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Income/Franchise:
Wisconsin: Parent Fails to Show Intercompany Royalties Had Business Purpose
and Economic Substance

Wisconsin Tax Bulletin 225, Wis. Dept. of Rev. (4/24). The Wisconsin Department of Revenue released a
bulletin that includes a summary of a 2024 opinion issued by the Dane County Circuit Court (Court) upholding
the Wisconsin Tax Appeals Commission’s state corporate franchise tax 2023 ruling involving a parent company
and its created wholly-owned intellectual property (IP) subsidiary that licensed transferred IP back to the
parent in exchange for royalties [see Docket Nos. 10-1-071 and 10-1-072, Wis. Tax App. Comm. (2/24/23) and
State Tax Matters, Issue 2023-9, for more details on this 2023 ruling]. According to the bulletin, the Court held
that the parent failed to prove by clear and satisfactory evidence that a nontax business reason existed for the
royalty transactions between the two related entities —and that the taxpayer’s conduct was a “near textbook
example of what Wis. Stat. § 71.30(2) and the sham transaction doctrine aims to prevent...” The bulletin states
that it is “unknown at the time of this publication whether the taxpayer will seek review from the Wisconsin
Court of Appeals.” Please contact us with any questions.
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This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited
(“DTTL”), its global network of member firms or their related entities (collectively, the “Deloitte
organization”) is, by means of this communication, rendering professional advice or services. Before
making any decision or taking any action that may affect your finances or your business, you should consult
a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or
completeness of the information in this communication, and none of DTTL, its member firms, related
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising
directly or indirectly in connection with any person relying on this communication. DTTL and each of its
member firms, and their related entities, are legally separate and independent entities.
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