
Durinq the years 1969 through 1973, 
the W1scons111 division sent interest 
checks to tt"1e Kansas City Star Company 
In Missouri. In reporting its income lrom its 
Wisconsin division on a separate account­
Ing basis. petitioner claimed the interest 
payments as deductions from gross in­
come under s. 71.04 (2) , Wis. Stats .. The 
Department disallowed the interest pay­
ments as deductions. 

The Commission concluded that the 
petitioner's intra-company payment of in­
terest constitutes interest paid which is 
deductible under s. 71.04 (2) , Wis. Stats .. 
The Commission stated thar the interest 
expenses were properly allocable as ex­
penses relating to Wisconsin operations 
under the separate accounting method 
used by petitioner In reporting tor Wiscon­
sin franchise tax purposes. 

The Department has appealed this de­
cision. 

Fort Howard Paper Company v1. De­
partment of Revenue (Wisconsin Tax 
AppeElls Commission, April 20, 1978.) 
The taxpayer is a large manufacturer of 
paper and paper products. Four sales tax 
issues were involved as follows: 

1. The taxpayer purchased an average 
of 270,000 tons of coal in each year in­
volved in an audit and used it to produce 
all of its steam and virtually all of its own 
electrical power. Taxpayer claimed that 
its coal purchases were exempt from the 
sales tax under the language of s. 
77.54 (6) (c) which exempts "Coal 

. converted to electric energy, gas or 
steam by utilities " The Commis­
Sion concluded that the purchases were 
not exempt because the taxpayer was not 
a "utility". 

2. Taxpayer maintained railroad-type 
equipment and used it to switch and 
transport loads on its premises, maintain­
ing crews to work the railroad-type equip­
ment. Taxpayer contended that its 
purchases of a switch engine and 
trackmobile were exempt from sales tax 
under s. 77.54 ( 12) which exempts "loco­
motives or other rol!ing stock used in rail­
road operations . . " The Commission 
concluded that the railroad-type segment 
of taxpayer's business constitutes "rail-
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road operations" and that its purchases 
of a switch engine and trackmobile come 
within the definitions of ·'locomotives or 
other rolling stock" and are exempt from 
the sales and use tax 

3. Taxpayer maIntaIned an art depart­
ment consisting of 23 artists. The art de­
partment assisted In the manufacturing of 
specialty products such as napkins, 
placemats, tray covers, coasters, doilies, 
paper towels, and company reports, 
manuals and brochures. The art depart­
ment had its own composing operation 
which prepared initial drawings or paint­
ings to finished art work which was re­
duced to photographic plates for imprint­
ing on the taxpa)'er's paper products. 
Taxpayer also maintained a staff of photo 
technicians and printers involved in manu­
facturing specialty paper products. 

The Commisson concluded that the fol­
lowing types of art supplies purchased are 
covered by the sales and use tax exemp­
tion language ot s. 77.54 (2) as property 
which is "consumed or destroyed or loses 
its IdentIty in the manufacture of tangible 
personal property [i.e., paper specialty 
products] in any form destined for sale": 
pencils, poster white, ink, cement, water 
color sets, colored pencils, erasers, kleer 
kote, tracing paper, and masking tape. 

The Commisson concluded that the fol­
lowing types of art supplies purchased by 
the taxpayer are not covered by the ex­
emption language of s. 77.54 (2) nor bys. 
77.54 (6) (a) as ··machines or specific 
processing equipment exclusively 
and directly used by a manufacturer in 
manufacturing tangible personal prop­
erty": razor blades, artist's triangles, art­
ist's brushes, pen points, Bourges stylus, 
lettering points, head holders, push pins, 
pen holders, handi-spencer, and pens. 

4. The taxpayer was ordered by the 
Wisconsin Department ot Natural Re­
sources to reduce its pollution discharge 
To comply with the order, taxpayer in­
stalled on its equipment various items of 
effluent treatment equipment, principally 
aerators and clarifiers. The Commission 
found that this equipment improved tax­
payer's operation and reduced the 
amount of waste discharged. The Com­
mission concluded that the effluent treat-

ment equipment was covered by s. 
77.54 (6) {a) and exempt from the sales 
and use tax. 

This decision has been appealed. 

