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purchased and was the consumer of 
tangible personal property used by it 
in real property construction activi
ties, and use tax applies to the sale of 
the materials used by it. 

The taxpayer has not appealed this 
decision. 

GIFT TAX 

Gilson Medical Electronics, Inc. 
and Warren E. Gilson vs. Wisconsin 
Department of Revenue (Court of 
Appeals, District IV, October 11, 
1983). Gilson Medical Electronics, 
Inc. and Warren Gilson appealed a 
Circuit Court judgment affirming a 
gift tax assessment against the cor
poration by the Wisconisn Tax Ap
peals Commission (see WTB #30). 
The Commission determined that 
Warren Gilson's conveyance of real 
property and improvements to the 
corporation was a gift taxable to the 
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corporation. The Gilsons contend 
that the tax should be imposed 
against the corporate shareholders 
when, as here, a closely held corpo
ration is involved. 

In Wisconsin, a gift to a corporation 
is taxable to the corporation. Section 
72.75(1 )(a), Wis. Stats., provides that 
"[a] tax is imposed upon any transfer 
to any person. . when: [t]he trans
fer is by gift from a donor who . 
was a resident of this state." Section 
72.01(10), Wis. Stats., defines "per
son" as including "all partnerships, 
associations, corporations and mu
nicipalities." All corporations include 
closely held corporations. Because 
the Wisconsin gift tax statute is not 
patterned after the federal gift tax 
statute, 26 U.S.C. § 2501 (a)(1) (1976), 
there is no need to make Wisconsin 
law consistent with federal law. 26 
C.F.R. § 252511-1(h)(1) (1983) pro-

vides that a gift to a corporation is a 
gift to the corporation's sharehold
ers. There is, however, a critical dif
ference between the federal gift tax 
and the Wisconsin gift tax. The fed
eral tax is imposed on the donor, 
based on the total amount of taxable 
gifts made by that donor, while the 
state tax is imposed upon the donee. 
The Gil sons would gain a substantial 
Wisconsin gift tax advantage if they 
were permitted to split there one 
large transfer to the corporation into 
several small transfers to the 
shareholders. 

The Court of Appeals affirmed the 
judgement of the Circuit Court be
cause Wisconsin law unambigu
ously requires that the gift be taxed 
to the corporation. 

The taxpayers have not appealed 
this decision. 

EXTENSIONS OF TIME TO FILE INCOME, FRANCHISE, 
SALES & USE AND OTHER RETURNS 

("Tax Releases" are designed to provide answers to the 
specific tax questions covered, based on the facts indi
cated. However, the answer may not apply to all questions 
of a similar nature. In situations where the facts vary from 
those given herein, it is recommended that advice be 
sought from the Department. Unless otherwise indicated, 
Tax Releases apply for all periods open to adjustment. All 
references to section numbers are to the Wisconsin Stat
utes unless otherwise noted.} 

INDIVIDUAL INCOME TAXES 

1. Income Tax Filing Requirements - Marital Status 

Facts: Under s. 71.10(2)(a)5, Wis. Stats., Wisconsin individ
ual income tax filing requirements are determined based 
on age, gross income, marital status and residency. The 
following chart illustrates 1983 filing requirements for full
year residents: 

INDIVIDUAL INCOME TAXES 

1. Income Tax Filing Requirements-Marital Status 
2. Prorating Deductions and Personal Exemption Credits

Fraction of Wisconsin Adjusted Gross Income to Fed
eral Adjusted Gross Income Includes Zero or a Negative 
Amount 

3. Sale of Reinvested Public Utility Stock Dividends 
4. Wisconsin Basis of Investment Credit Property 
5. Wisconsin Tax Treatment of Incentive Stock Options 

