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ECONOMIC IMPACT STATEMENT
FOR APA RULE
{Section 41-22.23(1)

Conirol Mo.__818__ Depariment or Agency _REVENUE

Rule No:  Chapter 810-27-1-4

Rule Title:  Multistate Tax Compact

e B M Ammmrd __ Fepeal _ Adopt by Referenbe

1.

10,

i1

This rlle has no econsiniz impact.
This rule has an-economlc impact, as explained below;
NEED/EXPECTED BENEFIT OF RULE:
COSTSIBENEFITS OF RULE AMND WHY RULE IS THE MOST EFFECTIVE
EFFICIENT, AND FEASIBLE WIEANS FOR ALLDCATING REE@WGES ANE} ACHIEVING
THE STATED PURPOSE:

EFFECT OF THIS BULE DN COMPETITION:

EFFECT OF THIS RULE ON COST OF LIVING AND DOING BUSINESS IN THE

GEOGRAPHICAL AREA WHERE THE RULE IS TO BE IMPLEMENTED:

EFFECT OF THIS RULE ON EMPLOYMENT IN THE GEGGRAPHICAL AREA
WHERE THE RULE I8 TO BE IMPLEMENTEL:

SOURCE OF REVENUE TO BE USED FOR IMPLEMENTING AND ENFORCING THIS
RUlLE:

THE SHORT-TERM/LONG-TERM ECONOMIC IMPACT OF THIS RULE ON AFFECTED
PERSONS, INCLUDING ANALYSIS OF PERSONS WHO W LL BEAR THE COSTS AND
THOSE WH@ WiLL BENEFIT FROM THE RULE:

UNCERTAINTIES ASSOCIATED WITH THE ESTIMATED BENEFITS AND BUREENE ﬁ}?
THE RULE, INCLUDING QUALITATIVE/QUANTITATIVE BENEFITS AND BURDE

COMPAR 3@%&

THE EFFECT OF THIS RULE ON THE ENVIRONMENT AND PUBLIC HEALTH:

DETRIMENTAL EFFECT ON THE ENVIRONMENT AND PUBLIC HEALTH IF THE RULE IS
NOT IMPLEMENTED:

‘OTHER COMMENTS:
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11496,
ALABAMA DEPARTMENT OF REVENUE.
Imdividual & Corporate Tax Division
OTICE OF INTENDED ACTION
RULE NO. & TITLE
Chapber RHM27-1-4 Multistats Tax Compact

EP&TEM]}EB ACTION: Amend rule clapter

SUBSTANCE OF P AOTION; %émmﬁwm proposes to amend the rule
‘maarnhm icmtmmd in &ﬁmtmsimm*a Rule Chapter 810-27-1-4, enfitled Multistate Tux Compacet.
tn acldition, minor techuical changes wa}‘.l ailso be made under. this saine pmpﬂsed motion,

TIME, . Lﬁk{iE MANNER DOF I‘RESEHT!H(: WE‘W‘; A public haanngwﬂ! b bekd
1:30 jmsa un Wadnesday, October 8, 2014, Room 12!&3, First Floor, Sordon Persons-
Buildiiig, focated 5t 50 N Ripley Stroet, Mortgomery, Alabamea, Copies of the rule(s) canbe:
abtaimed al W ramm,afabam& gms;fmfsmhﬁm bl

All interested parties may present their. views in Wﬁug o the Secretary of the Alabama
Depariment of Revenwe, Room 4131, Gordon Persons Building, 50 N }?iplfﬂ’ Sirest,
Montgomery, Alabama 36132 gt any lime during the thiy-five (35) day peried following
prabilicaticn of the notice or by appearing at the lzaearmg

FINAL DATE FOR COMMENT 4
Wednesday, Qctolser 8, 2014

ND COMPLETION OF NOTICE:

CONTACT FEESEE"‘E’ AT AGENCY:
Patricia Toles
Alabama Department of Iiwmw
4131 Gordon Porsons Buillding
Mﬂﬁfgﬁmm, Alabsma 3613

{334} 2421380

R Mt&hﬁ&i I‘L E}ﬁmi:salﬁ Sm&‘tary
Alabama Department of Revenue

0941 APCINT



4 810:27-1-01 WMultistate Tax Comp

(1) Scope. Theme-Regulations ter 27 an
o set forth sules 'rchedures cansemmg :tha apmmﬁm Gﬁ tﬁa apmmaﬁmam ami
aﬂﬁmaiim provigions of Article IV ("Division of Incoms
Aabama 1975, tilled "Multistate Tax Compact’. The apportionme acadures
am fmh i &h&m regulations rules are applicable to )&'ny ’ﬁ:amp@y&r hmﬁng buam%s
'inmm regard ess ﬁf wh&iher ar ﬁa%; iét E’sas mﬁhmmsa ;nrxzm anr:i ii‘p& aﬁa@aﬁmn

