify thisamount on aseparate schedulefor line
17d. Do not subtract this amount on Schedule 5K, line 4, column c.

 If the tax-exempt interest income reported on line 16a, column b,
includes any interest that is exempt for federal purposes but taxable
by Wisconsin, such as state and local government bond interest, re-
port this amount as an addition on line 4, column c, and as a
subtraction on line 16a, column c.

m Lines 16b and 16¢c. Additions to or subtractions from the federal
amounts may be required for the following items.

» Income reported on line 16b that is exempt for federal purposes but
taxable by Wisconsin is shown as a subtraction in column c. If more
income is nontaxable for Wisconsin purposes than for federal pur-
poses, show the additional amount of exempt income as an addition.
The amount under Wisconsin law in column d is the amount of
tax-exempt income for Wisconsin purposes.

» Expenseson line 16c¢ that are nondeductible federally but deductible
for Wisconsin purposes are shown as subtractions in column c. If
more expenses are nondeductible for Wisconsin purposes than for
federal purposes, show the additional amount of nondeductible ex-
penses as an addition. The amount under Wisconsin law in columnd
is the nondeductible expense for Wisconsin purposes.

m Lines 16d and 17c. Adjustments to the federal amounts of these
items may be necessary because of differences between the Wisconsin
and federal accumulated adjustments accounts, previously taxed
undistributed income, and accumulated earnings and profits. These
differences may occur because the computation of Wisconsin and federal
“net income (loss)” differed for the 1979 through 1986 taxable years
and Wisconsin didn’t recognize tax-option (S) corporations for years
before 1979. See the instructions for Schedule 5M on page 16 for more
information about distributions.

Report the dividend distributions entered on line 17¢ to the sharehold-
ers on Schedule 5K-1, line 17c, for Wisconsin. This differs from the
federal requirement to report the amount of the dividends on Form
1099-DIV rather than on Schedule K-1.

m Line13a. Enter, in column d, the available dairy and livestock farm
investment credit from Wisconsin Schedule DI, line 7. Tax-option (S)
corporations that pay for certain modernization or expansion of their
dairy or livestock farm in Wisconsin may compute thiscredit and passit
through to their shareholders. Attach Schedule DI to the Form 5Sfiled
with the Department.

m Line13b. Enter, in column d, the available devel opment zones credit
from Wisconsin Schedule DC, line 5. Tax-option (S) corporations that
are certified by the Wisconsin Department of Commerce based on quali-
fying activities in certain zones in Wisconsin may compute this credit
and pass it through to their shareholders. See the instructions to Sched-
ule DC for details. Attach Schedule DC to the Form 5S filed with the
Department.
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m Line 13c. Enter, in column d, the available development opportu-
nity zone investment credit from Schedule DC, line 13. Tax-option (S)
corporations that are certified by the Wisconsin Department of Com-
merce based on qualifying activitiesin certain zones in Wisconsin may
compute this credit and pass it through to their shareholders. See the
instructionsto Schedule DC for details. Attach Schedule DC to the Form
5S filed with the Department.

m Line 13d. Enter, in column d, the available development opportu-
nity zone or agricultural or airport development zone capital investment
credit from Schedule DC, line 21. Tax-option (S) corporations that are
certified by the Wisconsin Department of Commerce based on qualify-
ing activitiesin certain zones in Wisconsin may compute this credit and
pass it through to their shareholders. See the instructions to Schedule
DC for details. Attach Schedule DC to the Form 5S filed with the De-
partment.

m Line 13e. Enter, in column d, the available technology zone credit
from Wisconsin Schedule TC, line 6. Tax-option (S) corporations that
are certified by the Wisconsin Department of Commerce based on quali-
fying activities in certain zones in Wisconsin may compute this credit
and pass it through to their shareholders. See the instructions to Sched-
ule TC for details. Attach Schedule TC to the Form 5S filed with the
Department.

m Line 13f. Enter, in column d, the available early stage seed invest-
ment credit from Wisconsin Schedule VC, line 10. Tax-option (S)
corporations making payments to a qualified fund manager for invest-
ment in aqualified new business venture may compute thiscredit if they
apply to the Wisconsin Department of Commerce. See the instructions
to Schedule VC for details. Attach Schedule VC to the Form 5S filed
with the Department.

m Line13g. Enter, in column d, the supplement to the federal historic
rehabilitation tax credit from Wisconsin Schedule HR, line 5. Tax-op-
tion (S) corporationsthat rehabilitate certified historic structureslocated
in Wisconsin and used for business purposes may compute this credit if
they apply to the Wisconsin Historical Society. See the instructions to
Schedule HR for details. Attach Schedule HR to the Form 5Sfiled with
the Department.

m Linel13h. Enter, incolumn d, theavailable Internet equipment credit
from Wisconsin Schedule IE, line 3. Tax-option (S) corporations that
obtained a sales tax exemption from the Department of Commerce for
Internet equipment used in the broadband market may computethis credit
and passit through to their sharehol ders. Seetheinstructionsto Schedule
IE for details. Attach Schedule IE to the Form 5S filed with the
Department. Caution: You may not compute this credit for 2007 if your
2007 taxable year begins before July 1, 2007.

m Linel3i. Enter, in columnd, the available enterprise zonejobs credit
from Schedule EC, line 16. Tax-option (S) corporationsthat are certified
by the Wisconsin Department of Commerce based on qualifying activities
in an area designated as a Wisconsin enterprise zone may compute this
credit and pass it through to their shareholders. See the instructions to
Schedule EC for details. Attach Schedule EC to the Form 5Sfiled with
the Department. Caution: You may not compute this credit for 2007 if
your 2007 taxable year begins before July 1, 2007.

m Line 13j. Enter, in column d, the available dairy manufacturing
facility investment credit from Schedule DM, line 6. Tax-option (S)
corporations that modernize or expand adairy manufacturing facility in
Wisconsin and apply to the Wisconsin Department of Commerce may
compute this credit and pass it through to their shareholders. See the
instructions to Schedule DM for details. Attach Schedule DM to the
Form 5S filed with the Department.
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m Line 13k. If the corporation does business in another state and ei-
ther the corporation or its shareholders must pay an income or franchise
tax on or measured by the corporation’s income earned there, the Wis-
consin resident shareholders may be able to claim credit on their
individual income tax returns for their pro rata shares of the tax paid.
Credit is alowed only if the income taxed by the other state is consid-
ered taxable income by Wisconsin.

Fill inline 13k if —

¢ The corporation’s S status is recognized by the other state and the
corporation files a combined or composite return with that state on
behalf of the shareholders who are nonresidents of that state and
pays the tax on their pro rata shares of the corporation’s income
earned there.

e The corporation’s S status is recognized by the other state and the
corporation filesacorporate franchise or income tax return with that
state and pays tax on the income earned there that is attributable to
the shareholders who are nonresidents of that state.

e Thecorporation’s Sstatusisn’'t recognized by the other state and the
corporation pays an income or franchise tax on or measured by the
income earned there.

Enter the name of the state in the space provided and the amount of
franchise or income tax paid to that state in column d. If tax is paid to
more than three states, write “ See Attached” on one of the entry lines,
enter the total amount on that line in column d, and attach a schedule
listing all states and the amount of franchise or income tax paid to each
state.

