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Executive Summary 
 
 
Background 
Income tax reciprocity is a formal legal arrangement designed to relieve taxpayers who are 
residents of one state but work in another the burden of filing two state income tax returns.  
Without reciprocity, a taxpayer would be required to file a return in both the state of residence 
and in the state where they work.  Income tax would be paid to the state of employment, and then 
a credit would be claimed on the return for the state of residence. 
 
Under Minnesota Statutes, Section 290.081, the Commissioner of Revenue is authorized to enter 
into income tax reciprocity agreements with other states.  Minnesota has reciprocity agreements 
with three states:  Michigan, North Dakota, and Wisconsin.  With Michigan the number of 
taxpayers involved is relatively small, and with North Dakota the number from each state is 
similar.  However, that is not the case with Wisconsin.  The ratio of Wisconsin residents who 
work in Minnesota is approximately twice the number who reside in Minnesota but earn a living 
in Wisconsin.  Also, the Wisconsin residents who work in Minnesota tend to have higher 
incomes than their Minnesota counterparts.  Because the numbers are very disproportionate, 
reciprocity alone would mean that Minnesota would forgo a substantial amount of income tax 
revenue. 
 
The reciprocity agreement with Wisconsin was signed on November 14, 1967, and went into 
effect for tax year 1968.  This original agreement did not involve any payment from Wisconsin 
to Minnesota for lost revenue.  At that time the number of taxpayers who lived and worked in 
one or the other of the two states was much smaller.  However, as development patterns along 
the border began to unfold in the early 70s, more and more taxpayers were living in Wisconsin 
and working in Minnesota.  This resulted in large amounts of revenue being lost due to 
reciprocity.  In response, Minnesota proposed ending reciprocity to stop the ever-increasing loss 
of income tax revenues.   
 
When confronted with the possibility of actually ending reciprocity with Minnesota, Wisconsin 
sought a way to preserve the arrangement.  The outcome was that Wisconsin agreed to pay 
Minnesota an amount designed to compensate Minnesota for its net revenue loss.  By agreeing to 
make annual payments to Minnesota, Wisconsin preserved reciprocity for its residents which are 
the majority of the beneficiaries.  The first payment from Wisconsin was received in 1975. 
 
Since the payment system began, development patterns along the border between the two states 
have continued to favor Wisconsin as the major beneficiary of reciprocity.  More people chose to 
live in Wisconsin and work in Minnesota than commute from Minnesota to a job in Wisconsin.  
This development pattern has steadily increased, particularly in the 1990s.   
 
Issue 
Periodic studies have been conducted jointly by the two states to determine how many taxpayers 
are residents of one state and work in the other.  In 1995, both Wisconsin and Minnesota funded 
such a study, referred to as a benchmark study, to calibrate the amount of the annual payment 
made by Wisconsin for tax year 1995.  While most of the work associated with the study has 
been completed, it raised the issue of the accuracy associated with the method used to calculate 
the annual payment to Minnesota.  The payment calculation method does not compensate 
Minnesota for its “net revenue loss” as Minnesota and Wisconsin statutes stipulate. 
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As a result, Wisconsin was contacted several times to see if a change in the method could be 
agreed upon that would adhere to the laws of both states.  A series of exchanges have taken place 
over a number of years, culminating in a face-to-face meeting between the Minnesota 
Commissioner of Revenue and the Wisconsin Secretary of Revenue in Madison on November 
20, 2001, to try to work out an agreeable arrangement.  To date, it appears these efforts have 
been in vain.  Minnesota is now faced with a choice:  continue reciprocity with Wisconsin under 
the current arrangement, which is inconsistent with the law and costs the state general fund 
revenue; or terminate our agreement with Wisconsin. 
 

Recommendation 
After consideration of the options and in the face of Wisconsin’s unwillingness to alter its 
current position, it was recommended as part of the Governor's 2002 supplemental budget 
recommendation that income tax reciprocity with Wisconsin be terminated. The primary reason 
for this recommendation is one of fairness.  Because Minnesota is not fully compensated for its 
loss, additional taxes are paid by other taxpayers. 
 
To underscore this point, the permanent ongoing revenue loss to Minnesota under the current 
system is $8 million per year, which translates into an extra $3 being added to each tax return in 
order to subsidize Wisconsin's budget annually.  Looked at another way, if reciprocity is 
eliminated, a tax cut of the same amount could be offered to all of Minnesota's income taxpayers 
and the Minnesota revenue picture would be unchanged. 
 
It also recommended that the current law linkage in statute between income tax reciprocity and 
higher education tuition reciprocity be removed so that tuition reciprocity with Wisconsin can be 
evaluated as a separate issue. 
 
