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This mas been an impcertant plsce of litigatisn in that It
has estaplisned firmly she right of fhe statss 1o axamine cihose
matarials which thev consider oo be needed in order o Jetermine
shether anv ocutstanding =ax liapility on the part of the taxpayer
axizts. The right to accomplish ‘his through “he mechaniszm of
tha MTC audit program was confirmed by the U.S, 3Supreme Jourt Lo
sarly 1978. The Idaho case has Been important 1n elininating anvy
sasis for litzigation impediments %0 that pgrogranm.

Dow

Onn November 24, 19282, <he Zregon T2z Court ordered zhe
taxpaver =2 naxe available to the Commission's auditcrs "any 2F
thelr accounit bBaocks, papers, ra2cords 2r other documents, in-
sluding coroporate minutes of Dow and i3 supsidiary and affil-
tared CcorsDorations, for examination uwo the a2xtent thas such =xam-
inartiocn 1s material and relevant o the income tax audis v the
MTC, .7 MTC et al, w., Cow o., 2 OTR 272 (L1982, The
court 341d refuse thne MTCS hat, because 0Ff Ehe taxe
sayer's dslaying actions, Ll the statutres of
“icn pending the completion udiz., Calling the MT
gquest "understandabls,” fhe court said zhat iz "shou
into statutes of lLimitation an exception whish has no
bodied therein by the lagislature....” The MTI gought 4“2 apoeal
the laster ruling = the Qregon Supreme Jour+: but on November I,
L3283, after argument, that ¢cur:s dismisszed 4he appeal on oro-
cedural grounds withou* reaching the merits of zhe statute of
iimization Issue. Meanwhlla, the audit had been complated.
Ccmmittees

audis

The Audl: Commitses, under the crnairmanshin of Horace Gailavw
¥ Trzah, me+ four times during the vear and has continued o
monitor xhe audit activicies of the CJommission. 1% zarticipates
in the selegtion of auditz, ovarsees the nanner in wnich aucdix
policy is implamenzed znd, frcm time =C time, suggests o the
Zommission any new pollicy decisions which 1t mavy consider =o be
appropriate, Thne Jommizoee also encourages the shtates £0 supcors
and to follcow throuch on  receommendations which resuls from tha
performance of audits which have bLeen assigned by those states.

Uniformicy

The Unifeormitcy Ccommittes, under the chairmanship of Bob
Xegssel ¢f North Dakeora, also met four times during the vear. It
continues 20 consider means by which increased unifcrmizy can e
achiaeved. As a result of i1%s activities, *he Commission conduc+ed
a hearing on  an Airline Regulaticon in December 0of 1282 and then
adopted the Regulation at its annual meeting in July. That Recu-
lation 1s appendsd hers=to as Appendix H.
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Staff Members

Tugerne P, Corrigan reczme e Commission's first shaff memper in
1963, aftar resicning Mis oesition as chief coursel of the Illinois
Cepartment of Revenue's Chicace orffice. Hisz zricr experisnce
ncluded tnrese vears as a Sears, Roebuak fax atisrray and tan vears
with the Illincis Jerarwment of Reverve, During re nid-sixziesg, he
wag also 3 parter in the Thicace law firm of Skracdford, Lafcontan=z,
Tisher & Corvican. He is 3 graduarne of Princeton Tniversicy and of
Jorm Marshall law Schecl of Thicaco. Fe offices at the Commissicon's
neadooarcers in Bculder, Colorado.

Alan H. Priedman has £if+een vears of legal experierce, inclding
zegitions as lecal coumsel with the U.E. Justice Cepariment, i
7.8, Senate, and she Colorado Attcrneyv Semeral's office. As Pirst
Asgistant Attormey Gemerzl, Me supervised the legal representation
of Coleredo's Governcr, Secrstary of Stara, Trzasursr and Temartment
of Revenue. Immediately zricr 4o joining the MTC as Temuty Tirechor
and Assistant Thief Jounsel he served as leputy Dirscuor of the
Colorado Temariment of Revenue.

CF COUNSEL

William D. Dexter nad Deen a liticating attormev Zor some “hirvve
five vears, the last 2icght of them as ke MIC's General lounsal,
when he recirsd cn July 15, 13BI. He nad srevicusly served as an
asgistant artorney genmeral in both Michigan and Washing=sn. His
major contriputions :0 staceg and loczl zax rhilosorhy seemed =o
recaive 3cit recocnition from the U3, Supreme Jours n the Inpm of
the Copralrer Jecision winich trat Coure issued two weexs tefiors Mis
retiremenc. That decisicn ractified “he stance wnich he nad long
naintained cn cenall of zhe states and the MIT. Whils me did ot
marticipate in the actual arcument of thart m@se, RIS amicus nrisfd o in
Container as well as Mis Perizion for Rehearine on tenal)? of Idano
and New Mexico in the ASARCC/MWoclweorth cases are widely recarded as
having had 2 significant inflcence on the cutcome of Zontainer.,
Zarlier, as a resul: of his participarion in the 1280 Mobil oase,
the Surreme Court had adepted his argument that e mitary ousiness
principle was the kay 0 e amstlituticnal guesticon thers, laying
the groundwerk for this vear's Contalner Jdecision. In 1378, ne had
worn the U.S. Supreme Court case of MIC adv.U.8. Stael, which
established the comstituticral vallidisy of the MIC for mce arnd for
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all, Muring mus marzer, ne rad led or rad parsticizated in many ctosy
imporeant cases for the MIT and it memter smatas in oourts arsund
she land. Iven after retivememt, ancther ViCTCrV CIme 1S waY When,
on Augugr 31, 1863, the Nineh District Court of Appeals ruled that
the MTC may reguirs +the producticn by .5, Steel of nocks and
records necessary o complete an audit even thougn  3tatas
marticipating in Zhe MIT audit have issued 2stizztad assessments in
créer o orotect themselves zgalingt the eyxpiracion of statutes of
Limizationg, Be will continue o remain active with the MIC in an Of
Counsel czracity winlch will recuire a much L ' i x
from him but which undeountedly will resulr in e reducticon in o th
3t31