Attach to Form 5S a copy of the franchise or income tax return filed
with each state for which a credit is claimed.

m Line13l. If thecorporationissubject to withholding tax on the Wis-
consin income of nonresident shareholders, enter, in column d, the
amount of Wisconsin tax withheld. Generally, this will be the amount
the tax-option (S) corporation paid with Form PW-1. However, if the
corporation is a member of a partnership that withheld Wisconsin in-
come tax from partnership income that is passed through to the
corporation’s nonresident shareholders, also include that tax withheld
on line 13l, column d.

Caution: Inthe case of nonresident entertainers, don’t include any cash
deposits or withholding made with Form WT-11, Nonresident
Entertainer’s Application and Receipt for Surety Bond, Cash Deposit,
or Withholding by Employer.

m Line 17d. On an attached schedule, show any items and amounts
not included on lines 1 through 17c that must be reported separately to
the shareholders. Include the federal amount, any adjustment, and the
amount determined under Wisconsin law for each item.

e If theinterest income on line 4, column b, includes any interest from
United States government obligations that is taxable for federal pur-
poses but exempt from Wisconsin individual income taxes, report
the amount of United States government interest on this schedule.

» |f the tax-option (S) corporation disposed of property for which a
section 179 expense deduction was claimed in a prior year, provide
the following information for each asset: description of the property;
gross sales price; both the federal and the Wisconsin cost or other
basis plus expense of sale (excluding the corporation’s basis reduc-
tion in the property due to the section 179 expense deduction);
depreciation alowed or allowable (excluding the section 179 ex-
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pense deduction); and both the federal and Wisconsin amount of sec-
tion 179 expense deduction passed through in previous years for the
property and the corporation’s taxable years for which the amounts
were passed through.

m Line 18. Combinelines 1 through 10 in columns b and d. From the
result subtract the sum of lines 11 through 12d. Add or subtract, as ap-
propriate, any income or deductions reported on line 17d that affect the
computation of taxable income.

Caution: If you reported on line 17d the disposition of property for
which a section 179 expense deduction was claimed in a prior year,
complete federal Form 4797 to figure the amount of gain or loss to
combine with the other items of income, loss, and deduction. If the fed-
eral and Wisconsin bases of the property or section 179 deductions differ,
use two Forms 4797. Disregard the special instructions for S corpora-
tions and shareholders when filling out Form 4797. On one Form 4797,
determine the federal gain or loss to combine with the other federal
amounts reported in column b. Complete a second Form 4797 to com-
pute the Wisconsin gain or loss to combine with the other Wisconsin
amounts reported in column d.

Note: Besuretoincludein column dinterest incomefrom federal, state,
and municipal obligationsthat is reportable on Form 5S, page 1, line 1.

m Line 19. Enter the gross income, as determined under Wisconsin
law before application of apportionment or separate accounting, from
all activities. This includes gross receipts or sales, gross rents and
royalties, interest and dividends, and the gross sales price of capital
assets and property used in a trade or business.

Schedule 5M — Analysis of Wisconsin Accumulated
Adjustments Account and Other Adjustments
Account

Wisconsin Accumulated AdjustmentsAccount

The Wisconsin Accumulated AdjustmentsAccount (AAA) isan account
of atax-option (S) corporation that is used in taxable years beginning
after December 31, 1982, to compute the Wisconsin tax effect of distri-
butions from the corporation to its shareholders. The Wisconsin AAA
will have azero balance on thefirst day of the corporation’sfirst taxable
year as atax-option (S) corporation beginning after December 31, 1982.

Corporations Without Accumulated Earnings and Profits

At the end of the current taxable year, if the corporation doesn't have
accumulated earnings and profits for Wisconsin purposes, the Wiscon-
sin AAA isincreased or decreased by the following items:

Increased by:

¢ Taxable income and gains, as determined under Wisconsin law.

« Nontaxable income earned in taxable year 1987 and thereafter (non-
taxable income earned before 1987 didn’t increase the Wisconsin
AAA).

Decreased by:

» Deductiblelosses and expenses, as determined under Wisconsin law.

« Nondeductible expenses, not due to timing differences (that is, ex-
penses that are never deductible for Wisconsin purposes).

» Property distributions, including cash, made by the corporation that
are applicable to the Wisconsin AAA.

e The amount of the supplement to the federal historic rehabilitation
tax credit and early stage seed investment credit computed.



Line-by-Line Instructions (continued)

Corporations With Accumulated Earnings and Profits

At theend of the current taxable year, if the corporation has accumul ated
earnings and profits for Wisconsin purposes, the Wisconsin AAA is
increased or decreased by the following items in the order listed:

1. Increased by taxable income and gains, as determined under
Wisconsin law.

2. Decreased by:

a. Deductible losses and expenses, as determined under Wisconsin
law, and nondeductible expenses (that is, expenses that are never
deductiblefor Wisconsin purposes). However, if thetotal decreases
exceed the total increases above, the excess is a “net negative
adjustment” that istaken into account in ¢ below.

b. Property distributions, including cash, other than dividend
distributions from accumulated earnings and profits, unless the
corporation electsto reduce accumul ated earnings and profitsfirst.
Note: Distributions cannot reduce the Wisconsin AAA below zero.

c. Any net negative adjustment.

d. The supplement to the federal historic rehabilitation tax credit
and early stage seed investment credit computed.

In this case, the Wisconsin AAA isn't increased by nontaxable income
nor decreased by nondeductible expensesrelated to nontaxable income.
Instead, adjustments for nontaxable income and related expenses are
made to the Wisconsin Other Adjustments Account as explained below.
If the tax-option corporation is subject to a Wisconsin franchise tax
measured by certain federal, state, and municipal government bond
interest, that interest is treated as taxable income which increases the
Wisconsin AAA.

Note: For purposesof theWisconsinAAA, taxableincome and deductible
losses and expenses are the total company amounts as determined under
Wisconsin law. Thetotal company amounts are those before application
of either apportionment or separate accounting to compute a multistate
corporation’s income, loss, and deductions attributable to Wisconsin.

Aswith thefederal AAA, the Wisconsin AAA may have anegative bal-
ance. Dueto past and current differencesin the computation of income,
loss, and deductions, the federal AAA and Wisconsin AAA may not have
the same balance. This may create a difference between the federal and
Wisconsin treatment of all or apart of any corporate distributions at the
shareholder level.

Wisconsin Other AdjustmentsAccount

The Wisconsin Other Adjustments Account (OAA) is maintained only
by corporations that have accumulated earnings and profits at year-end.
Since 1987 was thefirst year for which aWisconsin OAA may be used,
the Wisconsin OAA will have a zero balance at the beginning of the
corporation’s 1987 taxable year. The account isincreased by nontaxable
income and decreased by related expenses. The account is also decreased
by any distributions during the taxable year that are applicable to the
Wisconsin OAA.

Note: If the tax-option corporation is subject to a franchise tax mea-
sured by certain federal, state, and municipal government bond interest,
that interest is treated as taxable income which increases the Wisconsin
AAA, not the Wisconsin OAA.

The Wisconsin OAA may not agree with the federal OAA.
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Distributions

For Wisconsin, property distributions, including cash, generally are
treated as made from the following sources in the order shown:

1. A nontaxable distribution of net income to the extent of the Wis-
consinAAA, but not in excess of the shareholder’s\Wisconsin stock
basis. For distributions made in taxable years beginning on or after
January 1, 1997, the Wisconsin AAA is determined without regard
to any “net negative adjustment” for thetaxable year. A net negative
adjustment is the excess, if any, of reductions in the AAA for the
taxable year, other than for distributions, over the increases in the
AAA for the taxable year.