%zawng mnmsm&ss m@t&mm mg'a'r ééa of w g er m’ ﬂ@% it has E}E.E&mgs:s m.-=. e,
(&) The ﬁﬁﬁgy‘ sx{;%p’huﬂs tﬂ i‘fh!a' &iﬁ@%tﬁﬁﬂ &nﬁ apmnwmi islas
precedures mtam@ﬂ in ‘these—rey ons Chapter 27 are those set fordh in
: ion Ruh Jedde A8 M pursiiant o the authorly of Beclion
1875, Artiche V.48,

{b] These ragu
procadures ma&mmg Mrasd ictional &mmﬁaﬂi&

sations rules are not inlended to modify existing sules

© The examples used throughout fhess regulations rules are Hlustrative
only and do not purport to set forth all pertinent facts,

{2 Business and Mmﬂmss Income CDefined.  Section: s@ﬂs@?’aﬁ Aortiche
WA {a} defines "business income” as income arising from transactions and actiwtsf in
the regular course of the taxpayer's trade of business and includes incoime from
tangible and intangible property if the acquisition, management, and ﬂrmmm f:uf the
property constitite integral parts of the taxpayer's regular trade or business operations.
in ssgence, all heome which arlses from the condunt of trade or business f:sparaﬁm of
A &axpaysr is business income. For purposes of administration of Section 40-27-1,
Adicle IV, the income of the faxpayer is business income urless clearly classifiable as
rionbuslnass ncames.

{a) HNonbusiness income means all income ather than business income,

(b The classification of income by the labels otcasionally usad such &g
mnufagﬁmmg mwm&g mmensatmru for services, sales ineome, interest, dividemds,
rerts, rovalties, gains, E}pﬁmﬁ% income, Neroperating Income, am I mf no aid in
determining whether income is business or non-business income. inmma of any type or
class and from army. souree Ia busingss mwma if it arises from mmma and attivity
_oocurring in the regular courss of & rade or business. mrﬁmg!ys the oritical alement
in dedermining whether income is “busingss income”™ of "nonbusiness Income” is. the
identification of the transactions and activity which are the elements of & particular trade
or bugingss. In ganecal ol fransactions and activities. of the Taxpaver which are
dependent upon or contribute to the operations of the taxpayer's sconiomic enterprise as
‘& whole ponstitute the taxpayers frade of busingss and will be transactions and activity
1




arising in the regular course ﬂrf :a;nd wiil mﬁ%ﬂiute mtegra paris r&f ateede or Eaiﬁ%h‘t&ﬁs
{See Regulation Rule 810-27-1-4-04{s} 810-27-1-.01(c} for moare specific examples of
thie lassification of income m m&lngas or nonbusiness NGO}

o {3} Businese and Monbusiness nooime: Aﬁpﬁmﬁfaﬁ of Definifions.  The
;‘falimmng are wiles procedures ard examples for determining whether gariml&r
income is busingss or nonbusiness ncome,

ta)  Renis and Royallies from real and tangible personsl properdy. Fental and
myaé’lty income from real and tangible properly is. business lndome if the property with
espect to which the incoms wes received is used in the taxpayer's frade or business or
iﬁm&enm tharetn anﬂ ihmgmfe fa includable in the property factor under Regulation

WAl : The taxpeyer operates a multistate car rental business, The
incoms fmm car F@Fﬁ’ﬁﬁiﬁ is business | sﬂcﬁma

& EXAMPLE: The faxpayer I8 efiyaged in the heavy eonstruction business
in which it uses equipment such as cranes, tractors, and earth-moving vehicles. The
Atexpayer mekes shortisem lesses of the equipment when parficular pleces of
equiprment are not needed on any parficular project. The rental income is business
incomes,

KJ EXAMPLE: The taxpayer operates a wiitistate chain of men's clothing
stores. The {axpayer purchases a five-story office ba;rdmg for use i nonnaction with is
trade or business. It uses the street floor as one of its retall storss and the second and
thiird fiocrs for its generai corporate headguariers. The tanpayer manages and feases
the remaining two floors to others. The rental of the two floors & iﬁ&ider‘atak to the
operation of the taxpayer's frade or business. The rental income is business Income.

EXAMPLE: The topayer operates a multistatée chain of grocery stores, It
pumﬁa@mﬁ a8 an investment an office building i another stale with surplus funds and
hires an unrelated property ranagsment mmny o manage and lease the enfire
building to ofhers, The net rental income s not business income of the grocery store
{rade or business. Therefore, the net rental income Is nonbuginess incorie,

5. EXAMPLE: The laxpayer operates o muliistate chain of men's clothing
stores, The teepayer invests in a 20-story office buair:isrsg and uses. the strest floor as
-one of its retail stores and the second floor for its general corparale headquarters. The
Aavpaysr hires #n ynrelated property management company to manage and lease the
rémaining 15 floors 1o oihers, The rental of the eighteen floors is not incidental to but
rather s separate from the operation of {he taxpayer's trade or businese, The net rental
income is ot business income of the clothing store trade or business.  Therefore, the
et rental income is nonbusiness incomea.