Because Minnesota experiences an ongoing revenue loss under the current system, Minnesota 
will realize a revenue increase from ending reciprocity.  While taxpayers will be inconvenienced 
to some extent by having to file two returns, the burden of filing tax returns has been lessened by 
electronic filing and the use of computers in tax preparation for many filers.  Some employers 
will have to alter their withholding practices, but many will benefit from having to withhold for 
only one state instead of two.  Both states will see an increase in the number of returns that are 
processed.  In all cases dealing with the number of taxpayers and their tax returns, the number of 
taxpayers impacted by ending reciprocity is twice as great for Wisconsin as for Minnesota. 
 

Revenue Estimate 
Following is a table showing the revenue gain from ending reciprocity with Wisconsin, effective 
beginning with tax year 2003.  Due to timing differences between the payments received from 
Wisconsin and the revenue Minnesota would realize when reciprocity is terminated, a large one-
time gain would result in fiscal years 2003 and 2004, in addition to the ongoing revenue increase. 

 

 FY 2003 FY 2004 FY 2005
 

With reciprocity, current practice  ($ 000s)  
   Payment from Wisconsin  $49,300  $55,000  $57,900 
  (TY 01)  (TY 02)  (TY 03) 
If reciprocity terminated for tax year 2003 and after    
   Payment from Wisconsin  $49,300  $55,000  -0- 
   Income tax revenues  $30,000  $62,100  $66,100 
Total Revenues  $79,300  $117,100  $66,100 
Increase in Revenue  $30,000  $62,100  $8,200 
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Background 
 
 
What is Income Tax Reciprocity? 
 
In general, wages and similar types of income are taxed in the state where they are earned.  
Individuals are also taxed on all income in their state of residence.  If a resident of one state earns 
wage income in another state, tax is paid on the wage income to the state of employment, and a 
credit for that tax is allowed against the tax paid to the person’s home state. 
 
Reciprocity is an exception to this principle of state taxation.  When two states enter into a 
reciprocal income tax agreement, residents of one state who work in the other state pay tax on 
their wage income only to their home state.   
 
Reciprocal income tax agreements apply to wages, salaries, and similar types of compensation 
earned by an employee.  In some cases, including the Minnesota-Wisconsin agreement, 
reciprocity also applies to income earned from personal or professional services by a self-
employed person, including proprietors and partners.   
 
Note:   In this discussion, the term “wages” is used to refer to all types of income subject  
 to reciprocity. 
 
Reciprocity potentially benefits the resident of one state who works in the other in two ways: 

 If the person has no other income in the state of employment, they file an income tax return 
only in the home state. 

 If the income tax burden in the state of employment is higher than in the home state, the 
person could pay less in total state taxes. 

 
The discussion of income tax reciprocity usually focuses on commuters, that is, people who live 
in one state and each day drive back and forth to work at a job in the other state, such as at an 
office, store, or factory.  However, other types of situations are affected by reciprocity.  It should 
be noted that the person does not necessarily have to be living in the home state for reciprocity to 
apply.  Reciprocity is based on residency, not where a person is living at the time. 
 
Besides commuters, reciprocity applies to other situations, including: 

 Person working at one or more construction sites. 
 Person, such as a plumber, who works at many locations during the year. 
 Person, such as a consultant, who works at a client’s location. 
 Student who works part time while attending college. 
 Person working at a seasonal job, such as at a resort. 
 A professional athlete who plays one or more games in the other state. 
 Temporary agency employee with various assignments. 
 Employee who temporarily works at another location of the employer. 
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Employers and Withholding 
 
Employers are required to withhold tax for the state in which wages are earned, and reciprocity is 
an exception to those requirements.  The effect of reciprocity on withholding is not automatic; 
the employer and the employee must take certain action.   
 

 The employee must notify the employer and verify their residency in the other state in order 
to be exempt from withholding for the state of employment.  In Minnesota and Wisconsin, 
the verification must be done annually by means of an affidavit filed with the employer. 

 The employer keeps one copy of the affidavit and sends one copy to the Department of 
Revenue in the state of employment. 

 The employer may be required to withhold tax for the state of residence based on nexus in 
the other state or may choose to do so for the convenience of the employee.  Otherwise the 
employee makes quarterly estimated payments to the state of residence. 

 If the employee fails to notify the employer or does so only later in the year, the employee 
must file a return in the state of employment to obtain a refund of tax withheld. 

 
Reciprocity results in an additional administrative burden for employers.  In the absence of 
reciprocity, state tax withholding is handled the same for all employees, and for employees 
working at a given location, withholding is reported and remitted to only one state. 
 