2. A nontaxable distribution of the shareholder’s Wisconsin “previ-
ously taxed undistributed income” from the 1979 taxable year
through the last taxable year beginning before January 1, 1983, but
not in excess of the shareholder’s Wisconsin stock basis after ap-
plying the distributionsin 1 above.

3. A taxable dividend to the extent of Wisconsin accumulated earn-
ings and profits.

4. A nontaxable distribution of exempt income to the extent of the
Wisconsin OAA, but not in excess of the shareholder’s Wisconsin
stock basis after applying the distributionsin 1 and 2 above.

5. A nontaxable return of capital to the extent of the shareholder’s
Wisconsin stock basis after applying the distributionsin 1, 2, and 4
above.

All nondividend distributions in excess of basis are treated as taxable
gain from the sale or exchange of property. Dividends are taxable as
ordinary income.

If atax-option corporation makes more than one distribution to its share-
holders during its taxable year and the total distribution exceeds the
amount in the Wisconsin AAA at the end of the corporation’s taxable
year determined without regard to any net negative adjustment for the
taxable year, allocate the amount in the Wisconsin AAA among the dis-
tributions on a proportionate basis.

The tax-option (S) corporation may elect, with the consent of its af-
fected shareholders, to modify the ordering rules for distributions as
follows:

 To distribute accumulated earnings and profits before making distri-
butions from the Wisconsin AAA.

¢ To make a deemed dividend.
« To forgo distributions of previously taxed income.

If aSubchapter Selectionisrevoked or terminated, distributions of money
during the post-termination transition period by the former tax-option
(S) corporation to its shareholders are nontaxable to the extent of the
corporation’sWisconsin AAA, but not in excess of asharehol der’s stock
basis. These nontaxable distributions reduce the adjusted basis of the
shareholder’s stock. Alternatively, the tax-option (S) corporation may
elect, with the consent of its affected shareholders, to have distributions
of money treated as dividends not made from the AAA to the extent of
the corporation’s accumulated earnings and profits for Wisconsin pur-
poses.
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Schedule 5K-1 — Tax-Option (S) Corporation
Shareholder’s Share of Income, Deductions,
Credits, etc.

Schedule 5K -1 shows each shareholder’s share of the corporation’sin-
come, deductions, credits, etc., which have been summarized on Schedule
5K. Like Schedule 5K, Schedule 5K-1 requires an entry for the federal
amount, adjustment, and amount determined under Wisconsin law of
each applicable share item. In addition, Schedule 5K-1 for a nonresi-
dent or part-year resident shareholder requires a separate entry for the
amount of each share item attributable to Wisconsin.

Attach acopy of each shareholder’s Schedule 5K -1 to the Form 5Sfiled
with the Department. Keep acopy asapart of the corporation’s records,
and give each shareholder his or her own separate copy. Schedule 5K-1
must be prepared and given to each shareholder on or before the day on
which Form 5Sisfiled. In addition, give each shareholder a copy of the
“Shareholder’s Instructions for 2007 Schedule 5K-1.”

Note: If the corporation does business only in Wisconsin and has no
adjustments in column ¢ or Wisconsin credits in column d of Schedule
5K, it isn't necessary to prepare a Wisconsin Schedule 5K-1 for each
shareholder. In addition, a Schedule 5K-1 isn’t required for afull-year
Wisconsin resident shareholder of a corporation that does business in
and outside Wisconsin provided there aren’t any Wisconsin adjustments
or credits. Be sure to state on the shareholders federal Schedules
K-1,including the copiesfiled with the Department of Revenue, that
therearen’t any Wisconsin adjustmentsor credits.

Part | - Information About the Corporation
m [temA. Enter thecorporation’sfederal employer identification number.
m |tem B. Enter thecorporation’sname, address, city, state, and ZIPcode.
Part Il - Information About the Shareholder

m [tem C. Enter the shareholder’s social security number or federal
employer identification number.

m |tem D. Enter the shareholder’s name, address, city, state, and ZIP
code.

Note: If asingle member limited liability company (LLC) ownsstock in
the corporation, and the LLC is treated as a disregarded entity for fed-
eral income tax purposes, enter the owner’s identifying number initem
C and the owner’s name and address in item D. The owner must be
eligible to be a tax-option (S) corporation shareholder. An LLC that
elects to be treated as a corporation for federal income tax purposes is
not eligible to be a sharehol der.

Exception: If a QSST is a shareholder, enter the name and address of
the QSST, not the name and address of its beneficiary. The QSST must
fileaWisconsin Form 2 to report its share of the tax-option (S) corpora-
tion income. The beneficiary must file an individual income tax return
to report his or her share of the QSST’s income.

m [tem E. Enter the shareholder’s percentage of stock ownership for
the taxable year. If there was a change in shareholders or in the relative
interest in stock the shareholders owned during the taxable year, each
shareholder’s percentage of ownership is weighted for the number of
days in the taxable year that stock was owned.

Line-by-Line Instructions (continued)

m |tem F. Enter the shareholder’s state of residence (domicile). If the
state of residence changed during the corporation’s taxable year, indi-
cateall statesinvolved. If the shareholder moved into or out of Wisconsin
during the corporation’s taxabl e year, and the corporation does business
in and outside Wisconsin, the shareholder’s Wisconsin share of the
tax-option itemswill be affected. See the instructions below for Part I11
for more information.

m [tem G. Check this box only if the shareholder is a nonresident or
part-year resident of Wisconsin during the corporation’s taxable year
and the corporation is a multistate corporation that would figure its
income under the apportionment method if it were a regular (C)
corporation. See the information about Forms 4B and 4B-1,
Apportionment Data, on page 22. Enter the corporation’s apportionment
percentage from Form 4B, line 39, or Form 4B-1, if appropriate. Include
Form 4B or Form 4B-1 with the Form 5S filed with the Department.

m [tem H. Check this box only if the shareholder is a nonresident or
part-year resident of Wisconsin during the corporation’s taxable year
and the corporation is a multistate corporation that would figure its in-
come under the separate accounting method if it were a regular (C)
corporation. See the information about Form 4C, Separate Accounting
Data, on page 25. Attach a schedule, similar to Form 4C, that showsthe
allocation of the amount under Wisconsin law in column d of each ap-
plicable shareitem on Schedule 5K to Wisconsin and outside Wisconsin.
This schedule should also show the basis of such allocation.

m [tem |. Check the appropriate box to indicate what type of entity
this shareholder is.

m [tem J. If the corporation ceased to exist, withdrew from Wiscon-
sin, or terminated its tax-option (S) election or if the shareholder
terminated his or her interest in the corporation during the taxable year,
check the “Final 5K-1" box. To correct an error on a Schedule 5K-1
aready filed, file an amended Schedule 5K-1 and check the “ Amended
5K-1" box.

Part 11 - Shareholder’s Shareof Current Year | ncome, Deductions,
Credits, and Other Items

Part 111 of Schedule 5K-1 shows each shareholder’s proportionate share
of theitemsreported on Wisconsin Schedule 5K. In addition, it showsa
nonresident or part-year resident shareholder’s share of a corporation’s
items that are reportable to Wisconsin.

Column a — Pro rata share items. Fill in the description, not the appli-
cable code from the federal Schedule K-1, for other income, other de-
ductions, aternative minimum tax (AMT) items, and other items and
amounts.

Column b — Federal amount. The federal amount is the shareholder’s
pro rata share of the amount from Wisconsin Schedule 5K, column b,
and generally should agree with the amount for that item reported on the
shareholder’s federal Schedule K-1.