i,
diligencs with wnich he devctss himself to MTC and

Tk sl

ST B/BITIS

ACDTT YANAGER

Pugene 3. Pilscher ‘cined the Multisctate Tex Zommission in March,
1981, Ee is a graduate of the Baruch School of the Tiwy Collece of
New York and the Srocklym lLaw School, A cermified mublic 2coountant
arxd a member of the New York 3kate Bar, he served as Direcuor of
Taxes at Yoereh American Philizs, Inc. for chree ears. lager, after

“hrse vyears in grivacs PA zractice, he reicined the Philirs
corporaticn family as chief rax officer of Polyvwram Corporation, a

ivicn Wwnich he held for sgix vears.



Multistate Tax Commission Officers*

Chairman Rant Conrad [YNerth Dakeosa)
Vice Chairman Larzv Locnev [(Idahc!
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Treasyursr Jickia Tigoher [Yew Mexioo)

Executive Committee Members

Mambers 3cb Bullock [(Texas’

Harlev Duncan (Xansas.

Denna Xarnes (Nebraska)

Richard Xing (Misscuri)
Ex-Cfficic Acbkbvn Zcdwin {(Cregen)

Alan Charnes [(Coloradce

Gerald Geldhers {(Califcrmial
* T™he threse officaers arsz 321350 members oF +h
Executive Commiszee. Tarms of =ha apow
officers and copomitizae pembers and at =k
annual meezing 1o 1284, The ex-2£f%ici
members &f *“na Ixecutivse Committee are forme
Commissicon chalzmen.
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CURRENT LIABILITIZS

Accounts pavabie 3 18,278 P 24,54
oorued vacanion gay--dNote &83,322 29,4609
Pavroll taxes pavaplse Ho982 3, 554
iggegsments and audit reixbursements
asiiscted Ln advancs - 4G, 000
Current porzicn 2f long-tarm debt 2,382 33,248
TOTAL DURBENT LIABILITIEDS i s s e sanas 96,503 ti4, 003
LONG-TERM DERT
Thiigarions under sapifal leases-—Nous 2 — 52,334
Note zavanlea--Note 4 15,349 5,510
1%, 3529 A%, 2475
Lesg:  lurrent poreion 2,382 33,248
m? i 1‘\-’”6"?@‘-&% :?QT mOE A K % ® % W & ® R b X & % B A R E & KB PE P& E-V . E“W ?5 I3 "9-‘1
PN BALANCT-~Zuhinit 3
Unappropriated fund balancs ITE, 884 278,784
TOTAL FUND ZALANCET o v s vecsssn s ssnarnanismntan 176, 294 278, 724
TOTAL LIABILITIES AND PURD BALANCE ... 5 OB02,374 S 448, 598
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Legal adminlstracive 39,842 T4, 3S0
Miscal .aneous 2RO 48%

e £ M e P - o
TTAL REVENUE v st nresoarentntessretcactsersas VL, A69, 307 v, g, Tes

HEENSEE

Aca Ing 7,500 E
BGnas iﬂﬁ LnSsurancs 3,734 2,797
Tansulting fees BE R0 T, 488
seprecration and amortization 28,780 1T, IT4
Imploves group lnsurancs 45,5870 i3, 748
Intarsg v aype T, A4B0 C3,372
Lagal and Lagal suppors 45,084 I, 857
Lsgs on zale of fixed agsen: S tLETT
¥izoellaneocus axpanse TULa4n 4, 73%
TEEice supplles 5, RE2 T 487
Pangion pian and retnlrement IYDVIELIN Z,au2 74,534
Pogtage F 583 D, 248
Praintine and duplicaning 15,483 T, 384
Mplications T RgY TLirT
Tant T3, 34% T3, 887
Repalrs and nalntEnancs 4, 390 2,323
Zalar.ess SEG, 382 EH3, 770
Talaphone 21,883 285,788
Travel 5%, 37 31,206
Geilizias 4,72 3,878
OTAL EHPENEES L i v e s aai s e o s et n st et cnsa e LT, g7 LI W=
ACTES OF RDVENUE DH THXPTHETS i r e e ssatervencsncse s = a8 1o 3 TEE.EAR
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PROGRESS IN UNTFORMITY <
THROOG ADCPTION OF THE
UNIFOR DIVISION OF NOME
FOR TAX PURPCSES AT
AMON: THE STATES

Alabarma{l) Fawaii(?) “}_"“I‘Eﬁf""a(%} Cklahoma(3)
Alaska Idah Missourif2) Jregon