Withholding at the source of income is an effective and efficient tool for compliance with the 
individual income tax.  The exception for reciprocity income opens up the possibility of tax 
avoidance if the employer does not withhold tax for the state of residence.  Enforcement then 
requires cooperative efforts between the two states and/or matching against federal filings. 
 
Taxpayer Convenience  
 
The stated purpose of reciprocity is convenience to taxpayers which does occur for taxpayers 
whose only income in the other state is that covered by reciprocity.  If the person also has, for 
example, business or rental income in the other state, they will have to file returns in both states.  
 
Taxpayer convenience is the only effect of reciprocity if all of these conditions are true: 

 The income tax burdens in the two states are the same, 
 The number of residents who work in the other state is the same, and 
 The wage levels of those workers are the same. 

 
Because all of these conditions do not exist, the effects of reciprocity extend beyond taxpayer 
convenience.  In the case of Minnesota and Wisconsin, none of the conditions exists. 
 
Reciprocity Can Affect the Tax Burden of Individuals 
 
Without reciprocity, the total tax burden is equal to the tax in the home tax or in the state of 
employment, whichever is higher.  Under reciprocity, the tax burden is that of the home state.  If 
the taxes in the state of employment are higher than in the home state, the person benefits by a 
reduction in total state taxes.  If the reverse is true, the person’s tax burden does not change. 
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If the tax in one state is significantly higher than the other state in all cases, then reciprocity 
results in a large tax break for the residents of one state and no tax break for the residents of the 
other state.  When this occurs, individuals and businesses may make decisions based on whether 
or not there is income tax reciprocity.  Such is not the case with Minnesota and Wisconsin.  
 
Impact of Reciprocity on State Revenues 
 
When the tax burdens in the two states are different, then total taxes in one or both states are 
reduced by having reciprocity.  Reciprocity results in either increased taxes for the rest of the 
taxpayers of the state or in a reduction in state spending.  
 
When there is an imbalance in the number of residents who work in the other state and in the 
level of their wages, reciprocity can result in a shift of revenues between the two states.  If these 
factors are offsetting, the revenue shift between the two states may be minimized.  If one state 
has many more residents working in the other state and the level of their wages is much higher, 
then reciprocity can result in a large shift of revenues between the two states.  Such an imbalance 
usually precludes the adoption of a reciprocity agreement. 
 
Differences in all three factors – tax burden, number of residents working in the other state, and 
their level of wages – can result in a shifting of revenues between the two states and in lower 
combined revenues.  All of these factors occur in Minnesota-Wisconsin reciprocity. 
 
Current Reciprocity Agreements 
 
Of the 41 states that have an income tax on wage income, 15 states, including Minnesota, have 
reciprocity with one or more other states.  Minnesota has had reciprocity with Wisconsin since 
1968, North Dakota since 1969, and Michigan since 1984.  Reimbursement provisions currently 
exist for two reciprocity agreements:  Wisconsin makes annual payments to Minnesota and also 
to Illinois. 
 
Recent Developments in Other States 
 
A 1997 Illinois law required the Illinois Department of Revenue to report on the fiscal impact of 
its existing income tax reciprocity agreements.  If it was determined that the reciprocal 
agreement with a state resulted in a revenue loss to the State of Illinois, the agreement would be 
revoked unless the other state agreed to compensate Illinois for its loss.   
 
Illinois-Indiana:  Indiana did not agree to pay Illinois, and reciprocity between Illinois and 
Indiana was terminated, effective with tax year 1998.  It appears very unlikely that a new 
agreement will be negotiated.  
 
Illinois-Wisconsin:  In 1998 Wisconsin agreed to compensate Illinois and has been making 
annual payments.   
 
Iowa-Illinois:  In January 2002 the Governor of Iowa announced plans to terminate reciprocity 
with Illinois, effective July 1, 2002, because Iowa is losing an estimated $16 million per year.  It 
is possible that reciprocity could be retained if Illinois agrees to compensate Iowa for its loss. 
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History of Minnesota-Wisconsin Income Tax Reciprocity 
 
 
Authority for Minnesota to enter into an income tax reciprocity agreement with another state was 
enacted in 1967.  A reciprocity agreement between Minnesota and Wisconsin was signed on 
November 14, 1967, effective beginning with tax year 1968.  Minnesota also entered into 
reciprocity agreements with North Dakota in 1969 and Michigan in 1984. 
 
In 1973, Governor Wendell Anderson proposed the repeal of income tax reciprocity because it 
caused a revenue loss to Minnesota.  The revenue issue involved primarily the Minnesota-
Wisconsin agreement.  Wisconsin Governor Patrick Lucey thought that it was important to keep 
reciprocity with Minnesota.  In order to meet the goals of both governors, a reimbursement 
provision was enacted in both states, beginning with tax year 1973.  Reciprocity was retained, 
and Wisconsin would make annual payments to reimburse Minnesota for its net revenue loss, 
defined as the amount of revenue that Minnesota would receive in the absence of reciprocity.  
The reimbursement provision would have the same fiscal impact on Minnesota’s budget as the 
repeal of reciprocity. 
 