CORPORATION FRANCHISE/INCOME TAXES 

1. Corporate Depreciation for 1983 and Thereafter on In-
vestment Credit Property 

SALES/USE TAXES 

1. Dentists' Purchases and Sales 
2. Dry Cleaners' and Laundries' Purchases 
3. Mobile Manufacturing Units 

HOMESTEAD CREDIT 

1. Payments in Lieu of Property Taxes by Exempt 
Organizations 

Marital 
Status 
Single 

Married 

Age as of December 31, 1983 

Under 65 
65 or older 
Both under 65 
One spouse 65 or older 
Both spouses 65 or older 

Gross Income (or total 
gross income of 
husband & wife) 

$3,200 or more 
$4,200 or more 
$5,200 or more 
$6,200 or more 
$7,200 or more 

Part-year and nonresidents with 1983 Wisconsin gross in
come of $2,000 or more must file, regardless of age or mar
ital status. 

Dependents with unearned income, such as interest or 
dividends, must file if their unearned income for 1983 is 
$1,000 or more. 

During the taxable year a taxpayer's marital status may 
change from married to single, or single to married. For 
purposes of income tax filing requirements, a taxpayer's 
marital status is determined as of the last day of the tax
able year (unless the taxpayer's spouse died during the 
year, in which case the determination is made at the time 
of death). 

A taxpayer is considered married for purposes of 1983 in
come tax filing requirements in the following situations: 

1. If on December 31, 1983 the taxpayer is: 
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a) Married and living together as husband and wife. 
b) Married and living apart from spouse but not legally 

separated under a decree of divorce or separate 
maintenance. 

c) Separated under an interlocutory (not final) decree 
of divorce. 

d) Not married but spouse died during 1983. 

A taxpayer is considered single for 1983 in the following 
situations: 

1. Taxpayer not married during the entire year 1983. 
2. Taxpayer legally separated under a decree of divorce 

or separate maintenance as of December 31, 1983. 
3. Taxpayer's divorce finalized during 1983 and taxpayer 

did not remarry in 1983. 

Question: What is the marital status of each of the follow
ing taxpayers for the year 1983? 

1. Taxpayer's spouse died on January 5, 1983. Taxpayer 
did not remarry in 1983. 

2. Taxpayer separated from spouse during 1983. (Tax
payer not separated under decree of divorce or sepa
rate maintenance.) Taxpayer's divorce is finalized in 
1984. 

3. Taxpayer separated from spouse under decree of di
vorce as of December 31, 1983. 

4. Taxpayer separated from spouse under separate main
tenance as of December 31, 1983. 

5. Taxpayer granted a divorce on December 15, 1983 
under the no-fault divorce law. 

Answer: The first two taxpayers are considered married for 
purposes of 1983 filing requirements; the taxpayers de
scribed in numbers 3, 4 and 5 are considered single. An 
individual separated under a decree of divorce or sepa
rate maintenance is considered single. Also, under the no
fault divorce law, divorces are final immediately upon be
ing granted by the court. 

2. Prorating Deductions and Personal Exemption Cred
its - Fraction of Wisconsin Adjusted Gross Income to 
Federal Adjusted Gross Income Includes Zero or a Neg
ative Amount 

Background: Part-year residents and nonresidents are re
quired to prorate their itemized deductions, standard de
duction and personal exemption credits on their Wiscon
sin income tax return. Single persons who are part-year 
residents or nonresidents must prorate their itemized de
ductions and standard deduction by a fraction, the nu
merator of which is the person's Wisconsin adjusted gross 
income and the denominator is federal adjusted gross in
come. This fraction is then multiplied by the total itemized 
deductions or standard deduction claimed by the single 
person. 

For married persons who are both part-year residents or 
nonresidents, the numerator is the combined Wisconsin 
adjusted gross income of both husband and wife and the 
denominator is the combined federal adjusted gross in
come of both husband and wife. The fraction is then multi
plied by the total itemized deductions or standard deduc
tion claimed by husband and wife. 

The proration of personal exemption credits for nonresi
dents is based on the same fraction (as mentioned in the 
preceding paragraphs) for single persons and married 
persons. Part-year residents must prorate persona! ex-

emption credits on the basis of the number of months they 
were a resident of Wisconsin during the taxable year. 

