:m, ‘‘‘‘‘ [ m”ﬂ;é;é'%glii

: L ilihermnanns . 1 .
y R e e REL.
J} - BERGRT OF U~ HEARING nw" CE::’L R PROPOSED RECULATIONG sz —
- UNDER ARTICLE 1v GF THE. COMPALT ARD SUSPRNIION op
THE ARSBTTRALLSY BY-LAWS
{Uaiforn Divisden of Income: fov Tan Purposes Act)

By=Law Nex ! of the Meltistate 13? Comssdenion raquires the bearing officey

to subald o the Commiasion o report wﬁiah il a synopsis of ths heayp-
i iug'pxcceeéinnﬂ and a datpdle socommendation fey Sommission aczion, In
2% a hazring “UFQ pursuant te Apnlels VIL(Z), the tecommendation shell fnclude a
sposed drafc of those zegulatﬁaﬁs wh eh censtitura the subjmct matter of the
hearing.

Pursuaatutﬁ tﬁ§-wmﬁegiédmtavsy*haw reguirements, this veport is neéessarily
dlvided date tws b;rts. R S i ?a:t~i§ alﬂyamgsig of the writben and wral
repurts~perz&1ﬂﬁug,ta the praﬁ#ﬁvd't&ggiatiuns; the setend part is a Genalied

e TECRIS d"nv; for Géﬁﬁisai ginoattlon by the haériﬁg siffcer, including o proposed

dirafs of mh# rapciztions,

1. A ﬂvmmvﬁiz.mﬁ tké heFrinp “ ﬁmmdiags:

éx-vﬁazet*&l anhmitted‘

?be:héarlnm PrEt e s ng& consisted a#f {a} the oral testimouy prasenizd at the
formal heaziﬁg held Ty b Gm zigsinn iﬁ'&zmmréémc~ sith tﬁn pzmn«dnrai raguire-
menta of thm;ﬁm&mis&iané: {b} . subiie ian mf aevwrai Wyl e den atateménts;1 and {¢)

a discugsion of the suspeassion of The %ymmes ccngaruinm atbitration.

{2} The f Eiuw g g reons :eqf:f1<¥'~ the hearing on ¢ ytni 26, v
1y Tnmrﬂ 3. Pate“s, ufl?f Tex Miorsey, American Telephone and
Tewc”vaph mpmny,yﬂgv Yal¢, Mow York, and Thomas &, ﬁillﬂxp
R B o o
Tax manar%maﬁt Culf a1l ﬁmﬁ>¢matimn Pittﬁbﬁt@?;]t"”‘vtﬂd
z ¥ f : E]
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onp bahall of the Commitfee on Stats Tawaslon of the Couvnell

of Grate Chawbors of Commerce {generallvy refarred te as the
Co0.5.T0 Commiztes). I[The Lestlminy of Mr. Peters and Mz,
¥Miller was offened In coniwmetdon with s written report, dazed
April 13, 1971, svhmitted by R, £. Cahoog, Chailmman of the Come

mittee s State Taxascisn of the Sowsad i of Steste Chenbears of

LonEnetos. |

1
e

<
“ur

Thene W. Swensen, Tax Deperoment, Aseriopsn OL1 Company, {ﬁdémﬂug
Iillinois. {[Mr. Swenson's cestizony was given from o prepared
suatessont which was submitted im conjumetion with his oval pre-
sentation. ]

3 Hr, Claws ¥Mogolsky of she ¥ew York law firs of {asey, Lane snd

Mittendorf, 16 Rroafray, New York, MNew York.

4} Carrsil Hewton, Chief Deputy, mé acting fesmlasionscr of he Zevenus

Division of the Michigen Departseans of Trasaury, and Lowrence 2.

i3
5.

Mrramezyk, Assistant Atzomnsy Sessral fov the Stee of Michipan.
53} Devid B. Sarver, Manager, Regulations med HJeavings Slvielen, Dancose
Tag Gpsup, Depattmimt of Sevenwe, ftate of Illinsis. f(HMr. Server,

i conjunation wich his faostdiaony. subsistad "Proposal for & Unl-

form Begulation om Business Tnoose unday UBITRPAY and g propssed aeg

}ah
tazst

£ i and egclations for the State of Eilinois.
2} M, Jasses Homdltes, ¢hief Cousseil, Frenchise Tax Board, Sacramento,
Celifornia.

7} Yr, Theodore delooze, Chief Tax Counsel for che Scats of Coegon.

(b} Tn sdditions 19 the otal testizeny mmd the stztements referred to shove

as nhaving been subzmicted In confuwcetloo swlzh the aval testbeony, the following

writteon statements were submipeand: . B
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13 A lerger daved April 16, I971, signed by Track . Roberts and
Toni Remde on dehalf of the law firm of Pillisbury, Hadizon &
Subve, Stardard 011 Building, 225 Bush Bfrast, San Fraucisoo,
Caiifornia,

2y VComments of the State and Looal fax Soamitbee of the Tax Dxacue

i

ehves Tastdeute, Tns. with Respsct o the Proposad Unifsrm Hegu
latisne Under Arcicie IV of the Muliistate Tax Compact,” under &

W i:‘i.l.i Fht% s‘ i B B

ur

sracsmlttsal letrer daced April 26, 1971, signed :

Mok ie, Prasident.

L
Qe

Letter of April 6, (371, frow Stephen £, Nemech, Jr., Assistant
Soapebary, Repeblic Steel Corpovation, Cleveland, Ohlc.

k1

Subaticuted regulatisns for Reg. 1V, . (e3{l) aud Rep. IV. 1.

B
et

e {a3{1) subelsted by Allissn Grean, Tressurzy of the Stafe of Michigen.

3

22
st

Commenss submitted by Franklin €. Latcham, Chalvman, Coumittes on
State and Los-al Taxes of the Secplon of Taxeoion, American Bar
sagseclation, Crocker Plazs, San Franciswo, Califorais, prapared by
Nonald H. Burnest, 527 Pacific Bldg., Poveland, Orsgon, Thomas 5.
Miller, Gulf il Sorp., Gulf Bldg., Fluvsburgh, Ya., Doanaid K. Raynoes,
14204 Genaral Motors Bidg., Desvein, Mich., and James H. Pelers,
CideF Tax Attornsy, Amsricasn Telaphona & Telepraph Company, Hew York,
Few York.
) A sestsmi ol Atarement aﬂd memarandus on proposed Heiclstate Tax
Comsission reguistions gmvvwnfzp he treatment of daterest income, 50—
.

mitted by Sperry & Hutchisson Sompany, 330 HMadison Avenua, New Yor,

Moy York.

& .
-3t . . - o - - gy em [ . . - o> e e van 2y gy - )
R Ty A fester of Aprdl 15, 1STL submitted by Do 6. Claebler, Tex Department,
i Whine Donsoiidated Industries, Tue., Clevelasd, $hlo.
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i“\‘
3 A letter of April 23, 1871, and enclosed comments by
davtin Huff, Ixecunive DEficer, Tranciaise Tax Doard,
Sagramenta, Caidiforniag;
by Franiklien C. Latcham, ont Statae
gnd Lecal Texes, Secticn of Taxstdon, Amevican 8ay
Asgociastion,

9 A short stafemest resd datde the record by the haaring
officer, submitted by Arthur ¥agland, Specizl Couns
for the Stace of Florvida.

{3 Ths oaly wazerisl submbltted lxn gegard 20 the suspeasion of
the By-Laws perzalning Lo ardbisvation was the testimony of Heilmui O
Holff, Regional Dlrecger, Aserleaa drbitvasion Asscciation, Ballas,
h Texas.
B.  Summary of Heeowd of Proceedin
e waberial subsicted st the haaving will be stsaarized fa refarence
te subjeet secter and specific propestd wegelotlons, varher thas as a
swmmary of che comment and recomsendations ¢f partleuier tesuimony or
written statemants.
Reo, I¥, i. {aril): RBuslnsse and Nonbusinees Incoms
the enly specific comments in regard 30 this provislon were: {1} the
castinoay of Lawrence Abramesvh, Asslstess Attorney Gensral of the Biate of
Michigan; {2} & proposed vejgulaiion sudbmicted by Alldson Green, LD GRS Y
af the $taie of Michipan, as a schetitute for this pepulation and
Boe iy, 1. {c’}(?"; ’Vk
o

{1y the testizmony of David Sarvaer

andd the writzen
aatorinal sebmitbed in conjunclivn with his orai vestimony.

- -l‘f -
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Spokesmen for the States of Michigen amwd Tliinels were cyiticsl of tho

appraach taken Lo $he prosoged v 2 Lons concerning

And oy

tiona betwasn business and sorbasivess dscosme.,  Whidle they apreed wich the

e
A~
INe

Businguss aommanity that Rez. IV, I, {a}

%

facome e Lipghs of ohe basic statutoery standatd sot forth in Heg. IV, Lo {a) (i3

apcheamen for these etates tosk he positdon tha as & geseral proposities

fncome, frowm whatever sourae desleed aod bowaver alassldiied; was bugiposs
inceme of & corporate faxpayer wunlaess 11 coratipusiad Ingose derived from
unesuel, sporadic or dsolaced assurces, Trassaglions oy events,  Hen only

wore fhose gpoResmen critical of the ddstinciion drawn by the regulatbions,

the distincs

) incensistentiv classifisd cartain

all

T3t 2 ttass b oy B it ke o NN ] e 5T e § P 24 eyt o] . PR g -
for exampie, batween the elssalficatisy of dsevesy Looome and dividesd dacome

chay were slsa orlsfeal of the Falluwve of he repulanions 1o folliow the

smaterory lsnguage.

Orher apokesmen who sddressed themseives to this problem were agusliy

rriticel af the difference in the freatment of dividand income and income

s

sther investments and sources such as rents and royalties, gaias oy

W
ugtafe g
AGEGDY

Srom saxlog of assets, dnlapesl. pateats and copyilahits,

Tha proposed resalation of the Statz of Michigae vhich would b sube

izuted for Bag. IV. 1, (g} {1} and Reg, TV, 1. {a}(2) is zs follows:

“artiole TVL1Y{a) defines ‘husiness incoma'. The
ters Chusiness fncesm:’ means invemo from any sourosn
grisicg from transactions ané acbdvities in the regzular
courdae of & ovade gr busiasess,  The eritissl sliemsnt din
the proper chavsetotisaslss of duoomse g ba Epeen dngowme’
or ‘nenbusiness income’ iy ddentificatien of th@ge

drais

443 ;q e 2T

ﬁr*{vitl?; ansd o frassaspdogs wlvkad conar
tampayor’ s ne
X%

nrade ap hu&ﬁg»wu, I daepierdl
Sy 3
1%

and oy bemmsacilons s o4 aéll e considersd a

[ X [0S A
&g ce1t upon
ar thn50 ol

siness LI i

.

S
Sies and for t}vn41 chions were dan
a4 zo esch other and to EBha op

from
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Lis?

tha taxpaver as a whole. The tzrm "trade oy business’ dis
waed dn several sectispg of the Inoerasl Revenus feds for

and this bterm, as uvsed i

federal income tax purposas,
i, has ohe sams mesning as whan

Article TVI1Y{a), ia genevsal

usgzd dn the Talernal Revenue Oode.  For expaple,. o

i

parti culdr aotiv
of a campaver'
fedorsl inceme tax quiusa
incurred th
whizh provic

SNEEH .

fy will sresumpbively constizute part
ade or hesiness 4f the taspayer, for

Lopanadd

e able to deducs
of the Internal Reveinue o
st 4 cortaln Ttrade $r buadns
garived from the utilimation,
. Sangible propevey for which
depraciatisn daduczions have been taksn under § 167 of the
Inzernsl Bevenae Oode, providing for deduction of cepreci-
stion on tangible "frade or business' ;*wwmrfu will e
regarded as presumpiively business insome

b o

PEF the above standerd is duconclusive, & datermine.
tion of whather the e“‘%vttcnu aud for branaacoioas of s
texpayver conscitute a ‘trads or busimess! wiill turs on
the facts 9§ cadd GHud.

It

i ardey fav dnoeesme from an potiviz
sccion to be classifisd ag “unonbusiness imcﬂmm’p i
b dwnesme avisine out of ov divectly atbributable
sreasicnal, dsolated, wousesl aud/or speramdic astivity of
Ele Cagpayer aad pot incoms on which the tawpayer reiies,
ha eorsteet of any pervt of

ar could reason=b1y rely, in g
Tle trede ov business

#The classification of incsuwe by tho lsbais
&wmﬁqiwnmliy aiven to such income, such as manufseivring
income, income dorbved fres o asiies aotivities, interssc

,
income, income from the sale of property,
daihg, fecome from pateants, incoms from
royaities, oparating income, aonopd tal by dncese, incoms
from shart sars invesompnts, foredagn source imcome, ©f
is ¢ no aid in determingsg whoethew fhat dncome is business
ov nenbusiness inoome.  In evary imsbasee the pelatdonabdp
wf the fngome producing activity ar Eranssobion Lo the
rotal businass acbivisies awd/oy trensactions of the tawe
paver iz coatrolling.

income, dividand
iacamy [igs gopyy
=3

“Hecause a Loxpayer's Ceade o
ttf SR ot aﬁl Tel
an

tad activiziaes
ces i fGL prozzt,
senlviny
?Iﬂhm‘)LlAM&ﬂﬁ
trade or businoss.

My ran

ERIURE MY
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activitias gensracing income on other then a spovadic
Basiaz, which focome. ig wsod in $he operatlons of :

sanpayer . will senstituie ciements of the taxpayer’s

tradeis businessles) aad congeslzantly sive vige

ey Mmﬂnt s s

"fecduse of the ragulavicy with which most corps
eomans Ay hovestment sutivitlas, because the
capitail for scch investmsncs arises in £
sréinary couse of & tawgeyver s busioe Ausie I
From acel dovestapets bs uiblived in the ordinary course
wf the tsxpaver's businzss and because such iavestment
asseta ave uaed Foy :wﬂah41 Sredly purpeses, bacoms arlalag
from the ownsrshin andfor sale or other disposition of
such davestsanse adell b vogparded Ay preswsplively
husiness income. Suab Drﬁsumptlom say ba vebutted 1€

E °?mu::;u¢: Arve s {mont

Lo oan iaaigni‘z nt, lII“ﬁuimI apé umusual gource of
i
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“The term qtrada or husiness! i3 ot Iimited o the
carvying on of erdbgary Lodusteiad of comestrolal activisles,
The ters fvcludes, for example, the ﬁr&ia331on the arts,
amilecic seodvicden, sppari can Be no

Ly tinition ¢¥ bs ,ess igcoms hc cause the
3 : prm epon 211 the Fasts and

r@aia‘nu to what constitutaes thez taspaver's

19

Tilineis would substitute the following in liev of the goneral definition

of Desdness and sombostness lacsne set forth 4a i Rag.

e 3““w? bnmf s ur& aonbusiness in
(e} General defipiti Tusinsss dagsomé is f*red
Gigel By .u,1{n,§3) Be s RCT e T O {x>m twam&»
fons and activity in the reguelsr courss of a btrade
buginess, ast of the daéuczi3u$ atiooa
s dalibes Looong Seom G uuﬁ,r G in
i

pOhLL om

ph?ﬂ“b &

B L<
apetty conshloate iaz LEE a SERTTE

sr business operations. Iz esmaace, @
person's businsss income is that income which aris
from the condeco of such péraons 1 or business
opatacions, The tarm daes not dpsiede oompensacion

o bl damdaop Eonn Rq}u&dhgv 1Jvﬁu!v fuon § OG0 wﬁ}.

.
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Honbusinasy docome wades ahi ldes odh
sy compensgation.,  The boldizng tor inves
#fpek, saderiilasn, T pEOESY
s rharect, agtmilly
o begdncas, and rhataier
be preosumed o ba r01vnviuasg Lugas,
is enpseed in a trads oy
reguiar frade or business
mpragesent snd diapoaition of oay
periy, thon income ot such propdrty wi
inoos
o,

WG
"1

o]
b}

The suly speclfic comment in refarencs to t

intereat” on line 2. This suggesticn w

Rep. 19, L. fe)(2)iA}: [Esats and ropaities fres

, even chough sush dnsome is & fyvpe of invostue

sttt

ancatlon of the addicion of the farm

¥ 2har: husiness incoms
tment purpsses of

by, or the making of
constitule  hrade

vegtz=ens incoms will, in ﬁenézaig

Howeyer, L 8oy
Z such persﬁ"s

faeludse the agguiaiclon,

1L he Lhﬂ'

iV, L. far{2) ¢ Boeglnesy end knuuuadneaa Income: Applizstion of Bedinltions

he first paragraph of thias

gz made by the fsw flism of

w vl mmd taneiblie psrsocoal propgrny

¢ The use of the word prioeipal”™ dn (9 hwn“

raining ¢

vl atefement Di

rents and royalties avd the phuase Trelsted to or dncidental o’ were subliect

3
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333

Fhie oriclofam was divscted £o £h
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o
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v
e
Fas
s
G
poy
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t

statebory lznguage which defines buslnesd o

proposiiisn than shis

doas not suppork the use of

the word “primcipsl™ sr the phease “related o or dacideatal to” da deflaing

Comments subniczed by members of the scanm

aof the Taxatio %'“timn of the ADA ’h&x%inafter rafarres

and Loonl Taxes Committes
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P
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U
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Caomal T tee"), the Tommittee on State Paxssion of the Coumncil of State Chambirs

gf Comserce {heteinafler veferved o as tha "C.0.8,

g e o1
To Lommitgan™l, awd fhs

TRy

Fax Sxeeutive Tasnlsete, Tnc, iz ereinafiaotr rcﬁ pred Geoan "TVELIVV} suggast,

sinor veriicions, the fobliowlap lenpusges

Lo
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unlzass the incoms is sssentizl to che condust of the
business activity, Ths ABA and JSUEL

Thay

By the puy

gl
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Eap.
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the

YRantel income
Foaest disen sisteonne when
business scoivity of

Lo dntepral

el and taspibic pros
rental of sach
£ dse
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N

rens

pazl

The ARA and C,0.8,7, Semmlitecs ayrgue furthar

or necassarty. Thay chus hat all
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argae Uhas Uhe praddoanilisy of the retad

shase and reatal of

DUBRETLY

frre

g1t ag -
rai maans a8

e
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aae Ly nonbusinass income

Faxpaves s

with Example (244},

sffanted

in oo way

They

isp disagres with

fa b Bmawples {vh} and £vdd} under the reasoning that thessz examples cone
1 bespropaer drderpratation of the word "iategral” as used in the siatu

[

definition of

- o) . “
IV, 3. {a3¢2} {3 Gains op loss

o5 from saies of

ohe vhe otd
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The Faw Suecutbee Dnustdowty aes Phat this

reatiazte batween certsain tvpes of
moosd, vabber Uhan lavking 82 fts veiasdoushis

regulation also t

rlas

Lo

tramsactions to detersice the natuve of

to bl ‘& business

whole, TR, then assarts shat gabes o losses [rowm the sele sr other
gladen of veal or saaplbls perscnal propopis suld be coeeldered besinoss
gakv when ohe taxpaver £5 enpaged s the sele or disposiclos of this

Wﬁ;LrlﬂiL busines

a
=

s

s activity.
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The ABA comment sugpests Chad the geweral dnlrodu

I
b4

gha statatary dellnbtlon oF beelness dosase and

YAs a gemezral rule, psin or loss from
other digsposition of real or tangible
business income 1f the accuisicion, nanigem
the propsvhy asnstitured im*% al paris of
TUaLe O :

o n fut s

HES

g

clory stabesent deparis

wopid bave LU powpibton Lo

sale, exchange or
uraperty epnaticubss
and disposition of

reoular
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Tha proposed repuiption on interest income provoked subsiantisl comment.