The Departments of Revenue in the two states determine the payment amount.  If they cannot 
agree, the law provides for a board of arbitration to make the final decision. 
 
A timeline of events relating to the reciprocity payments is included in the Appendix.  For tax 
year 1973, the two states could not agree, and the matter was submitted to a board of arbitration.  
The issues involved data sources and statistical methods.  As part of its findings, the board 
recommended that the two states contract with a third party to determine a methodology that the 
two states could then use in the future.  Such a study was done on the 1976 returns, and the 
reciprocity agreement was modified to adopt the methods used in that study.  Since that time 
there have been few issues between the two states involving data or statistical methods. 
 
The method of calculating the payment adopted from the 1976 study is valid as long as the 
Minnesota tax burden is higher than that in Wisconsin.  Even though the wording is misleading, 
the payment would be the correct amount.  The perception in the 1970s was that Minnesota 
income taxes were always higher than Wisconsin.  That was not the case then, and it certainly is 
not the case today. 
 
The Minnesota Department of Revenue brought this issue to the attention of the Wisconsin 
Department of Revenue in doing the 1995 benchmark study.  It was pointed out that the current 
method of calculating the payment was in conflict with the law and did not fully compensate 
Minnesota for its net revenue loss.  Correspondence and discussion regarding this issue took 
place between the two departments at various levels from 1996 to 2000.  (Copies of the 
correspondence are included in the Appendix.)   
 
In May of 2000, an impasse was reached when the Wisconsin Department of Revenue made 
clear their contention that the current method is consistent with the law, and for that reason they 
would not go to arbitration.  The impasse is centered on Wisconsin’s interpretation of the law 
governing reciprocity.  The two states use the same data and statistical methods, but it is how 
they are applied in the calculation of “net revenue loss” that is the crux of the issue.  It is clear 
that Minnesota is not being compensated for its net revenue loss, and therefore the current 
method is inconsistent with the law. 
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Problems with the Current Payment 
 
 
The Minnesota-Wisconsin income tax reciprocity agreement has resulted in an annual net 
revenue gain for Wisconsin and an annual net revenue loss for Minnesota since it took effect in 
1968.  Even though Wisconsin makes annual payments to Minnesota, Wisconsin still has a 
significant gain and Minnesota a significant loss because: 
 

 Minnesota is not fully compensated for its net revenue loss on a tax-year basis. 
 Even if Minnesota were fully compensated for its loss on a tax-year basis, the payment 

schedule results in a large cash flow gain to Wisconsin and a corresponding cash flow loss to 
Minnesota.  

 
Under the current calculation and timing of the payment from Wisconsin, reciprocity results in 
an ongoing revenue loss to Minnesota of at least $8 million per year.  The $8 million does not 
include the loss of investment interest. 
 
Source of the Dispute Between the Two States:  What the Payment Should Measure 
 
The disagreement between the two states has involved the interpretation of the law regarding 
what the payment should measure.   
 
Minnesota’s position is that the payment from Wisconsin should reimburse Minnesota for its net 
revenue loss due to reciprocity.  This position is based on the wording of the statutes of both 
states and is supported by the intent and historical context of the 1973 legislation. 
 
Wisconsin’s position is that the current method of determining the payment is consistent with 
their statute.  They acknowledge that the payment does not fully compensate Minnesota for its 
net revenue loss, but they contend that is not its purpose. 
  
The payment is the net of two amounts.  The two states agree on the first amount – it is the 
Minnesota tax that would be paid by Wisconsin residents.  The dispute is what should be 
subtracted from that amount to determine the payment. 
 
Under Wisconsin’s position and the current method, the amount subtracted is the Wisconsin tax 
that would be paid by Minnesota residents.  The payment is described as the difference between 
“taxes foregone by Minnesota and taxes foregone by Wisconsin”.  
 
Minnesota’s position is that the purpose of the calculation is to determine Minnesota’s net 
revenue loss, as stated in the law, not the difference between the two states.  Therefore, the 
amount subtracted should be the credit that, in the absence of reciprocity, Minnesota would allow 
to its residents for tax paid to Wisconsin.  
 
The Minnesota credit for tax paid to other states is a nonrefundable credit and cannot exceed the 
Minnesota tax on the same income.  When the Wisconsin tax on a Minnesota resident’s wages is 
higher than the Minnesota tax on the same income, the limitation applies.  The Wisconsin credit 
for tax paid to other states would be limited in a similar manner for a taxpayer whose only 
income is from wages earned in Minnesota.  
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If the Minnesota tax were always higher than the Wisconsin tax, then the credit on the Minnesota 
return would be equal to the Wisconsin tax, and the payment amount would be the same under 
both interpretations. 
 