Column ¢ — Adjustment. The adjustment is the shareholder’s pro rata
share of the amount from Wisconsin Schedule 5K, column c. Note: On
an attached schedule, explain the reason for any adjustment in column
c. If the difference arises because a federal law change has not been
adopted by Wisconsin, identify it as a*“ Schedule | adjustment.” Share-
holders must account for this difference on Wisconsin Schedule 1.

Column d — Amount under Wisconsin law. The amount under Wisconsin
law is the shareholder’s pro rata share of the amount from Wisconsin
Schedule 5K, column d. Thisis the amount used in computing Wiscon-
sin income by afull-year resident of Wisconsin.



Line-by-Line Instructions (continued)

Column e — Wisconsin source amount. Fill in this column only for a
nonresident or part-year resident of Wisconsin. The Wisconsin source
amount isthat portion of anonresident or part-year resident shareholder’s
amount from Wisconsin Schedule 5K -1, column d, that is attributable to
Wisconsin. If the corporation is doing business in and outside Wiscon-
sin, this generally will be the amount from column d multiplied by the
corporation’s apportionment percentage fromitem G. Do not fill in col-
umn efor a shareholder whoisa full-year resident of Wisconsin.

m Lines1through 3, 5through 12, 14, 15, 17a, and 17d. Enter the
shareholder’s share of the federal amount, adjustment, and amount de-
termined under Wisconsin law for each item. Enter a nonresident’s or
part-year resident’s Wisconsin source amount.

Full-Year Residents of Wisconsin

Individualswho arefull-year residents of Wisconsin must report to Wis-
consin all income or loss regardless of where it is earned or incurred,
unless otherwise exempt (such as United States government interest).
Therefore, a tax-option (S) corporation that does business in and out-
sideWisconsin does not allocate aWisconsin resident shareholder’s share
of itsincome, loss, and deductions between Wisconsin and elsewhere.

A Wisconsin resident shareholder’s share of the adjustment and amount
determined under Wisconsin law for each item isthe shareholder’s share,
based on his or her percentage of stock ownership, of the adjustment
and amount under Wisconsin law shown on Schedule 5K. Do not fill in
column e. See the example on page 21.

Nonresidents of Wisconsin

Individualswho are nonresidents of Wisconsin must report to Wisconsin
all income or loss that is earned or incurred in Wisconsin.

If the corporation does business only in Wisconsin, a nonresident
shareholder’s share of the adjustment and amount determined under
Wisconsin law of each item is the shareholder’s share, based on his or
her percentage of stock ownership, of the adjustment and amount under
Wisconsin law shown on Schedule 5K. Enter the amount from columnd
in column e.

If the corporation does business in and outside Wisconsin, a nonresi-
dent shareholder’s Wisconsin source amount in column e of eachitemis
the shareholder’s amount determined under Wisconsin law from col-
umn d that is attributable to Wisconsin based on apportionment or
separate accounting, as appropriate.

If the corporation is a unitary, multistate corporation, compute the Wis-
consin source amount of each share item by multiplying the amount
under Wisconsin law in column d for that item by the apportionment
percentage from item G. See the example on page 21.

If the corporation has nonapportionable income (loss) on Form 4B, line
5, compute the Wisconsin source amount in column e of any affected
item by multiplying the amount of the nonapportionable shareitem from
Schedule 5K, column d, that is attributed to Wisconsin on Form 4B by
the nonresident shareholder’s percentage of stock ownership.

If the corporation is a nonunitary, multistate corporation, compute the
Wisconsin source amount in column e of each shareitem by multiplying
the amount from Schedule 5K, column d, that is allocated to Wisconsin
on a schedule similar to Form 4C by the nonresident shareholder’s per-
centage of stock ownership.

Note: The shareholder uses the information from Schedule 5K-1, col-
umn d, to calculate the Wisconsin basis in the corporation’s stock.
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Part-Year Residents of Wisconsin

Individuals who are part-year residents of Wisconsin must report to
Wisconsin all income or loss, regardless of where it is earned or in-
curred, while they were residents of Wisconsin and all income or loss
earned or incurred in Wisconsin while they were nonresidents of Wis-
consin.

If the corporation does business only in Wisconsin, a part-year resident
shareholder’s share of the adjustment and amount under Wisconsin law
of each itemisthe shareholder’s share, based on hisor her percentage of
stock ownership, of the adjustment and amount determined under Wis-
consin law shown on Schedule 5K, columns ¢ and d, respectively. Enter
the amount from column d in column e.

If the corporation does business in and outside Wisconsin, compute a
part-year resident shareholder’s Wisconsin source amount in column e
of each item in two parts: one for the portion of the corporation’s tax-
able year that the shareholder was a resident of Wisconsin and one for
the portion of the corporation’s taxable year that the shareholder was a
nonresident of Wisconsin. For this purpose, the amount of any share
itemisdetermined on adaily basis. That is, every shareitemisallocated
between the resident and nonresident status of the sharehol der based on
the number of days during the corporation’s taxable year that the share-
holder was a resident or nonresident of Wisconsin. The shareholder’s
share of an item for each period (resident or nonresident) is determined
in the same manner as that of full-year residents and nonresidents, re-
spectively. See the example on page 21.

m Lines4, 16a, and 17d. Enter the shareholder’s share, based on the
percentage of stock ownership, of the federal amount, adjustment, and
amount determined under Wisconsin law for each item from Schedule
5K.

If any interest on United States government obligations is included on
line 4, column d, report this amount on line 17d. Thisinterest incomeis
not taxable for Wisconsin income tax purposes.

Interest on state and local government bonds generally is exempt for
federal purposes but taxable by Wisconsin. Show the amount of state
and local government bond interest that is taxable by Wisconsin as an
addition online4, column ¢, and as a subtraction on line 16a, column c.

For a nonresident or part-year resident shareholder of a multistate cor-
poration, compute the Wisconsin source amount in column e by
multiplying the amount reported on Schedule 5K-1, column d, by the
Wisconsin apportionment percentage or by allocating it in and outside
Wisconsin using separate accounting.

m Lines12,17b, and 17d. Enter the shareholder’s share of the federal
amount, adjustment, and amount determined under Wisconsin law for
each item. A shareholder may choose to treat items that are deductible
on federal ScheduleA in either of the following ways:

¢ Asdeductions that may be includable in the Wisconsin itemized de-
duction credit, or

* As modifications that are subtracted from federal adjusted gross in-
cometo arrive at Wisconsin adjusted gross income.

Show the amount that would be used in the Wisconsin itemized deduction
credit in column d. Multiply the amount on Schedule 5K by the
shareholder’s percentage of stock ownership. Don’t multiply this result
by the Wisconsin apportionment percentage or allocateit in and outside
Wisconsin using separate accounting, regardless of the shareholder’s
state of residence.