Arizona INlinois Montana (2] Pernsvivania
Arkansas Treliansd 2} Nebraska(2) South Carolinag
California Lansas Yew Mampshire!{7! Ternesses
Colorado{ 2} Xantucky New Mexico Utan{2}

DMst.of Co hmc:m Maine Norr Carclina Yirginia
Florida{Z3) Massachusetts(3)  Nordh Dakota West Virginia(2)
Georgia(d) Wisconsin(8)

Notes:

5

-

{ 1
E

o,

Lad §d
b

e
LY ds

[

(6}

,m
~
=

[#3]
ot

Alzbama’'s corporats income tax statute is ”axme o oW the state is
o determine what ':x:r‘-'*“on of a corporation’s income 1s o e aturi-
Duted to the state for tax purpeses. On September o, 1987, on

Alabama leglislature enac:*mf’* the Maltistate Tax Jompacth,
cludes UDITTRR, sub-ect to congressional snactment of a “ultistate
Tax Compact Consent ’311 O September 12, 1967, the Alabtama Ce-
partment of Revenus grummgatm reculations which adopt the TDITPA
crovisions as the basis on which to determine the amount of a cor-
poration’s income which Is athtributable =o a state.

This stare adopted UDITPA v enacting the Multistate Tax ZTompact.
Florida enactad the Multistate Tax Compect in 1962, Yhen 1t en-
acted its corporate income tax in 1971, it deleted TITPRA from 1ts
statutes., Yet its corporate income tax statute s substantially in
accord with UDITPA., Florida gives 0% weight to the sales factor.
Gecrgia's payvroll and sales factors differ, but only slichsly.
Magsachusetts 1s included as a UDITPA state hecause 1t closely
follows the TDRITPA apoorticnment formula.  Massachusetts adopted
the 3~-factor formula in 19220 and UDITPA codified thar formula.
However, rather than source, UDITPA zdorted destination for salss,
subtect to the condition that the seller De sublect to the “uris—
diction of the destination state. In 1966, Magsachusetts chanced
Lo destination basis, Dubt sublect to the current smodificaticon thars
no-nexXus salag ars Massachusetis salas 1§ thevy are rot sold b‘\f
third state based salesmen. Unlike UDITPA, all income, includin
intanginlie income, is put into the Massachusetis tax hase with ?:_h
sole axclusion of dividends received from corporations, but not
trusts or DISCS, in whnich the receiving oorporation owns mors fhan
15% of the voiting stook. Massachusetts gives 50% weight to the
sales factor.

Minnesota has adopted UDITPA hut glves taxpaver option of using an
altermative formualia.

New Hampshire is included here as a IDITPA state even though it
property factor is somewhat different.

"

ti

Although Oklahoma and Wisconsin have not technically adopted
UDITPA, thelr laws appear to 'b@ suffici@ntly close to enable them

o e considered ,WI’I'PA stat
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AGRERVENT N EXCANCGE OF INFORVATION
[ INCOME 72X )

I the interest of ﬁart‘;’z@rm{; t‘h matual interests of the under-
sicned states representsd by the undersigred officials shrouch benefiss
which can be derived from the exchazwe of informacicn e : o

each of said officials does hershy enter into the following Agreement
for the exchange of information with every other ndersicned official

The undersigned hersby mutually agree to exchange information, o
the full extent permitited by their respective laws, in accordance with
the terms and limitations Telow:

1. For purpcoses of chis ?Qreement income tax means a tax imposed
on or measured Dy net income, including any tax imposed on or
measurad Dy an amount arriveu at v eﬁhcting gypenses from
gross income, <¢ne or more forms of wnhich penses ara not
swzf;a‘ally and directly "al_azm o particular t;.ar*sc«cq_i:_, .

2. This agreement shall be apclicable with regspect to:

a. The mnspection of income tax reoumms of any taxpaver: and

. The furnishing of an abstract of the raturn of income of
ayy taxpaver: and

¢, The furnishing of any 1
contained in any return of income of anmy taxpaver: and

4. The furnishing of any information disclosed oy the report
of any investization of the Ilncome or return of income of
any taxpaver, exclusive of any information abtaired fhrough
an agreement bDetween any of the undersigned starss and the
Intermal Revenue Service,

. Por zurposes of this Agrezement, faxpaver includes any indi-
vidual, corporation, uar‘_nerb"«ip or fiduclery subject 40 an
income tax or required fo file an income Lax renurm.

4. This Agrsement is not limi 0 a specific period cf time or
to returns, documents or information realating 0 any specific
YEArs or pericds; and it will be considersd o e in effect
unt1l revoked,

5. Additions and chances, including definitions, in the orovisions

£ otha }‘«a:unw.x nt, may te made v wutual consent of the proper
officials ¢f the undersigned stat w@ll beccome an
ttachment ¢ this Agreement,

6. ?\Io information cbtained pursuant to this Agreement shall be

iscleosed to any person not aathorized by the laws of the
mezszgned states.

7. The information chbtained pursuant to ‘:E"»i:s. Agreepent shall be
used only for the purpose of administration of the income tax
laws of the undersigned states.

2. This written ﬁa"eemen** shall not become affective between any

two states until the authorized officials for both such states

have signed it in the space provided below.

