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Agenda

* New Tax Laws for 2014
= Depreciation/Amortization
= Section 179 Expense
= Modification for Basis of Assets

* Manufacturing & Agriculture Credit

New Tax Laws

* Tax Year 2014 and thereafter
= Depreciation — IRC as of 1/1/14
= Amortization — IRC as of 1/1/14
= Depletion — same as federal
= Section 179 expense — same as federal




Depreciation Changes

® Computed same as IRC as of 1/1/14

® Changes to federal depreciation enacted
after 1/1/14 do not apply for Wi

® Bonus depreciation does not apply for WI
(expired for federal purposes as of 1/1/14)
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Section 179 Expense

® Computed same as IRC starting 1/1/14

® Section 179 expense will remain the
same as federal even if federal law
changes

Basis Modification
® Starting with tax year 2014

® Compute difference between Wisconsin
and federal bases of depreciable and
amortizable assets on last day of 2013
tax year

® 20% of difference per year beginning
with 2014 tax year and continuing for
next four tax years




Basis Modification

® Federal basis < Wisconsin basis
= subtraction modification

® Federal basis > Wisconsin basis
= addition modification
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Basis Modification

* Wisconsin basis = federal basis as of
first day of 2014 tax year

® Wisconsin depreciation = federal
depreciation computed under IRC as
of 1/1/14

IA\djusted Basis of Depreciable Assets at End of 2013 Tax Year

Wisconsin Federal
Depreciable Depreciable

Assets Basis Basis Difference
Buildings $ 500,000|$ 500,000 $

/achinery & Equipment S 400,000| $ 250,000/ $ 150,000
Furniture & Fixtures S 80,000 $ 60,000 $ 20,000
Transportation Equipment S 150,000 $ 150,000/ $

Total Adjusted Basis - 12/31/13 $ 1,130,000|$ 960,000| $ 170,004
0% Modification 20%
Subtraction for 2014 Tax Year $ 34,000

ote: Wisconsin Basis = Federal Basis ($960,000) as of 1/1/14




Basis Modification

* Common Questions:

revenue.wi.gov/fags/ise/assets.html
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Basis Modification

* Who must compute the modification?

= Every taxpayer that has a difference in
Wisconsin and federal bases of
depreciable or amortizable assets as of
the end of the 2013 tax year, including:

Individuals Corporations
Estates/Trusts Partnerships

Basis Modification

® |s the basis modification mandatory?
= Yes

® |s the basis modification reported on
Schedule I?

= No. Itis a subtraction from income
reported on Form 1, 1NPR, 2, 3,4, 5S, or 6




Basis Modification

® What happens if a taxpayer has a fiscal
year ending on 9/30/14?
= The difference in basis is computed on
9/30/14
= The first year of the 20% basis modification

will be claimed on the 2014 tax return
ending 9/30/15
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Basis Modification

* What happens if an asset is sold prior to the
expiration of the 5-year modification?

= The Wisconsin gain/loss on the sale of the
asset is the same as the federal gain/loss for
the year (unless federal law changes)

= The seller claims the modification for 2014 and
the next four tax years. The modification does
not transfer to the purchaser.
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Basis Modification

* What happens if bonus depreciation is
extended under federal law for 2014?

= Federal depreciation changes enacted after
1/1/14 do not apply for Wisconsin.

= Taxpayers will have to keep records for:
» Differences in depreciation expense

» Computation of required basis modification




Basis Modification

® |s the basis modification required to be
amortized over 5 years?

= Yes. The difference in basis of all
depreciable and amortizable assets is
amortized over 5 years regardless of the
asset class life and regardless of the
remaining depreciable life of the assets.
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Basis Modification

* How is the modification handled when a business is
sold?

= Corporations — claim the remaining balance of the
modification on the final return

= Partnerships — claim that year’s modification on the final
return. Remaining balance can be claimed by partners
over remaining life of modification.