8. EXAMPLE: The taxpayer constructed @ plant for use in ifs multistate
manufacturing busingss. and 20-years Jater the plant was closed and put up for sale.
The plant was rented for & temporary pariod fram the time i was closed by the faxpayer
urttil it was sold 18 months later. The rental incoms is business incorme and the galn on

the sale of the plant is business ncorms,

7. EXAMPLE: The taxpayer operates a mullistate chain of grocsry stores. It
ownad an wﬁ%&e bulding which it oecupied as its corporate headquarters, Because of
inadequate space, faxpayer scguired & new and larger bullding elsewhere for its
carporate ?&a&&quaﬁeﬁ. The taxpayer himd an unrelated prﬁpaﬂ? managament
company {o mansge and lease the old building. The propery management company
jeased the buliding to an unrelated investment company under g ﬁ@e@%r lemse. LUipon
expiration of the lease, texpayer sold the buiiding 2t & gain {or loss).  The net rental
income recelved over the lease perlod Is nonbusiness Incoime and the gam for koss) on
thie sale of the bullding is nonbusiness income,

B, EXAMPLE: The corporation is engaged in extracling ratural resources.
The corporation awnzs and operates of Inases and n@srates mines o walls which are
lpcated in several states. For various reasons, the corporation ceases achual operation
of the properties ﬁﬂ:‘j E@Eﬁea or subleases mineral rights to others. Royalties are paid to
the comporation by the dperalors based on units extracled and the royalty Income is
business income.

9. EXAMPLE: The corporation is engaged in lumber and related wood
products business invarious states. The corporation owns or leases timbedands which
are usad as raw materals for ils lumber business. Some of the land is unsuitable and
the mrmfahﬁn Isases or subleases mineral rights to cther ;ﬂartaes Royalies are paid io
the comporation based on units extracted and the myﬁﬁy fricome is business ihcorme.

“;EE#,_ EXAMPLE: The corporation acquires undevelopsd lend for future
expansion of its multistate manufacturing businese. The sxpansion plens are later
discarded and mineral rights under the land are leased 1o others. The corporation
repeives royalies based on units extracted and the royalty income is nonbusiness
incorme

by  Gaing or losses from sales of assels. Gain or loss from the salg,
exchangs or other disposition of real propery or of i@mgabte ar intangible personal
property constitutes business income ¥ the proparty while awned by the taxpayer was
usad in the taxpayers trade or business. Howswer, if the property was utilized for the
production of nonbusiness income or otherwise was removed from the propeity factor
before s sale, axchange o ofher disposition, the gain or. loss will constitute
nonbusiness income. See-Regulation Ruls 810-27-3-4-40 810-27-1-10.




1. ﬁml’;ﬁ in conducting its mulistate manufacturing business, the
taxpayer systematically replaces automobiles, machines, and other equipment used in
the business. The gains or losses resulling from those ssles consiitute business
incoriie.

ph EXAMPLE: The taxpayer constructed a plant for use in its multistate
manufactunng bissiness and 20 y&am later sold the property et a gain while & was In
operation by the taxpayer. The gain is business income.

3 EXAMPLE: Same as (i} axcept that the plant was closed and put up for
sale but was not in fact sold untit & buyer was found 18 months later. The gain &s
bushwess Inoomie.

&, EXAMPLE: Same as (i) except that the plant was ranbed while being held
for sale. The rental incorne is business income and the gain on the sale of the plant is
business income.

8.  EXAMPLE: The taxpayer operates a multisiale chain of grocery stores. 1t
owned an office building which it octupied as its corporate headguarters. asﬁause of
inadeguate space, taxpayer acquired & new and larger bulding elsewhars for its
corporate headquariers.  The taxpayer hired an unelated property mnagawt
company {o'manage and lease the old building. The propery managemsnt company
leased the building to-an unrelated investment company under a five-vear lease. Upon
expleation of the lease, mﬁaw gold the building at & gain (or loss). The gain {or loss)
on the sala s nonbusiness income and the rental income received over the lsese pericd
is nonbusiness intome,

g} Interest. Interest incomie ks business income whare the intangible with
respet {0 which the interest was received arises out of or was created In the regular
course of the taxpayers trade of business operafions or where the purpose for
acquifing and holding the intangible is related 1o or Incldental to such frade or business
operafions.

1, EXAMPLE: The taxpayer operates a rmultistate chain of depariment
stores, selling for cash and on fsmﬁﬁ Service changes, indarest or fime-price
differenifials and the ke are received with respect to-instaliment sales and revolving
charge accounts, These amounts ans business income.