{42
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&, This written Aorssment 1z onob interded to revoxe or superzeds
L™ P e e - Y b

any other similar agreement that may have Desn nrevigusiy

. - L

enterad 1nto DetWesn any Wo o morse o6 MnNe Stales raprasanted

10, The undersigned agre=e o inform each other 2f the ocurrent
statu texy crovigions of their “Pcmeﬂt'”ﬂ states Concerning fhe
cenfidentiality of the matarizl exchanced and the penalties for
unlaw:ui disclosare therect,

11, Anyv of th sndersigned state officials may, at thelr
discretion, refuse to furnish information discleosed in the
recort of any investigation whnile such inveStxj ti@n ig stil]
irn progress or during such time as 11
or in process, 1£ the official
investigation deens 1t In the best i

such information
litigation.
o

12. Each of the ndersioned

i 4

is the proper official charged with

income tax laws of his state,

L
The apcve agrsement Nas Deen executad Tv the
information sharing authority granted by thel
of the Agreemen:t by ‘hese states constitutes

vidual agreements.

Signatory States

Alaska Idaro Michigan
Arkansas Iliinois Minnesota
California Iindiana Migaouri
Colovado Kansas Memtana
Florida Loviisiana Nelraska
Tawalil

heraby affirms that he

administration of the

following states urnder the
r statures. The execution
the equivalent of 210 Indi-

Morth Carolins

Nﬁrmn Dakota
Creg
?ennsyivania
Jtan



In the inter
Ztates re
which oan e der: T
each of said cfficials deoes hersby enter into the following Agreena
for the exchange of info
The andersigned h

sioned

ACFEEMENT N EXCHEANGE CF INFORMATION
[SALES aND USE TAX]

agt of furthering the muty intarests of the under-~
cresented oy the 'maﬁzsiﬁrﬁd cfficlals wrgw*h cenefics

.
ved from the exchange of informabion among said states
mem

wnfcrmation with every other urdersicned official.
ed heraby motually agree -0 axchange information, o

-

the wl; extent permitted by thelr respective laws, in accordance with
the terms and limications bPelow:

Lad

LB

For purpceses of this %crmemea.,” sales tax includes general

excise and/or gross recel raves and TEAns a tax i;rp ged onoa

sale cor exchange of r:e*'"cnaA oroperty and/or services, 3s well

as on gress receipes from trade or business: and use tax means

a tax other than ad valorem tax, on the privilege of storing,

Qsing or consuming perscnal property and/cr services.

This Agresment shall te 3mlimm~fa with respect o

a. The inspection of sales and use tay returns of any fadx-
payer: and

. The furnishing of an abstract or the exchange of computer
information recarding the salss or Juse Lax rezarn of any
fagpaver: and

. The furnishing of any information concerning any iltems
contained in any sales or uge tax rewurn of any taxpayer:
and

. The furnishing of any informetion disclosed v the report

. of any investigation of the sales or use fax return of any

taxpayer .,

For purpcocses of this Agreement, "taxpaver' includes any indi-

vidual, corporation, partnership, organization, asscoclation,

e

fiduciary, person or other antity, sublect to pavment oY
collection and remittance of sales or use tax or reguired to

fFile a sales or use tax returm.

™is Agreement is not limited to 2 specific pericd of time or
to returns, documents or information relating to any specifl
vears or periods; and 1t will be considersd to be in effect
antil ravored by one of the parties; however, the withdrawal of
one party haersto shall not affect the Agreements among the
remaining parvies.

Additions and changes, ncluding definitions, in the provisions
of this Agreement, may be made L'?y mitual consent of the proper
officials of the undersigned states, and shall Tecome an
attachment to this Agrsement.

Ho information obtalined pursuant to this Agrsement shall De
disclosed to any person not authorized by the laws of the
undersigned states.

The information obtained pursuant to this Mrm ent shall be
used only for the purpese of administration and enforcement of
the sales and use tax laws of the undersianed %tat%

%

3
4

1

~

o



o T, 4 = “ e ho ;
Z. This wriinen ug:@ ﬂw“n snaw“ ﬁm?

in *ﬂe s@acm prsvx:ea 1:;
«

any other similar agreement fhat may
antered into netween any two or more of

Delow.,
HER ”%e undersigned agree o
tatutory orovisions of
3cn$;ment&alzty of the marterial

unlawfal disclﬂsur rherect,
11, Any of the undersigned stave offf
Jdiscretion, raf:se to Ffurnish inform

in progress or durim &
or in process, 1f the official
investigation deems 1t in “he Mest inter
such infory rion o e withheld mendil
litigatian.

P“

120 Sach of the undersioned state officials
is the proper official charged with the
sales and use tax laws of his state.

This Agreemsqt may e > rI
sogether shall be deemed one original Agresment.