The purpose of this tax release is to explain how itemized 
deductions, the standard deduction and personal exemp
tion credits should be prorated when the numerator (Wis
consin adjusted gross income) or denominator (federal 
adjusted gross income) of the fraction includes zero or a 
negative amount. 

Law Relating to Proration: Section 71.02(21(1), Wis. Stats. -
Itemized Deductions - "'Itemized deductions' means de
ductions from federal adjusted gross income allowable 
under the internal revenue code in determining federal 
taxable income, other than the federal standard deduc
tion, low-income allowance and deductions for personal 
exemptions; but with respect to nonresident natural per
sons deriving income from property located, business 
transacted or personal or professional services performed 
in this state, including natural persons changing their 
domicile into or from this state in the calendar year 1972 or 
corresponding fiscal year or thereafter, 'itemized deduc
tions' are limited to such fraction of the amount so deter
mined as Wisconsin adjusted gross income is of federal 
adjusted gross income, except for married persons 'item
ized deductions' are limited to such fraction of the amount 
so determined as combined Wisconsin adjusted gross in
come is of combined or joint federal adjusted gross in
come. In addition, for taxable year 1979 and thereafter, 
'itemized deductions' excludes deductions for taxes allow
able under section 164 of the internal revenue code. In ad
dition, 'itemized deductions' includes contributions to the 
community development finance authority under s. 233.03, 
minus any credit received under s. 71.09(12m)." 

Section 71.02(2)(gq)7, Wis. Stats. - Standard Deduction -
"With respect to nonresident natural persons deriving in
come from property located, business transacted or per
sonal or professional services performed in this state, in
cluding natural persons changing their domicile into or 
from this state, for the taxable year 1977 and thereafter, 
the low-income allowance authorized under this para
graph is limited, and for the taxable year 1979 and there
after, the Wisconsin standard deduction is limited by such 
fraction of that amount as Wisconsin adjusted gross in
come is of federal adjusted gross income for unmarried 
persons, and as combined Wisconsin adjusted gross in
come is of combined or joint federal adjusted gross in
come for married persons." 

Section 71.09(6p)(d), Wis. Stats. - Personal Exemption 
Credits - "Beginning with the calendar year 1975 and cor
responding fiscal years and thereafter, the deduction for 
personal exemptions provided for in this subsection shall 
be limited as follows: 

2. With respect to nonresident persons, personal exemp
tions shall be limited to such fraction of the amount so 
determined as Wisconsin adjusted gross income is of fed
eral adjusted gross income, except that for married per
sons personal exemptions shall be limited to such fraction 
of the amount so determined as combined Wisconsin ad
justed gross income is of combined federal adjusted gross 
income, but the total deduction for all personal exemp
tions shall not be less than $5." 

How to Determine Proration: The proration of itemized de
ductions and the standard deduction for part-year res
idents and nonresidents and the proration of personal ex-
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emption credits for nonresidents shall be determined as 
follows: 

1. If both the numerator (Wisconsin adjusted gross in
come) and denominator (federal adjusted gross in
come) are both positive amounts, the resulting fraction 
shall be a positive percentage; however, such percent
age may not exceed 100% (see example 1 below). 

2. If the numerator (Wisconsin adjusted gross income) is a 
positive amount and the denominator (federal adjusted 
gross income) is zero or a negative amount, the result
ing fraction shall be 100% (see example 2 below). 

3. If the numerator (Wisconsin adjusted gross income) is 
zero or a negative amount and the denominator (fed
eral adjusted gross income) is either a positive, zero or 
a negative amount, the resulting fraction shall be zero 
percent. 

The above three situations also apply to married persons 
who are both nonresidents or part-year residents, except 
that the numerator would be based on the combined Wis
consin adjusted gross income of both spouses and the 
denominator would be based on the combined federal ad
justed gross income of both spouses. 

The five examples that follow illustrate how the proration is 
determined for married persons. If a single person had 
identical numerators and denominators as the married 
persons in these examples, the answers for a single per
son would be the same as for the married persons. 