& EXAMPLE: The taxpayer conducts a mullistate manufacturing business,
During the year the laxpayer receives & federal income tax refund and collects a
’;udgm@rsﬁ against a debtor of the business. Both the tax refund and the judgment bear
interest. Tha interast income & business ncoime.



3, EMAMPLE: The taxpayer is engaged in a multistate m&!.zfmmﬂng ard
wholesaling business. In connection with thet business, the taxpayer maintaing special
gotounts 1o cower guch Hems as Wﬁﬁ‘?ﬁ!ﬁﬂ& ﬁ@ﬁﬂﬁ&n&&hon chgims, Taln ﬁﬂﬁ storm
damage, mathinery replacement, ete.. The mondys in those accounts sre nvestad at
interast, Similarly, the taxpayer femporarily Invesis funds intended for payment of
federal, siate and local tax cbligations. The interestincome is business income.

4. EXAMPLE: Tha taxpayer is engaged n a mullistate money order and
transler's check business. I addition io the fees received in connection w;%:h the sale of
the money orders and fravelér's checks, the texpaysy sams Interest income by the
Em&%tmant of the funds pending thelr redemption. The Interest income is business
income,

5, EXAMPLE: The taxpayer fs sntigaged In & mullistate marnufacturing and
seling hua;ma The tawpayer ususlly has working capital and exira cash tofaling
200,000 which it regularly [rvests in shortdere interest bearing seclrities, The interest
inceme i business income.

B. EXAMPLE: In January, the taxpayer sold all of he stock of a subsidiary
wot Involved I the same trade or business of the taxpayer for 520,000,000, The funids
are placed in an inferest-bearing account pending = decision by managsment as 1o how
the funds are to be wtilized. The imterest incoms is nonbusiness inzome. :

{dy Dividends. Diwidends are business income whera the stock, with respect
to which the dividends are recelved, arises mst of or was acquired in the regular course
of the taxpayer's trade or business operations, or where the purpose of actuiring ard

hialding the stock is related o, af ’éﬁﬁbﬁﬁﬂ‘if&i iﬂp &mh frade or business operstions.

1. EXAMPLE: Ths taxpayer operates a miltistate chain of stock brokersge
houszg, During the year, the taxpayer receives dividends on stock that it owns, The
dividends are business inomme,

2, EXAMPLE: The taxpaver is &ngagad i & mullistate manofacturing and
wholesaling business, In connaction with that business, the taxpayer maintaing special
actounts o cover such ﬁam:s as warkmen's compensation elaims, ele. A portion of the
moneys in those sccounts iz invested in interest-bearing bcmds The remsinder is
invested I various common stocks fisted on hational stock exchanges. Eﬁﬁ% the
interast Income and any dividends are bussmasa income.

3. EXAMPLE: The taxpayer sand several unrelated corporations own all of
the stock of & corporation whose busingss operations consist solely of acquiring and
ﬁmmﬁssng materials: for delivery to the corporate: owners, The t&xmy&r atguled the
stock in order o oblain & sourcs of supply of materials used in the mamufacturing
business. The dividends are business inoome,



4 EMMPLE The taxpayer ig ﬁﬂgg@&d iy & mullistate heavy construction
business. W - ponstruction work is performed - for agentiss of the tederal
government and various siate governments, Under state and federal laws applicable to
‘contracts for these agsncies, a contractor must have adeguste bonding capacity, as
meastred by the ratio of its cument assets {cash and marketable securities) 1o current
fiabiliies. In order to maintain an sdediate bonding sapacity the taxpayer holds various
stocks and Eimﬁmstatearmg securities. Both the interest imgmﬁ and any dividends
received ars businass i income.

B EXAMPLE: The laxpayer receives dividends fram the stock of ils
subsidiary or affiliate which acts as the marketing agericy for products mamufactured by
the taxpaysr. The dividends are business ncome.

@) Pafent and copyright royalfies. Patent and copyright mysa%ﬁ&as &
business intome whers the paa{erst or copyright with respect to which the royalties wera
recelved artses out of or was created in the regular course of the taxpayer‘s trade of
business operations or where the purpose for aequiring or holding the patént or
capyright is refated to or incidental to such frade or business operations.

1. EXAMPLE: The taxpayer is engaged in the multistate business of
manufacturing and seliing industrial chemicals. In connection with that business, the
taxpayer obtained patents on cerlgin of #is products. The taxpayer ficensed the
production of the chemicals in foreign countriss, in return Jor which the taxpayer
receives royaities. The royalties reoeived by the taxpayer are business incoms.