. - ] by
. ﬁn g Nr‘_“&n ﬁngem@* ig not antanded o

administration ©

gy

b

Py PR R 3

T revVoKRe Or superseds
have Deen praviously
*he states represented

rereby affirms that he

AEZ L

The above agrsement nas Deen executed by the following states under th

information 5Ha@¢nq authority granted by thelr statutes., The execution
of the Agrsement by these states constitutes the equivalent of 274 indi-

vidual acreements.
Signatory States

Arkansas Iowa Mississipel
Califormia Kansas Missour:
Colorado Loulisiana Montana
Georgia %assac%ucetts Nebrasks
Idaho Michicar North Derkots
indiana M}ﬁnesata Parmsvlivania

aﬁu v Takota
Tenrnessae

T@X &

Hazh

Fashington
wWyroming



SALES AND UBE TRX
JURISDICTION LIMITATICID STATEMENT

e folloawing is the Sales arnd Use Tax Jurisdiction Limitation Statement
with whilch all states, o the best of our ‘cwowlzdge, comply:

Sales and Use Tax Jurisdiction Standard

A vendor 1s required to pav or coliect ard remit the zax imposed by this

Act 1 within this state he directly or oy any agent or other
representatives:

L. Has or utilizes an office, diztribution house, gales house, wars-—
house, service enterprise or other nlace of business: or

Z. Mainrains a stock of goods: o

3. PRegularly sclicits crders whether or not such orders ar :’CCQ‘{‘t"‘Q

:
this stare, unlass the activity in this state consists solely 2
advertising or of solicitation by dirsct mail: or

4. Peqularly ancages in the delivery o
than Dy comon carrier or U.S., mall

5., Regularly engages in any activi
servicing of property locatad w

connection with the leasing or
J‘*'n Ehis state.,

ok rz
<
ot
b

This state does not seex o lmpose use tax collaction reguirements on

any retailer over whom the above standard dees not confer “urisdiction
in this state.
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MULTISTATE TAX COMMISSION
CONSTRUCTION CONTRACTOR REGULATION

adopted July 1Q, 1880

Reg. IV.18.(d). Special Reculation: Construction Contraciors,

The following special rules are sstablished in respect to the apportionment
of income of long-term constiruction contraciors:

{1] mﬁenerai, When a axpaver elecis 0 use the percentage of completion
method of accounting, or the compieted contract methed of accounting for
leng-term contracts (consiruction contracts covering 2 pericd in excass
of ane year from the date of execution of the contract o the date on which
the contract is finally compieted and accented), and has income from sources
both within and witheut this state from 3 trade or bysiness, the amount of
business income derived from such long-term contracts from sources within
this state shail be determined pursuant (o this regulation. in such cases,
the first step is fo cetermine which porticn of the taxpayer's income constitutes
"husiness income’ and which portion constitutas "nonbusiness income” under
Article IV .1 and Reg. V.1 thersunder. Nonbusiness income is diractly
allocated to specific siates pursuant ©© the orovisions of Article IV . 3 o .8,
inclusive. Business income is apportioned ameng the states in which the
Lusiness is conducted pursuant o the property, pavyroll, and sales zpportionment
factors set forth in this reguiastion., The sum of [1) the items of nonbusiness
income diraectly allocated to this state, plus (2] the amount of business income
attributabie to this state constitutes the amcunt of the taxpaver's entire net
income which is subject to tax by this state.

(2) Business and Nonbusiness {ncome. For definitions, rules ang

examples for determining business and nonbusiness income see Rea. IV . 1.



Lo
i

(3} Metnocs of Accounting and Year of Inclusion. For general ruies

of accounting, definitions and methods of accounting for lang-term construction
contracts see [each state adopting this Regu%aféon shiould insert here reference
to its laws and reguiations relating in general to accounting methods of reporting
income from long-term contracts. Thnis Regulation assumes that the law of the
adogting states permits the axpaver o eglect either the percermtage of completion
or completed contract method. If net, the Reguliation will have 0 be modifiad

to conform (o an adopting state’s accounting method for long-ferm construciion

contracts.

(8} Apperticnment of Business income,

{1) In General. Business income is apportioned t© this state by a
three-factor formula consisting of property, payroll and sales regardless of
the method of accounting for long~term contracts elected by the taxpaver.
The tetal of the p;operty, pavroil and sales percentages is divided by three

T

to getermine the apportionment percentage. 7 he apportionment percentage
is then appiied 'o busiress income to determine the amount anportioned 1o
this state.

(i1} Percentage of Completion Method . Under this method of

accounting for long-term contracis, the amount to be included each vear as
pusiness income from sach contract, is the amount by which the gross
contract price which corresponds to the percentage of the entire contract
which has been compileted during the income vears exceeds all expenditures
macie during tre income year in connection with the contract. in so doing,
account must be taken of the material and supplies on hand at the beginning

anrd end of the income vear for use in each such contract,



Exampie:

A taxpavyer using the percentage of completion methed of account-
ing for long-term contracts, enterad into a lc'ﬁgmt&rm contract W build a
structure for 39,000,000, The contract allowed three vears for completion,
and as of the end of the second income vear the taxpavyer's books of account,

kept on the accrual method, disclosed the following:

Receipts Expenditures
End of 15t income year $2, 500,000 32,400, 000
End of Ind income vear 4,500, 400 4,100, 000
Totals $7, 000,000 $6, 500,000

in computing the above axpenditures, consideration was given to
material and suppliies on hand at the beginning and end of each income vear.
It was estimated that the contract was 30% completed at the end of the {irst
income vear and 80% completed at the end of the second income vear., The
amount fo be inciuded as business income for the first income vear is
3300, 000 (29% of 9,000,000 or 52,700,200 less expenditures of 32,400, 209
equals 3300,000). The amount o be inciuded as business income for the
second income year s S480C,000 {30% of 39,000,000 or $4, 300,000 less ex-

senditures of 34,100, 000 equals 3400¢,000) .