Whiie zhe sraes of Michibasn and Lllincls agroed sedth communiiy
that the statutory languass does ot permit ope atsndard o he applled te
cetarmine whether intarest ,rcome iz husivess incodme and another scandard o

*

He appidled to doterming whatber dividend income is business incomz, they dis-

734} dhlegle N : sy Py ped e byt & deped § o eV apemid e Fleyor cegmatssdp Py siges coeds
LR swinh Uhe :_W:‘:h‘.’ ;‘3’1?..1. Business C".‘.ai..:.‘u;f...; and the Tnecessary asd opmoent Lal®

34

arpumanis aedkaleied by sesd oL she spokesaen for vapdous busloosy fntaopesis,

Lo seatomtnis submitbed oo batialf of Epurry & Hutchingon Uompany ansd by

a aenbary &f Uhe ABR Commitges, 18 wes atpeed {Hes the prapesad ntevsss

b

ghe aneasutory lenguase; (2) it

in fncomsisient with tho proposed reogulations deslizg with rtente sad royaisdes

fRap. T9. &, () {23A3 ) ami deallng wigh dlvldends [Rep. T¥, 1. {aX{23{D}];

gnd €3} it donsres sound previzus lssmoing in the fisld.
o e

The soatabery, senliies angumaent reeddven pressd che wesnisg of the term

"t
i

“iatesral.” Sperry & Hutchinssno CgmpanyvaﬁdfthavABA Commirtes member. asss
€1} phat "dnteprsl” measns Poggenztai®™ and {2} thar Tesseatial” nesns the fp-
shliiny of the TaEpayer L oaery on Lo grimﬂép&l §u¢iméss activifias if ic
éoas not heve intavesi incoma. Thasge 0?&jmpﬁt§ prafer the foillowiang statuborny
langusgws, dn the alternstleai |

TR TS tﬂ%ﬂfi“ﬂ}# u%dﬂhéﬂﬂ income when dealing

REINE LY soa prhloedpal bushbaess aspivite of the Dsxpay-—

er or when the receipi of laterest invosme is an inbag ra-;nnm
af the tax Ya prinsipal busiasss astivityl”

de jais AL ER R 0T ;‘; iy

RS



Uggire

s

securities is g pringd
payar. Most o dnt

The firsc suggestsd

the sscond from Res, TV, L. e} {2340} . fn accoy
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Further commant on this proposed
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Tmarket stats” rewriting of the Uni

<
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to tho statement of fthe ADA zemboy and the Sperry & Hubtehinson stabement.

Orher objections e the interce: regulation pertain so what irs oppo-
aznbs rofer to as a “svacing probiem.’’ They srgue that the regualations as

written posa iz

in datezmiaing the dneewe, whilah dnzeress

.ﬂ
}.x.

Ll o o dvggSt e d - T K - 2 © g3
Ardges But of or what i3 craated Iv & dusdness activiiy of (he LanpiEyat.

the enistence of thils cowpllacee probles aa follows:

"When the fpeome ds bu&l $5 bngomn ar nnv%nriﬂ”SS income
gupiride upon the relation of whiah
Cthe dnccme s devived go Mhe
£y masle claar in RBeg. IV, L.
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Bag, IV, 1. {ati{Z}(By: Bividends

fi‘x

Bpokesmen on behelf of the busivess commmiby and the state of faldfownla,
encapt the law fire of Pillsbury, Madison m Sutro of San Posasdson, favar the

dividend t’cdtyﬁ 4 ig the érapvgad rules wish sisor exoeeptions.  The sgatas of
Tilipods snd Michlpan oppose putsing dividend imcnmé in any differsnt category
than othar forims af intangible dncome subject te the epecdils sllocsclieon vulea

of URITEA,

o supsore of Che ddelddad Logoms vepulatdon $.0.5.7. suppovts chaiv
£ i

£1

he sdogtion. «f the DDLTEA

2

gargdsdan by vefevence to the histoery preéeding
Fanguage by the Sonference of &ammi&;ﬁ#mw;; %f Satd fors Soate baws and the

?imﬂépml incegrated scoivicy argument gubsi t*eﬂ in conppmestion with the danterest
incoms regulstion,  The rasult contasplated by bSuslness speheossen i seated es
follows in the statament cf Wnite Consolidated Pndustedlas, fne.d

rable o

e, o gpractical stendpeins, however, it ds dasi
hle aon-

have a rule making s sech dividond dncdsme s posai

4
i f gt n
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business imcome. This wouid emable an sllecptlon o
dnadse 2o the taxpayer's commetsisl domicile and ie :
Eaxpaver to deal with the legislature In Iis boms seare over

the gquestion of the taxabliity of this incoma. Furtherssye, i
would wot binder the growing movemens to exespr dividend inceme

K

whieh I beldewve te be approoriste.”

The C.0.5.0. Committes commended the Comséeslon on its reguelation with
respest o dividends. It felt, howsver, rhag ihe dntevest snd dividend des—

aribed In Bzample (§1) of the dividen

=1

rageistion be a¢lassified as nonbusiness
tneome, The C.3.8.T. Commiceas further commented thet this treatment of &lvldend

Incase wig Clhe intent of the crafters of she Hndlops Act,

The Tax Executlve Tuetitufe generally agreed with the dividend vegulation,
et disagresd with Che peeuld resched in Examole {11} since che dividend laosue

ta Fmample (11} did not result From fhe priteipal astivisy of the tazpaver.

o4

The isw firm of Pillsbury, Medisss & Setve ¢f San Prancisco stafes that the

chbwidandd grogulatdon as drafted departs fram the Faspaage of Aredele 1Y of the
Maltdsgate Tax Lompact., This law fims aﬁﬁzﬁﬁéw piaee Aprticle iY rzgquires the

classifloatdon «f lnvteme as business or conbusiness dncome by relationship of
the intangible income to the gawpeyer’s tvade or business operations and noo

by the clagsificarion of dntsngibie income as intervest, dividends, woeysliies,
ste.  This is alag che popltien of the states of Iiiinois and ¥ichigan,

¥illsbury, Madlson & Subro acppest the followisp aseadments:
3 P 5

“t. Bagulation IV.1.{a}{Z)} ~ Ep he $irst sentence, insert .“
the word ‘dividends’ afier she word Tinterest,’

R Regulation IV.1.{a2{Z} {0} - Tusars the Ioliowing sentence
hetween the firat apd thivd sensandass

Thimilarly, in those situasions wheps the aoguisition

and ownarship of steck fs divectly pelsled 2o and oonsile
tubtes an dntepral pard @8 tha vonduct of the taxpavaer’s
trade or business operations, dividends on smudh sfodk gwa
busipeas docome, '

B e 2



“t. Regwlatfon TU. 3. {a){23(ny, ?'ﬁﬂpim {iii} « Imser: a comma
at the end and add the following phrasa:  ‘'unless the aegulsicdon
and continued kolding of che sgook of the subsidlary copporation is
divecely related Lo and constitutas an integral part of the conduct
of the taxpayer's trade or busineas cperatlouns.’

"4, Regelstion IV.I.{a}{Z)(D}, Exazple (Iv) - Delets she word
*Su?pliaﬂ o phe fErse seneence am innﬂzt in ldieu therasi tha
phrase 'is engaged sxclus:vely in sepplyiag' and chappe the second
santence to raad es fellows Flrbvidesds pesalved from the owned
sorperaiisn generally will COﬂati*uta business incoma.' TIn che gl-
teraative, delate Exasmple {(iv} in lta entiveoy.”

fpecifically in wegard o dividends Mr. Abvsmozek, speshlng en behalf of

the Stace of Michigan, suated as follows:

TR sleet of the sbiectdion of the Stats of Michigan to thess
dudedal veguidtions deais with proposed Reg., IV.1a3{2}{m}, n&meiy
the reguizcion dealdng with treatmsnt of riviﬁand dnnose.,  We ohiash
thar the Llelonclon of thils Rind of basitess Socome Bo awcﬂtialmw
dealors is impoesibie. From statutoery languase indicating thak
birsipess ipcome 1z penervated by fovesemesnr autivitiss which ave
haresrak peris of 4 Caspayer T bk s i..im desfitmemn famply thai
such investments must be the principsl business activity of the

gapayan. Theve da.se SeendDiceglon Lon wevhag Dros ehis :mquayvm

manf that investment be a2 complementsry part of a taxpayar's usim
naaa Lefarﬁ divireﬂd ingome {herafven gan be vegarded as business
Lo,

And, farther Q“mmmmtlﬁg g the dlvidend question by rvefersnce to the substitute

draft sihmitted by %ichig&n, he stated:

e S TR elemeng o our Erafn pariadss e thr arets of proposed
reguiations that dividend incesme ds, in the large majority of casas,
pragumptively senbisicess income,  An exssmipation of che UDTTEPA
whattdnd wiewedais That sha dnddse froem datangibios fo vopavdad s Bosle
pams  dhatosme where the ownership 6f such intanzibles ds an integral part
of the tawpaysr’s business, ¥Note thei the statuzs does not ssy thet
guch innome s business Ipcoms whers she swpershin of intsngibles is
ghe pintdpal business dvedvity of the tasmpayer. Eathey, all that ds
ragquired is ther 1t be an integral pert ef the Maxgayargﬁ prerall busi-
g, RaE dvadeasses of Bhe pepslations, when they spaiveead dduldend
fmstoma . trrroneonsle gnha i ated She umissie st ad qﬁi&m&pal i by Rl

L tor Bhe staiutvaixy masdabad interesl part tass in this potbleon of
o agur éraft, wa merslv raturnad o the stabuta.
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Ia 2oswar o the oviglaad guestdon of when invesowment activilies
are sufficlently teissed to other aiements of Fampaver’s overail
business 50 as to Juselfy dneluslon &f the income of such investments

ks
i the atete’s apportlonable tax bass, we wely Beaebiy on the Michigan
case of Lieveland CIiffs From Lowpsny, cited at 351 Mich 452, The

staadards Iald dewn b ih* Michigan Juprems Couwrt In ohal case pepras
gond inteiiigent and wiah, & atamispds fop depd miug when
is an dintagrel pers of & :a&payer’s business.

"1 would like fo ddscuss that cuue very, very briefly. The facts
were thao a corporatlon dofng business in Mirfxnan, but not domiadied
b l C

&
£

Phepalit, wis subjsct to the Michiges Fraschise fee, Tae Gorperal
arguad that in the compusaiise of the fLL there should he axsiuded
Uhorefrom the value of ics investzens porcfoide. Yts argument was that
the portiolis bad o sltes outside aof &ba Etate of Michigan, ané fur-
Sdremers Bhat the investsents were not relsged eo Lo astdvitics fn
Hichigan which conaiesad of the mining and fransportation of irom ore.
The Michigsn Svpreme Court ook cognizende of the fact then the ln-
wsbments were pn:anased from income whied was gonaretad fn the regelasr
course of the faxpaper’s buslaess; that the investments were used as
wagdtte for gensrasl oredit purposes;  and Furshevsore, that che dsooms
from the investmencs wes funnaled dfveesly tnge ehe &vrpnr*tinﬁ“s
srdinary haslnoss sotivities, And from thase factual determinations, the
HMichigen Supreme fowsvt concluded chat those fnvestmente ware indeed e

istad to the varpever®s ovdinaty businces operation in che Ssats of

Hehipgss,  Thorefosa, the fourt included these investmenta in the measure
#f franchise tax.

Lx i

TEe feed that there is s paralle® befween the guescion in thao case

p:d the cusstion that is before the atatem pragantly & ghe graes of proper
3

3y
nf'

2

racterization of dividesd ludowme:  ted we feal that tha stamﬁarus a¥
thas aaae sheuld e failowsd Larauce they preésent the best approsch towerd
eispsification of dividend fncome g Buglnoss or tepbusimess dndame, ™

3B

Mighigan wlas celtislsad tha vwamples ssed in the regulacion ss baing too

broad.

M. $arxnrh Ak B it bohailf of wliincis, stated tchat he subsoribed to

mast of what bes been ssld aleoady by the State of Michigan, and introduced

fneo the recard a jounnsl axad&uv calbed "Proposal For s Unifors Regulation Dn

Business Income Undew UDITRALY Vol, 22, Ho. 1, Hestlage faw Journal, and pro-

viglong of the TEiiduoia dusome Lax rapalatiens. s dfd Michigan, Mr. Sazver

o B
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uggasted that fncoms be trzated im oa simgle defiuitden snd thes he did A

vuf

Coappropriate to deal with interssc dasoeme, dividend income, efo., as

inle

jrh

slugle ftems 2f dncome i he regulations. Hz farther stared thae

Tk F e treatment of dividends la eresticslly different
fro= the treatment of dnteress, and L can see no distincnion chat
cen he drawt balween inberast and ddvidends s 0 whewn one fy
Furlavse dncome and the ofhey da buslsess doceme. I think thee
this is go aelf-swidant shal § don’t nsed fo elaborsse Fursherw,

“Example & under the dlvidend seoiion is in direct SPPOSi-

SEOR Lo st sente.  Leb ma vesd In Zo west.  Taspayer sod thres
ather corporations sech own 25E of the stock of & corporaticn which
supplies wptarials t¢ all four corpotece owners. Ofvidends resedved
fieaps whe owned corperzsion conatdoste penbesiness fncowe.  What
could be mave o pert of 4 buslatss operation of a faxsaver than
ma{%faiﬂltﬂ partisl control over, and & fimancial interests in, e

suppiies ™ .

Ellimnis assercs (het the proposed vogulations dealing wirh dividend fncoms

"

ang other datengibie fucems fgnopes the fset that the statutory language esploys

w cabtegoriss, anamely,

1813

Lo dweme arising from trassacoioas end sofivicies dn the vepular course
of & tawpayer’s trade o buain&&w; &
2. inmomi iraa tangible and *p:auazble n;vperrv LE e soeuisdiolon, sasdpe-

ment sad dls Sﬁ&iﬁﬂ ef the ptoperty comstituts integral parss of the awpayen’s

regueiar trade ov buainess Opanstdows.

Iltinods would ewuphasdse the dbffarence batween the taxpayer's trads or

business and ths tawpasyer's tyade oF buslsese operations,

Ag above asuggested, whille ovher esiinony ad ststoments agread that, for
enample, interast and dividends should not be tveazed GLEferently, propoidnts
;l

of the business cosmunity srgued shat she insenses tegulations shouid by changed

go sanfops g0 fhe dividend repuiations standard. Ths State of falifornia cook

ag isspe whth che dividend regulation.
By



oo, IV, I, {8}(2){2}: Fatenc aﬂd co:yrﬁgbf rovalties
The C.0.8.T. Commitzes coiticlzed FExampie (L) sw bedng teo brosdly statad.

v o 3
5E adpsg e ¢

FE oA R OCLE patents sre fscldestsl te a2 taxpaysr's repgular frade

or pusipess operations snd fdconsiny dees aet represent i principat

business astivity, rovelzies chersfrom constitute nonbusiness dneosme.

Fod R Ay Plepnsd soiivioy fo doeidentad and nop & necessary pari of
2]

ES ~
the texpayar's busipneas.® # &7

Calbfsrnia gpproved of the regulatlon as written. Im the tanguags of the Caii-

R

i da our view that 3aten* roevabtiog are o the purviss of
businsgs facieme £ the parests are eoguired throush the Laxpaye it g
smman el aetiwities dn the regular course of business.  Husd e~
search activities sre sh dategral povt of $he regelar business af
gl paxpayaer Bad che sxpenses of such reeeatch gpdn b seng 81—
pensas,  sonsequestly, thd nooms Trow such sciivitles constifula
business Incoma.”