= Sole Proprietors — continue to claim modification over
remaining life

Note: Modification does not transfer with the sale of
assets

Basis Modification

* How do the depreciation changes and
basis modification affect the M&A credit?
= Depreciation expense is either a direct or

indirect expense in the M&A credit if it is
associated with production gross receipts

= The basis modification is not a direct or
indirect expense in the M&A credit




Manufacturing
&
Agriculture
Credit
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Manufacturing & Agriculture Credit

= Credit applies against taxes on income from
manufacturing and agriculture activity in
Wisconsin

= Phased in over four years:
Tax year 2013 = 1.875%
Tax year 2014 = 3.750%
Tax year 2015 = 5.526%
Tax year 2016 and beyond = 7.500%

= Offsets top tax rates of 7.90% (corporate income
tax) and 7.65% (individual income tax)

Manufacturing & Agriculture Credit

= Nonrefundable — 15-year carryforward

= Credit computed is income in the year after
the year the credit is computed

= Credit is not shareable with other combined
group members
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Manufacturing & Agriculture Credit

= Must have income from the sale of tangible
personal property

= Tangible personal property sold must have
been produced, grown, or extracted on
property assessed as manufacturing or
agriculture in Wisconsin

12/16/2014

Manufacturing & Agriculture Credit

= Pass-Through Entities
» Credit computed at entity level

> Credit passes through to shareholders,
partners, or members

» Credit must be allocated to
shareholders, partners, or members in
proportion to their ownership interests

Manufacturing & Agriculture Credit

= New Schedules for 2014
»Schedule MA-A — for agriculture activities
»Schedule MA-M — for manufacturing activities
= New checkbox for 2014

»100% WI activities — No need to compute
manufacturing property or agriculture property
factor
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Manufacturing & Agriculture Credit

= I[ncome Limitation for Corporations

» Lesser of the following:

« Eligible qualified production activities
income

¢ Income apportioned to Wisconsin, or

* Income taxable to Wisconsin as determined
by Wisconsin's combined reporting law, if
corporation is member of Wisconsin
combined group
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Manufacturing & Agriculture Credit

= Limitation for non-corporate claimants (new
for 2014)

» Credits may only offset tax imposed upon
business operations on which credit was
computed

»Shareholders, partners, or members of pass-
through entities may only offset tax imposed on
person’s prorated or distributive share of pass-
through entity’s income
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Manufacturing & Agriculture Credit

= Startups and Relocated Businesses

»Property must be assessed as manufacturing as
of January 1, 2014, to claim the credit for
TY2014

»Need to request manufacturing classification
on or before March 1, 2013, for property to be
assessed on January 1, 2014

»Use Form PA-780 to request manufacturing
classification from Division of State and Local
Finance

Manufacturing & Agriculture Credit

= Property Factor

»Numerator - Property that is assessed in WI
and used to manufacture or produce, grow, or
extract qualified production property

»Denominator - All property used to
manufacture or produce, grow, or extract
qualified production property
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Manufacturing & Agriculture Credit

= Example: Taxpayer manufactures products in MN
and WI separately

»Production gross receipts only include receipts from
sales of products manufactured in WI

»Property factor

¢ Numerator includes WI real and personal property

* Denominator includes WI real and personal
property

* Property factor does not include MN property
because qualified production property was not
produced in MN
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Manufacturing & Agriculture Credit

= Example: Taxpayer begins manufacturing
process in IL and finishes the product in WI
»Production gross receipts includes sales of

products manufactured in WI (even though part of
the product is manufactured in IL)

»Property factor

* Numerator includes WI real and personal
property

¢ Denominator includes both IL and WI real and
personal property

* Property factor includes IL property because
product was manufactured, in part, in WI

Manufacturing & Agriculture Credit

* Common Questions

* revenue.wi.gov/faqs/ise/manufagr.html
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Questions

DORFranchise@revenue.wi.gov
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