{iti} Completed Contract Method. LUnder this method of account-

ing business income derived from long-term contracts is reported for the
income vear in which the contract is finally compieted and accepted. There-

fore, a special computation is required to compute the amount of business



income atiributable o this state from each completed contract {see subdivision
(3] of this regulation}. Thus, all receipts and expenditures applicable to
such contracts whether complete or incomplete as of the end of the income
yvear are excluded from busiress income derived from other scurces, as

for example, short-term contracts, interest, rents, rovalties, etc., which

is apportioned by the regular three-factor formula of property, savroll and
sales.

{iv} Property Factor. In generai the numerator and denominator
of the property factor shall be determined as set forth in Article V.10 to
212, inclusive, and Reg. V.10 to .12, inclusive. However, the following
special rules are also spplicable:

{A) The average value of the taxpayer's cost {including materials
and labor) of construction in progress, to the extent such costs exceed
progress billings (accrued or received depending on whether the taxpayer
is on the accrua{ or cash basis for keeping its accounts) shall be included
in the denominator cf the property factor. The value of any such construction
costs attributable to construction projects in this state shall be included in
the numerator of the property factor,

Example 1:

Taxpayer commenced a long-term construction project in this

state as of the beginning of a given vear. By the end of its

second income vyear its equity in the costs of production to be

reflected in the numerator and denominator of its property

factor for such year is computed as follows:



1st Year Ind Year

Beginning Ending Beginning Ending
Construction Costs s 51,000,000
Progress billings 600, 000
Balance 12/31 - {1/} 3 A00,000 $ 400,000
Construction Costs -
Total from beginning
of project $5,000,000
Progress oillings -
Total from beginning
of project 4,000, 000
Balance 12/31 1,000,000
Balance beginning
of Year 400, 000
Total §1, 400,000
Average (1/2) - Value used in property factor $ 700,000

Noia: [t may be necessary !0 use monthly averages
if yearly averages do not properiy reflect the
average value of the taxpayer’s equity; see

Article IV .12 and Reg. IV.12.

Example 2:

Same facts as in example 1, except that progress billings
exceeded construction costs. No value for the taxpayer's
equity in the construction project is shown in the property

factor.



(B) Rent peid for the use of equipment directly attributable to a
particular construction project s inciuded in the oroperty factor at eight
times the net annual rental rate aven though such rental expense may be
capitalized into the cost of construction.

{C) The property factor is computed in the same manner for ail
long~term contract methods of accounting and is computed for each income
vear even ihough under the completed contract method of acoounting, business
income is computed separately [see paragraph 3).

(v} Pavroll Factor. In genersi the numerator and dencminator

of the payroll facior shall e determined as sat forth in Article IV .13 and . 14
and Reg. V.13 and .14, However, the following special rules are also
applicable:

{A) Compensation paid empicveeas which is attributabie t© a
particuiar tanstr;gcticn oroject are included in the payroil factor even
though capitalized into the cost of construction.

B3 Compensaticﬁ paid empiovees who in the aggregate perform
mast of their sarvices in a siate © which their emplover does not repor?t
them for unemplioyment tax purposes, shall nevertheless be atiributed to
the state whare the services are performed.

Exampie:

A taxpayer engaged in a long-term contract in state X sends

several key emplovees 1o that state o supervise the project.

The taxpayer, for unemployment t8x purposes regorts these

employeas to state ¥ where the main office is maintained and



where the employees reside. For pavroll factor purposes and

in accordance with Article V. 14 and Reg. IV, 14 thereunder,

the compensation s assigned '© the numerator of state X,

ICY The payroll factor is computed in the same manner for ail long-
term comtract methods of accounting and is computed for each income vear
aven though under the completed conmtract method of accounting, business
income Is computed separateiy (see paragraph 5.

{(vi} Sales Factor. In general the numerator and denominator
of the sales facior shall be determined as set forth in Article IV 15 - 17,
inclusive, and Reg. V.15 - .7, inclusive., However, the following special
rules are giso applicable:

{A) Cross receipts derived from the performance of 2 contract
are atiributable to this state if the construction project is located in this
state. |f the cohstruction project is located partly within and partly without
this state, the gross receipts attributabie to this state are based upon the
ratio which construction costs for the project in this state incurred during
the income year bears to the totai of construction cosis for the entire project
during the income vear or any other methed, such as engineering cost
estimates, which will provide a reasonabie apportionment.

Example 1:

A construction proiect was undertaken in this state by a

calendar vear taxpavyer which had elected one of the long-

tarm contract methods of accounting. The foilowing gross

receipts (progress billings) were derived from the contract

during the three income vears that contract was in progress.

S



1% Year 2nd Year Jro Year

Gross Receipts 51,000,000 s4,000,000 3,000,200

The gross receipts (o be reflected in both the numerator and
cdenominator of the sales factor for each of the three vears zre
the amounts shown.

Example 2

A taxpaver contracts to build 3 dam on a river at 2 point which
ltes haif within this state and half within state X, During the
taxpayer's first income year construction ¢osts in this state
were 52,000,000, Tota] construction costs for the project
during the income vear wers 33,000,000, Cross receipts
{progress billings] for the vear were 32,400,000, Accordingly,
gross receipts of 51,600,000 W = 56 2/3% X 32,500, 000)

ara inciuded in the numerator of the sales factor.