T3 would appear that Michfgan and LLifsels would egres with Californla’
statement in Tegard to patent and sopyrlydiv yovalciles, since the phtase Tppgular
coursa of busbnees™ 15 veyy anslogous to the pharsse “raguiny Ursde oF business

X b
oot b ong,

Parg, F¥. 1 €a3{dko Frovetion of bacurta&m

LT sy ey

Sompmdith. g sffeved anvtha 1sgt sentence af this paragrsph, semely, that
the TaEpaver whﬂii-ba congistent im the ptqé&zimﬂ ol 4 ﬁzﬁ%iiwuﬂ in filing
et urng ov reparke to all immnmﬁ BAtH &&mx v e which the tazpayer roports stder
areicla 'Y of this Cowpact or the ED?TFAR“ o referedng penerally to this rege
iation, the T.E.L. sugpested thet the Ehifozm At does mob roegulire the greration
af deductions 2o bogh buslwusas Iacome and n;xbuaineba fpoeme o 4 mova than one
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Busloess of phe taxpaver. Anothar sookesman suggested che deletion of this
acle regulation. Another felt thas £0 was & malbey bdevend the scope ¢f
the regulations and the enforcemant capabllicy of any ope aUabe.

Rep, TV, 2. L&l Appoppdeesre gad gllacsedan of fpcoms Sensraslly

FHE L g

Mr. Hemath of Repudilo Sceel epdelessed the second parazrsph of this

regulation whick vegulres wu%ﬂﬂﬁm'“"y fer peportdng businese and nenbusiness

inconie and che discicsurs of Inconsistencies on vefursk, Another sugpestion
iR

wid B Mawes this razelation revised to read s follows:

¥lin the even® the tawpaver in reporiing to this state undev
- identicsl rﬁ@ﬂlﬂﬂiwmﬁv&uugtﬂu by pebunr eatier andty hie OOmpaal;

PR £¢ whail discloss in ftes rstern to this siate the mature and extent
AT ghe dusanslatdney s boudesy . the Saupayar shall ast be eeguleat go
dignlose any inconeistency in reporiing which arises from an sgras-
ment for equicebis adjusoment seiey sentden 18 of Ariele TV.V

Rep, F9, 20h%: Dediaicdon of “Pageayer.”

B commend.

Reg, IV, 2{ci: Applisetion of mmaiclvf"“

By ossnng .

ngf,ﬂ?%.zﬁééQ: Two sr More Buszruﬁwggggf@gugggggg Tormoration

this regulation tams under &trmﬂg attack By the C.0.8.7, (ommittes, an ABA

comzirces mewbar, Zha T¢;,w*, and others. I8 wih angued Bet the Bubform Aot

dld ot guthar o gay slangle csrporvation as baing eapsged in mere than one

ryey

Hrynde or businesa? and dn any event i3 is addresssd o UDITPA Section 14

o} e

AF
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problams, Pt was further suggested shat she ssderiving unliary arvgument 1

i

available to taxsaver and stste abibe, wishost sy specifle vegulacion, The

Geare of Cabifornis answersd the argumsns of fhe AL commitise mamber as

The conkention fs omacde that g fa deud iyl whesthsr che

Pnd fore Aot auchorizes the divisi“n of osme csrporabe eabloy
into more than one Bdamle or Buslos ¥hila the Uniform Act

g pot specificalily avthorize mrch a diseision, LU canson
b wakd that 1o prabibics sush division. The fact of the
mapter is that the Uniform Sct is sileat on thaeg wevgev. Tf
such a divisien in pxutdb.m“é, vhars mav well be & consbitue
tional probliem baceause of Laning sxpratersitorial valuas since
Cthe business sotivicy aof ong business greup sy el Fuaes any
cotmection with the sapisg stege,.  Io snauld fe nsted aliso
thes the Commissidners om Yndform §zata Laws (NOCESL) included
4 pyefarery note Lo waﬂtlam,zﬁa} swhich statessy Tihls defini-
tion tefers o Trhe faxpayer's trede or business as LE be had
ane busipess. It is oot iﬁi&nﬁmﬁlhy thds Tanpguaps to racuire
a easpavey having seversl “husinssses™ bo use tha some dllosa-
tilom and apportionment methude far she bupidesses. The lanpusge
pormile sophyase [reatment of differsat businesses of 8w Wﬂl&
rezpayer.  Seetion L8 eleaely peruizs sepavate treatzant,

turther comsent of the businsess tompesisy serzaived to alleged diffizeicles

of complistce. Auother oospent indicsced that the tasw provided for in the

wuh‘ﬂtﬁivau arhitrary, ani condecive bo spieetive determinations

“

regulatiosn &y

by sxambierd.

“Ree, TY. 3r lasabie de Ahu?ﬂFV Btare

#

feon Uleuah this is a crocial regmlatfen, Shewe wae vary Mmlted commznt
T , : p ¥

gubmitved. The £.0.3.%, Coubotes and che 5tat&ment'5abmittad'hy avn Albd wpaber

"puppested the following ahils i%a ) the last gantence of this proposed tepulation:

oy che purposes of Reguviasfon IV 56 (a) {2} culy, the
pagpsyet w1l be desmed to ba taxable in the stalae of fbe pea-
shazser with tespoet o pil sales of fansible person
oy cukl Eoners  located iﬁ tha fromgtvealth of Tuerts Rico, any
ferphtery o Possession of the Undted Seates snd any forelgs

B propdniy

ol G-



F;n.

cosntty or political subdivision thevesd, ™

Apnother statement refdrred (& the dmportence of this provision co the business
communiny and shedr lack of onthesisess ever the so-callad Yorigin-throwback

3 3 S 3 5 . "
rule” and supgested That sha prosent languase be retained.

Bavid . Sarver, from Tiilmols, offesed the following comsent in regard

to thiz gquestion:

e

. 19 Fo{a)} deals with “tamability in aasther stata.’ Agsin,
the definitdion of "taweble dn angcher etate’, like ghe definielon of
thup s Sscomst’ goses ds two pares;  and agsin, sufficient weisght
bas not baen given fo one part of chat definiclon. Cwrvent veguls-
elong sriaas odnby jurisdiction to impmsc & tawx; net the fact mhat
# San law does sxist and the caxpsver's paying a tex uader ft. I'11
road the definitionm of ’tam&hilitv in anamher gtate.! *‘The taxpaysr
is taxable in asother sgae 17 1} dn thao state he e subjest o8
s Logeemn Dax or frasnchise tex messured by anet fnceme, franchise

tex for the priviiege of dofng buainess, 67 4 coTderasse anock oex,
ar 2} rhat soage ke Jurdadicsdnn to subjest the taxparer to & nat
frcoms bax regardiess of whether, ;r fast, the spate doss or does ast
subject the tezpayer To swed & San.’ T ewpreny pepulations glve
pracgatblog suly to ths sesond part of thmt definition. In order tu
recognize that there ave fug ppizs o 2he defisdeien, T chink ic should
D gt 0 Lhat the flede part of the definition applies 2o those cases
share 2 corporastion income tax or a simfiar sore of cax dees esxist, and
the second pare of che definivlon aloald bo applisd oo thowe spages
wiad bhiera e ng Corpordtion income fax o7 similar kax in existences

L oweald Like o guite frem the Uliincds regulations. ‘4 Bazmpavey

t# gubiveE to one of the specified tsmes ig 1} & partloculsr state only

if ke is subjecs to such oew By resson of dpncsme-producing activities
taogueh gnate, For onasple, ¢ gotpersiion which paves a sinimie fraschlse
i oeder to qualify for the privilese of doing businsss in the state
iz mot subject to tex by chat sgate withis the weasding of 1}r The fmount
Gf gndi owlabskm e thote hay o relstion 2o the dorporation’s astivisles
within such state. TFurther, & fawpsyer claiming to be tewable in anothar
atate wmder the tears st forgh fg 1), seer establieh mot only chat uodex
fher Lawe of such stage fe i3 subizck fo pae of ths specified tazas, but
that he in fact pays such ftaw. If the te=mpayer is subjzct to one of tha
taxes apecd fied fu 1), Bug dows aon, dafadt . pay such & 3am, Gued e
piyer may not claim o be taxable is a state imposing such L;& uzel ey

the testes set forth im 2},



tz v

an the other band, LF 4 texpgved b8 not sublect fo & given
stete to any of the taxss spacified in 1, but such bampaver

anbabliabes that ble dativizies v such sreis are s&ah as to give

that state jurisdiction te subject him Lo & net income faa)  Uhes,
%%49“ tegts aet forsh fa I}, the taxpeyer is tauebls in such state

-

withstanding the iart thai such shale bas Heb oupetad ieglalation

ta subiant his o tax,’

J‘Q

siavion continues on and deals with Publiic Law 86-7
B ool exassln . '
ourpeny repstlacdlons deal wish the probless of the wluntesar

taxpasyer shipoing gouvds inkto a stats who Le not dn face lerlsdi
nfanelly subiect o cex in that sgats, but does in fact pay & Lax.
He cannob clabs to b saseble f6 a stets although in effect he was
filing a recurn, and paying a taz based on busfzess actlvity vathex
ghat o guadd Dlestdos cax, T thick thao $he wolunteer prodiem is one
chat has been sipnificantiv ovarestimated. Firse, I think chat

saf Gt ant Siky Lo ey & Saw ln oA srepe iF that fax has s low raie is
nothing more than good fax planning.  Seooud, § ohisk chat voluateer
g b pay 5 oTax daoa gLate where you mey npE be jurisdictiomally
subiect to bax reduces the impact of fhe throwback veie which most
s fpaes e oppossd £o. I do not mean to say phat & papson 4865
volimbest Bo oy & fan da a e WHE: he's nat doiang business, buk
if e is shipoping gm«ég fnbo a staze, sollisg de & ateoe, reguiving
sontddaradle and siansdflesns beadness soetivity in a state merely
because Peblic Law #6.270 exempte his, he wilees exempoion andar

£
Fs
M

t

86~-3T% amd pays che tex, then I belisve h2 should ba .Wuﬂtmﬂ a4
teanalble dn apotler anaze.’ I che aurrant concept in tha propéeod
raegiistions is retained, then the use of the lerisdizclonsl fest ex-

glueaively must be r&t&ina&; I sugzast xﬁ%t she raguistions a6t &
srandard whieh the pespayer cowld use for showing fhat he was sube
jact o jurdsdiceion dn smothaer Fais] té&;vr%&c gtandard would be

a riling from a siate faxing depariseiss (hef e atasts would aot have

fupdsdlation t¢ subiecs dim fo B fax.

The gtatement presested on babalf of che scrte of Michigan by ¥r. Abramesyl

srggested the Followlng olanges:

Fg ok ok Rpn, TY,3,(8) desiing with ftamable in soother 4isge’
f5, dm our awmE, WEEY . PRI sepfuzcsl,.  We wouwld iike to remove
the asbiguity; First, by lncludiag da ﬂubﬂﬁvﬁim% 1 the words 'and
payat afver the wnxd Fte! in the phzaae Yin dmother siete the fan-
peyer is subject te.'  dn athor werdi, we tay it should vead, ‘if
By resson of buai nesq sotivity in another stad, she Laxpavey s
subiost 2o and pays’ ospe of che types of taxas spedifisd in Aviicis
IV.A0LY . En adddeden oo theg, we woulé strike the last phrase in
chat sectisn begimning with the word Tpegardleas’ and ending with

. 5 P



the word “taxpaver' amd subszitcte the iolﬁcvimv lenguape, “Eyay

ghigkreds ha siata has not angefad Suol 4 Lak. ' In conjunciicn with

this,; ke, I¥.3.{¢} swouii contain the following sddivien after

the words "Unlzed Szates', st ihe end of the 4irat sentencs therein:
£l

t‘
4 " ., [
Bt Blsough the state has non enacted such 4 oaw, "

Bap, AV, M0 68)r  Propsrey Factor:  Im Semenal

The provisloa dn Regulation LV, 10 (a) which excludes from the proparty

facter property used 1o the produetion of sonbesisess income was criticized

by the C.0.8.T. Comzicoea.

Reg, ¥, 10.¢bY: Prossrey Feozow:  Puopseiy Usad for the Froduction of Businses
u ; il gy, BTN
8 xlatat

taie regulation was criticized by the C.8.8.T7. Comsicges snd By & membey o
LR RRAL Gl persains 39 the examples and tha busissss-nonbusiness differenclatios,

Rea, TV, 10,0231 Proepetty Factbon: tmﬂ”*ateﬂkv dn Feporting

11 88 argted By soma bosiness rep*asanaatawes thaz the consistengy lanpuass
ghapdd aab sppiv 0 tha disclotusre of any inconsistency in reporting which arisss

from an agreesmsnt fov equicebls sdicocmsot auder Sextdon LB of Areicis IV,

o B8 B, {6} s ”rvaT%? Fastoe) §umaratcr

Thers was shisotion to the dnolueslow &7 W%@ vaine of meblils o mevable prop-
griy oo the basiz of gotal cime witREn The ;&xﬁﬁg aantm duting the tax pariod.
It f£u arpeed that oo provision im the Uniform Act fuacdfies shis vegeission, Tt

e

waa Further objecied fo on °b¢ Baks o sompliseon burdens.

i Ea

IR



REeg, I8, FE.fg}:  Prapgesy Feedars  VYal Lat101 of Owned Troperty

Fiaireaaaies

Several porsens objectad to the use of determindng "sripfosl cose® by

iy
fort
;.h

refersmce 0 the dasls of property for federal incosme nax purposes. Lo was

argued that thils would result in compliance difficulties for those faxpeyers
enploying growp o sets aseot sccounts for fedarsl taw purposes.  If was argued
That thess huslnouses covid mét ideatify what ;aktion of a group ssset Bccount
e Recarad dn a perticular staté; Thase s%ckesvv; racommended thar original

Goal & aldnen ot the books and records of a tazzpaver bs substituted for sriginal

cost for fadezal dusowes s basls purséses. Cslifornia answerad these arguments

ag follows:

e ase of the dnitdal federal tax basis as foriginal cost? of
asreperty ds considered the most ﬂ““ﬁ&pviﬂnﬁ‘ﬂ??“ﬂﬁﬂi I SV IV I Y
A3 edabes Wil use the sewe property valestisn figure. Such federal
tax informatise dm ordinsrdily vesdi 3y gunilebie. This i Pwvecaullv
true of reasatly scguleed pmaxvﬁmyn 4 the stete fo which pooperty
i losated which is dncicded in rraag aaset accounts is 1*t asoere
tainabla, a reasmaah}m'a"'dtat ER T 3 QQQH ErGgRrny fo fha seats
Envnlyad wonkd wadaulad iy b aurmnaabiau mmrravmr, &bc aiimwaaiwm
far such vrder properiy neéed only ba, cetar*inea Gans

4

Rag, I¥. Il fhic ?wﬁ'@YFV'F3“'ﬁ£ Bl et Eraperiy

T4 wes suppested shal Baas plm {ii} &mé (£44) be revieed fn opder Lo peflaen
that tha amtai Lnoome daWPrtﬁfu ha e #Rﬁm}ﬁbﬂ hat B b elasedlied gs aenbusiness

income, vather than as business inconme.

Hew, TV, 123 Braperoy F&mﬁﬂr* mWﬁw(5fﬁh Pr#pwwwv Y hanrs

B ommant,

B .



Bag., IV. 13, avroli Fectar, in Genarsl

L
By
Sty
40
g
e

The same comment was proffered as in regards to Regulation IV. 10.{x).

B 319, 33.(33: Pavpall Factor: Memerator

¥p comument .

Hege E¥o 4308k Mhat ds Sempensztion

Haw **““&ﬁ

geg‘mgy;Jléugﬁjz ?&?xaiz Fmtgw?n Whac”i am dndividual

Mo comsmsnt,

Bep, Y, 14,683 Peyrell Factor: What e '@ 3wpeﬂa&timm Pe id in $his Blake

Ber it .

Reg, TV, 15.68): Sales faeisr; &1uﬂ mmdw A Geweral Business Operations

%ub%t&vtial businass nypositxon.%;& axprm@aa& ower ehe incleslon of federsl
and state axcise baxes in gross &rmfr&&,  ?&&;¥#&&mmﬂamiv%a for the sbjecticns worn!

1} - The i 1naf¢v afl meuw rmy@ﬁ ajﬂt bt tha aaKEs'Eactqr;amd apport fonmaest feaEle

ghu hﬂﬁ? caxes do mot rezlect aaaﬁﬁp%ﬁ;?_mm ‘44 profige ave devived; 2) the
'inaiusimn vf/ﬁﬁwgm L itﬁmﬁ wiil cause &iffiaulz;ﬁﬁmpliance problass lnasmuadd B
thay are segrepesaed from echer recsipis on the books and records of the Laxpayer

+nd said segreration fs ne? by webe;  esd 3} che esmclse zaxes ave not bampayey



veoefpre (Ghe Lanpeyer fols as g eollestdon agent or condule ouly fa refer-

.. . S Ty, h Y
wsae G Shess AW seeeiptst.

falifornis anewers these srgesents as foilows:

"The suppestion i mede thes federal end state sxclse canas
suolulitg sales tawes) should be excluded frosm she sl '

Beczuas thay would lncrsese rawpa)ar compiiznos end
Apperiiasmmnt SF Luacom Botvads Sha sumias withaed S
rates of salas and exciss ranxas,  State and federal ezcises taxas
including pales saxes ahould e dneivded in ohe recaipos facior
FE passed on te the buyar or Lecluded dn the sailing price sluce
Ssction 1lig) of UDLTPA defines 'sales’ as meaning ali gross
tedpig.  Tames passed on or focluded dan the Saium pidos elestiy
fall within the statusory definizion of ‘sales.t

1
oy g
.,. [

Rag. 1. 35, (33 Sales Fecters Sales Ingidentald o Sepevel Business Sperations

There was toms ebiattden to dnciuding dn the sales faeter for appercionment

; - i ‘ - . . . tig
DULPOEes Fross recaipbs daxivmd from business actdeitics op pransectiens inol-

antal te [Tanpayer o] ﬁfdﬁhhﬂﬂx bit Saamas segdviey,” {Braskered mezerial added)

Ta sddition, the sase comment soncarning the fonslstancy vegulvement was sade

harve as wes made in_ refersnce te Bep. IV. 10.{c) and Feg. Y. E&.{al.