Examples: 

Situation 1: Combined Wisconsin adjusted gross income 
and federal adjusted gross income are positive amounts. 

Facts: Husband and wife are Wisconsin residents for one
half of 1983. 

Husband's Wisconsin adjusted gross income 
(loss) 

Wife's Wisconsin adjusted gross income 
Combined Wisconsin adjusted gross income 

Combined federal adIusted gross income 
Itemized deductions before proration 

($ 3,000) 
10,000 

$ 7,000 

$ 6,000 
$ 4,000 

Solution: The proration percentage is determined by using 
the fraction of combined Wisconsin adjusted gross in
come to combined federal adjusted gross income, limited 
to 100% (7,000 divided by 6,000 = 117%, therefore 100% 
is used). One-hundred percent of the itemized deductions 
of $4,000 are allowed for Wisconsin. 

If the husband and wife were nonresidents of Wisconsin, 
with the same facts as stated above, 100% of the personal 
exemption credits would be allowed. 

Situation 2: Combined Wisconsin adjusted gross income is 
positive, federal adjusted gross income is negative. 

Facts: Husband and wife are both nonresidents of Wis
consin for 1983. 

Husband's Wisconsin adjusted gross income 
(loss) 

Wife's Wisconsin adjusted gross income 
Combined Wisconsin adjusted gross income 

Combined federal adjusted gross income 

($ 3,000) 
10,000 

$ 7,000 

($ 1,000) 

Itemized deductions before proration $ 4,000 

Solution: Since combined Wisconsin adjusted gross in
come is positive and combined federal adjusted gross in
come is negative, the proration percentage is 100%. One
hundred percent of the itemized deductions of $4,000 and 
personal exemption credits are allowed. 

Situation 3: Combined Wisconsin adjusted gross income 
and federal adjusted gross income are zero. 

Facts: Husband and wife are both nonresidents of Wis
consin for 1983. 

Husband's Wisconsin adIusted gross income 
(loss) 

Wife's Wisconsin adjusted gross income 
Combined Wisconsin adjusted gross income 

Combined federal adjusted gross income 
Standard deductions before proration 

($ 8,000) 
8000 

$ 0 

$ 0 
$ 4,000 

Solution: Since combined Wisconsin adjusted gross in
come is zero, the proration percentage is 0%. No standard 
deduction is allowed. The $5 minimum personal exemp
tion credit Is allowed. 

Situation 4: Combined Wisconsin adjusted gross income is 
negative, federal adjusted gross income is positive. 

Facts: Husband and wife are Wisconsin residents tor one
half of 1983. 

Husband's Wisconsin adjusted gross income 
(loss) 

Wife's Wisconsin adjusted gross income 

Combined Wisconsin adjusted gross income 

Combined federal adjusted gross income 
Itemized deductions before proration 

($10,000) 
5000 

($ 5,000) 

$ 8,000 
$ 5,000 

Solution: Since combined Wisconsin adjusted gross in
come is a negative amount, the proration percentage is 
0%. No itemized deductions are allowed. 

If husband and wife were nonresidents of Wisconsin, with 
the same facts as stated above, the $5 minimum personal 
exemption credit would be allowed. 

Situation 5: Combined Wisconsin adjusted gross income 
and federal adjusted gross income are negative amounts. 

Facts: Husband and wife are Wisconsin residents for one
half of 1983. 

Husband's Wisconsin adjusted gross income 
(loss) 

Wife's Wisconsin adjusted gross income 

Combined Wisconsin adjusted gross income 

Combined federal adjusted gross income 
Itemized deductions before proration 

($10,000) 
5000 

($ 5,000) 

$ 6,000 
$ 5,000 

Solution: Since combined Wisconsin adjusted gross in
come is a negative amount. the proration percentage is 
0%. No itemized deductions are allowed. 