For items claimed as subtraction modifications, the Wisconsin amount
is limited to the amount actually allowed as an itemized deduction for
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federal purposes. For anonresident or part-year resident shareholder of
amultistate corporation, the Wisconsin amount is further limited to that
portion of the federally deductible amount that is attributable to
Wisconsin based on apportionment or separate accounting, as
appropriate. Therefore, for anonresident or part-year resident sharehol der
of amultistate corporation, enter the Wisconsin source amount in column e.

m | ines13athrough 13l. Compute the creditsin lines 13athrough 13|
in the same manner for shareholders who are full-year, part-year, or
nonresidents of Wisconsin. For part-year and nonresident sharehol ders,
also enter the allowable credits in column e.

m Line 13a. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of the dairy and livestock farm invest-
ment credit from Schedule DI.

m Line 13b. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of the development zones credit from
Schedule DC.

m Line 13c. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of the development opportunity zone
investment credit from Schedule DC.

m Line 13d. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of the devel opment opportunity zone or
agricultural or airport development zone capital investment credit from
Schedule DC.

m Line 13e. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of thetechnology zone credit from Sched-
uleTC.

m Line 13f. Enter in column d the shareholder’s share, based on the
percentage of stock ownership or as specially allocated in the
corporation’s organizational documents, of the early stage seed invest-
ment credit from Schedule VC. Caution: The shareholder’s Wisconsin
basis of the corporation’s stock must be reduced by his or her propor-
tionate share of the early stage seed investment credit computed.

m Line 13g. Enter in column d the shareholder’s share, based on the
percentage of stock ownership, of the supplement to the federal historic
rehabilitation tax credit from Schedule HR. Caution: The shareholder’s
Wisconsin basis of the corporation’s stock must be reduced by hisor her
proportionate share of the historic rehabilitation tax credit computed.

m Line13h. Enter the shareholder’s proportionate share of the Internet
equipment credit from Schedule IE. Caution: You may not compute
thiscredit for 2007 if your 2007 taxable year beginsbefore July 1, 2007.

m Line13i. Enter the shareholder’s proportionate share of the enterprise
zonejobs credit from Schedule EC. Caution: You may not computethis
credit for 2007 if your 2007 taxable year begins before July 1, 2007.

m Line 13j. Enter the shareholder’s proportionate share of the dairy
manufacturing facility investment credit from Schedule DM.

m Line 13k. Complete thisline only for full-year Wisconsin resident
shareholders and part-year Wisconsin resident shareholders. Enter zero
for nonresident sharehol ders.

For afull-year resident, enter in column d the sharehol der’s share, based
on the percentage of stock ownership, of the credits on Schedule 5K,
line 13k.

Line-by-Line Instructions (continued)

For a part-year resident, credit is allowable for only the portion of the
corporation’'s taxable year that the shareholder was a Wisconsin resi-
dent. Therefore, enter in column d the amount computed by multiplying
the credit on Schedule 5K, line 13k, by the shareholder’s percentage of
stock ownership. Multiply that result by the ratio of days that the share-
holder was aresident of Wisconsin during the corporation’ staxable year
to the total daysin the corporation’staxable year, and enter theresult in
column e.

m Line 13l. If the tax-option (S) corporation filed Form PW-1, Wis-
consin Nonresident Income or Franchise Tax Withholding on
Pass-Through Entity Income, enter in column d and column e the tax
withholding allocated to the shareholder, as reported on Form PW-1.

m Lines 16b and 16c. Enter the shareholder’s share of the federal
amount, adjustment, and amount determined under Wisconsin law from
Schedule 5K for each of these items. Do not fill in column e.

m Line17c. Enter the shareholder’s share, based on the percentage of
stock ownership, of dividend distributions paid from accumul ated earn-
ings and profits.

m Line 17d. Complete as necessary. Include the federal amount, ad-
justment, amount determined under Wisconsin law, and Wisconsin source
amount for each item when applicable. Determine the amounts for each
shareholder as discussed for lines 1 through 12, 14, 15, and 17a. Attach
additional schedulesif more spaceisneeded. Includethefollowing items
on line 17d:

¢ Theamount of interest income from United States government obli-
gationsthat isincluded on Schedule 5K -1, line 4, column d (column
efor nonresidents and part-year residents of Wisconsin). Such inter-
est is taxable for federal income tax purposes but exempt from the
Wisconsin individual income tax.

« Information on the sale, exchange, or other disposition of property
for which the section 179 expense deduction was claimed.

e Any information needed by a shareholder to determine why the Wis-
consin amount of any tax-option (S) item differs from the federal
amount.

Note: Tax-option (S) corporations whose Wisconsin resident sharehol d-
ers may qualify for farmland preservation credit or farmland tax relief
credit should attach acopy of thefarmland property tax bill to the Sched-
ule 5K-1 given to each qualifying shareholder. It isn’'t necessary for the
corporation to attach the property tax bill to the Schedules 5K-1 filed
with the Department. Shareholders must compute their allowable cred-
its based on their proportionate shares of the corporation’s property taxes.
For additional information about farmland preservation credit, see the
Wisconsin Schedule FC instructions. Seethe instructions for Wisconsin
Form 1 or INPR for details on the farmland tax relief credit.

m Line 18. Enter the shareholder’s share, based on the percentage of
stock ownership, of the corporation’s gross income that is reportable to
Wisconsin.

A full-year Wisconsin resident shareholder’s share of the gross income
isthe shareholder’s share, based on his or her percentage of stock own-
ership, of the amount shown on Schedule 5K, line 19, column d.

A nonresident or part-year resident shareholder’s share of the gross
income of a corporation that does business only in Wisconsin is the
shareholder’s share, based on his or her percentage of stock ownership, of
the amount shown on Schedule 5K, line 19, column d. Enter the result in
both column d and column e.



Line-by-Line Instructions (continued)

Compute a nonresident shareholder’s share of the gross income of a
unitary, multistate corporation by multiplying the amount from Sched-
ule 5K, line 19, column d, by the nonresident shareholder’s percentage
of stock ownership and entering the result in column d. Multiply that
amount by the apportionment percentage and enter theresultin columne.

Compute a nonresident shareholder’s share of the gross income of a
nonunitary, multistate corporation by multiplying the amount from Sched-
ule 5K, line 19, column d, by the nonresident shareholder’s percentage
of stock ownership and entering the result in column d. Allocate that
amount in and outside Wisconsin and enter the portion allocated to Wis-
consin in column e.

Compute apart-year resident shareholder’s share of the grossincome of
a multistate corporation in two parts: one for the portion of the
corporation’s taxable year that the shareholder was a resident of Wis-
consin and one for portion of the corporation’s taxable year that the
shareholder was anonresident of Wisconsin. Enter theresultin columne.

The shareholder will use this information to determine whether he or
she must file a Wisconsin income tax return.

Example of Schedule 5K-1

Corporation S is a calendar-year multistate corporation with a 60%
Wisconsin apportionment percentage and no nonapportionable income.
Itstwo shareholders, A and B, each own 50% of the stock of Corporation
S. Shareholder A was a Wisconsin resident during all of 2007.
Shareholder B was a resident of Wisconsin until moving to Illinois on
April 1, 2007. Therefore, Shareholder B was a part-year resident of
Wisconsin for 2007, having been aresident for 90 days and anonresident
for 275 days.

Schedule 5K for 2007 shows the following amounts on the lines indi-
cated.

@) (b) (© (d)

Prorata Federal Amt. under
share items amount  Adjustment  Wis. law
1 Ordinary income $ 10,000 $ (1,000) $ 9,000
4 Interest income 200 500 700
16a Tax-exempt 500 (500) -0-

interest income

The tax-exempt interest income is state and local government bond in-
terest that isexempt from federal income taxes but taxable by Wisconsin.
The adjustment in column c on lines 4 and 16ais the amount taxable by
Wisconsin.