234

ap, IV, 15.0cht Sales Fector: Saies Muade do Gebay Typas of Buslingss dotivizy

P e L

B comnant,

‘i

Rep, IV, 15.061: Hales ”*‘u#w; Aty iay

tpolusion of intsrest, carrvisg sharaes sod pesuirss sl sllowmsess in gross
& ¥4 25 (4]

pocafphe it alas eritiolzed.  Salifornds angwersd chis argement as follows:

dbdbs

¥Thia ABA Committee sozments suggest thab inberest oz,
gatvice chnrges, cavvying chevpes, ov cime priss differential




TR

abrges, fucldentsl to sales of tangldie pareonal properey he
sxaindad from the saies factoer.

Piha
gebyne da
{Saction %
gaaipned Lo

mclusion of dntetest or satvdes charges dn gross wve-
1 h##'nlaa‘n with she statutory defdniticn of salas
£} as meaning gross receipbe. Such vecolpts ave
she goate In which the sals of the sroperty is
aE&lgLLd; Any difficeliles axis suse i this provislos
can be soived on an equizablie basis under the authoriliy granted
d Seetdon 18 of UBLLEALT

‘;: )7\., e ;.n.

Thave was one oozment submitced on the scops of Reg. IV. 10, 13 aand 15 (the

propsroy, payreli end seles fmetors}, This comment ds as folliows:

e

o1

Fia shase savtdlont, share be repestedly “UﬁhQQizad the concept
e F alirlnmting values not asscciated with the ‘productisn of besingas
Breome®, vather than seeking be elanlfy appovticonment previsions of
the Cdmpaci. Inchkusdon of sl lawguags, Segetley wich consistency
ragudvaments dlscwssed sarliar, ars iﬂuﬂm*aziﬁ~& with tha Coppies
and sﬂouid be delated. Sinse the maln theust of these vepulations
Egome Lreat swdch ail loattse, sxcept dlvidend wncam.e, 25 busdnesis huddsm

aukiest to apportistment, 1t necessarily. follows that wiedual tex iis-

Selfnbes would bo Sevobeed Lo sueh sdbustpents. farve, such ad-
Justhents simply do ot wartant the wloescule and dersiled analysis

thes would be necassary in ordefr to'proparly siimiznaste swoh weluss.

CRE ok othenere pacousented thes the phrase fto produce businaese

incoma’ snd comparable phwmes sppesrbag iy these seccions be geleted.”

P, B8.8ad e Seles Pactor: Whei Sales of Tangible Fersopsl Propetly ars
n this Stabe, e

SRR ETIITITRIISRRLLITIOITIIL IO ITIYTY
due oozment offersd in refersnce to RBeg. IV, 16.(a) is zs foilows:

*poshe lest statement of the ruls, along with the exasple,
seles of goods shipped inge & stabe whees Laxpayar e wes taxabls
wkmm #ilpoed Tros & mwppliar im & Fmat& mbate Eaxp yat i Eilansis
net tamsbly srte sgel Fon oapete fromowhioh ths
bmiaammﬂ aya*ai"éu & W_?z@[& 'g&¢$ g 0T auppoTt
phe ailannent of Lhe,salas-cescribaﬁ'im this stabement aid 199
gxample, ser did she medorisy of ohe Sopitoes (stats end business
resresentabives) sgtee o dou buclusien,  Legal and theorstical
considerations do not support the LOGH AG##nn%iL&JLiU of azles
toncept. Sines the Lompdcht law does not deal wich the described
mypne of tre snaaction, 1% is beg*rc the proprieaty # olavdfying

.m‘gu.l»ulm [ XA EERRRE B 3 m‘{yén‘ff T4 F‘..’,i glane in fnmre 1.“!“' g fia

last statement of the rule, along with Lis axsupla, should ba delated.”




Reg. IV, 36,{83: Sales Factor; Balss zo Unlzed Szates Couver e

1z was sugpesied chat the definition of zales o the Hiced Stagas Sovara-
ment &5 proposad le e estrlotive and shouid be smended o lnclwde sales made
& oA yrima.ceuttactory whare the prime contractor is authorizsd fo sct as agent
wr the United Btares GCoverssent. Galifernia commented to this statament as

e Lo

“The provision s the pageiseion éefinimg ¥, 8. Soverament
galeg 2o e onlv sales for whish she U. 3. ZSovernment mekes dlrect
pays=enks ta the aellar was ehvlously devised for ssse in adminise
Fratien.  The svegestad broadening of the vele would make the de-
tersination of .8, Govermseny saies datromsiy *O“piicdtmr and may
well raall dn subetantisl idtdisation. Iz is, thareforvs, not
wdreanted, ™ ‘

1
b

3

hi%t
+

XV, R Pefeye Balas Faoblor;  Numerater: Zsles scher thas Salsea of Tangibls

AT RN EoT N

Fersanal Frope

RN TP IT T I E PleTOE 1) lxll&t»l&ttt‘.»

.

Thers was an n&xehtﬁw toorha sxEspie dn paragbhph (33 ow che basls thay

3

tha example erronasusly included fa the s&&&a Sgatar datangibics whteh do poeg
represent an Ixtegra? part of the rawpayﬂv R gahar rade o busbaiss opdpse

tdons. En reference to paragraph (53, the foliowlag comsens wis of ferad:

"in addition fo the lack of Commisses deliberation oun the son-
cept of a two faccor formule for appornlosmeny o8 sesss recelpts fros
intanglibla propersy, thiz section iz inconsistent with other gactions
¢f the regulations as waell as the Compact. There Lo soe basds B ghe
Compact lanpuage to support ok wiea 48w twe Fuastor prepatty and
payEoll fanctor for awwlzsbeg atoss tecelpts frem intangible persenal
sty . if iy recommended tnat tﬂxﬁ seatian,ha daiered in dts

Centivery.t : ~



RECOMMERDATEGES

e

s IV. 1. fap{l}: EFBusiness snd Nonbusinsss Tacoms.

This regulation, in substance; vepeats the aretatasry definitdon.  Fo

chazsge L tecomsended.

IR reY)

Reg, IV, 1. e}{2): 3Business smod hwm%vvinmgs imgomes  Applizetion of Befindtions,

Az ipdicated in tha Syancpsls of ths Beaving Proceadings, rhare were exson-

-“\-

b adpsnbnt and differencas of opinion euxpressed ia the claszification of ine

4 t1

pose s eithet “business dncoma® op Pmonbiadness  dnsose,

Jmatmuch ag Busfeees dncdme ds subjest to apportivoment and peabusiness incose
de aubiect cooapecliic allocatlon to the taspeyar’s somaereisl demiolie; at least

B OPREEHELAS 0 OTREE s '“yalaavu fram vadl ox tanglbie personal property,

capital gains, interast, dividends, and. prtant o1 copyright rovaicles, chias
classification problem is of fundemental signdflcanes,  Hoat of the commeras were

eritical of meny of the examples and the dfardnetions dveen in the regulssions

Debwddn vaticus cissses of fncomz, such ze incoms from dividends, royalties,

fnnanagn mad omplosd gada.

k243

Feosms argaed by Chows wdehlag s aawfwwvi dafinizion of "business incoms

L8 AR olasson 4F Invome sbeuld be 2rested 45 nonbusiness incoms unlsss

it

tivities of the fanpeyer cosaoloalbed o gecossasy and ocssendiel part of the prin-

tipal businass activity of the taupayer.

propenonts of 2 nartow definition of “business incoms

&

bst go arguiag, th

relisd heavily upon ths concept eaplmyaé in the rapgulations that scolvity other

o



than a tazpaver's principsl businass activiiy dees not generate business

2

el

incoma. In srder for any investment astiviiy or iovestmaents to glee glsg
to business incoms, thay argue that 1% is necessary to establish that che

investmenss, the activity giving rise to the investmenis, and the Loctne

[=H

srivad from the Investments constitue an essentlal and secesssyy fstegrad

art of the principsl business of the taxpsyer. The proponeats of a pervew

i

P

gefinttion furcher sraued hat lotsngible dncome suchk as ipocerssc, dividends
and roveliies, was histerically taxed at che commercial demicile of the
eorporation; that UDITPA was drafted to conform with this historioal wlew-

poing;  eRdé ther the cozsercial doziciles constitutes the only socuree of

fotsngidle lavestsant lacoma.

The pronssenta of the narrow intersretation of "busitess deane’” wers
® -

generaliv diaspcisfied with the regulations tresizment of "busfcess lncoms

dd

ancant a8 20 dividend incoma. Thus, most of their comments were Lo bylag

P18

the regulations dsaling with rents, royaltlaes snd feteress, efc,,
with the regquirement that the income-produchsg setivity consticutes an acBivity
which o a0 esspentlel ssd nscessary iategral part of the principal bushotss

geplvity of the ta=payar,

Pusamuel ay che wajer source of fngengible fncoms is sither intesresi op
#lvidends, spokaesmen for 4 RarrTow intarpxetatimn of business lucewme 2areed in
pi the regulstiets’ Crestsess of lntevesst ipcoma. In fsect, tﬁat constituted
the #6le sublect matter in the statement submitted on behalf of Sperry &

Hatoldinaam.,

o conformity



P

o

Splanmas for the states of MEellzan snd Pillaode relecsaed, s auituly
te tha statute, ths priancipal business activity best and the essential and
neceaaary dantepral pert cest which was reiled wpoh, in vavving deprees, by
the draftemen of the proposed regulations. Thase states did agree zhat che

ragulaticns did erveneously discingeish between varfosus classes of dlacome

gl as inzersar and divigends.

13

Spthosman on brbelf of

Py

the szate of Califsrsla aiene supported ths dis-
whnotlon mikde by ghe repeisvlons bebween dividesd Ipesune and dntsrest incoma,
ot and royakoles, pagencs and copyrlphts, ets.

The stazutory language clsarly veculrses that imaame ganarated by regalar
transactions and activitiass conductad by the Zaupayer in carpying on big
Lk i whett operatlone b plassd{lad ss beslness lneose, The languags
does pot permit intervess from fuvestments to be treatad any differently than
dlvidends from investments. Tt is this language which was sdoptad by the

gtates when thev adopred UDITZA. This laaguesge must be railed upon by

states' atcornevs and mdsinistretors in the enforcesment of their respective

dvedme tag satubos.  The REoxebstlos concaymdng business va. non-business
inanme cannot he drmﬁn to conform to the hisforieal position of any vaz&i&uw
BLafe, aven though thes positisn da recuived to be adherad to by that
partioniay state. True uniformity cesonot ke achievad by statutoery langiage

ar by administrative rule. Lt can be athiovasd wmiy whien the bssgusps of the

Hhabuta s By wegulation i coﬂfv”mitv thavawizh is 11Lex3rnted and applied

'3

by a tribuaal whose decision it LAt B u pracadeny for ali af the stetes.

Gf necessity, Galiforais wet obbde by the Judlatal pvecedenc of Southern

oy

W Lyfm



TIvn

Pacifie Go. v. Melolzan, and Michigan must reselve tha business imoomd

asdsadasad HHITTITIE,
guestion ie secovdance with the uanliary copcept ae daveloped in {leveinnd-

Tron Co. w, Mich. Bepi. of Reyerus.

POOPHITICARE HPORIEE) Iaeusand

Glldfs

e seatutory standard reewlyes shat all ipcosse fraw dnvasoments
waich agpstitete an imtag:n§ part of the taxpavers’ repelsy business
activitiss ba created as busisoss lngoss, irrespecﬁive 4§ whather the
asurca of that lueeme is interest from bonds, depsalss or loans, dividends,
gains @ $he dlsposition of tengible ov lntangibie properly $F DALENIS,
copythighss or tovalidiss, ste.  The eritical element in the propar
characierization of income #s “huglness income’ or nuvnbusiness fpanpme’ dis
CEpntification of those activiiies apd cranssctiems which conatituie the
parpaver'a trade or buslaves.  Foy axaemple, if the fnvestsent of money
gnd the stilizseion of the investment, includfng the lncowme derived
thurefrnﬂq s a regular part of the caxpiyar's business sperationg, the
stabusory lanpuage characterizes g From thess dpvasimanbe a9

s uglness dncome.”  To peguive lncome from such fnvesleents o be treate

:'Iir

g% Unonhusiness fncome™ e contrary to the staluleyy ianguage and wouiid

pipce the compadl svates in an Indefensible

38i poscure. Surely, 4
raxpaver whe regulaviy and eyatematically carrien on Ilnvestment aotiviny
can estabiish, to the satisfaction ¢f agy fafv-minded G} udge, thai the

incaome dardived therefeos, which ia

o
o
i3]
[u%
o
5
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fs3
o
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goeratlone, ta income received by bl ag sn incegral part né iy yesuiar
z ¥ & ES &

trede or business opolablong.

}J'

The dist

anckion in the repulati ions hebween butfsass snd nonbusiness

income assumes Dlat income from passivd {nvestments and particulay



T

Fan

ey

b S peas Bosivicy, and

ES
223

intangible fnvestmonis i a resuit of scme

{J.
phat thila businass activity cosnstloutes the generating soutce of this
dneome,  Yeu ave chus imsediately enmeshed Iy 8 sselsss chage and neaning-

vhocks of iWW«me which arise Srom

e

tess fletion as pertains to large
nassivae investuments bo Lhe @Rbent you =Ty to iselate and arcribuce passive
fncome Ee & scurad or ackivity apart from the seslvicles snd places whi g4
he Lanpsysy csrviss oa his r&guiar.baﬂﬁw: g aperati ons. Where passive
fuvestmenis, snd incoms derived therelrsw, opnstitute a pe s of a4 taee
pyer s intsgrated or umizaty bus Pﬁﬂﬂ asperations, 1% is reagonable and

iopical to stEribube fncomps {7om these passive sdurosd Lo those placay

wherz the tewpayey carries on his regulsy business oparetlons Flean

3

sesential 4usstian have is the relat ivr&hfﬂ of the iﬂleFL:ﬁh&& #nd The
income detévmd phersfron te che regular brade oF business spetations oF

tha nm£§a;&z‘ it is the cotcept of "business situs” ragher than £he

concept of Toomeredel dewloile” that ié signtficaat hare, This does wot

mean that a Laepapes’s creds or business soukd not consist guioly f
investmen: actldvltdes, In, farvéxamplag 1L$ﬂﬂmibiﬁﬁ4 In that ovent, it is
topical and probably cessritunionslly requited ghar this income L Lawed at

the plaoy shers the intengibtles are held and urildzed by the thxpayar“ Tais
place normally weald e The ﬁaxpayerés gommmeabal dosdellie.  In this &ixu&cimn,
Ehe Clhusisess sicus’ and the "mommﬁw&ial gomioile,” sad whatover aétivity Shig K4
i geussissed with passive laveEisent, takes plags B 4 qpe i fie Eocal ks,

Hence, the ratdonsie fs aesdgolog "nonbusinees” fpecms to the eomanteial domicile.

t
o]

The attached reptlagion speils sut a wsdforw buaterpratation for spoiicatis
of the statusovy laapguags, lrrespociive af che netuere or souwies of the Encomd.

Tt eliminstes tho eeplovment of different standards to classily different gphudes



’!*‘\\

'.tn..“

drching OF Iffnxput Winda of investserts., Thers is aiiminsted the refoppads

ta teats which are not supported by the siatutery ilsnguages. Purthermorse, the

atrachad repulation reguires intangible ilncome, widch apises oot of and is
connected with #he taxpaver®s vepelsr trede a7 besiness cperations, to be ap-
sortfoned to those states whers the saxpayer in fact carries on nis wdgpudar

frade or busisoss operations.  The reqommendsd regulation will not parsids the

g
&
it
m
fomi
%9
Load
o
foda
mf

wedness oparations go be siehoned off andé specifically sllocaned o

ghe wapey home of B PAPET LAXpEySY.

Tt ds =y recommendation that Beg. IV, L.{a}(d) be deleted and ths attached
Rag. IV;vlgﬁaj{Z} be sebstitated. The sceiutory isnguage doss aot suppori dls-
tinet ané saparate éasts and trosteent of varving classes of dnecae Lo determia-
ing whebher or nob dLfferant dnoome constitutes business income. tarthermare,
the sbebatory chaspuane does not support the Uprincipal businass sotivicy test’
amploved throughour Rag. I¥. 1.€ad{2}. ‘the seabute defines business income
githar as (1) iatoeme aplsdsg Ffrom cranssctions and actiwities fo the Teguiar
course of the ﬂ#xpmyéé*m prsde or business; or ¢2) Income fros sangible and
inzangibla nmﬂﬂwsflif the acquisition, management and dlsposition of the prop-
#rty swnatisude imtagral parts of the taxpayet’s regelsy crads or husiness

operebions.

Bag. V. 1, £a){3}. Proratisn of Gedusidony.

pa
222

The provecion of deductions predlanted on the propesition that a Laxe

“nayer may bave deductions whilch are applicable buth to butipens and nonbusiness

fpoome snd to more than omne “frade of busbpess.” It slse requires s conslsdancy



TS
SN

in the provecion of any deductions in s tampaver's reports to 2 state which

the tewpaver Teperss ummder Ariticie IV of the Compact, In order 2o tenfors

chis regulacion te the delation of Heg. ¥ 2. {d}, the pbease Twers chas
ERz!

pne 'trade or businsss' and the phrase Usrades o businesses” are delsted

fram

ﬁ;

hia reguiation.

Bage. 4%, . {uls  Appopcdenwens an

£
i
fort
<
0
B
20
i
B3
]
?11

. EIncoms Cemaralls

Foo almspe recomsendad

Y. Lu'\m,}“ ﬁ:}:’“’aaLm-uf"“r’\ af fy E”f{‘:iﬁ‘ Iv.

=
4
ag
[
b

This tegulatdion apparently &aﬁﬂtpraﬁﬂ rhe shrase "business actdviiy” au

w4ty Seegion 2o pefer co borh business apd nonbusivess inoost.  However,

im order for the lanpusge of Sectdon 2 2o e sppilcadie, the caxpaver sust have
ipcome which is baxable iznm more than she HEHE . Businesn accivity should be

construad zs activity which preduces businsess fncoms. It is recommended tho

ehe Lmsl eentescs of this resuistion be stricken and the secomd senfence bs

5

chasged to resd:  Tincome from business setlviiy dneiudes only business iacomd.