The difference between the Wisconsin tax and the credit that Minnesota would allow was not 
measured until the 1995 benchmark study.  In that study the limitation applied to about 60% of 
the Minnesota residents who would pay tax to Wisconsin. 
 
For the most recent payment which was made in December 2001 for tax year 2000, the amounts 
calculated under the two positions are: 
 
 Minnesota’s Position:  Wisconsin’s Position: 

 
MN tax on WI residents  $64,758,000  MN tax on WI residents   $64,758,000 
Credit for tax paid to WI -$14,839,000 WI tax on MN residents -$16,858,000 
MN net revenue loss  $49,919,000 Current Payment   $47,900,000 

 
 Difference in Payment: 

 
 MN net revenue loss   $49,919,000 
 Current payment - $47,900,000 
 Difference     $2,019,000 

 
For tax years 2001 through 2005, the difference between the two methods ranges from $2 million 
to $2.5 million per year, based on current projections 

 
Cash Flow of Annual Payments Compared to Income Tax Revenues 

 
Minnesota’s loss (and Wisconsin’s gain) from the lag in payments is greater than and in addition 
to its loss due to the method of calculating the payment.  There is an average delay of eighteen 
months between when revenues would be received without reciprocity and the time of payment 
from Wisconsin.  
 
In the absence of reciprocity, Minnesota would have received additional revenues for tax year 
2000 in fiscal years 2000 and 2001, roughly one-half in each year.  Under the current method, 
Minnesota received a payment from Wisconsin in December 2001 (fiscal year 2002).   
 
Looking at the Wisconsin side of the ledger, the current method, compared to no reciprocity, 
resulted in Wisconsin receiving higher revenues for tax year 2000 in fiscal years 2000 and 2001 
and then waiting until the middle of fiscal year 2002 to reimburse Minnesota.  
 
On a fiscal year basis, the difference in cash flow for Minnesota ranges from $5.5 million to $6 
million per year.  In fiscal year 2005, for example, the difference in cash flow of $5.8 million is 
due to the difference between a payment from Wisconsin for tax year 2003 and revenues, in the 
absence of reciprocity, from one-half of tax year 2004 and one-half of tax year 2005.  
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Benchmark Studies 
 
 
A benchmark study is done by both states for a given tax year.  The purpose of a benchmark 
study is to determine what the tax burden would be in the absence of reciprocity for taxpayers 
who have reciprocity income.  
 
A benchmark study is a simulation of the repeal of reciprocity except that the burden for 
computing the tax in the state of employment is not on the taxpayers but on the Revenue 
Departments in the two states.  The Revenue Departments have the added task of identifying 
taxpayers affected by reciprocity and determining the amount of their reciprocity income.  
 
The frequency of benchmark studies is not specified in the law or in the reciprocity agreement.  
The Revenue Departments in the two states must agree to do a study, and each must obtain 
funding to carry out the study.  In the 29 years since the reimbursement provisions were enacted, 
benchmark studies have been done for only four tax years:  1973, 1976, 1983, and 1995. 
 
Benchmark studies have not been done more often because they require a significant 
commitment of resources.  For the 1995 study, the Minnesota Legislature appropriated $150,000 
to the Department of Revenue, and the Wisconsin Legislature appropriated a similar amount.  
The $150,000 for Minnesota was used for six temporary employees who reviewed the returns, 
computer time, data entry, postage, and other identifiable costs.  The appropriation did not 
include Department of Revenue staff who did all the planning and project design, consultation 
with the Wisconsin Department of Revenue, computer programming, training and supervising of 
temporary employees, and summary and analysis of the study results. 
 
Another reason that the studies have not been done more often is that both states must be willing 
and able to do the study at the same time.  Parallel studies are done by both states.  As much as 
possible, everything is done the same way in both states in order to minimize any differences in 
study results that could be attributed to differences in procedures. 
 
The results of the most recent benchmark study are used to calculate the payment for the 
benchmark year, the three preceding years, and subsequent years.  The benchmark results are 
applied to a given year by adjusting for individual income tax receipts for the most recent fiscal 
year for Minnesota and Wisconsin and for the most recent annual population figures by county 
from the U.S. Census Bureau for both states.  When a payment for a tax year has already been 
made prior to the completion of a study, the study results are used to adjust the payment amount.  
Therefore, the annual payment made in December can include adjustments for prior years. 
 