For Shareholder A, Schedule 5K-1 would show the following:
(a) (b) (c) (d) (e)

Prorata Federal Amt.under  Wis.
share items amount  Adjustment  Wis. law  source
amount
1 Ordinary income  $5,000 $ (500) $ 4,500
4 Interest income 100 250 350
16a Tax-exempt 250 (250) -0-

interest income

These amounts are determined by multiplying the amounts on Schedule
5K by Shareholder A's 50% stock ownership percentage.
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For Shareholder B, Schedule 5K-1 would show the following:
(@) (b) (0) (d) (e)

Pro rata Federal Amt.under  Wis.
share items amount  Adjustment  Wis. law  source
amount
1 Ordinary income  $ 5,000 $ (500) $4500 $3144
4 Interest income 100 250 350 244
16a Tax-exempt 250 (250) -0-

interest income

Thefederal amountsin column b, adjustmentsin column ¢, and amounts
determined under Wisconsin law in column d are computed by multi-
plying the amount on Schedule 5K by Shareholder B’s 50% stock
ownership percentage. The Wisconsin source amounts in column e are
computed in two parts: one for the 90-day period that Shareholder B
was aresident of Wisconsin, and one for the 275-day period that Share-
holder B was a nonresident of Wisconsin.

Compute the Wisconsin source amount of the ordinary incomeon line 1
for Shareholder B as follows:

(1) For the period of residence, multiply the $4,500 amount determined
under Wisconsin law of ordinary income from Schedule 5K-1, column
d, by 90/365, which isthe ratio of days Shareholder B was aresident of
Wisconsin to total days in the corporation’s taxable year. Add to that
result the amount determined for the period of nonresidence in (2) be-
low.

(2) For the period of nonresidence, multiply the $4,500 amount deter-
mined under Wisconsin law of ordinary income from Schedule 5K-1,
column d, by Corporation S's 60% Wisconsin apportionment percent-
age. Multiply theresult by 275/365, which istheratio of days Shareholder
B was a nonresident of Wisconsin to total daysin the corporation’s tax-
ableyear.

Thisresultsin the following calculation:

Period of residence: $4,500 x 90/365 = $ 1,110
Period of nonresidence:  $4,500 x .6 x 275/365 = 2,034

Total $ 3144
Calculate the Wisconsin source amount of interest income as follows:
Period of residence: $350 x 90/365 = % 86
Period of nonresidence:  $350 x .6 x 275/365 = 158

Total $ 244

For tax-exempt interest income, calculate the adjustment in column c
and the amount determined under Wisconsin law in column d by multi-
plying the amounts from Schedule 5K by Shareholder B’s 50% stock
ownership percentage. Do not fill in column e.

The above example involves a multistate corporation that would file its
return using the apportionment method if it weren't a tax-option (S)
corporation. If the corporation were one required to file using the sepa-
rate accounting method, the calculations are similar. The calculations
for Shareholder A and for the period that Shareholder B was a Wiscon-
sin resident are the same as in the example above. The calculations for
the period that Shareholder B was a nonresident of Wisconsin differ in
that the Wisconsin amount from the separate accounting schedule simi-
lar to Form 4C (as discussed earlier) is used instead of the Wisconsin
amount from Schedule 5K and the Wisconsin apportionment percentage.
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Forms 4B and 4B-1 — Apportionment Data

What IsApportionment

Under the apportionment method, a corporation shows all income and
deductions for the company as a whole and then assigns a part to Wis-
consin according to a formulathat determines Wisconsin net income.

Who Must UseApportionment

A corporation engaged in businessin and outside Wisconsin isrequired
to report a portion of its total company net income to Wisconsin using
the apportionment method if its Wisconsin operations are a part of a
unitary business, unless the Department gives permission to use sepa-
rate accounting. To use the apportionment method, a corporation must
have business activity sufficient to create nexus in Wisconsin and at
least one other state or foreign country.

“Nexus’ meansthat acorporation’s business activity is of such adegree
that the state or foreign country has jurisdiction to impose an income
tax or franchise tax measured by net income. Under Public Law 86-272,
astate can’'t impose an income tax or franchise tax based on net income
on a corporation selling tangible personal property if the corporation’s
only activity in the state is the solicitation of orders, which orders are
approved outside the state and are filled by delivery from a point out-
side the state.

What Isa Unitary Business

A unitary businessis one that operates as a unit and can’'t be segregated
into independently operating divisions or branches. The operations are
integrated, and each division or branch is dependent upon or contribu-
tory to the operation of the business as a whole. It isn’'t necessary that
each division or branch operating in Wisconsin contribute to the activi-
ties of all divisions or branches outside Wisconsin.

What |sNonapportionablelncome

Nonapportionableincomeisthat incomewhichisallocabledirectly to a
particular state. It includesincome or loss derived from the sale of non-
businessreal or tangible personal property or from rentals and royalties
from nonbusiness real or tangible personal property. Thisincomeis as-
signed to the state where the property is located.

All incomethat is realized from the sale of or purchase and subsequent
sale or redemption of lottery prizes if the winning tickets were origi-
nally bought in Wisconsin shall be allocated to Wisconsin.

Except for the income from lottery prizes described above, the intangi-
ble income of a personal holding company is nonapportionable and is
assigned to the state of incorporation.

Total nonapportionable income (loss) is removed from total company
net income before the apportionment percentage is applied. The Wis-
consin nonapportionable income (loss) is then combined with the
Wisconsin apportionable income to arrive at Wisconsin net income.

What I sthe Apportionment Percentage

For unitary, multistate businesses (except direct air carriers, motor car-
riers, railroads, sleeping car companies, pipeline companies, financial
ingtitutions, brokers-dealers, investment advisers, investment compa-
nies, underwriters, and telecommunications companies whose incomes
are apportioned by special rules of the Department), the apportionment
percentage is determined by the weighted average of the following three
ratios:

1. Wisconsin tangible property to total company tangible property,
representing 10% of the apportionment percentage.

Line-by-Line Instructions (continued)

2. Wisconsin payroll to total company payroll, representing 10% of
the apportionment percentage.

3. Wisconsin sales to total company sales, representing 80% of the
apportionment percentage.

Air carriers, motor carriers, railroads, sleeping car companies, pipeline
companies, financial institutions, brokers-deal ers, investment advisers,
investment companies, underwriters, and telecommunications compa-
nies should obtain Form 4B-1 and itsinstructions.

CorporatePartnersor LLC Members

A corporation that isageneral or limited partner includesits share of the
numerator and denominator of the partnership’s apportionment factors
in the numerator and denominator of its apportionment factors. A cor-
poration that is a member of alimited liability company (LLC) treated
as a partnership for federal tax purposes includes its share of the nu-
merator and denominator of the LLC's apportionment factors in the
numerator and denominator of its apportionment factors. The corpora-
tion should request a detailed breakdown of the partnership’sor LLC's
items and amounts to be included in the computation of its apportion-
ment factors.

Note: Income from a partnership or LLC may be nontaxable under the
principles of the U.S. Supreme Court decision in Allied-Signal v. Direc-
tor, Div. of Taxation, 504 U.S. 768 (1992), if the investment is passive
and does not serve an operational function. In this case, the corporation
would not include its share of the partnership’s or LLC’s apportionment
factors in the numerator and denominator of its apportionment factors.

Line-by-Line Instructions for Form 4B
Part | —Nonapportionable I ncome (L 0ss)

m Line 1. Enter rents and royalties received on nonbusiness tangible
property in the appropriate column or columns. These are
nonapportionable and follow the situs of the property.

m Line 2. Enter any expenses that are directly or indirectly related to
rents and royalties reported on line 1. Since such income is
nonapportionable, the related expenses are nonapportionable.

m Line 4. Enter al profits and losses from disposals of nonbusiness
tangible property in the appropriate column or columns. Such profits
and losses are nonapportionable and follow the situs of the property.