Poat

Reg. IV. Z.0d3: Twe or Mers Busing sred $8 a Sipple Corporeiion,

The guestion of whefher or aab 8 single corporscion engages 1 motdr Bhan

s “hpnde or business® is clpsaly xei&twd L &hw gunst don of whather or not
twe or mors corporatidus are oo ¥nﬁ$£ng G glﬂ.“ﬁ?ade pr businsss.” Hone of

the provizicos of Article 1% are spaedilosd iy addressed to sither of these

28

probiems. There da soethisg o Section 2 af JDI”FA o indicate thal the plivese

PN

“hipgipass activicy” encompasses onlv o opdys of the business of e fawpayer.

e Gt e



EZp. I¥. 3,{m}: Tamable in Another Htate: 1In Genebal

RENTEEIIIN

X]

34

Thare e ipvolved fg the comcent Yzawable in ansther sgaze™ thres dif-
forent secclons of Articie IV, namelv, Sectlens 2, 3 snd i, 3scocdon 2 pers
mits a baxpayer having fncese Seop "businsss actdvity which is taxabie boil
within and withear ehis scaze” o ailccats end sppovtien his azt dndsse 33

provided in otbey provisisns of Article IV. Sactlon 3 defines what 28 Yran—

avit Lo ssether state” for purposes of allscation and appertionsent #f ths

taxpsyer’s dncome. Eection 14 aciribuzes sales of tanglihie sarsonal progerdy
, f z

ey
p
Ty
Rt

to the stace of origim if "the tsxpayer £4 not cexadle dia the stage of

purchasar,”

The guastion L be resolved i 81l three sectivns by what is meand by Eha

effpidiaen of "pagable in snother

4

ward “Lagsbla.” mypmnmnriw the Secticn
state” 46 appiifcabie dn che decersination of two questlens: Flrst, wﬁea the
paxpayey o peraltied 1o allaocese end apémrii@g his Lnosme;  snd sscond, when
gyeabn sales of the tax;mynr ars bo be apopiluced to the state of origin

ravher than to the destimation stsia.

The Pagulayiome aps o aia&r in the application of ibﬁ rwa separste tosis
g fexgh fn ghe definition of Frgmable b another atare’ fn Section 3, nor i
the regulation clear im ihw %?é idcatien of this concept to the phvsse "business
motivisy! s usad ia Sestion 2. The regulition as writien poses the following
uppbanrwargand s loma 2

1} If amcther state imposes 4 et iscome tax, = frenchise Law medsured by

azt income, 2 femaehlye tex for the privilese of delng business, or a corpoisle

‘f‘

anook LY, can tha canpayver clafe boe fo faxsble in that state aves thaugh he pays
no tax fo thai sbate?

‘ . B



2

Ty

.i.‘}<

If zhe pexpavyer peys & ©ax to another stare on his scpivicles whial
afve tiae enly o Maosbasisess degome.” 13 ke taxeble In anether scate for
huginess dncome gpoovcionment purposes?

3} If a texpaver ds evempt from & stave's nes income taw, franchise fax

measurad by net income, frenchise tax for the priwvilape of deins businsss,

b
1o

Py

i

i3

or & corporafe stock bax {whichever is applicable), does arparmp b rama v

Bim fxem the ffrse deflndoionad ceat ¢f Seandon 5 aod reguive sales of tangible

proprrgy to be areribunabie o thas atece for Sactlon 16 purposas?

R

&} Twees the deposltion by che atese of one of the saxes sat forth in the
flrat part of e definizion of "gazable fn snother stece” im Section I render
inapplicadbis che jurisdicticnal standard conteinezd dn the second part of Sea-
tioan 37

s} bE oz tampayer s mspaned b owe or meve trades or businssses bub carries
on only oneg of these trades ot EuwimQS@mﬁ g another ateie, 15 he nevartheless
taxable fn the sther stale dn 5G§¢r«u¢&v$m Ble arher trades or busineszes and
sow Gpes the throw-back rele umder Szction 16vapmrat@ unday sued olrosustances’

6) The sase definitiom of “taxsble™ Lo aot sppiied oo the seles factor

@

regpulstion {8ag. T¥. 15.} ss is eppiied to che tamabiliiy guestion in this

wapislanian, -

kKN wﬁuld appear there shoulé de soms compgruencsz between Invoms sourdes axl
the mllocation and apportionmsent ruiuu, Brubaees aenivity giving vise to “nom-
businass dncoss” adsuld nog constitute a basis for the apportionmnt of "busisess
tneome” from business antivities carrisd on solely in another siate.  Busdnesas

penivity results in business fncwwne, a0 “nechunfness iscome.”




dn,

i 3d

Turning specd flanildy G0 the Iasgsape of Sezetion 3, it aposars thao if

sets forth cwo disginotiy JdEffevent slamdasds fo determining when a tazpayar

th
5

la texable in ancther stace. The firss atandard sppiies fn all cdreusstans

whare the sther stace izposea any of the apumerated Caxes, and wader Lhose
clicusgtancsy the second standaré has no application ar sll. On the otber
hand, Che sedond standsed, namely, “jurisdiction to subject 8 caxpaver to B
net doceme 8w, s sppliesble ouly o those statas which do net izpose a
net income fax, & fvanchise cax sessared by 2 e focome, & framschise fax
ar che privilege of dedng dusdbnets or o corporste stock tax., Furthermors,
”sgbject to & nat income fax" in the Flust sauderd wonld poguire il dome

pbfamen whih the regulitements of the states dmoosing ome of choss zaxss,

o

ie da recommskdod they this eoegalstion makes it crystal clesr that the
flesn parl of the statutory definition of “texadle 4n snother stete’ refers
to taxes wiich ave dn facn dmpesed upen and reguired to be paid by fha tam-
payer. Tha phzasa”adbéeﬁt x«? windt stred s Bhe firesd part of the definition
&f Toawshia fn st iher state” as an objective standard of seymeant end nazvta

2

& theovetical juriadiesiossl stesdard. The theoretical jurisdicticnal standard

cep

ks set ferth in the zecond part of the definicion of “pagebie In asozhsr sgate,”
Thur, the ompleyment of the lanpusge "jurisdicsion o subjest® rather then the
phease “aublest te.”  For exampie, if the United Xingdom inm fmet imposes a aet
funeomd tax on foraizn corporaiions doing besimess withis Lis bovders, ssé the

tagpayer dody o giby o1 cvmp}y wit h the Tnired Xispdom cax scatute, he is noo

froamable dn ansebor staze™ for Section 3 purposss, for, under those circumstance

the jurisdictiopal tess {acanglapd 2F 45 basperative.



Seast”

P omonformily wizh tlhe shove analysis of the statutory languagz, the

cfullawing ehanpes are supgested o Reg. IV, 3o

Reg., IV, 3.€4)t  Taxabie dn Anether Szats

No racommendad changa.
Reg, EV. Jo6h):

Tr de vecommended that the foilowlny langusse de sdded to the firs? senfence
af shig gepuiecion to sonforsm bo the FLpse 3ast seed dn the statulory standard:
ol f4 Tequived to and pays a fax based G Lis bwsfvess scoivities in antvther

atane.’t

feg., IV, 3uic)t

Ty da recomsended that the lase sewbencs of the first paragtapl and che
gxampie be stricken and that che following languare ba addad fo the fivst sentence:

Flhat phe stafe dees aen dmpsse any of the fawes seb forek o Article IV. 368,

1

B
it ’.bm
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Reno 1¥. 18, {a}

s

Property Taotor: in General.

erbreniniataiet

This regulation does pof oose To prlss with the gquestion of whether orv

TR | S LI P N
od the word Mand” in the shrase “owned ov vented snd wsed” de e be con-

struad dn the dajunaetive ar dn the eonjunstive. in other words, must prop-
arty e owned pnd usad durlag the tax seried in order to be included in the

beve bean dnformed v Professor Plerce that the word “and”

ot

sroperty factor.

v

was considored by the Commissicomers on Inifomm State Laws to be uwsed dn Lhe

3
+
ul
hd
i}
fu

alajunetive serse.  Thus, all tangible personal propsrsy cwned Iy EREYET

Bothe progeyty tdx base and all tengible parsonal praperty rented and

PRR

Wwas

wpad by $he gaspayet was toe be in the tax base.

Thig regalatden, dn aﬁa&imgm&$&ing batweoen propzrity used for the production
9f business and nenbusicess ipeome, Tefevs Bo pteperly ased snd wosld ghenefore
Appady e reqults that the propsrty bs cwnsd end used or vented snd used for ths
tex perlod for ths production of businsss fpecome. If progerny wiilch is owped

by the taspayer fs inciuded in the properiy feotow, you have availabls

¢
kgt
W

mETe

Shmpld, Shyaee 0ij¢%fv& tast dn detersining what properiy iz dacludsd in the

§5 s s

ntepatiy favbor. ﬁeitaimly, the phrase Twsad during the taw perisd to produce

busdness doscme.™ particulariy as bo sreperty cwnsed by the taxpaver, raises serw
fous admindastrecive and compilence proabiems.  The shisscloss go ellminsting Drow
the property factor property used to produsse nonbusiness income is compounded

whre Ul 408 aoatepl fe T pgiibd B pira pcw%y used in the produsiion of

business incasme.

L kave npo rzeommandation concerning this quax*ion encsapt thas ths phrase
fawnad or prstad and ssed™ be gpecifieally sefined and then appiled dn actordance

with the Jdefdadtion. The techaicel vefersncesn o she dafisdzisn of

- S,

d
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it 3 * rdied Ve rs 40 . s Fies
business income’” should be co¥ractdd w1 ghal the sscond sentance vasds Hee

Areloie IV, i{e} ané Regulatioms iV, L.{u) awd 1%, 3,{a3{Z) for che definition

af business income.'’ 56 shoeuld alsoe ba pmotad chat the stefute dowy sed ¥

the property €0 be used Lo prodiece lncome,

feg. ¥, i%.f{b}: Pyopersy Used for the Productlon ef Busdness Income.

e
o

This regulation asgsses shat che word "uesed” in Article IV,

ar ogpable of baing uwsed” for ¢ praducsion of businsse dnceums, The axa
o

wyab e

. applles to

both rentazd and twasd proserty ang property Csctually esed op s avaeilable for
H b X

MOLEE

under 10.08) are a redimesens of rhe use concepi. 1% & sherefors resommended

that 1¥. i, (b} bo delesed st the prasent time. it 1he svent this regulst

g

artd Eew. EY, i.db}, which re sufstions defipe buaipess lnooze.

Bep. I¥. 10.{c): Fropariy Faster; ConsZskency in Beporting.

is net deieged, then the sxamples shoeuld e chauged to confsrm to Reg. Y.l

PRI

© {«?2}

Tt is recomsended hat thde regulation be remumbared 10.(k}. The comsistency

recuirement contaiised fu this regulaticn ls exfydmeldy lsporiant. Cleariy
s EA Loy and the densminator shtuld Be swvived st by the smployseny of
same scandard and the stasdawd, pither ss to the numerator v the denomin

should nob vary from satd Lo SEETE.

Rep. TV, 10.{d): Tropariy Faebor; Hazmraamru

RIS

Mo reoommended changd, szcest fo changs {4} e {8F.

Rep. 1. ii.fad: FProperty Paster: Velaation af Bunad Property.

Moy peoommnended chatge.

R
wha

atar,



Bep. IV, 11, (b3: Praperty Pactor; Rested Provevty

Tt is recommended thas the examples following the firey payagraph be

deletad, Thase ersmples deal with the question of what conaticutes business

oy nonbusiness foeows, which subjeay merser is subjecl metter for reguiablons

I¥.E.dal aud T4, 3. {0},

Rag. IV.1Z: Fropatiy Yagbon: Averaolng Propenty Vaiued.

Mo change retimendad,

Rep. T, Eh{a): PRyzoll Facter: Aw General.

T recompand che removal of the exampies {£y wmd 144} under subsecsion LA5(5) .
Thase exsmples zre addrassed, in part at isast, oo what constitutas business &F
& ;

aonbus fness income, whitlh i the subiect walter of Regui: sechang LW, 1{ad and

EYL LR

T f5 recosmended that (28{4) Do delated In lis entivefy. 11 ip writtea on
ghe pasumption that Fubliic Law 86077 has the effect of exespting Lo rexation
partain dnegse vather than prechwiing any faeoms bo be sttributable to the stale

whers jurhsdiction iz lsgking bacause of Reblic Lew 860272, twchermorae, 1o adds

pothing te the soatutory langueags.

[ROSPASTL ANvERISETIYS

Reg. E¥. L3.{b}e  Fayrsll fsciots N A EREs

T4 i yeccmmended thay ail of this pepabation afier thy second paragraph be
deietad, dnasmuch &4 the Daste la kegeiacion IV 56, are controliing and are so

atatad in the szcond senledhos af Reguiatisn IV, 13.£5) .



kap, IV. 13.{a}: What is Compensztion.
Be ehangse Es recsmmended.
Rag., IV. i&,.{a?: Property Feqiow: Waar ds an Individual

13 s recosmendad chat that portieon of thds regulacion following tha

wentenes be delsted, inssmuck as therve must be congrusnce balwesn wheo is

penssoion snd what is an aspleyes snd de nesd not be separatsly consdders

other than in geserad terme.  Perthersoere, sither the federal ceffniolon

or the ommen Paw definltion controla.

18, {83 Yald dw rhis Ste

& ‘gg.n ti.vn
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fasans 122

é

contrals

=

Mo elsmnge  reoomaends

Bep, TV, 13.€43¢ Sales Pactar: Donayaglo

T .

Spies made fa Gensral Ausinessy

Mo change vedomuanded, The starute definss gross reculpls and regul

funedugdon of a1l srosa vecelipts of & Lanp ayat withast aov excaption.

ras thsa
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alas Ineidental Se SCeneral Business dperations.

Arzicie IV. 16. of zhe Compace and Seapdon I8 of DDULRA define the sales
factor as the total sales of che tewpaver. Any sdiusisment ks the sales fector
peeasiconad by subscantirl asocunt of grvess veeedpts srising frown aw deeldensal
af ascasionsl sais, 80 iong as 41 is a pary of he frade oy bBesloness go which

the apporcionment formuisz is being appiisd, muso be mads under Section 18 of

YRETPA or Article IV, l8. of the Compact.

1e 8, sherwfore; tvcompended Chat Regpulation IV, 15.4b} e deleted sxcept
ghe conskatengy-Li-reporting provielonss doetalaed dn the faeg sarsgeaph. s couns

formicy with this deleclon, she regulacion shoukd be capiloned "Sales Paater;

Conaistency in Reporting.”

Rage B, 10.40d: Sales Pagtor:  Salas Mosde dn Geber Types of Susiness Activiey.
¥o recommendsd o :»i

Reg., TV, 13.46}: Emlag Fastor: NWumapacor.
Mo change axcept delete che word “penarslly®™ la the-fivss gensonce.

Reg., IV, 16.4a): ESalss Factor: ¥What Salas of Tapgidie Parsonal Propsrty are
in this State.

13

e da pecossendad shat ohe Zael pwo parsgtaphs be deietad as buing bavend

the acops of the statuborny language.

Ree I¥. Bf.{b}: Bales Facror; Balss to Undted Btares Shvetrsment

¥o reacomzended change except to eliminate the phrase “as o genersl rule’



from the lasc sentencs of the fivst paraprash aad to delete the Last sarsprash.
The phrasz "ss a gensrazl tule” simply creates ambipulty and detracts from she

posliive statoment and the specific example pertaining te that statement. Ths
iast parasvaph dppears to be dnednedstent with zhe statutory isnguage; hence,

the vecommendation fop fss delesion.

RHag. IV, 17, (a): 3Ssles Factor; numerater: Ssles other than Ssles of Tanpgiblae

st thtiern

Tersonal DIOpeTiyv.

DEESE fz Gensral:

Mo rezommendsad change.

L13 (8 Income Producing Activitv; Dafipads

By
G
A Ve
-

P Egntan

b iac]

A afian:

L30 (33 Inzome Broducing Aatdsioy )
Babete, Thate is noe provision in the statute for the
seslynity of dncdmesprodusing activity zs done im this resuiation.

.

A3 Conte of Fesfdaradnaes  Biflnads

3
&
foeed

~~

Ho recomsendad chaape exceps 3 re-pumbey L 3 (3) beosuse of
i daiebden of (23 {3} in the proposad draft.

;

A5 {5} fppiication:

in the first sentence, strike suf the word "if" and the phrass
T mmt'cmmstitute a prinmcipal source of business income and such receipts.’
Belets feom the Bass sestancs lo Exampbe {1304} the phrase Tave beslases
fnceme snd for tha purpsse of tha salesvfaataz;“ in Zxamplae {ii), cross
2448 $he follewlag dn the lase sentenced  Tdre busisess income and for purposes
af the salea fﬂafez.“ Theas changes are made o provide for ghe éfffarentia-

tion befwaen business and noobusiness incose din Regulavions IV, 1. {a) and

i, L.dbl.



< 50{h; Ho recommended changs.

W mh{ad Mo rocomsended chanps.
LB0{B; jifs] recu”~cndei changs
HBE {0 Balete becawse in part repeciticus and in pari employing an

apportionmant rule not provided for by the statula,
o 10 {72 Delere as setting forth an spportilonment formuls nol provided
for by gRaluie,

o

Husppenglon of she Arbitration By-Laws: HNo recommandad changes,

RSO I

SIPRIARY OF RECOMMENTATIONS

foregoing Roctmmendatlons werve made afier caraful considerstiss of the

tes
o
3]

material subulzzed dn copbenctlon wizh the haering on the preposesd rejslscions
and with the underscanding ther the regulations must follow misd be en amplifica-
tionm of ¢he statutory fsnguage of Arzisle IV of the Compect. Specific ehieepive

tests wore geod L the extent paqsxbl& to achieve maximum desivalbie wiformicy.