The 1995 Benchmark Study 
 
A question was placed on the 1995 income tax return of each state asking taxpayers if they had 
reciprocity income in the other state and, if so, how much.  The wording of the question, its 
placement on the return, and the wording of the instructions had to be the same in both states. 
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Three sources of data were used to identify taxpayers potentially affected by reciprocity:  the 
answer to the question on the 1995 return, affidavits for exemption from withholding due to 
reciprocity, and returns filed in the other state for a refund of all their withholding.  The last two 
data sources involved each state gathering data from its own sources and then sending it to the 
other state.  These returns were supplemented with a random sample stratified by county and 
income to identify taxpayers who were not included in the other data sources. 
 
Each return identified as potentially having reciprocity income was pulled and reviewed by a 
person to determine if the taxpayer and/or spouse did have reciprocity income and, if so, how 
much.  The two states had to agree on a decision table for determining if the person had 
reciprocity income by examining the evidence from various sources.  When a determination 
could not be made from the available information, a letter and questionnaire were sent to the 
taxpayer.  
 
Minnesota identified 20,741 people on 19,522 returns with Wisconsin reciprocity income, and 
Wisconsin identified 47,856 people on 42,478 returns with Minnesota reciprocity income. 
 
For each return with reciprocity income, the amount of reciprocity income and other data items 
from the state and federal returns were entered.  The data was run against a computer program 
developed by each state to calculate the tax burden as if the person filed a nonresident return in 
the other state.  Minnesota also calculated the credit that would be allowed on the Minnesota 
return for tax paid to Wisconsin. 
 
It was determined that 12,270 Minnesota returns would have Wisconsin tax and 28,181 
Wisconsin returns would have Minnesota tax.  The map on next page shows the location of these 
returns by county of residence.  The large differences between the number with reciprocity 
income and the number with tax in the other state are due to people who had only a small amount 
of reciprocity income.  Most of these people would not meet the filing requirements in the other 
state. 
 
The results of the 1995 study have been used for the annual payments since December 1998.  
Minnesota’s position is that the results of the study are tentative because the issue of what the 
payment should measure has not been resolved.  Wisconsin contends that 1995 study results are 
final.  
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Minnesota-Wisconsin Tuition Reciprocity 
 
 
Higher education tuition reciprocity was first authorized by Minnesota statute in 1967, and  
Minnesota and Wisconsin have had tuition reciprocity since the 1968-69 school year.   
 
Initially, Minnesota allowed an unlimited number of Wisconsin residents to attend college in 
Minnesota at the resident tuition rate.  Wisconsin allowed Minnesota residents to attend college 
in Wisconsin at the resident tuition rate, but the number was limited to the number of Wisconsin 
residents who attended college in Minnesota.  Therefore, some Minnesota residents attended 
school in Wisconsin at the resident rate, and others paid the nonresident rate. 
 
In 1973 the Governors of Minnesota and Wisconsin announced that the number of students 
benefiting from reciprocity would be unlimited and that Minnesota would reimburse Wisconsin 
for the cost due to difference in the number of students.  The announcement was made at the 
same time that the two governors announced the reimbursement provision for income tax 
reciprocity.  Minnesota and Wisconsin enacted income tax reimbursement in 1973 and tuition 
reimbursement in 1974. 
 
The Minnesota statute authorizing tuition reimbursement between Minnesota and Wisconsin 
makes such transfer of funds contingent on the existence of an income tax reciprocity agreement 
between the two states.  Wisconsin law contains no such requirement.  If the income tax 
reciprocity agreement would be terminated without a change to the statute linking the two 
agreements, tuition reciprocity could be retained but without reimbursement.  It is not known if 
Minnesota and Wisconsin would agree to continue tuition reciprocity if there were no state-to-
state reimbursement.   
 
Since the 1975-76 school year, Minnesota has made annual payments to Wisconsin for all but 
two years.  The exceptions were the 1996-97 and 1997-98 school years when Wisconsin paid 
Minnesota.  For the 2000-2001 school year, Minnesota paid Wisconsin $2.4 million.  In the fall 
of 2000, 13,022 Minnesota residents attended school in Wisconsin and 9,414 Wisconsin 
residents attended school in Minnesota under the reciprocity agreement. 
 
Currently, a Minnesota resident attending a public college or university in Wisconsin pays the 
same tuition that they would pay at a comparable Minnesota school.  Similarly, a Wisconsin 
resident attending college in Minnesota pays the same tuition that they would pay at a 
comparable school in Wisconsin. 
 