2.  EXAMPLE: The laxpayer is éngaged in the music publishing business
and holds copyrights on numerous 5ONgS. The taxpaver acquires the assets of a
smallar publishing company, ing mimg music copyrights, These acquired capyrights are
thereaiter used by the taxpayer in its business. Any royalles received on these
sopyrights are business income,

{4) pmm:m of Deductions. I most cases, an & aliowable dedudtion of a
Sfeperyer will be applicabls o only the business income arising from a particular trade o
busingss or ic: & particutar item of nonbusiness income. In some cases, an alfowabls
deduction may be- applicable o busingss Income or Several Rems of nonbusiness
‘income. In such cases, the deduction shall be prorated among those iems of
nonbusiness Income in & manner which faidy distributes the deduction among the
classes of income to which it Is applicable:  Any allowable deduction that is applicable
both o business and nonbusiness Income of the taxpayer shell be prorated i each
elass of income In determining income subject o tax as provided below:

{8) Inferest Expense. interest expense shall be prorated to nonpusiness
manets by mﬁimlymg total interest expense by the ralic of average oost of the

&



nonbusiness assets to the average cost of the tolal assets. If any assets wers anquired
with stock of the taxpayer corporation, the value of such assets to the exient altributed
o the {axpayér's stock shall be excluded from the compulations.

(b}  Other Expenses. Other type expenses applicable both to business and
wn&a&in&s& iﬁmﬁ 3%153! i::ne ;:amr‘af:ed i SLE{‘:EY & manner 88 m mwﬂabﬂy asgign such

{c)  Year fo ysar consisfency. In f!lurg returns with this state, if the taxpayer
d&paﬁ& frorn or modifies the manner of pmrajiﬂg any such deduction used in returns for

prior years, the taxpayer shall disclose in the returm for the current year the nature and
extent of the modification.

{dy  Siafe lo sfate consistency, If the returns or reports filed by a taxpayer with
all states to which the ’caxpayer reporks under Article W_f}f this Compact or the Unlorm
Diivision of Income for Tax Purposes Act are not uniform bn the application or provation
“of any daduction, the iﬂwpayar’ shall disclose in its refurn to this state the nature and

extent of the ﬁéariamﬁs

(6) Effective Dale of Changes. The additions and delations in {his regulation
rula shall be effective for the tax years beginning after Decernber 31, 1986,

Author: Neal Hearn, Jos Garnett
Authority:  Sections 4D-24-T{s)(5) and 40-18-57, Code of Alabama 1975
History New rule: Filed June 10, 1994, effective July 15, 1954,
Amended: Filed February 8, 1@95 Amendment Withdrawn February 28,
1986,
Amended: Filed October 18, 1998, effective November 22, 1938,
Amended: Filed June 27, 2003, effective August 1, 2003,
Amended: Fited September 26, 2003, effective October 31, 2003,




102 B10-27-1-02 Application of Apportionment and Allocation.

i1 Definitions.

(a) 1, For sl taxable years enting before January 1, 1997, “taxpayer” mesns
any corporation, Subchapter K. aﬂ!ﬁy firm, association, Qmﬁmmma! unlt or agency or
person acting as a business entity in mone than one state.

2. For all taxable wears beginning after December 31, 1896, "laxpayer’
means any corporation, Subchapter K entity, firm, association, gm@mm@wﬁﬁi wnit or
agency or other person acting as a business entity In more fhan one siate, but doss not
include any individual.

Apportionment” refers to the division of net income between jurisdictions
by thﬁ use of a fmmmla containing apportionment factors.

{5y "Allccation” refers fo the assignmenl of net income to a particular
jurisdiction,

, {iﬂj "Business activity” refers to the transactions and aciivity ccourring in the.
regular course of a trade or tmzaamss of 8 taxpayer. Income from business. activity
includes business and nonbusiness income,

g}  "Purely persorial services by an individual” refers to senvices rendered by
‘& natural person either as an amployee or which are parsonal services not Invelving the
amployment of capital other than a de minimis @mount.

{f  "Employee” means (A} any officer of a coporation, or (B} any indivichual
who, under the usual commondew rules applicable in -determining. the
:ﬁfrﬁpiﬁ‘fﬂﬁ@m[ﬁ&% ralationship, has the status of an employee, Generally, a person
will be considerad o be an employee if included by an amplayer as an empioyes for
‘purposes.of the payroll taxes imposad by the Federal Insurance Contribitians Ak,

gy ‘"Personal sendoes' refers to any aﬁii@i‘ty for a taxable year which ame
generally recognized and accepled as rendering sanvices Of a personal character:
Figlds of activities generally recog nized and accepted as rerdedng services of a
personal character are, but not H‘Eﬁieﬁ to, health (the provision of medical servicas by
physicians, nurses, dentists, and other similar heabh-care professionals), law,
engineedng (ncluding surveying and mapping), architecture, accounting, actuarial
gcnanca..pﬁzrfﬁimmg arts (the provision of services by actors, aclresses, sme'era
musicians, erertainers, amfetea and similar arfistsy, and consulting (the provision of
advice and counssl),

2}  Application of Afticls IV,



{aj Apporfionment. I the business mtw;i:y in respect to any trade or
business of a taxpayer oocurs both within and without this state, and i by reason
of such business activity the taxpeyer is tavable in ancther state, the psmrtim of
the net income (or net 1ogs) arising from such trade or business which is darived
from sources within this state shall be determiined by apporfionment in
acoordance with section 40-27-1, Articles V.8 to W17,

) Ressreed.