The proposed reguiations and goasumend slons pertaining thereto are siill
deficient in not dealfisp with Secplon 18 UDITPA problems and those asgseolated

with the wwlisry end combinesion concepts. Answers to thess problesms are inex-

srabiv iavelved in the appiicatieon «f any allssacion or apporticosant TabE .

1 tvuss that the analyeis of the hearings end the propossd recemmendations

wiil he of halip fo the Melistsos Tex Cozmimaion in its sfforts i prosaipate advisory

P‘L

rules inm dmplowentisg the langusge of Artdcks 1V ef the Multistate Tax Lompact.

Respactiully submitied,

William Ba Dattex,

Bearing Gfficar

May 26, 1471

el e
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Proposed Regeistion iV, i.4at (2 ~ Busipess and Foobusiness Imcome! Application
af Definitdons

pecdeie TV(L)Y {2} defines My ssiness dncome.  The rerm buslaegs

o 4, # PIORCIE s LETOREE T S x 3 s W -, NPT R B ESPT
drcome’’ means inoome [pom any soupcod ATLSIRE from transactions smd sefiviiies
4n the regulsy sourse of 4 rade or busfoess. Thae spitical olement in ihe

. 1t 3 2
L gone as i:‘t‘h jege incomg O !Eli,‘iiﬂ.’l:h‘l ipess angomns

ot
}vh
0
i}
(43

propiy mha-aciexima
Sontt fication ¢f cthose actfivitias arish pransactiens whick constitute Lae
paxpayLy & trade oF besiness. In genersl, ihe aativi%ias and pymasctiong of
s oaxpayer will »e considered & Terade ov busine aga’’ Lf thore is avidonce -

ons wers dependent upom gy gontribu-

pobs

ipdtcaze that such setivitdes end bramsEact

ted yo pach othoey and te the pperations of the lawpayer as & whole. The cers

Vepads ot puniness’’ Lo umad in seserel sectiomg of fhe Yorernal Revegue Code
ap federal focome Lad PUIPOSESs. and this saps, as used io Article IV{L}{=).

in geawyal, has the seme meaninn Bs when waed in tie Tnzernal fevenus Code.

~

Yoy examuie, B partioular astivisy will peesumpbivedy ecomstiiute parek of & Taxe

pneret's Liade or Suelpess 1f the taspayer, For fadepal income LA PUTDOHOE. is
enle to deduct expaniss jmeunrad theredn wader § 162 sf the Inrermal Beyents
Code which provides for s deduesisn of cercain Tfrade or fees b h%»@» 85,
T2 ghe ahove sitandard is faooneiusive, a desermination of wiethar

it

i:i
3
B
jaf
&
G
]

eha aotivitles and LratROTiong af @ Lexpayay emmstltvrv a4 Terade $7 b
will burn o the facts of gacH caes, There oap be ne whtimate definition of
busineas inoome becsuse bthe spplicebilivy of phe perm turms spom il The facts

and ciresmsianees pertalning o wlat constituges the panppyer's yads OT Ll

31
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Liag. Pt iTes e sderia baiedliio.

Froposed Reguispion v, bedad (2
m.,s; es r_md Veonbusinesd kg

ip oréer for dncome from en activisy and tromsacklon to ba clasai-

i as “rnonbusiness inceme,” it must be ipease arising ouz of or divestiy

ft

;x.

sreribuzable o ¢ccasional, isolated, meususl or sporadic activity wf the
taxpeyer md net dntese on which ohe tampaver pdides, or cosld rzasonsbly rely,

ip the conduct of say part of wis Uy rade or bupieess.

Thae elassification of fscoma by the tabels sceanboenally glean, w0
such fpooma, such an mesufsciuting dncome, ipasue derived fyom sales gonbvities,
ipterens fncome, dividend income, lecome from Uik §Ele of pIoperiy. ipmenns from
copyrights, fncoms fwom,ﬁazen&sy fqeome from peyaities, oporsniog Hpaenedt ,, oI

gperpting incomd, lnoome fress ahore term investments, fovelgn sourae Epanme, ele

is of ne sid in determinlsg whather tha? income 4 Susiness op sombusioess lnoome.
Tn every imstepoe the pelacicnshio of the inceme producing sk ity or SEaa-
gotion to 3he total bdﬂﬁﬁmﬂﬂ activizies and transacgions of ghe pazgsver b4 oons

trolling.

Bacpuse a'&ﬂ¥$&yEYFS ypade or business 5 uscally the sum g alh
relatad activizies and transatlhong t at £ fegulariy engtfes 1. fare ﬁrmiits iE
{g fsproper to #lpgis out amy,varticuiég mazifity sy oeascitubing @ Tanpaye
Ugpgnetpel!’ trade o1 busingss and rhershy tésds the seope of the ganpEyer’ s
peguler frade or businets aperations. AL activivbes ganerating fnoome &R ather

Ehan an faclated, epusuel or sporpdic basls, which reome fa usad dn the opazras

Cpbops of the saspsyer, wilil copsticuts ploments of the saxpayso’s pradels) of

usiness{ea) mé concomitently gl rime o busingss loooma.
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MULTISTATE TAXATION

MULTISTATE TAX COMBMISSION
APPORTIONMENY REGUT A"é‘ LGNS ADOPTED UNDER
ARTICLE Iv OF COMPACT

(Einiform Dividon of Tieome for Tex Purposes Act)

The: Forlosvisgy 7««;[-(12,‘5:}}!.1"_. irdionted by o Fey symbe? { Eag }, e adopfod by
the Eaulvletate Tam . Men BvplomBar 16, 507!, The. & dre sudlent do adoptios
by ek memiber glaie S docordonee with ils o N daws ded prosedures,

STTTYTIIIN Lt dd s sannsacesevererrerrrrtin

EY 6:00F deneralTha reguiations Aemerical refarences ara to & reicie
IV of the Multistate Tay Compazt and its sub sactions, . :

Do §7 612079 Heg. I%, i, fnr{ly. usiness apd Kousbusiness Ymoome, Ardiale
TV 4o 1) defines “business HWemeE" s inoome arising from tramsactions ang
zetlvitiog fn the me euiar Course of Sha taxpayers trade op bn,ar-:ss e Paciudos in.
e from tuagivle ang Intangible wroy poviy I the :;,::qz fsliiar, tpanugement, sad
€ispostiticn of the Brcooriy ecnstiluse 1rt~=*'ml pisrty of cho ERRAyeT’s restiny Sonda
€2 Yusiness operations, i sutenee, the Bisiness ncove «,r the fzxpayer i that T
Biom of the larpayer's eniire net baeoma whicit adlses frof the condaes of tae taw.
pavar's frsde or businens gpetutions. For puspesag c-f stminisiration of Antisle I¥,
Bt ingome ef fha tay Sydr d8 business fncome 1mbaug shoardy clasdBable a3 non-
busiiess Sncome unger Arkicte IV, 4 to IV, 8, nnd the e reguintions theraungas,

1

Wonbusbaess income w wng al ihssrme oihap 1%y s husiness inodrme,

LY 61397 Beag. 1v. 1, (%} By (H: mnéﬁ Netbuziness ErcorodppHeation of
Kﬁnz.n.\fmmﬁ-—_é.::iclr Tl(i‘fw Gefines * 20Ee. The term “Dosinoass jne
e amsans ikooms froms sny ¥ soubee t?’xsmg e ot dranzastlons wnd astivitles in
me Befriiar aourse of . trads g :nm,mess The eritical element in the p”upm‘ tham
suferizaticn of income ag susiness lneamo” ar “mapbusiness mcone’ i idensifie
o of Lhose ackvities and -v"'..n.wmi::)rq WLIL' sonstitute the feapsyers
bBusiness, In o genezal, the astivitics and i waetionz of & luxpayer wild be om
W “trade gp :n:mress“ 12 thare iz wvitdetes t,o i:u:lcwu‘ thai guch aotivities and
actlony wore degendent upon ow sonbributed o oash othar snd So the Qparations of
the taxpayar oy g w fcie. Tha ferm “Lhade ar busizess” 45 used i govers: secticns
ef the Inlornal Bavenuge Cede oy foderal ineatyn tax purposes, and ihie teren, an
uged in Aviinie Zv(i}ga,, Iy weneral, hay (e BEIED Mg ag wuen used fn tha
inbornat Bevenuze Code. Hap e*'a:mu;:‘, 5 partiouing antivify vl pwn,trp::ve-y 20%in
silfute part of a buxpayers trade or bustaess if the tampuyen for fedarnl Sunome
Wex purposes, ¢ akle to dadue? axpenses Inourrad tharein, m.lu' % 162 of iha Yp.
ternal Bevenua Code which prevides for g, detizttion of cevtagy “t,mﬂe OF riatisue’
HROoeri8en

i the shove standasd iy mednalusive, o denes avinafion of whothor iHe setbviisey
and Eransactions of g EERpuyer constituse g ' de OF bisiness” Wil litm onp R
facls of exch pasa, Phepe cal ke 1o tlimats gufinition of businesy jx eensa besming
tha Lpplizadbiiizy of $ho ferm turng upen i the facis iu.:ﬁ droumstanoes porinicing
to what aux::;!,uutes the baxpayer's "irade ar B s,

A4 r’*i’ovxt,u_.:u«sm tnccne]  In oordar fop ineoma frorn sw seblvisy abid hranse
eilicn 10 ve elussified as "acabusiness Socome® ff vauus Be imeoams axsicg owt of

SHENTIOE-RALL, I, Buptaued 8555, 4, 6 HIE0.10



£107—al Seates Mueltetate Tawston
o dienstly aettribuzebio 4 conaslonsl, faclated, waaueal or apowstiie activity o¢ the
texpayer arnd net income on which the tampayer rak 49, ot eonid TeRsOLubly rely, ia

the sonduct of ey ngrt of his trads or busiregy,
S

The clasuifiestion of fneame By the taobeis accisionaily glvan te suckl income,

it

Sueh a8 manulaeiuring Izeeme, incoms desived frorm sades megivities, miarest ine

some, dividend Incouse, incorne from tae 3 £ proparly, dnocme Seon copyiighiy,
Income from patonts, incoma from royadtics, sparating fnearne, nemoperating Lo
SR, ICOLe from short teven nvestmentis, foreign souren incoma, ebe b of ng ald
i detervining whether that {necme o Dusiness or nonbusitiess Sueome. In avary
bugtnnca the pelndionship of the incoms Brotieing activity or transeetion ‘e the
total busitess activitles and tramsssliongs of the tukpsyer I ceztksiing,

AE  [Aotisitior and ERMMinOEIOnS eantrod, ] Fzeause . tazpayers Leade or husie
TesE 4 usuzaily the pum of all Peiated potlvisies snd fzemsaeiions thet i Begelnrly
vagages i Sor proft, it g mpreper to single out soy particuigs selivity &g oon-
stluting 5 taxpayers “principa” trads or buminess and thexohy Hmit the seope
af e tampayoers megular brade or businous operationn, A% ackiviles yenarating
fcome oo ofher thar an iseiated, unnsuel or sponsdic basly, Waich inccme bs paec
2 the cperations of tha tampayor, will aoxatitizbg slemeants of the taxpayess Lendais)
et husinessfos) smd canternitantly give rise to Duslisess ingome,

T3 [Envestment #eiivify]  Bocavss of tue megulanity with whiclh moest sge
Borafe faxpayes: TOHZERS I investnzapt aciivities, beusone the source of eaptal
for such dtvestmsants stfsg dn dhe urdinaTy eoumie of & taspayors busizegy, e
3 {he inoome from suok bvesimenty S ubilzed 4 the orgizary course of the
imwpayery husiness andg booause such investmens airols a2 wad for generzl arodcin
Furpones, inconse ARFRg from the cwnershin or zals or olher dizpozition of suck
investmanty iy dresurnptively businens income. mueh Brasumipiion may be rebuiied
# the baxpayer onm prove thas such investunont is en Irsignificant, areprndsr and
uiataal souras of inecnie,
B¢ Faeiivitdes imckudad.] The torm “Erade or busluess” sy act Hmited to the
Strving o of ordinary industrisl op vOmIAreidl wolivitien, The topm inciudes, for
oxample, the professions, the aves, athletie activilios, wagerity oto,
£70La0d Blog By, 1. #3{8). ProrpHon of Pedvolens. Ay slowabls g
suction that iz appieskie both to businosy and nondislness voorne of fhe tnpayer
skail by prozated fo those thmnes of ineore in dsteriuining income subiact to tax,
Tho faxpayes shall be WnsiEtent it the prozatlon of suck detuction or detuyctions
I oslugy rotuzas g reporit ko al imocas fax Ematig do which tha fs ERETar
eporte umder Artcia 1V of :m 2 Lemgast 0 tae Uniforn: Division of Ymturna
for Loy Purpesag ace, '

Lo L 4245F  Tep, 1w, B, {2} ApperHozusest gud Aloeation of oo Gop.
orally, When SERDAYEr und invome frows saurses within this stuse as wall as
Beome from sources cutside fds stade, fhe dividien ef imcatse and the zeaslbing
catarratuation of the portlen of the fampayers anfira pal incemie which has ity
Zouree I thly siste ghal e deternvinag purszanl 19 fha alloesiion apd SN,
licnrent provigions sol forth in Arsisle IV, 1n such cades, the fizst dlap i &0
determing which portion of fue bazpayers ontive nel fnooma congtientes “Estrsiian
dntome” svd whick Porlicn conszititon “nenbusiness inecme” The verlous items
of DelBEnoss Mo are they dirgetly shosstad to gpecdfio jurledictions purstant
e the provislons of Avicle V.4t IV, 8, Tha Wskiness Inoowe of fha tapayar
Iy divided Bolwesn tho Jurisdictlons in whieh ¢he Baslness 3 condustag pursusit
ta thae proparty, puyroll snd sales apportlenment eobary zob foroh in Article v, 6
o IV, 17, o sum of (1} the ltewns of nonbistnesy fncema directiy ailosated tg
inby pigta wlun 2% the ameunt of business tacoma attpthilable 2o taly wate by
tha apportienmens fermila conshifiztas the amouat of the EXDEYS enilre pab
incaran whjch e funinet 20 tux under the Laconie tex huws of fhlg FIRIET A



MTC Apportionmen: Begulation, Al States$103

A8 P¥neonsp elasslfication.] The taw sayer el clagslty facome 23 busluess op
nonbusiies:s eome on & scomgistent hasiz. I lue cvent the txpayer i3 net
covdlstent fn oits reporss i shall dlsciose in ity pesurk o thiz state the pg.
ture and extoent of the incensistency.

-iF  {Apporfiormient.] The word “apportiorment” genernily refers e the Givi
gicn of met Mecme beisveen i ietiens by the use of 3
portionment factors, and the word “zliscatlieg” generally refers to t
of ret meome to o, particclar jurlsciction,

£ 8446F Req IV, 9. 1D}, Dedniticn of “Laxpayer”?, [Wach state should insert the
3

fiailion in Articie 11 3. or tha Gatimitlow in it cwn tag

| GRATE Teep IV, £ (o). Apoiention of Article TV, A tampayes must have ingone

. : , 1 pay
frorm business setlvity tawabla by tuls slato and at Zeaul one other state, e aloeate
aad apportion fncome. Incoime from business setivity inciudes oty tuginess in-

pAs
LOEades,

Quuage T9 6156 Beg. ¥V, 8. {a). Fexable in another state: in goverad, A tawe
payer is “taxable fu anciher state” i ¢ maets alther org of fwo testa: (33 TF by
Teazon of business aclivity in another staly She tazpayer is sudbiact fo cne of the
.yEes af taxes specifiad in Argele TV, 2, {1}, natsely: A net inoome tan, 4 frenchise
ta amoasurad By net eome, a3 fravoblse tax for the priviiegs of doing business,
6T 8 corpornle siagk IBX; o {2) TP snother stats Bas diction te subject tha
taxrpayer 66 & net fncowme tom, regerdless of whether o nol fhad stnta Imposzey
auch 8 £8X 0m the luxpayer

zd

Qusssee T SIENY Beg. TV, 8, (B, “Paxadio tn another slute: when w corporatiion i
“srbject 1o o low ander dztiols TV, §. {E): 13) & tawpayer ig “guljest 0" ene of
the taxes specified in Axtigle TV, 3, (L}, oniy if § carries ca Buiness antivities in

ali SIS
another gtate, 1t zhe taxpayer veimtarily fleg ang Bays one or mieT: 07 such

{

ANy

e Whaett uaf reguired te <o go 3y the laws of shat siats er Eays o minfmal fee
" psalifieation, orpunization er for the privilags of G0l business i thas slmba,

3

fny

m!
£l

{a} dosgaot achuslly sngage i businesy seblyittey in that eiete, ar

th  dees actushy egngre in some pollvily, mot zufelenl for naxus, and the
rfnimpm 125 bestw no relation to fha sorporations sesivities within such stale,
fhe taxpayor iz act tsudieed £67 ona of the wpesifed tawes within bhe mzaning
0 Anticle TV, B 1Y akd i therafove not “taxable” I arothos shate.

fimaraple: Siste A hag a chrparstion franchise e moasuared by wel bacome, for
the peiviloge of dedtny Bssiness in fnat stste, Corporation X Blesx 5 pefurn and Py
the 383 mtninsiar oy, although $4 enrries on Ao activilies in State A Corporation
& Ie B0t “Laxabia” In Sade AL

B 45y The comcept ef bxadbifty in aiother state i braed upon Phe premizs
that evory siate m waich tha taxpayer by engaged fn business sobivities nEEY M
Bose BN infomie taxm even {holrh evary state does not do se. I sbaSes whish

de rot, othar tyves of tswos m ¥ be lmposed as s sudstitule for an Snoome tax,
Therefors, anly thase taves entimerslad in Azdiels IV, 3, ¢} which RV o oo
sldared ny basically revens ssiving rather than regrilatory measures shail be con-
gldared in determzlrdog whathar the eanyer iz “Laxable” b another stafe.