TAX RELEASES 
("Tax R•I•••••" are de•lgned to provide an­

swer• to the •peclftc tax questions covered, 
baslld on th• fact• Indicated. However, the an­
swers may not apply to all questions of a similar 
natur•. In •lluatlons where Iha fact• vary rrom 
thoH given herein, It I• recommended that ad­
vice be sought from the Department. UnleH 
otherwlH Indicated, Tax RtlNIH apply for all 
period• open to adluatmant. All references to 
Hctlon numb-,• are to the Wlscon•ln Statutes 
unlHI oth•rWIH noted. 

NOTE: Many of theH ware formerly distrib­
uted lo D•parlmant personnel as sales tax 
m•moa or reports. It I• thoughl that these posi­
tions would be of help to taxpayers and tax prac­
titioner•.) 

INCOME TAX 
Taxablllty of Interest from Loans Guar­
anteed by the U.S. Government 
Under s. 71.05 ( 1) (b) 1, Wis. Stats., an 

individual or fiduciary may exclude from 
Wisconsin taxable income any interest or 
dividend income, less related expenses, 
which by fedeml !aw is exempt tram taxa­
tion by this state. The Department has re­
ceived inquiries regarding the Wisconsin 
income tax status of interest derived from 
Farmers Home Administration guaran­
teed loans, Small Business Administration 
guaranteed loans and Government Na­
tional Mortgage Association ·'fully-modi­
fied pass-through" certificates. 

It has been stated by the Attorney Gen­
eral of the United States that "a guaran­
tee by a Government agency contracted 
pursuant to a congressional grant of au­
thority for constitutional purposes is an 
obligation tully binding on the United 
States . " (42 Opinions ot the Attor­
ney General of the United States, No. 1, at 
pp. 3-4, April 14, 1961). 

Federal law authorizes the Secretary of 
Agriculture to guarantee loans made by 
banks and other lending agencies through 
the Farmers Home Administration 
(FmHA) of the U.S. Department ot Agri­
culture. Therefore, loans guaranteed as to 
principal and interest by the Fm HA consti­
tute obligations at the United States, and 
any interest derived from such :oans is ex­
empt from Wisconsin income tax for indi­
viduals and fiduciaries. 
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Gl)Vernrnent National Mortgage Asso­
c1c1t1on ··tully-n1odified pass-through·· cer­
trticates also constitute obligations oi the 
Lln1ted States. and interest derived from 
t!1ese certd1ca1es 1s not taxable for W1s­
cons1n ind1v1dua: and fiduciary income tax 
purposes 

The Small Business Adrrnn1strat1on 
(SBA l has no express author1zat1on from 
the Ur11,ca States Congress to guarantee 
loans r1 i:-nle by banks and iend1ng institu­
tions. CDnsequently, loans guaranteed by 
the SBA do not constitute obligations of 
the U. S. Government. and interest re­
ceived from these loans is taxable for Wis­
consin individual and fiduciary income tax 
purposes. 

SALES TAX 

I. Campground Receipts 

The sale or furnishing of camping privi­
leges is subject to the sales tax if the 
campground operator furnishes a place 
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with fac1lrt1es. such as clubhouse, swim­
'Tl1ng pool or other sw1rnm,ng facilities, 
electrical service, fireplace. grill, laundry 
room. water system. !Oilets, playground, 
or other improvements designed to at­
tract campers 

Some campground operators lease 
space on a seasonal or annual basis. The 
purchaser ol this privilege parks a trailer, 
mobile home or similar unit 1n a particular 
place during the summer season. The pur­
chaser mayalso leave the unit there dur­
ing the entire year. out only use it on 
weekends or during the summer season. 
The fees received tram these leases are 
subject to the sales tax. regardless of the 
period covered by the lease. However. the 
lease of space to a mobile home owner 
who uses the mobile home as a perma­
nent residence is not subject to the tax 

II. Antiques and Works of Ari 
The sales tax applies to the sales of an-

tiques and works of art. such as paintings 
and sculptures. Persons engaged in the 
sale of such items should be registered 
with the Department as retailers and re­
port the sales tax on these receipts, even 
though a retailer makes these sales infre­
quently, such as on weekends. 

Ill. Sales Tax Llablllty of SucceHors 

Are you planning to acquire an existing 
business? As a successor, you can be 
held liable for the sales or use tax liability 
of the prior owner, unless a clearance cer­
tificate is obtained from the Department 
stating that no taxes are due from the 
predecessor. The request for the certifi~ 
cate must be in writing. 

At the time of purchase, you should 
withhold from the purchase price a suffi­
cient amount to cover any possible sales 
and use tax liability of the seller until you 
have received the clearance certificate 
from the Department. 
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