{c) Afocalion. Any laxpayer subject to the taxing jurisdiction of this
siate shall aliocate all of its nonbusingss incame or loss within of without this
state In scoordance with secfion 40.-27-1, Aricles IV.4 to VB

{dy Persons fo which Article IV does not apply. Any taxpayer shall ot
allocate and apportion. his net income as provided. in Arficle IV if such taxpayer
has income from 2 business aclivily as

1. afinenclsl arganization,
2. @ public uility, or

340 for sl taxable years enting before January 1, 1897, the rendering
of ps,miy personal services by & resident ndividual. P‘ur%ly personal services of
a tesident Individual are imvolved in the performance of parsonal services in any
ﬁa«lﬁ anly if more than 93 percent of the time spent by an individual is deveted to
e petﬁ;manc& of personal senvices. For purposes of determining whether this
miore than 95 percent test Is satisfied, the performance of any activity incident to
the actual perfommiance of personal services i considered the paﬁﬁmmﬂm of
personal services, Actvities incident to ths performance of personal services
include: the supervision of employess engaged in direclly providing %E’Eaﬁ@
senices o clients, and the performance of administrative and support Bervites
incident o such activities.

41 EXAMPLE: Taspayer A, a resident individual of Alabama, is.
compensated for services as an smployes which ars renderad in Alabama and in-
State &, Taxpayer & is not permitied to aliocate and spportion net income Hﬂdﬁi‘
Adicle IV, Relsvant fo this ﬁat&rmimﬁﬁﬂ iz the faﬁst that the taxpayer iz
employea,

ity EXAMPLE: Same facts as {Jj above except that Taxpayer A s
freated as an independent condractor regquired, in order o render persanal
gervices, 1o purchase and use a vehicle, a compider, software, and office
supplies. Taxpaysr A s not parmitied to gliocate and apportion net income under
Article IV, Relevardt to this determination is the fact that the taxpayer is rendering
sarvicas of a personal charscter involving the employment of a de minimis
amount of eapital for the required purchases



(i) EXAMPLE: Taxpayer D, a resident individual of Alabama, owns
medical offices in Alabama.and in Stale G with. employees {recepficnist,
bookkeeper, nurse, et} In both offices and uses a significant amount of madical
office - equipment in providing medical care and lab tests. Taxpayer b is
permitied to alloeste and apportion net income under Arficle IV, Relevant to thils

determination s the fact that the taxpayers business aclivity in not purely

persongl since the laxpeyer employs a significant amount capital in the
production of revenue, - " o '

{iy  For all taxable years beginning after December 31, 1996, Article v
does not apply o an individual. .

(e} Public ufilty election. f a taxpayer has income from business
activity as @ public ullity which Is not permitted to allocale and apportion. net
income pursuant to {2)(d) 2. above bif derives more than 50 percent of income

from business aciivities otherwise subject fo this regulation rule, the taxpayer
may elect, with a fimely filed original return, to allocate’ and spportion the entire
net incorme as provided for in Article IV of § 40-27-1.

1, ¥ 3 taxpayer engaged in mulfistate business does not sleat the
reporting option availabla in (8) above ar is not eligible 1o make the slection then
the taxpayer shall use separate {direct) accounting to determine income earmed
ire this state. | - ,

{3} Consistency and Uniformity in Reporting,

{a) Year fo year consfsfency. In fling refurns with this state, if the
taxpeyer departs from or modifiss the manner in which income has been
classified as business Tncome of nonbusiness inpome in returns for prior years,
the taxpayer shall disclose in the retuin for the current vear the natire Al extent
of the odification.

| (b) State lo stale consistency: I the returns or reports filed by a-
taxpayer for all states o which the taxpayer reports under Article IV of the

Kuitistate Tax Compact or the Uniform Division of Income for Tax Purposes Act
are niot uniform In the ‘classification of income a4 business or nonbusiness
income, the faxpayer shall disclose in the retum o this state the. nature and
excent of the vafianos. '

Mapl Haary; fnn-EORara Jaberit, B A-ah-v SR ey
Individual and Corporate Tax Division _
Authority.  Sections A0-2A-7(a}(5), 40-2V-1, and 40-18.57, Gode of Alg
Histany: Mew Rule filed June 10, 1084, affective July 15, 1004,
Amsnided: Flled March 26, 1908, efiective Aprif 30, 1998,
Amendeil: Filed August 20, 1999, effective September 24, 1999,

5



{a)  Taxable v Ancifer State: In Ganeral. Under saclion 40:27-1, Adicle V.2, the
Tevpayer is whm to the slloestion and apm@amnam prowisions of section- 44 FT-1,
Article [, i it as income from business a&::tmfy that i& texable both within and without
this slate. Income from business amm Includes busioess or nonbusiness inoome,
Thus, If a taxpayer has nonbusiness incame taxable by one slate and business Incoime
taxable by andther state, the taxpayer shall be texable in aﬂ{;@hgr state within the
maaning of section 40274, Article IV.3.