If the husband and wife were nonresidents of Wisconsin, 
with the same facts as stated above, the $5 minimum per
sonal exemption credit would be allowed. 
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3. Sale of Reinvested Public Utlllty Stock Dividends 

Effective for stock distributions after 1981 in tax years end
ing after 1981, a qualified public utility can establish a plan 
under which shareholders who choose to receive a divi
dend of qualified common stock (instead of cash or prop
erty) can elect to exclude from federal income up to $750 a 
year ($1,500 on a joint federal return) of the stock divi
dends (Section 305(e), IRC). Under s. 71.05(1)(a)12, Wis. 
Stats., any amount excluded under section 305(e) of the 
internal revenue code (relating to dividends reinvested in 
stock of public utilities) must be added back as a modifi
cation on the Wisconsin return. The difference in tax treat
ment between federal and Wisconsin raises questions 
concerning the subsequent sale of such stock. 

Facts: 

Prior Federal Treatment: A stock dividend is taxable if the 
distribution is, at the election of any of the shareholders, 
payable either in stock or in property (Section 305(b)(1 ), 
IRC). Taxable stock dividend distributions are treated as 
distributions of property to which section 301 applies. For 
individual shareholders, the basis of the taxable stock divi
dends received is their fair market value at the time of the 
distribution (Section 301 (d)(1), IRC). 

New Federal Treatment: Code Section 305(e) as added by 
Act 321 of the Economic Recovery Tax Act of 1981 pro
vides special tax treatment for taxable stock dividends is
sued by qualified public utilities. The special rule for public 
utility stock dividends distributed after 1981 and before 
1986 in taxable years ending after 1981 allows sharehold
ers to elect to exclude from income up to $750 per year 
($1,500 on a joint return) of the stock dividends received if 
they choose a dividend of qualified common stock instead 
of cash or property. The shareholder elects the exclusion, 
with respect to any share, on his or her return for the tax 
year in which the dividend would otherwise have been in
cluded in income. 

If the shareholder elects to exclude the dividend, the fed
eral basis of the stock then becomes zero. Therefore the 
full amount of the sales proceeds would be taxable. If the 
stock is held for over one year, capital gain treatment ap
plies to the sale of the stock. If the stock is sold within one 
year, the gain becomes ordinary income instead of short
term capital gain. 

Wisconsin Treatment (Beginning with 1982 taxable year): 

If a shareholder elects the exclusion available under sec
tion 305(e) of the internal revenue code, an add modifica
tion is required for the amount excluded on the federal re
turn (s. 71.05(1 )(a)12, Wis. Stats.). 

Questions: 

1. If a shareholder elects the exclusion available under 
section 305(e), what is the basis of the stock for Wis
consin purposes? 

2. The $100 dividend exclusion may be used to offset the 
amount of reinvested public utility stock dividends re
ported as an add modification, if the entire $100 divi
dend exclusion was not used in determining the 
amount of dividend income reported on line 8 of a 1982 
Wisconsin Form 1. Will this $100 dividend exclusion af
fect basis? 

Example: Taxpayer A received $400 of dividends for which 
he reported $300 ($400 less $100 exclusion) on line 8 of his 
1983 Form 1. On line 29c of Form 1 he reported reinvested 
public utility stock dividends of $500 which he had ex
cluded from federal income. Taxpayer B had no dividends 
other than $500 of reinvested public utility stock dividends 
which he had excluded from federal income. Taxpayer B 
reported zero on line 8 and $400 on line 29c ($500 less 
$100 exclusion) of his 1983 From 1. Is the basis of Tax
payer A's stock different from that of Taxpayer B? 

Answers: 

1. The basis of the stock for Wisconsin purposes is its fair 
market value at the time of distribution. Since this cre
ates a difference in basis between federal and Wiscon
sin, an adjustment should be made on Wisconsin 
Schedule T in the year of sale per s. 71.05(4)(a), Wis. 
Stats. 

2. The $100 dividend exclusion does not affect Wisconsin 
basis. The Wisconsin basis of Taxpayer A's stock is the 
same as that of Taxpayer B. (Section 116, IRC, which 
provides for the partial exclusion of dividends received 
by individuals, does not require a change in the basis of 
the stock for the dividend exclusion.) 