Also enter on line 4 all income that is realized from the sale of or pur-
chase and subsequent sale or redemption of lottery prizesif the winning
tickets were originally bought in Wisconsin. This income is
nonapportionable and must be allocated to Wisconsin.

m Lineb5. Enter thetotal net nonapportionable income or loss for both
Wisconsin and the total company.

Part || —Apportionment Percentage

m Omission of a Factor — Check the box if you are omitting one of
the apportionment factors. If both the numerator and the denominator of
afactor are zero, the factor shall be eliminated from the apportionment
formula.

Where it is shown to the satisfaction of the Department that the use of
one of the three factors gives an unreasonable or inequitable final aver-
age ratio because the corporation does not employ the factor to any
appreciable extent initstrade or businessin producing theincome taxed,
this factor may, with the Department’s approval, be omitted in comput-
ing the corporation’s apportionment percentage.



Line-by-Line Instructions (continued)

If the numerator of the sales factor is a negative number and the de-
nominator is a positive number, a negative number, or zero, the sales
factor is zero.

For taxable yearsbeginning in 2007, if one of the apportionment factors
is omitted, the remaining factors shall be weighted as follows:

e |If either the property factor or payroll factor is omitted, the other
factor shall represent 11.1111% of the apportionment fraction and
the sales factor shall represent 88.8889% of the apportionment frac-
tion.

e |f thesalesfactor is omitted, the property factor and the payroll fac-
tor shall each represent 50% of the fraction.

m Lines 6 through 13. Enter the undepreciated original cost of tan-
gible property owned and used in producing apportionable income at
the beginning and at the end of the taxable year. Group the property into
the general categories listed for both Wisconsin and the total company.

Don't include construction in progress, idle property, or property used
in producing nonapportionable income. Such property isn’t used in the
production of apportionable income and, therefore, isn’'t includable in
the property factor.

Exception: If any major acquisitions or dispositions occurred within
the taxable year, the average monthly balances of property may be used
(or required by the Department) instead of the average of the beginning
and ending balance. In this case, attach a separate schedul e showing the
calculation rather than completing lines 6 through 13.

m Line15. Multiply the net annual rental for property used in the pro-
duction of apportionable income by 8 and enter the result. “Net annual
rental” is the annual rental paid less any annual rental received from
subrentals unless this results in a negative or clearly inaccurate valua-
tion. Net annual rental doesn’t include incidental day-to-day expenses
such as hotel or motel accommodations, daily rental s of autos, or royal-
ties based on extraction of natural resources.

If the taxable year covers a period of less than 12 months, the net rent
paid for the short period must be annualized. However, if therental term
isfor less than 12 months, the rent must be adjusted accordingly.

L eases are given the same treatment in computing the property factor as
they are in computing net income. L eases that have been capitalized in
computing net income areincluded as property owned and used for prop-
erty factor purposes. All other |ease paymentsareincluded intherentals
times 8 computation.

m Linel7. Divideline 16, column a, by line 16, column b, and multi-
ply that amount by 100. Carry the result to 4 decimal placesto the right
of the decimal point.

m Line?20. Enter, for Wisconsin and the total company, the compensa-
tion paid to the company’s own employees for the performance of
personal services. The compensation must be related to the production
of apportionable income. Compensation related to the operation, main-
tenance, protection, or supervision of property used in the production of
both apportionable and nonapportionable income or |osses must be pro-
rated, and only the portion related to the production of apportionable
incomeisincluded for Wisconsin and the total company. Compensation
includeswages, salaries, commissions, and any other form of remunera-
tion paid to employees.

Compensation is paid in Wisconsin (included in the numerator of the
payroll factor) if —
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e Theindividual’s service is performed entirely in Wisconsin.

e Theindividua’sserviceis performed in and outside Wisconsin, but
the service performed outside Wisconsin is incidental to the
individual’s service in Wisconsin.

e A portion of the service is performed in Wisconsin and the base of
operations of the individual isin Wisconsin.

e A portion of the serviceisperformed in Wisconsin and, if thereisno
base of operations, the place from which the individual’s service is
directed or controlled isin Wisconsin.

* A portion of the service is performed in Wisconsin and neither the
base of operations of the individual nor the place from which the
serviceisdirected or controlled isin any state in which some part of
the service is performed, but the individual’s residence is in Wis-
consin.

» Theindividua is neither aresident of nor performs servicesin Wis-
consin but is directed or controlled from an office in Wisconsin and
returnsto Wisconsin periodically for business purposes and the state
in which the individual resides doesn’t have jurisdiction to impose
franchise or income taxes on the employer.

An individual is considered to be performing a service in Wisconsin
during the year if that individual spends any portion of at least 5 days
during the corporation’s taxable year in Wisconsin performing services.

m Line21. Enter management or service fees paid to arelated corpo-
ration for the performance of personal services. The fees must berelated
to the production of apportionable income. Payments made to indepen-
dent contractors aren’t includable.

m Line23. Divideline 22, column a, by line 22, column b, and multi-
ply that amount by 100. Carry the result to 4 decimal placesto the right
of the decimal point.

m Lines26through 35. For purposes of the salesfactor, salesinclude,
but aren’t limited to, the following items related to the production of
apportionable income:

e Gross receipts from the sale of inventory.

e Gross receipts from the operation of farms, mines, and quarries.

e Gross receipts from the sale of scrap or by-products.

e Gross commissions.

e Gross receipts from personal and other services.

e Grossrentsfrom real property or tangible personal property.

¢ Interest on trade accounts and trade notes receivable.

e A partner’s share of the partnership’s gross receipts or a member’s
share of the limited liability company’s gross receipts.

¢ Gross management fees.

« Gross royalties from income producing activities.

¢ Gross franchise fees from income producing activities.

“Gross receipts’ means gross sales less returns and allowances, plus
service charges, freight, carrying charges, or time-price differential
chargesincidental to the sales. Federal and state excise taxes, including
sales and use taxes, are included as part of the receiptsif the taxes are
passed on to the buyer or included as part of the selling price of the
product.

The following items are among those not included for sales factor pur-
poses:

e Gross receipts and gain or loss from the sale of tangible business
assets, except receipts from the sale of inventory, scrap, or
by-products or from the operation of afarm, mine, or quarry.

e Grossreceipts and gain or loss from the sale of nonbusiness real or
tangible personal property.



Page 24

e Grossrentsand rental income or loss from real property or tangible
personal property if that real property or tangible personal property
isn't used in the production of businessincome.

¢ Royalties from nonbusiness real property or nonbusiness tangible
personal property.

¢ Proceeds and gain or loss from the redemption of securities.

e Interest, except interest on trade accounts and trade notesreceivable,
and dividends.

e Gross receipts and gain or loss from the sale of intangible assets,

except inventory.

Dividends deductible in determining net income.

Gross receipts and gain or loss from the sale of securities.

Proceeds and gain or loss from the sale of receivables.

Refunds, rebates, and recoveries of amounts previously expended

or deducted.

« Foreign exchange gain or loss.

¢ Royalties and income from passive investments in patents, copy-
rights, trademarks, trade names, plans, specifications, blueprints,
processes, techniques, formulas, designs, layouts, patterns, draw-
ings, manuals, and technical know-how.

e Pari-mutuel wager winnings and purses.

e Other items not includable in apportionable income.