Exampie &) State 4 pedizires all nonresident cerperationpd which quadify or

3 Y i licemze fee op

taw for the nutvlege of deding business in the wate emardiess of wieiher {he privie
lgge Is in faet emercised. The amouns pald 18 Gaetorrined gepozdizgy 4o the total
stthorized oapiial eteuk of the corporntion; tha ratey aree progressivaly hlghopr

ragister in Sate & o pay fe the Secrelary of Siate an aunn
. b
¥

PREJFISE-HALL, Tne., Bralacod SllK, 4, &, flg1sz 10
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By Bradkste AT, The stutute 3et8 5 mindvaum fap gp 350 ang mEXm
fea of §500, Falyrs i By the fuw pars o sorporaiion frean ey
watrts f0r enpfarcenent of ks righta, Siats 4 380 imdodtes a corne ireome
tax. Wenrealdent Torpurstion % i quEatisd in Slage 4 Eld pa ks :
foe & the Secretary of Stare By: Goet gt CEMRY 0n any acHvilies i State 4
other than Wilining 48y cogrts, Corparation ¥ 45 poz “tazable In” State 4,

Brampis (1! Samme facts & lixavaple (1) exeept that Corporating s subisot
2 mnd pavs ne cerpotiiion dneome fzy Payment Iy orinw facle evidencs that
Earparation X iy "mihiect te” the mer feeme s of Siaie A B fx “Sawmphier
i fzuln A,

G} Buabe 2 Pectiires all nonresidegs Torpezations gualified op Tagig.
tave in State = o PRY £ ihe Saoretary of Btate am annual Perrait fza op taw Far
#ofng bustuess the admfa, Phe HEE 6 tho fea ap Ly 49 the sum of {13 ouistandlny

eapHbal shock, ang {2} surping ang ndividad profits. “The fes or lan hase aisribut-

8l ta Blute B 4y detarmbned by & Lhges raclor apporttarment forrouia, NMog.
Testdent, Corpopslicn Which epesslos 8 piiag o Stase B pays the regiadned faa
ot fem o bhy Bearstaxy off Hiata, Corptrsticn N g “taxaile i Stase B,

Mwaraple vl odtaln A hay & Corporsbicn fPanchizs tay maasured by npat 4.
eonza oy tha Brdvilars ap taing busitess in thsg state. Coerperation w fAles B 2oty
Basedg taea Hy businesy aciivitien &n fhe gialn Bat the smoun: of wompuzed dnhility
18 Fomm than the » dnimum tax, Corpombicn 'y ays the winfmum o, COrEy
Fablear X g mubjest, to Date A% sorposation Iranchizs fey,

Lo 9 6155 Resr, ¥V o feh Tuxedbis ty Aasther Bindte; Wien z Etate hasg
dunivdiotion gy Hubjeat FaTpeyer fo g Nep Enoomae Tax, Phe secansd fest, that in
Articis v, g {2}, applizy i tha tarpa oy ULHIREEE mebivitiag pae muafflciant o
glve the ztate Javisdiolion e Imnots g nas income bax updes de Coastitubion ang
slnbutes of Sha Vrdiod #igley Fui tasl sinte dony net dmpose aay of the tawey sol
forth in Artleie EV. & 213, Jutindistion o B = bof Fragend whese Lha gtate
18 prokiblied from Bopesing tho fgu by rezson of the rovizions of Publiz Law
BE-ZVE 15 UR.oLs, 83 8E1-282. Yo ths case of amy “slate” a8 gefined iz Apbicis
Y. 1. 2n). orher than & siate of the United States o peliziond subdivision of stzol

slnba, the dofermitusion op whotkar sixch “ghpie hzg fnsedickion s mibiact (e

tazpayer o 8 nep moarae tax shall ha mede an theuph ihe Jurtadictional seundanis
BPploabls 1 n sigte of Bhz Wniked Moptey applied in thet wespg s

rertedd,

fhuge FF 61203 Hag. Y. i dnie Hroporiy Favtors 3 dimopgl, Tha property
Facder $hall inctudo ail res] ang Eahgibie Dersapal FRUperty cwned ar raptedd and
HBed during the fax Bexdod te pracues BitinoRs invema, e torm “rend pnd tak
givle pereons] FrOLeniy” inciudes fang, huiidings, mackinery, shocky of Foads, ecuip.
ment, und ather Al gid fangdsie Ferseant property umad in tonnacticn vtk fha
Brdduniion of bustaesy fnecas bt éosy nok Mmclde codn e CATTERCy, Hae Artioie
IV, 2 a3, 10, 3, BHEY and ¥y o1, (&3 fer defhitition of “hygs 34 ineomat
Fraparty paed i Ceimaniion with the brodustion of nonbusinoesg ircorme widen s
allocated in aCcdidanse with - Artici, IV 4. e 7y, &, bl be exeludad frons thp
fapnga CEOResty used iy TaEnettion with hoth the produstion of husiness ang
Borhusiness ineeme shai By fncluded 4 the tagter only oo the 2xiens; the propecty
WaE b¥ed B eonnaction Witk the wreduation 6 Lustness inesaya, The method of
detemmdilng that Bestion of the valae re be Inoluded i ophe Eastor wiil dopend wupan
$he fadly of euen tage. The prodiesty factep shall dizoluga the avorage walue of
Froporty mciodabls fy the tactor, Soe fteg, 1V, 1.
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EFeife] Heg. ¥V, 10 (B} Property Fuctor Ounsistency fn Hoporfing,
The ewpaver shall ba consistent in the vajusticn of prepesly and in exciuding op
Imetuding proparty in the seaperty factor i ey retnens or reports fo ail imcoma

tax sintes ve which thHe texpaysr reporty under Ariicle 1Y of this Tompact or the
tasform Dhivision of Ynoorae for Tax Prurposes Ast. To the event the taRDiper i
Aot conslstent i ity reporting it shalt ciselose in ifs reburn to ehin siate the nature
zid extont of the inaonghilency,

Guue [ SIEFF Teg. IV, 1 {0} Property Bastos; Numesafor, “Phe nizersbon
of fhe property faclor shall inciude tuoe avevage valiz of Lbhe Soxpavers real
and targible porscnal propesty in this stafe durlpg Uhe law peried vsed, 1 avaslable
for use, or I capable of Being used for the proguei
i3 transit veivwoon Iooationg of the taxpayer o whiah 3 belongs ¢
ty e a8 the destmaticn foxr purposes of the progerty factor, Pro serby i tranais ho.
fweenl 2 buver sod sollor which Iz lacluced by @ fexpaver tn the dencminater of
Eg propesty facter ecordulien with its regulsr po wunting practicss shadl e
bacdidded in the nuerater acsoréing @ the stale of destlusllen, The waluz ef
-mehlis or movadle propearty such as construation etfuborment, frucks or fepasd clee.
bronis equipmert which are located withla and witheat ihls stale during fhe taw
pericd shadl bo determiineg fop puirposes of tha wumerstor of the facior ou S
el of total time witkin tha state dudng he fas period. A aubomchile az-
signet to o traveling zmzpioyae shell he inchudad i the numerator of the facior of
e slate fo which: the employoe’s sarapersation is susigred under tae payrcl S
or i3 the numerator of the state in wihlex the autorchile g Heansed,

ba conzldared
“

LR S50 fep. ¥V, 1L {ah Propeefy Factor; Velnatlon of Thened Trop-
exfy,  Bropesly owned by the taxpayor shall be velued sb fn criginal cosh., A8 4
general rule “orighned bosl” s Goemed fo be the hasiz of the propesty fov fod.
erel income e purposes (prier 1o sy federsd adiugiments) ad the tirme of acgub.
#isfon by tha fmwpayer snd adfusied by scbaepont vapital addiblons or fropreove-
manrts therela and partlal dispesition therzof, By renson of SRENELRLS,
whandonnent, gte.

185

Fmampbe <331 Om Jamusry I, 1860, tzxpayer zcgulred » factory building in
tuby uhnic af @ cost of 86,060 and on July 3, 1843, expended EIC0L00 Lor wmajor
remataling of the builging. Taxpayer #iien fz return for 1882 on lhe colemcar
yeer badls. Doepreciaticn deduction in the smourt ef 22006 was claimed on the
Buflding for its refuy: for IBSE. The valus of tho building ificiudsbie in ¢he
mumaratar eid dosominstor of thae wropenty facior iz 8600900 ay the deprecistion
deduietion iz nob feken DNt aeecunt oo gaterzaining the vaiue of the bidbag Tap
purposas of the dantap,

ooy

"
b3}

Fwampie {8 In 1379, X Corperation mempes inte ¥ Corporstien dn o bas.
frae raorganiantion under the Interns] Bevenus Cada, 4T the ¥me of the mezger,
& Corporaticn cwue g factory which = buiit in 1908 ad & cost of 33,900,000,
¥ fipa been deprociating the Lretozy 28 the rate of two porcent per year, and its
s i H's hends gt the Gime of the marger & FOC0,C00. Since the propesty in
sequired By ¥ im a1 franssefion ik which, under the Intermsi Rovense Code, s
LAty dn Vs hands 48 the savee as s basle X'y, ¥ imeludes tha prooe in

¥
'n property factor 9 Wa criginal cost, witlood adiusiment for deprealstien, fa,
600,000,

Heewrnple (i) Coppavation ¥ aoguires the nagets of Corporatlon ¥ i a Reytdin.
ten by whieh ¥ §s oniitled to wse ity stock cast 83 the basty of the ¥ oaseats
Btider 3 32E{D3 () of e 1554 Tntermal Revenue e {Le stock posszessing &4
pereent tenirel Is purchassd and Heuvidated svithin twa veazs}, Topder those cire
suamstances, %3 eest of {he ansats is fhe Bhrclara pries of the ¥ sedh pro-
rated ovae the 1 seneta,

FRERTICE#ALL, $ra., Ensswoad Chifty, 3, 2, & 8100



1 OF--A1 Sintos Muitistate Tountion
10 criginal cost Qf property is urancertainzlde, the property s inoludad in the

fockor #6 iby 2aly mathel vinlue as of the daie of acqulsition by tha taxpayes,

Inventory of sfook of goods shali be inaladed in the factor dn gecerdanos
witn tue velaation mathod nsed for federal ineome Lo pUrposes,

t

sr fakezitanee shail he nelnded la the factar ab ity
o for foderad tncome 13 puIposes.

Droparty aoquizad by gi
weats Por determind o deprecs

1981957 Rog. EV. 1 (bl Proeperty Foebor; Benied Preperty. Propocly
ronted by the taxpayer is valued at sight timaes the pab an sl rental oate. The
total anmrus) seotd rofes reesived by the taxpayer froms girprentais, o exe

eopiional ceses this rusy peslt A megaiive value oF & clearly inscourats vaiuze
Haon Tn fhose Instencss any other wsethod wiich wilt praperty reflest the voind
asny e Taguived by the depdiiiment OT mEY ko pogussted by the faxpuyes it in o
cape shell Gus zleT eBnmual rental wate b less than an smeunt whish beses the
surae rete to the foial anpusl renbal sate pabd by the fawpsyet ag the preperiy
nob patad zransal rate is the total semuad rentsl pabe pald by the fowpayer, iess
paad Dy the tawpsysr bears fo ail the vabde of veatal proparty,

Tha “ammead veptal Tage” is the avaount paid es rentad fie tne preperhy for o -
mcnty periad, or the “suucal rent” Whare property s rented for less then g 32
month poeried, the nat rani peid tor {tue scfual pervicd of izl ghapil canstitute
sha tzpwial renbal rale” for the tam poriad. EHowevar, whone 2 fanpayer 185 rented
praperly for g term of 12 of mare menths and the current tax poricd cevess &
pericd of lews thsn 12 menths due, fer sxample, to a rocegaiization or changs
ue noecuanting pericd, the net rent paid for the shopt tow period shail be anasusalized
B the testad term: is for less than 12 months, fne renl snell nct be amntaiined
bayond its derm. Heut shall mct bo snauaized becauss of the wuesrtain durslion
wizer thia rental torm 9 on & meonth to month baabe

Tosavmpie (L1 Texpayer A walch orcinarily flss % rebirns besed on & ealeadas
yezr is merged inlo Taxpayer T an Apeil 30, The mel Tant pald under g lease
wilh 5 vears remaining i § e manth, The tent fop the tex paried Jssisby
1 ta April 30 0w §I0,800. Aster she yent o anouadzed {he med eent i 450,006
CRABA0 X LI}

Bwemple (H)  Same faebs ag in Traropla {3 except thar the lease westid heve
forminased ool August 3L, To Ui case the ennEaiizad nob went s 820,000 (52,580
3 Ri.

sgppmuad peat” ds the achaal mura of mcmey ar otlor euraideration pavabis
reatly or indirechly, by the izxpayer or for il benstt for the use of the pUop-
rhy and knciides: '

@ =

(i} Amy sweouat payanste for tho e of pet or tangible pessonst preperty,
g apy part therecf, whelhns desiprated a3 & Bued s of W0RSY OF a8 @ Pt e
tage of sales, profits or otharwise.

1

Wearaple: A fExpaver, purdtant to ihe toprag of o lecde, pays a lessor §1,800
par menth ag o base raiztal and s the end of the vsar pays fhe lessor cne parsend
of i2g gross sales of S400,300. wie gnnual et i FLEDCH (815600 plos obe Der-
sont of FAGH,GIC or 84,0008,

£5y  Amy amonni paynnk: ag eddif pal ront o bn bew of reabs, mich e lntarest
" "

{mioed, SHSUTZECE, Tepalirs ov pay clier ferne whaich are regulzed 1o ba paid by e
tarme of the lenss oF othar arrangometd snd doss not imclhude aveowats pald as
gepvics charges, such e wlilitles, laniter servicey, els, I s payment inchudes rent
and alier cuargss ansepregated, the wpount ¢ remt shall be determined By cone
gidernzion of the reintive vabies of the rani and the yiver {Tems,

Fpnupia €131 A wospayes; pursuant to Lae ferms 5% . leaus, ways tha lessor
$52.009 a year vrent plus taxes in the ameunt of $2,000 and inlorest ou = raortgags
v the amcunt of 81,600, The el rent s $EEO0O,



18-5-21 MTC Apportionment Regulations Al States—gigy

Frample (i A taxpayer stoves part of is Inverlory in a pedblin warehsge.

ATER P 2he yeay wag FLEU0 of whioh §T96 Wed for the use g7 glorage

Spate and $8GY rur nventory mBuraes, bandling and shipning enptyes, and 000,
eoilestions. The annugs) rant s $749, :

“Anrgal papt dess not incluce Ineidentat cay-to-gay twpenges #uoh 23 hoted
oF rnotal accorumadatic: W daliv rentar of autornokiley, als,

Lsasohald raprovernesnty #hall, for tha Durposes of tha prodexiy faetor w
thastad ay Froparty ovensd by the bampayer regardisny of Wwhethar ke ity
entltiod fo remove Hhe fmprovements ar tle jo T ents rever? fo fhe iopse
Hpon eRpization of the lease. Iience. the ariginal cos gf lendehoid aprovemants
andl ba includad in the faeier,

Lpuusssge. T $000F Reg, ¥V, 18, Braperty Tactop; Averagingy Preperty Valmes. an
8 geraral wuis fhe BVALARE Valito of Prévexiy awned by $he taxpayer shall o de-
tarmiiznied. by EVelaging the vaiues at tha Faginayitsy ang endling of the incorge ¥2ET.
Howaver. the Ifaw adupin rebor ) WAY reguire or allow avaraging by n:onthiy
RS 1 such methag af averaging iy teguired to properly pofiges ths avorzga
Taiue of the tax SLyOr'E property for the Ly pesiod,

Averagiugy by menthly valuay vl Facraily ba applied if substantizl fuotiations
L Ehe wiiues of the Frapaerty exigt diting the snx pezied or whare frroperty s
aeguired afior the depinning of tha tay Beviod or disposed of Before tha and o7
the tan poried,

Y

T
<
A

Ezamypios The monthly value of tha RPAYET'S property way pa follewws:

Fannary teeneaenae., B3 GO0 Fuly SR WAPURPRNIN: 1.4 )74
Babenary Cevroriaee. 2000 CoAmgusE L Frang
Mazreh AR TIPSR X 111 Soptambar L, 23,006
APZE Lo 8300 Oeiobep tevasaenae s Z5,000

Moy £,530 Moverber .., ., . e RS
o

Juna Trrtuieaeasen, 39,000 Desambae L, .. 2060

FREDCS 825,600

TOLAT,  $istron

ver

Tha averape value er tha tawpayoers preperty inciudebic in the Droperty faotas
for the income FenL ix daterimbined a5 follov

129,600 + 12 = $10.000

g9 oziey Hog. iv. 13, {B).  PuyroH Fasturs fa denerst. {£) 'Pae payred
Taeter shall inokuds the total arasunt paid by the tazpayer gor somzensniion during
ihe ek poriad, :

B {27 The totad pnsope “paid” Lo ngividualy determined woon the basis
of tha taupayers accoenting method, I fhe laxpayer fizg adepted the nesruat
meflod of aczounding, all cotnpansation Proparly sccrved shall be Soemed to maye
Lesy paid, chzv'ii:f”-smmiing the axpayer's melhed of etteunting, &t ke sleoten
of the Laxpayer, wompanzation paid to wraploves may ha dneluded i tha payroi
grotor By vde of the exus method i the taxpayver is ra THired £ raport suck e
PoRsation under seel mothog for unemplovian? tempelizntion purposes. The taw-
Fayer shail be eonsdistent 4 {he ‘reatizeat of compansation paid fa Sling returns oz
reporis to ai incoms taw sbafez to whish fha taxpayor repezts under Articie TV
of this Qempsat op tha Unifomy Diviston of Tneomze for Sax Perpoges Aok, In
1he evont the Eukpayer 1 net cansigtent in ita veporiing it suan tisciose in &y
sebarn Lo i giata tha nature and entent of the meansiyieney,

PRERTICRSIALL, tre, Eanlesoct C 0, 4, € 62100



HE8 A Siates Muttistats Tanacion

Kl {33 The payroll factor Ineludes caly eompensabion which iz ettributebie
ta the husiness dnsoroe subject te apporsiobeni. The COURPERSAtion of any indi-
vidual whose sabivitisy sre sozpocted primarily with nonbusiness income Ehall e
aralidded from the factor.