(B} If the percentace of compietion method is used, the sales

factor includes only that portion of the gross contract price which corresponds

to the percentage of the entire contract which was complieled during the income

vear,

Example:

A taxpaver which had elecied the percentage of completion
method of accounting entered into a long-term construction
contract. At the end of its current income vear {thes second
since starting the project) it estimated that the project was 30%

completed. The bid price for the project was $%, 300, 000 and



it had received $2,300,200 from progress oiltlings as of the
end of its current income vear, The amount of gross receipts
to be included in the sales factor for the current income vear
is $2,70G,000 (30% of 89,000,000}, regardiess of whether the
taxpaver uses ine accrual method or the cash method of ac-

counting for receipts and disbursements,

(C) If the compieted contract method of accounting is used, the
sales factor includes the portion of the gross receipts (progress billings)
received or accrued, whichever is applicable, Curing the income vear
attributable to 2ach contract.

Examplie 1

A taxpaver wnich had elected the completed contract method

of accounting entered into a long-term construction contract,

By the end of its current income year (the second since

starting the project) it had billed, and accrued on its books

a total of $5,000, 000 of which 32,000,000 nad accrued in the

first year the contract was undertaken, and 33,000, 000 had

accrued in the current (second) vear. The amount of gross
receipts to be included in the sales {actor for the current

income vyear is 33,000, 000.

Example 2:

Same facts as in example 1 except the taxpayer keeps its

books on the cash basis, and as of the end of its current

income year had received only $2, 300,000 of the $3,000.000

bitled during the current year. The amount of gross receipts



10 be incluced in the salas factor for the current income year
is 32,500,000,

(DY The sales factor, except as noted above in subparagraphs

(B} and (T}, is computed in the same manner, ragardless of which long-term
method of accounting the taxpayer nas elected, and is computed for each income
vear sven though under the completed contract method of accounting, business
income is computed separateiv.

(vii} Apportionment Percentage. 7The total of the property, pavraoil

and sales percantages is divided by three to determine the apportionment per-
centage. The apportionment percentage is then applied to business income to
establish the amount appartioned o this state.

{3} Completed Contract Method ~ Special Computation. The

completed contract methed of accounting requires that the reporting of income
{or loss) be deferred until the year the construction oroject is completed or
accepted, Accordingily, a separate computation is made for each such contract
compieted during the income vear regardiess of whether the project is
focated within or without this state, in order o Jdetermina the amount of
income which is attributable to sources within this state. The amount of
income from sach contract completed during the income vear apoortioned
o this state, plus other business income apportioned to this state by the
regular three-factor formula such as interest income, rents, royalties,
income from short-tarm contracis, elo., plus all nonbusiness income allocated
to this state is the measure of tax for the income vear.

The amount of income (or loss] from each contract which is derived

from sources within this state using the completed contract method of ac-



counting is computed as follows:

{i] In the income vear the contract is completed the ncome (or

ioss} therefrom is determined.

(it} The income for loss) determined at "i" is apportioned to
this state by the following method:

(A} A fraction is determined for sach year the contract was in
progress. The numerator (s the amount of construction costs paid or acerued
each year the contract was in progress and the denominator 15 the total of
atl such construction costs for the project. {B) Each percentage determined
in "A" is mulitiplied bv the apportionment formula percentage for that particular
year as determined in subdivision (4) {vii} of this reguistion. (] The
percentages determined at "B for each vear the contract was in progress
are totaied. The amount of total income [(or loss) from the contract determined
at " )" is mmtig?iied by the total percentage. 7 he rasulting income {or loss) is
the amount of business income {from such contract derived from so&rces
within this state.

Exampile 1:

A taxpayer using the completed contract method of accounting

for long-term contracts is engaged in three long-term contracts;

Contract L in this state, Contract M in state X and Contract N in

state Y. !n addition, it has other business income (less

expenses) during the income year 1872 from interest, rents

and short-term contracts ameunting to $300,000, and nonbusiness

income allocable to this state of $3,000. During 1972 it compieted

Contract M in state X at a profit of $200,000. Contracts L and



Noin this state and state Y, respectively, were not complieted
during the income year. The apportionment percentages of the
taxpaver as determined in subdivision {41 {vii] of this regula-
tion and the percentages of contract costs as determined in

y

subparagraph [t} above for each vear Contract M in state X

was in gprogress are as follows:

1970 1871 1972
Apportienment percentagas 30% 20% 0%
Percentages of construction
costs of Contract M each year
to total construction costs - (100%) 20% 50% 0%

The corporation’s nef income subject 1o t8x in this state for 1977 is computed

as follows:

Business Income $504,000
Apportion 40% to this siate 5200, 000
Add:  Income from Contract M * 5252, 000

Tatal business income derivead
from sources within this state 352,000

Adel:  Nonbusiness ncome allocated
1o this siate 3. 000

Net income subject o tax S4640, 300

*Income from Contract M apportioned to this state:

18740 1871 1872 Total
Apportionment percentage 30% 20% 40%
Percent of Construction Costs 20% 309 30% 100%
Product 6£.00% 10.00% 12.00% 28%

28% of £900, 000 = 3252, 000,



Example 2.