{1}! Aﬁpﬁ&@é}!& tosts. A taxpayer is taveble within another siate f it mests
‘sithier one of two tests: (1) By reason of business activity in another state, the taxpaysr
I3 subject o ohe ;;ff the types of taxes specified in section A0-27-1, Articls IV.3. (1),
namaly: A net income tax, a franchise fax measured by net Income, & franchise tax for
the privilege of doing business, or g corporate stack fax; or (2) By reason of such
Business activity, anuther state has jurdsdiction to subject the taxpayer to & net incoime
tax; regardiess of whether or not the state imposes such a lax on the taxpayer.

thy  Taxable In Another State: When a Corporation is Subject fo 8 Tax Under Section
40271, Articts IV.3 (1),

(1} A taxpayer is "subject 10 one of the taxes specified in saction 40-27-1,
Article 1.3 {1} If & carries on businéss activilles in a stele. Any taxpayer which assérs
that it Is subject to one of the taxes specified in section 40-27-1, Article V.3 (1} in
anather state shali fumish to the Commissioner of this state upon His/her request
svidence to support that assertion,  The Commibssionar of this slate may- mques’t that
stch evidence include praof that the taxpayer has filed the requisite tax return in the
other state and has pald any taxes imposed uridier the law of the other state; the
taxpayar's fallure to produce such. proof may he isken into account in determining
whethiar the taxpayer in fact i subject to one of the taxes specified in section 40-27-1,
Article IV.3 (1) n the other state.

Vedantary fax payment. If the taxpayesr voluntarily flss and pays one or more of
such taxes when not required to do so by tha laws of that state or pays & minimal fes for
gualification organization or for the privilege of doing business in that state, but

(A does not attually engage in business activity in that state, or

gﬁ} does actuslly engsge. in some business acﬂ‘sﬁty not sufficient for mexus
and the minimim tax bears no relationship to the taxpayer’s business activity within
such state, the taxpayer is not "subject 10" one of the taves specified within the R‘mf&ﬁﬂ@
of seclion 40.27-1, Article IV.3 {1} and is therefore not “taxable i ancther state”

EXAMPLE: State A has a corporation franchise tax messured by net income fot
the privilege of doing business in that state, Corporation X files a return and pays the




$50 minimum fx, although it carries on no business activity in State A. Corporation X
is.not tancable In State A,

{2)  The concept of taxability in another stafe is based upon the premise that
“every state in which the taxpayer is engaged in buainess activity may impose an income
tax even though every state does not do so. In states which do not, other fypes of taxes
may be Imposed s & substitute for an income tax.  Therefure, only those taxes
enumersted in section 40:27-1, Article IV.3(1) which may be considered as basically
revenua raising rather than regulatory measires shall be considared in determining
whether the taxpayer is subject to ohe of the taxes specified in section 40-27-1, Article
W 3(1) in another state.

iy EXAMPLE: State A requires all nonwesldent corporations which gqualify or
register in State A to pay o the Secrelary of State an annual license fee or fax for the
privilege of deing busiress in the state regardless of whether the privilege is in fact
exercised. The amount paid is. delermined according fo the fotal authorized capital
slock of the corporation; the rales are progressively hgher by bracketed amounts. The
statute sets & mininuim fee of 350 and a maximum fee of $500. Failure o pay the tax
bars & corporation from utilizing the state courls for enforcement of its rights.  Slate A
‘also Imposes & oorponation income tax. Nonmsident Corporation X s qualified in State
A and pays the required fee to the Beorelary of State bul does not varny on any
business. activity in State A (although it may wiilize the courls of State A). Corporation X
Is not "axable" in State A

(ii) EXAMPLE: Same facts as Example ([} except that Corporation X is subject to
and pays the corporation income tax. Paymient is prima facle evidence that Corporation
¥% s subject to the net income tax of Blate A and is "taxable” in State &,

{lily EXAMPLE: State B requires all nonresident corporafions. qualified or
registered i Stata B o pay to the Secretary of State an arnual permit fee or tax for
doing business in the state, The base of the fee or tax s the sum of (1) outsianding
sapilal stock, and {2) surplus and undivided profita. The fee of tax base attributabla to
State B ks delermined by s theee factor apportionment formula,  Monresident
Cotporation ¥ which operates a plant in State B, pays the required fee or tax fo the
Secretary of State, Corporation X is "taxable” in State B.