4. Wisconsin Basis of Investment Credit Property 

Facts and Question: For property placed in service after 
December 31, 1982, a taxpayer electing to claim invest
ment tax credit for federal tax purposes must either (1) 
claim the full 10% credit and reduce the depreciable basis 
of the property by one-half of such credit, or (2) In the case 
of regular investment tax credit property, claim a reduced 
investment credit and depreciate the full cost of the prop
erty (IRC Sections 48(q)(1) and (4)(B)(ii)(I)). 

Example: During 1983 a taxpayer buys and places in ser
vice a new $25,000 piece of equipment in the five-year 
ACRS recovery class which qualifies for the regular 10% 
investment tax credit. For federal tax purposes the tax
payer may either (1) claim the regular 10% investment 
credit of $2,500 and have a depreciable basis of $23,750 
($25,000 minus one-half of $2,500), or (2) claim the re
duced 8% investment credit of $2,000 and have a depre
ciable basis of $25,000. 

If the taxpayer claims the regular investment credit and 
reduces the depreciable basis of the property accordingly 
for federal income tax purposes, must this reduced basis 
also be used for computing depreciation for Wisconsin in
come tax purposes? 

Answer: No. Due to the elections available for claiming in
vestment tax credit, there is more than one allowable 
method of computing depreciation under the Internal Rev
enue Code. Therefore, a taxpayer who claims the higher 
investment tax credit for federal tax purposes (and makes 
a reduction in the basis of the depreciable property) is not 
required to use the reduced basis for computing deprecia
tion for Wisconsin income tax purposes. The taxpayer's 
deduction for depreciation or ACRS may be computed on 
the full cost of the property rather than on the reduced 
basis. 

In the above example, the depreciation deductions would 
be computed as follows (assuming the taxpayer elected to 
depreciate based on the full cost of the property for Wis
consin rather than the reduced basis): 

I 
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Federal Wisconsin 

Return Return Difference 

ACAS deductions: 

1983 (15%) $ 3,562.50 $ 3,750.00 $ 187.50 

1984 (22%) 5,225.00 5,500.00 275.00 

1985 (21 %) 4,987.50 5,250.00 262.50 

1986 (21 %) 4,987.50 5,250.00 262.50 

1987 (21 %) 4,987.50 5,250.00 262.50 

Totals $23,750.00 $25,000.00 $1,250.00 

The taxpayer in this instance would be required to main
tain separate depreciation records for Wisconsin income 
tax purposes. The difference in depreciation allowable 
may be reflected on the Wisconsin income tax return in 
one of two ways. 

1. Since the amount of depreciation claimed will directly 
affect the computation of federal adjusted gross in
come (FAGI), it may also affect other amounts on the 
federal return which are based on federal adjusted 
gross income, including the taxable amount of unem
ployment compensation and itemized deductions for 
medical expenses, casualty losses, and contributions. 
(These items use FAGI in computing the taxable unem
plyment compensation or the amount of itemized de
duction.) If the difference in depreciation (e.g., $187.50 
in 1983) will affect other items on the federal return, the 
taxpayer should submit with the Wisconsin return a fed
eral return and accompanying schedules based on the 
depreciation allowable for Wisconsin tax purposes. The 
amounts on lines 6 through 26 and 39 of the 1983 Wis
consin Form 1 will be taken from the federal return us
ing the depreciation allowable for Wisconsin, rather 
than from the federal return actually filed with the Inter
nal Revenue Service. 

2. If no other items on the federal return are affected by 
the difference in Wisconsin and federal depreciation, 
the taxpayer may report on lines 6 through 26 and 39 of 
the 1983 Wisconsin Form 1 the amounts as they appear 
on the federal return to be filed with the Internal Reve
nue Service. Then on line 36 of the 1983 Wisconsin 
Form 1, the taxpayer should write "adjustment to depre
ciation on investment credit property" and claim a sub
traction modification for the difference between the de
preciation claimed on the federal return and the 
amount allowable for Wisconsin. A schedule must be 
attached to the Wisconsin return showing how the sub
traction modification was computed. In the above ex
ample, if $3,562.50 of depreciation was deducted on the 
federal return and carried over to the Wisconsin return, 
the taxpayer could claim a subtraction modification of 
$187.50 on line 36 of the 1983 Wisconsin return. 