Same facts as in example ! except that Contract L was started
in 1972 in this state, the first year the taxpaver was subject
to tax in this state. Contract L in this state and Contract N

in state Y zre incomplete in 1877,

The corporation’s net income subject to tax in this state for

1972 is computed as follows:

Business income 3500, 0G0
Apportion 40% to this state $200, 000
Add: lncome from Contract M * 108, 00¢

Total business income derivad from

sources within this state $308, 000
Add: Nonbusiness income aliogated to this siate 8, 400
Net income subject to tax $315, 000

*Income from Contract VM aprortioned to this state:

1970 1971 1a7? Total
Apportionment percentage 0 5 40%
Parcant of Construction Costs 20% 5G% 30% 100%
Product 0 0 12.0% 12.0%

*12% of $900,000 = 5108, 000

Note: Only 12% is used to determine the income derived from
sources within this state sincs the corporation was not

subject to tax in this state prior 10 1972,



Exampie 3:

Same {acts as In example 1 except that the figures relate o
Contract L in this state and 1972 fs the first year the
corporation was a@xaible in ancther state (see Ariicle IV .2

and .3 and Reg. iV.2.{b} (1] and .3. Contracts M and N

in states X and Y were started in 1977 and are incomplete.

The corporaticn’s net income subject o tax in this state for

1972 is computed as follows:

Business income 5304, 800

Apportion 40% to this state 3200, 000

Add: inmcome from Contract L * 738,200
Total busimess income derived from

sourcas within this state $9383, 000
Add: MNonbuziness income allocated io

this siate 8,000

Net income subiect o tax $%4e6, 000

*ricome from Contract L apportioned to this state:

19748 1971 1872 Total
Apportionment percentage 100% 100% 40%
Percentage of Construction Costs 0% 50% 30% 160%
Product 20% 50% 12% 829

82% of 3304,000 = 3738,000



i

(6} Computation for Year of Withdrawal, Dissolution or Cessation

of Business ~ Completed Contract Method. Use of the completed contract

method of accounting for long-term contracts requires that income derived
from sources within this siate from incomplete contracts in progress outside
this state on the date of withdrawal, dissolution or cessation of business in
this state be included in the measure of tax for the taxable vear during which
the corparation withdraws, dissolves or ceases deoing business in this state.
The amount of income (or loss) from esch such contraci to be appor-

ticned to this state by the apportionment method set forth in subparagraph
{57 (i1} of this reguiation shall be determined as if the percentage of
compietion method of accounting were used for all such contracts on the
date of withdrawal, dissclution or cessation of business. The amount of
business income [or loss) for sach such contract shall be the amount by
which the gross contract price from sach such contract which corresponds
to the percentage of the entire contract which has been completed from the
commencement thereof to the date of withadrawal, dissolution or cessation
of business exceeds all expendiluras made during such period in connection
with each such contract, In so doing account must be taken of the material
and supplies on hand at the beginning and end of the income vear for use in
each such contract.

Example:

A construction contractor qualified to do business in this siste

had elected the completed contract method of accounting for

fong-term contracts. it was engaged in two ieng-term

contracts: Contract L in this state was started in 1971 and

s

completed at a profit of $300,000 on 11/16/73. The taxpayer



withdrew on 1231, 73, Contract M in state X was started in
1872 and was incomplete on 12/31/73. The zpportionment
percentages of the taxpayer as determined at subdivision [4)
of this reguiation, and percentages of construction costs

are determined in subdivisien [8) {ii} of this regulation for

each vear Contract W in state X was in orogress are as follows:
} -

1971 1972 1972 Total
Apportionment percentage 0% 0% 40%
Percentages of Consiruction Costs:
Contract L, this state 20% 50% 108 100%
Contract M, state X 0 10% 5% 35%

The corporation nad other business income inet of expensas) of 3500, 400
during 1972 and" 3200, 000 during 1273, The gross contract price of Contract
M [state X} was 51,000,000 and it was estimated to be 315% completed on
12731773, Total expenditures o date for Contract M {state X) were 3300, 000

for the pericod ended 12,3173,

The measure of tax for the taxabie year ended 12/37773 is computed as

foilows:

N
]



Taxable Yaar 19732

income Year 1872 income Year 19873

Zusiness income $340, 000 £300, 2090
Apportionment percentage o 20% 30%
this state
Amount apportioned to this state 5146, 0040 31¢0, 000
Add:  income from contracts;

L. {this state) 3282, 000

M {state X &, 300
Total business income derived
from sources within this state $140, 006 $378, 300

PR p———— i ST

*tncome from Contract L apportioned to this state:

1971 19732 1973 Total
Apportionment percentages 30% 20% 40%
Percentage of c;onstructéon costs 20% 50% 30% 100%
Product 6.9% 10.0% 12.0% 23%

28% of $900,000 = $232,0500.

“*Income from Contract M apportioned to this state:

il 1972 1973 Tatal
Apportionment percentages g 20% 80%
Percentage of Construction Costs 0 10% 25% 35%
Product a 2.0% 10% 12.0%

***12.0% of $30,000 = 355,000,



“**Computation of apportionable income from Contract M based

on percentage of completion method:

iy
o

Total Contract Price 1,008, 000

Estimated ‘o De 35% completed 380,000
Less: totzl expenditures to date 300, 000

Apportionabla income t 50, 009
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