Minnesota also has tuition reciprocity with North Dakota, South Dakota, and the Province of 
Manitoba.  There is tuition reciprocity with Iowa which is limited to one school in each state.  
The North Dakota agreement includes a reimbursement provision, and Minnesota paid North 
Dakota $1.4 million for the 2000-01 school year.
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Appendix A 
 

Examples:  Tax Burden With and Without Reciprocity 
Tax Year 2001 

 
 
Example A: Married Couple Filing Joint Return, $50,000 Income from Wages 
  
   Wisconsin tax   $2,498 

 Minnesota tax   $2,134 
       Difference                      $364 

 
Minnesota Resident Working in Wisconsin 

 With reciprocity, couple pays $2,134 to Minnesota. 
 Without reciprocity, they pay $2,498 to Wisconsin.  Their Minnesota tax is reduced to $0 by 

the credit for tax paid to Wisconsin. 
 
Wisconsin Resident Working in Minnesota 

 With reciprocity, couple pays $2,498 to Wisconsin. 
 Without reciprocity, they pay $2,134 to Minnesota and $364 to Wisconsin ($2,498 less 

$2,134 credit for tax paid to Minnesota). 
 
 
 
Example B:  Single Person, $40,000 Income from Wages 
  
 Wisconsin tax   $2,123 
 Minnesota tax   $1,986 
 Difference             $137 
 
Minnesota Resident Working in Wisconsin 

 With reciprocity, person pays $1,986 to Minnesota. 
 Without reciprocity, person pays $2,123 to Wisconsin.  The Minnesota tax is reduced to $0 

by the credit for tax paid to Wisconsin. 
 
Wisconsin Resident Working in Minnesota 

 With reciprocity, person pays $2,123 to Wisconsin. 
 Without reciprocity, person pays $1,986 to Minnesota and $137 to Wisconsin ($2,123 less 

$1,986 credit for tax paid to Minnesota). 
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Appendix B 

Timeline of Minnesota-Wisconsin Reciprocity 
 
1967  Reciprocity agreement signed, effective beginning with tax year 1968. 
 
1973 Reimbursement provision enacted by both states, beginning with tax year 1973.  

Similar language in the statutes of both states provides that Wisconsin pays Minnesota 
each year for its net revenue loss due to reciprocity.  This legislation was in response to 
the Governor of Minnesota’s proposal to repeal reciprocity. 

 
1974/5 The two states could not agree on the amount of payment for tax year 1973.  Issue went 

to arbitration, as specified in the laws of both states.  Arbitration board determined 
payment for tax year 1973 and proposed that the two states hire a third party to 
determine the payment for a subsequent year and to develop a methodology that could 
be adopted by both states. 

 
1977 Survey Research Center, Institute for Social Research (ISR), University of Michigan, 

contracted by both states to do a study based on 1976 tax returns. 
   
1978 Results of the study used to determine payments for tax years 1973 to 1977 and for 

annual adjustments until the next study was done on 1983 returns. 
 
1980 Supplement to agreement signed which incorporated ISR methodology and specified 

how annual payments are calculated and adjustments made. 
 
1983 Modification to agreement provided for a study using tax year 1983 returns and 

changed how annual payments and adjustments are determined. 
 
1986 Benchmark study of 1983 returns completed. 
 
1995  Both states agreed to conduct a benchmark study using 1995 tax returns. 
 
1996 Issue of what the payment should measure first brought to the attention of the 

Wisconsin Department of Revenue. 
 
1998 Benchmark study of 1995 returns completed, pending certain issues to be resolved.  

Payment made in December 1998 and subsequent years reflected the preliminary 1995 
study results. 

 
2000 Correspondence and discussion between the Minnesota Commissioner of Revenue, the 

Wisconsin Secretary of Revenue, and their staffs reached a point where it was apparent 
that there would be no resolution of the issue of what the payment should measure. 

 
2001 Minnesota law enacted which requires the Commissioner of Revenue to report to the 

Tax Committees by March 1, 2002, on the advisability of terminating income tax 
reciprocity with Wisconsin.  A November 20th meeting in Madison between the heads 
of the two Revenue Departments and their staffs yielded no progress toward resolution. 
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Correspondence Between the Minnesota and 
Wisconsin Departments of Revenue 
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Minnesota and Wisconsin Statutes 
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Minnesota Statutes, Section 290.081  Income of nonresidents, reciprocity. 
 
 (a) The compensation received for the performance of personal or professional services 
within this state by an individual whose residence, place of abode, and place customarily 
returned to at least once a month is in another state, shall be excluded from gross income to the 
extent such compensation is subject to an income tax imposed by the state of residence; provided 
that such state allows a similar exclusion of compensation received by residents of Minnesota for 
services performed therein. 
 
 (b) When it is deemed to be in the best interests of the people of this state, the 
commissioner may determine that the provisions of clause (a) shall not apply.  As long as the 
provisions of clause (a) apply between Minnesota and Wisconsin, the provisions of clause (a) 
shall apply to any individual who is domiciled in Wisconsin. 
 