Enter on lines26a and 26b the appropriate Wisconsin destination sales.
Gross receipts from the sales of tangible personal property, except sales
to the federal government, are Wisconsin sales if the property is deliv-
ered or shipped to a purchaser in Wisconsin. Sales of tangible personal
property picked up by the purchaser, or the purchaser’s agent, at the
seller’s Wisconsin business location and immediately transported to the
purchaser’s out-of -state business location aren’t Wisconsin sales. How-
ever, if the seller doesn’t have nexus with the state in which the
purchaser’s businessis located, the sales are “thrown back” to Wiscon-
sin asdiscussed later. Wisconsin salesinclude sal es of tangible personal
property that are picked up by the purchaser, or the purchaser’s agent, at
the seller’s out-of -state business location and immediately transported
to the purchaser’s Wisconsin business |ocation.

Enter on line 27a sales of tangible personal property delivered to the
federal government, including its agencies and instrumentalities, in
Wisconsin if the property is shipped from an office, store, warehouse,
factory, or other place of storage in Wisconsin. Salesto federal govern-
ment locations in Wisconsin, which are shipped from an office, store,
warehouse, factory, or other place of storage outside Wisconsin, aren’t
Wisconsin sales.

Enter on line 27b sales of tangible personal property delivered to the
federal government, including its agencies and instrumentalities, out-
sideWisconsin if the property is shipped from an office, store, warehouse,
factory, or other place of storage in Wisconsin and the seller doesn’t
have nexus in the destination state. These sales are included in the nu-
merator of the sales factor at 50%.

Enter on line 27c sales, other than salesto the federal government, that
are “thrown back” to Wisconsin. These are sales of tangible personal
property shipped from an office, store, warehouse, factory, or other place
of storagein Wisconsin to astate in which the seller doesn’t have nexus.
“Throwback” sales are included in the numerator of the sales factor at
50%.

Enter on line 28 the “double throwback” sales. These are sales, other
than sales to the federal government, of tangible personal property by
an officein Wisconsin to a purchaser in another state, but not shipped or
delivered from Wisconsin, if the taxpayer doesn’'t have nexusin (1) the
state from which the property is delivered or shipped, or (2) the destina-
tion state. “Double throwback” sales are included in the numerator of
the sales factor at 50%.

Line-by-Line Instructions (continued)

Note: For purposes of throwback sales and double throwback sales,
“state” means any state of the United States, the District of Columbia,
the Commonwealth of Puerto Rico, and any territory or possession of
the United States. A foreign country isn't a state.

Enter on line 30a gross receipts from the use of computer software that
the purchaser or licensee uses at a location in Wisconsin. Computer
softwareis used in Wisconsin if the purchaser or licensee uses the soft-
ware in the regular course of business operations in Wisconsin, for
personal use in Wisconsin, or if the purchaser or licensee is an indi-
vidual whose domicileisin Wisconsin. If the purchaser or licensee uses
the computer software in more than one state, the gross receipts are
divided among those states having jurisdiction to impose an income tax
on the taxpayer in proportion to the use of the computer software in
those states. To determine computer software use in Wisconsin, the De-
partment may consider the number of users in each state where the
softwareis used, the number of sitelicenses or workstationsin Wiscon-
sin, and any other factors that reflect the use of computer software in
Wisconsin.

Enter on line 30b gross receipts from the use of computer software if
the taxpayer is not subject to income tax in the state in which the gross
receipts are considered received, but the taxpayer’s commercial domi-
cileisin Wisconsin. “Commercial domicile” means the location from
which atrade or businessis principally managed and directed, based on
any factors the Department determines are appropriate, including the
location where the greatest number of employees of the trade or busi-
ness work, have their office or base of operations, or from which the
employees are directed or controlled. These gross receipts are included
in the numerator of the sales factor at 50%.

Enter on line 32a gross receipts from services if the purchaser of the
service received the benefit of the service in Wisconsin. The benefit of
the service isreceived in Wisconsin if any of the following applies:

e Theservicerelatesto real property that islocated in Wisconsin.

¢ The service relates to tangible personal property that is located in
Wisconsin at the time that the service is received or tangible per-
sonal property that isdelivered directly or indirectly to customersin
Wisconsin.

¢ Theserviceisprovidedtoanindividual whoisphysically presentin
Wisconsin at the time that the service is received.

e Theserviceisprovided to aperson engaged in atrade or businessin
Wisconsin and relates to that person’s business in Wisconsin.

If the purchaser of a service receives the benefit of the service in more
than one state, the gross receipts from the service are included in the
numerator of the sales factor according to the portion of the service
received in Wisconsin.

Enter on line 32b gross receipts from services, if the taxpayer is not
subject to income tax in the state in which the benefit of the serviceis
received, to the extent that the taxpayer’s employees or representatives
performed services from alocation in Wisconsin. These gross receipts
are included in the numerator of the sales factor at 50%.

Enter on line 34, for both Wisconsin and the total company, other gross
receipts of apportionable income that are includable in the sales factor.

These gross recei pts are attributabl e to Wisconsin if the income produc-
ing activity that gives rise to the receiptsis performed in Wisconsin. If
the income producing activity is performed partly in and partly outside
Wisconsin, assign recei ptsto Wisconsin based on theratio of direct costs
of performance in Wisconsin to the direct costs of performance in all
states having jurisdiction to tax the business. For additional informa-
tion, see section Tax 2.39, Wisconsin Administrative Code.



Line-by-Line Instructions (continued)

m Line36. Divideline 35, column a, by line 35, column b, and multi-
ply that amount by 100. Carry the result to 4 decimal placesto theright
of the decimal point.

m Line 39. Add lines 19, 25, and 38. Enter the resulting percentage
here and on Form 5S, page 1, line 2; Schedule Q, line 4; and Schedule
S, line 2; and on Schedule 5K-1, item G.

Form 4C — Separate Accounting Data

Who Must Use

A corporation engaged in a nonunitary businessin and outside Wiscon-
sin is required to determine the amount of income attributable to
Wisconsin by separate accounting. A nonunitary businessisoneinwhich
the operations in Wisconsin aren’t dependent upon or contributory to
the operations outside Wisconsin.

A unitary business may use separate accounting only with the approval
of the Department. An application for such approval must set forth, in
detail, the reasons why separate accounting will more clearly reflect the
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corporation’s Wisconsin net income. It should be mailed to the Wiscon-
sin Department of Revenue, Mail Stop 5-144, P.O. Box 8906, Madison,
WI 53708-8906 bhefore the end of the taxable year for which the use of
separate accounting is desired.

Since a tax-option (S) corporation does not compute its income in the
same manner as aregular (C) corporation, a nonunitary, multistate tax-
option (S) corporation cannot use Form 4C to determine its income
attributable to Wisconsin. Instead, a tax-option (S) corporation should
prepare a 5-column schedule that provides the following information:
() alisting of al of the pro rata share items from Wisconsin Schedule
5K, column a, and any supplemental schedules, (b) the total amount
from Wisconsin Schedule 5K, column d, for each of the share items, (c)
the amount from column b attributable to Wisconsin, (d) the amount
from column b attributable to other states, and (€) the basis for the
allocation. The schedule should also include a detailed explanation of
how income and expenses were allocated in and outside Wisconsin. For
example, if the allocation is based on actual expenses, write“Actual” in
column e. If the allocation is based on the percentage of sales at each
location, enter the percentage in column e and provide details on how
the percentage was computed.