5. Wisconsin Treatment of Incentive Stock Options 

Facts: Section 422A of the Internal Revenue Code, as 
added by Section 251 of Public Law 97-34 (the Economic 
Recovery Tax Act of 1981 ), provides for favorable federal 
tax treatment for incentive stock options granted to key 
employes on a selective and discriminatory basis. Under 
the provisions of s. 422A, IRC, there is no tax consequence 
when the incentive stock option is granted or exercised. 
The employe is taxed at capital gains rates when the stock 
is sold if the required holding period is met. Wisconsin 
does not recognizes. 251 of P.L. 97-34 for 1981 and there
after (ss. 71.02(2)(b)7, 8 and 9, Wis. Stats.). 

Example 1: Employe A receives an option which qualifies 
as an incentive stock option for federal income tax pur
poses. The option has no readily ascertainable fair market 
value at the date of grant. If the option is exercised, the 
shares acquired are not subject to a substantial risk of for
feiture and the shares are transferable. 

Question 1: How is this incentive stock option treated for 
Wisconsin income tax purposes? 

Answer 1: The option would be treated as a nonstatutory 
stock option, subject to the provisions of Section 83 of the 
Internal Revenue Code. Since the option has no readily 
ascertainable fair market value, and the shares acquired 
are not subject to a substantial risk of forfeiture and are 
transferable, income is realized by A on the date of exer
cise of the option. The amount of compensation (ordinary 
income) is the excess of the fair market value of the stock 
acquired at the date of exercise over the option price paid 
by employe A 

Employe A's employer is entitled to a deduction under s. 
71.04(1 ), Wis. Stats., for the compensation element of the 
incentive stock option in the year A exercises the option. 
The amount deductible by the employer will be equal to 
the amount of income reportable by employe A 

Question 2: How is the employer to report this additional 
compensation on an informational return (Form W-2) for 
Wisconsin tax purposes? 

Answer 2: A separate Form W-2 reporting only the addi
tional compensation due to the exercise of the incentive 
stock option may be submitted in addition to the Wiscon
sin copy of the regular wage statement which was filed 
with the Internal Revenue Service. In the alternative, a re
vised Form W-2 reporting the total compensation for Wis
consin tax purposes may be submitted. In either case, the 
form should be transmitted with a Form WT-7, "Employer's 
Reconciliation of Taxable Wages". 

Question 3: Is withholding required on the compensation 
element of the incentive stock option? If so, when must the 
tax be withheld? 

Answer 3: The compensation element of the incentive 
stock option is "wages", and withholding is required at the 
time of exercise of the option (ss. 71.19(1) and 71.20(1), 
Wis. Stats., ands. Tax 2.90(4), Wis. Adm. Code). If the em
ploye's salary is insufficient to pay the additional taxes 
due, the employe and employer must arrange to have 
enough money available so the employer can remit the 
proper amount of withholding tax. 

Question 4: What is the basis of stock acquired by the ex
ercise of an incentive stock option? 

Answer 4: For Wisconsin purposes, the basis of the stock 
is the total of the exercise price of the option plus the 
amount of compensation included in the employe's Wis
consin income (i.e., the fair market value of the stock on 
the date the Wisconsin income is recognized). For federal 
purposes, the basis of the stock is the exercise price of the 
option. A modification for this basis difference should be 
made on the Wisconsin return for the year in which the 
stock is sold. 

Example 2: An incentive stock option received by employe 
B has no readily ascertainable fair market value at the 
date of grant. The shares acquired by B are subject to a 
substantial risk of forfeiture and not transferable since em-
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