 (c) For the purposes of clause (a), whenever the Wisconsin tax on Minnesota residents 
which would have been paid Wisconsin without clause (a) exceeds the Minnesota tax on 
Wisconsin residents which would have been paid Minnesota without clause (a), or vice versa, 
then the state with the net revenue loss resulting from clause (a) shall receive from the other state 
the amount of such loss.  This provision shall be effective for all years beginning after December 
31, 1972.  The data used for computing the loss to either state shall be determined on or before 
September 30 of the year following the close of the previous calendar year. 
 
 Interest shall be payable on all delinquent balances relating to taxable years beginning after 
December 31, 1977.  The commissioner of revenue is authorized to enter into agreements with 
the state of Wisconsin specifying the reciprocity payment due date, conditions constituting 
delinquency, interest rates, and a method for computing interest due on any delinquent amounts. 
 
 If an agreement cannot be reached as to the amount of the loss, the commissioner of 
revenue and the taxing official of the state of Wisconsin shall each appoint a member of a board 
of arbitration and these members shall appoint the third member of the board.  The board shall 
select one of its members as chair.  Such board may administer oaths, take testimony, subpoena 
witnesses, and require their attendance, require the production of books, papers and documents, 
and hold hearings at such places as are deemed necessary.  The board shall then make a 
determination as to the amount to be paid the other state which determination shall be final and 
conclusive. 
 
 The commissioner may furnish copies of returns, reports, or other information to the taxing 
official of the state of Wisconsin, a member of the board of arbitration, or a consultant under 
joint contract with the states of Minnesota and Wisconsin for the purpose of making a 
determination as to the amount to be paid the other state under the provisions of this section.  
Prior to the release of any information under the provisions of this section, the person to whom 
the information is to be released shall sign an agreement which provides that the person will 
protect the confidentiality of the returns and information revealed thereby to the extent that it is 
protected under the laws of the state of Minnesota. 
 
 HIST:  1941 c 429; 1943 c 656 s 19; 1959 c 10 s 1; 1961 c 213 art 3 s 1; 1967 c 42 s 1; 
1973 c 582 s 3; 1973 c 650 art 6 s 1; 1977 c 387 s 1; 1977 c 423 art 1 s 7; 1979 c 303 art 1 s 13; 
1980 c 607 art 1 s 9; 1981 c 178 s 25; 1982 c 523 art 1 s 12; art 28 s 1; 1983 c 15 s 11; 1985 c 
248 s 70; 1986 c 444; 1987 c 268 art 1 s 48; 1988 c 719 art 1 s 11; 1989 c 184 art 2 s 17 



 

 34

Wisconsin Statutes, Section 71.05 (2) Nonresident Reciprocity. 
 
 All payments received by natural persons domiciled outside Wisconsin who derive income 
from the performance of personal services in Wisconsin shall be excluded from Wisconsin gross 
income to the extent that it is subjected to an income tax imposed by the state of domicile; 
provided that the law of the state of domicile allows a similar exclusion of income from personal 
services earned in such state by natural persons domiciled in Wisconsin, or a credit against the 
tax imposed by such state on such income equal to the Wisconsin tax on such income. 
 
Wisconsin Statutes, Section 71.10 (7) Minnesota Income Tax Reciprocity. 
 
 (a) For purposes of income tax reciprocity reached with the state of Minnesota under  
s. 71.05(2), whenever the income taxes on residents of one state which would have been paid to 
the 2nd state without reciprocity exceed the income taxes on residents of the 2nd state which 
would have been paid to the first state without reciprocity, the state with the net revenue loss 
shall receive from the other state the amount of the loss.  Interest shall be payable on all 
delinquent balances relating to taxable years beginning after December 31, 1977.  The secretary 
of revenue may enter into agreements with the state of Minnesota specifying the reciprocity 
payment due date, conditions constituting delinquency, interest rates and the method of 
computing interest due on any delinquent amounts. 
 
 (b) The data used for computing the loss to either state shall be determined by the 
respective departments of revenue of both states on or before November 1 of the year following 
the close of the previous calendar year.  If an agreement cannot be reached as to the amount of 
the loss, the secretary of revenue of this state and the commissioner of taxation of the state of 
Minnesota shall each appoint a member of a board of arbitration and these members shall 
appoint a 3rd member of the board.  The board shall select one of its members as chairman.  The 
board may administer oaths, take testimony, subpoena witnesses and require their attendance, 
require the production of books, papers and documents and hold hearings at such places as it 
deems necessary.  The board shall then make a determination as to the amount to be paid the 
other state which shall be conclusive.  This state shall pay no more than one-half of the cost of 
such arbitration. 