Mﬁ"l 5220 ey £, 18 B, Tagrodd Puclor; Nomerator, The ntumerslor af
ihe payred feclor s the toral sasdias - poid in thls stale duning the tax periog
by the Saxpayer for anEnerteiion, '.l'?-ze testy I Article TV, 14, o be gpolied in
dotermining whether eompensation 1y paid o bhin siats ars derived from the Kogsl
Um:m,p,.u:,*mzmt, Compensaticn Aos.

Lo 19 G250 Rleg ’ﬂu B (e}, wand i Qompemsation. The form Heamapan-

84%841" troans wages, Ezbatled, soromissions zmd any olber f';r':n et remumeration

paid i enzpioyos for pereemal gervices. Payments made fo an bdopondent oon-

tracter o fay othe re sen ol properiy ciagsifizbde s an wmpioya are excleded,
43t

.1 "!

Saiy mrm__n:: 2al6 dlrenily 1o employes are fuciuded in the pavrall fastor, Amounts
conzliered  pmid mrmt}*, ix-cm‘“: the value of board, veas, housing, ledging, snd
athor benafits or seveises Surnished to emvsioyes by fhe faupsyer bn volurn for
parsenel sexvicos providad that such smounie constituze dncoma to tha reciplent
Eider the faderal tatersad Kevsme Code. In the siidn of emplioyes kot subjsch te
the federzl Inteensd Revenmue Cot £ ey, thess ampleyed dn foreigs (,’G’.L’Iif]l’lrs, the
determirazion of whether such benefits or sarvlees orld eanstibute income to ue
teaploves shall be pmde gz thougk sueh emgloyes ware sziject 4o the Zederal
Internal Bevone Coda,

Mgu GREE Reg. IV, 14 (). Payrclt Faotor; Whst b ao individwad,  the
gz individual® means (1) any officer of & oo porasion, or (2) any idBvidua
who, tnder the usual common-law siley applioabla In daterining the employar-
exyploye rojationship, hay the siatus of an emplave,

Y 6260 Bog, IV, 14 ) Fayroil Faetor; What i € amponsation Pald
b this BEate. Compensalion i¢ paid I tuls slute i amy on2 of tue foliawing
tests, appied corseentively, ars rnet:

A8 €0) The Indbvideaty servies i parfarmed entivoly within the stase.

A5 {2) Hhe imdEvidnals servics e rm-t")rmrd both within snd without tha
atate, bub tha service pesforned switheut ke s tate Iy Incidental fo the dnciutduaity
sarvige within the stele, Ths ward *‘ixmiﬁmi,a’" TIEENs &Iy dervies which iz tere
Dozary or brazsitory dn nstiass, or which 15 rendorod in vonnacilon with on fuge
inged trs.ruae’izan.

8 {3) IF tha IndivldesPs servicss nre pu*f*xrvmv? both withiln end swithout
Ekin stzbe, the Indivicusis eempenEation wilk be stizibuted to this stato:
{1} 4 the Endlividuai’s basa of ol egensbions iz in this state: op
{31} 3if thers i3 nd base of operations dn auy state ia which zume il of
the servies 48 pexformed, but fhe piace frorg whish the service S Sireoted er
centredled sg i (his sista: or
{1} 5 the bese of upu.z‘a&i-:ms er the plece Lroyn which the sarviee fs ¢ Hpeidod
e eontrolisd 1z pol S8 any sfats iy wiiel sewa part ef tha servien is’ per-
formed but e ndividuala regloanss gy in this stata, : i
_ Tho term “baze of opmation” is 4ne plase of more or less permanent naburs
from wihich the employe stavts ki work ané to witlels ke oustomarnily eturay
i ordor to recalvs fastrictions from tha taxpayor or communioattons frorn his exge
tomers o2 obhor parsons cor o replenish stesk or oliier o ,m’xmlr, rapalr agoip-.
Hleng, or perform any olier functicnz necesgny vy be fhe exerciee of Big {rade er
sofassion at some olher point cr pobnts, Tha term “place J.r'mx wiich the servica
fu directed o coptrollad” refers to the place from whdel Lhe povwer io direat

Or ILLTOL I ekaroised By the taspmyor,




Lu-tie7, MTC Apportionment Regulag . AN Btates—G i g
ﬂ,..mgn Bl andsg Rey, 1V, ¥, {a}. Sajes Fretor; Salay wada i Qoperay Husiness
Eporations,  Artcls v, L (g} definag tha terra “sales” 1o maan &N gross pge
Ceipts of the taw sarer Bot allogaied noder Parmprapng of Artlele TV, Faey, for
the purpcses of tha suies factor, tha fewn “Ealag" meany aenezelly ot progs
raceipis dorived by = tazpayer from transsctions: snd asllvities de e s of
iy vegular trasde or Bralmess aperniiong which prodice businesy ineemse within
Lot maaning of Articia IV, 1. (a}.

In the onga op 4 faXDAYee whose husiness sefivily consgsty o mantfeeloripg

=
amt Melling o purehasivg ang Peseiling poeds op productd, “sales™ fcindes ay

BUORE Teeeints frels the sales of zuen gocds op procucts (er prher Prenssty of
& kind whish weylg Lroperly Be fncluded in the baventonry of the taxpsyar o

an hand nl the clpas 9% the tuxable Year}y habd by che faxpaye primerliy for
BEle 18 gustomoess in the erdinary eourza of ity dr

ele or business, Sreeo raoeipty
S thig Bulirpose mesrg FTosg salas, less petupmg zndd elivwnnces, aig inciuden a1
intercul 3 IOOIE, sorvice clinrgres, cap e clisrpes, ep Lime-price differaniing sharges

Bidental o ek gnden, Fedorsl gng Hafe encise fayes Oneluding: msieg ko
shall be incluged sg Pt of sush rooeipte ap sach tuxor are Paased on i ths
buyer or fnctuded ag oarl of the selting price of the Fratues,

B4 sz507 ey, IV, is, iy Hales Faator; Ceasisteney in Reporting: In including
oF exeiuding grosg regeipls tha taxpayer shail be catistent diy e treatimient of ek
Bhags meselats in 6 g returng or T2ports to mll income tay siabes 4o which the bame

VEV2E ¥enoris under Artioiy IV of Lhis Ueznpnot or e Unifewmr Frvision e noome
or Tex Purtosag At Tn e cvens tug S8XpAyer i not cunsisient in ity mrporling
i% shait divciage 5o %8 vetumys to this Hate the notare ang awbent of #ha

Stistanoy.

Bl $11 8755 Begre BV, 15, {e3. fnles Fuafor: Sake Maga s her Nypey of
Buzinogg Astivisy, Aa sppied Lo a ferpayper Sgnged in businagg aabivity otiier
than the imamata SLuring  ang sellin or Furchisging and pe g of Droferiy,
“sateg” fnofuda tue FHTOBE reeeiptz oo the teNpryars husiness activity,

I% the butiness BCUVILY cotndgty g2 ftovicing srviced, ok ay Lhn sparation
48 ap adveriising dFency, gr tha Derdorniance of egittdpinont gevuion centraely, re.
saaralt and devolopmen? eontracty, “salegr cludes the S recalpty frem the
Pesformanc: of gyal sonvicag Sialugs 13 fog, ToEtesion, ad Snliay oma,

i the Beslpeps ectivity iz ghe reating of vepl or tengibio perscasl preperty,
“olon” ineigdes the pross reteipis drom the ronty i lemae, on Eeeustny the pgs of
£hs prepecty,

I the bustnegs EBCLivity 15 e sale, Wrignment, gr Heensing: a3 dstangible pes.
sl pregerty guch 23 palonis zpg BOPYTIONLER, Spapbey inglugdey the HToU re.
walpty therefrom, v

M £l sa60F g, T, 44, {E)e Batey Fasobor: Mmmerater, The mamerator of tha
saies fuelor wii inchude tho groge ouelpis fror sales vhish are sbbributabde to fhis
state, and Ireibydeg 2l fnteragy Sheome, dorvice Sl CEMYIng charges, er flrae.
swica differen sl eharzes dieidontal o ek dndes regardlons of the place where tha
atecunbing records are v iainialved or flhe leoation of tha teabract or olbor evidene
of indebtogness, '

6”""3‘ 17 s2g57y Her EY, 16, {83 Banleg Factor; What Sales o8 Eanmpible Porionai
Ereperty are in this Binfe.  ip TRoEINy frem: the salag of fangibie pargened
Broparty {eseapt guley o e Tiniteg Siotag Gwvrsmmaxi; see Hep, IV, St {B};

wre di thabe ghgte:

L {13 B g property iz delivered 6T Ehipped to 57 purchagses within whiy
state ropardion af he a0k, pelnt or cilier conditions of zalig: ap

PRESTICE-HAEE, fnc., Saylemod &0y, 7, o, 265,10



- P I3
{11 10451 Ssates Multiveate Tawation
A8 {8Y i the mreperty s abipned fiaen ap otfiog, seors, winthouss, factory,
oz other place of storage Sn fhiz stule and the tazpaysr <o nat taxadbis im the
State of the nurghaser,

Property ghall be deemiad fo be daliversg or #bipped ¢ o purcheges sithin thig
shate I the reeiplent i lezazted &b this siale, sven taeuph tha dreperty g ordoered

ETOn: otleida tuly shate,

Fxample: The taspayer, with bnvantory Ly Stare A, s0l §H6.000 of T prodicis
b B Durchagser having brapels ®ores 11 several gonlas includling this stage. Tha
Crder for the porohage Was placed by fhe Purebaser’s oopleq: 0 a}:ke
went located fn Stare B 325300 of the Plechase oder was sipped directiv o
Furahiages’s brapek shore I thig stats, The branch siera in nis state Ly thae “prir-
Sisor withky Lhiz siate” with reapect o S2U000 of tha 1 Runver's saloy,

RIS RS A4

Froperty s dolivared ap shipped 2 5 purahages Witiin thiy stata If the shipomians
tarminates in thig stafe, even thotgh fha property iy subsagiently transforrad
By thie purchases (g anoiier state.

Exavaple: Ths LEEPEYEr nkes g sale ta a purchaser wha mainising 4 conbra?
WRPehouse i thiz state ad Wiiea ol mercheadizg Farcheges are Taoeived, Tha

[t
burehaser roships the roeds 1o iy brancy shores in etier statey fop saia, Al of

tsxpeyers produsty shppat 1 the puzahagery warehouss 21 1y ghate o property

to o puschaser within thds wlate,

.

“Baliverag gp shippes

The Lo “pureksmor Wizhidn this stele” ghai Ireiuda the wWitimate recipiont of
e properiy $F the Larpayer i this state, ut ths deatpuztion of tue purakaser,
delivers o or Lag the prepexty shigped 10 ths ultisate Tecipient withln thiy stafe

Frwample: & faxayes i this sbute soid merchandlze 1o g purchoes in Btaze Al

3 &

“Fayer directed tha mantlieinrer or sopplisr of tha meroebandigs in Btata B

skip the merchandise te the purchazsr's Sstomar i1 thiz starve wursuant to
P z ht

srchesesr s insirizations, Tha sule by the tinpnyer 45 “in Chis stzper
R 3

Epaen i ancther mate i diveried while spvonte fo & porchagey in this glnty,
he 3aky mre in thds el

Whaon propersy heing sbinpad by & soller fress the ele of erigln to o cone
W

Hesmple: The faw ayelt 2 preduse groveaer sy State A, baplea shipment  af
perizhable produce to fha FUrCoser’s pluce of buslmons I Sty B Wikile en.
Ikt tha produca iy dvartod to the purchagser’s place of usiness in thiz giate o
wwhich statn tha tangaver g sovfect to law, The anle hy tae {napayer iy at.
tribudad to thky shuce

E tue baxpayer in not taxable I the mfafs OF fhe purchasar, bhe mxla dg
gttriznted fe 1nis state i the Dreperty i3 didpped from . oifles, stora, wasa.
femize, 2EOLOY, o ot rasa of storsga in 154 ghata,

Hyample: Tue baxpayer hos #8 bhond oiflca ang Zeotory i fSiste AL Tt LAkl
thins 8 braneh ofice and Inventoey in thly stafe.  Tnapayery orly astlvily in
State 8 v e Belfleitaiion of erdarg By o residunt saisEmann.  AH crdeny 7 tha
State B zatagug are gaat Lo the beanch ofies in ihls sinte for appraval agd
e dlet by shipment from: the inventary in this state,  Hinos baxpayer S4 fme
mune under Bubfic Taw 36278 Frean taw in Bty B, all meles o2 marchandise
b prrokazen in Siate = are atiethuted fo iz state, tha stade geam wileh Ehe
rmarchandise wag ahspaed,

=]

Lo 14 62767 Heg. 1w, 14, (B}, Hatey Pactor: Sales fo Weided Satoy Gorarn.
ek, {ress reeoipts from the galus of targikie porsonal bregerty o the IMnitag
Hialsy GQovernmans gra 1z this state i the provecly iy shdpped from aw eiffics, stoag,
Wirohouse, fnclory, op alther olace of Stezagn in thiy aiska, Bar the PUTBOHGY of

teig repuiniion, GBIV sslez for which the Thaited Siates Govertmant makey diract
PEvEaenat ta the geliap bussuant e the temmy of e contraot ecastitute galex to



10-5-71 HFTC Appostionment Regulation. Al States—8T11
the United Sfales Government Thus, saied by o subsorbractor {o the prime come
tractor, the sarly So the controct with the Unitad States tiovermwnens, do nob cone
gtitute sales to the Urdifed Statsy Govervavent,

Emaanpis {331 A laxpayer coniraciz with Senerzl Mervioes sdministzation to
dgaliver W nurabar of truchs which were puld for by the Traited Siatoes Covern-
ment, Ehe ¥ ‘;(i Statas Soverataeat (4 Che parchasor,

.,

Humpaple (53 The fsxpayer as a sudccntractor to & prliae conbracior with
{nie Wztionzl Acmr-.autles and Bpaee Adrisistration econtrseis fo build & come
Bonent of & wochal for §1000,000, The smale of the suboontracter to the priase

eontractor is not a sala to the Wnited Slates Glovertmant,

Chuaye £ 62863  Hop. I¥. 1V, {a), =ales Footer; Nutsesster; Busles athoer fhan
fakos of Tengibls Personal Yeopepey. :

A8 <1} Tn Gomarald é.rtlc? IV Y. centaded provisiars for indhding Frasy
Tacefpie frean Tznpssccions other thon ssles of tampible persomel oromerty dn Lhe
wgnexator of ihe males facior. Under ihls sectlon grouss wecoipts sre slivibuied
i this state I the ncoms producing astivity whish gave rizs fo the reezlpts
g perfesmed wholly within this state. lizoept ay provided o sabparageph {(8)
(8} of this reguletion wpdler “appiicstica”, infrm, iF the incema producing ao-
Hvity dg performsed within and without this siste such rsoeipts are attvilutod
ke Shie sfabe i the greater proporiion of the Baeome produsing sebiy vity i3 per-
formed here, baged an eoste of performanos,

< {3) Tmeema Producing Astivivy: Befiued, The Serm “noome producing
solivity” maeang the acl or smets directly angeged im by the texwpayer for the
wisheare purgmse of aohisining gaing er ;wc_lt.. Bush astivily does nol Indude
sebivition performed cm behall of 4 tawpayer, sseh sz those ocondueded on it
Bbehaif by en indspandent onbiaciar, Acvcerdingly, the {ncems preduclng activity
dzelutes Bul b aot Bmited fo the following:

{AF The reacarizpg of porscanl servicos by am Aeyes or the utilization of tanel-
Y amp 2
Ble ang inwanginl propars Hrt'\p m..;w i3 perfornalig o gerylcs,
¥ EE B
{8} Ths sale, zenial, lesslug, or Goesuing tha vso of or other ugs of rs

preperty.

{8 The reatal, lezging, Mecasing tho uas or other use of tengibis porscasl
proparty. '

% (8)  Lssts of Pexfermsamen; ihefinad.  The torm "’:mts ol perlormmpes”
mesnd divect cosly detormined in & mMenzer feasigleni with poners iy aceospied
wonnting priceiples end I accorduance swish acoepted eonditions or pracit

ciices in
the trade or bustuess of bhe Saypover,

s

A% (4) Appicatlen. {A) Recoiply from sales other than sslss wi tangilie
perFanal properby are dnchuded dn the denominstor of £ha ecalpts factar (dee Reg,
V. 14, (b}, Such recaipts ave dn Bhly stabe 6

€ay  the luccme produsing activity is perfam:«.l wholly wilivis, tads stnbe; op
£33 She fucome produeing setlivity s poesformoed both in and eutside this state

ang & graater arencrilon of Lhe incoma producing gebivlty du porforzaed ko chilg
atate tann. in sny other state, besed en soste of peiormnne,

P34t

Fmaraple {31 The tupayer in engaged in the hesvy censtruction dralness
whtal 3t uses cvamen, Srseiors. and eariti-anes 'LJ;; vehicles, Tho baxpayer maskos
gidivtalorm rentaiz of fhe eeu‘ipmeut svlser ued needed on any projeci. The iz
payer rented some of She egoipment fo A for tim-:—a weska, The sguiproent veas
el by A for Swo sroeks I this state and cte weeie in Blate X The taspayer's
tiresd costs in conmeettor with ke eguipment curing ths zenial pericd was $508

eeol weel. Aceordingiy, the greater proporthen of suels coste vwed bagurred it

PREHYISE-HALL, Ine, Hralensad Sills, & # 5280.40
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