{ivi EXAMPLE: State A has a corporation franchise tax measured by net income
for the privilege of deing business in that state. Corporation X files 2 retum based upon
its business ativity in the state but the amount of computed liability is- less than the
Frinifnn te. Corporation X pays the minimum tax. Corporation X is subject fo State

-A's corporation franchise tax.




e Taxable in Another State: When & Slate has Jurisdiction o Sublect a
Tanpayer to-a Net Income Tax, The second test, that of section 40-27-1, Article
IV.3(2), applies if the laxpayer's business activity is sufficient 1o give ihe state
Judisdiction to impose a net incoms {ax under the Constitution and statutes of the
United Stales. Jurisdiction to tax is not present whera the state is prohibited from
imposing the tax by reasan of the provisions of Public Law 86272, 15 US.CA
3 381385, in the case of any “stale” as defined in secion 40-27-1, Article
IR, cther than & state of the United Siales or political subdivision thm&f the
%temmazim of whether the "state” has it.&nsrd iction o $ubj&¢t the %axpayer toa
net income tax shall ba made as ihﬁugh he jurisdictional standards applicable o
& state of the United States applied in that "state’. If furisdiction is othenviss
pracent, that state is not considered as being without lurdsdiction by reason of the
provisions of a treaty between thal state and the United States,

EXAMPLE: Corporation X s actively engaged In manufactisting fanm
ﬂqmpmm in State A and in foreign country B. Both State A and farsign countny
B impose a net income tax but foreign couniry B exempts corporations engaged
in manufacturing farm equipment, Corporation X Is subject {o this judsdiction of
State 3% and foreign country B.

Mhﬂﬂhﬂ‘“ 4&»2%?{&}{5} asnﬁ Aiﬂn‘tﬁnﬁ? E}m:ie z}f ﬁlabama 1975
History. Newrule: Filed June 10, 1994, effective July 15, 1884,




810-27-1-04 RESERVED

'RESERVED

B40-274-4-06  B10-27.1-08  RESERVED

RESERVED

RESERVED




{2) Al business income of the taxpayer shall be apportionsd o this
state by use of the apportionment formula set forth in seclion &@«g’?’w‘& Hrticle
V0. The elements a? tha ap@aﬁmmam fonmiule are the propary mﬁmf (see

Regulation Rule 810-2% 3 810-27 }, the payroll factor (sse
aguatios Eg!g 3}1'@’"@_.2? S end the sales factor (see
Regulation Rule 840-27-4-4-45 810-27-1-15 ) of the trade or business of the

taxpayer. Far ts taxpayers with a business interest in an umnm&mﬁeﬁ @ity
{e.0., partrigrship, unincorporated joint-venture, limited liabilly company taked as
a parinership, ete.), the elements of the apporionment forrmula shall include the
pro raka share of the uningorporated eniﬁy"% facior data. I any factor i not
utilized in the production of business income, it shall be eliminated and the
deneminator reduced accordingly. Thi  taxpayer may r&q%st or the
Corimissioner may reguire, the use of a replacement factor in fieu @f &E’m
eliminated factor where approptiste. See Regulation Rule 840-27-%-4-
Bi0-27-1-.18.

{h EXAMPLE: Corporation © has & 20% distibutive share of
Partnership P's income which is included in C's apportionable Euséﬁgm income.
There are no frahsactions between C and P, Using the regu s rules 60
computing the elemerts of the apportionment formula, G has s own
apportionment far;tf:gp dala as follows:

Alabama
Frogerty 550,000
Payrall 1,800,000
Sales 1,500,000 7,000,000

Using the regulations rules for computing the elements of ihe appordionment
fornula af the partnership ip level, C's 20% share of P's apparﬁmem factor data
is ais follows:

o Aabama

“20% of 100 000) 20,000  {20% of 275,000) 55,000
Payroll (20% of 50,000) * £20% of 125,000) 285,000
Sales (20% of 75,000) (20% of 350.000) 70,000

G must compute its apportionment fﬁmﬂﬁa ass ﬁ:ﬁElaws

Everywhera -
iﬂmpady {550,000420,000) 570,000 (B00,000+55,000) 655,000
Payroll  {1,800,000+10,000) 1,810,000 (2,000,000+25,000; 2,025,000

Sales (1.500,000+15,000) 1,515, 000 {7.000,000+70,000) 7,070,000



Property {570, 000/555,000) 87.0225%
Payroll {1,810,000/2,025,000) 89.3827%
Sales {1,515,000/7,070,000j 2, 4R EE Y
Bum of Factor Percentages 19T.BM42%

Divide by Numbesr of Factors Used I3

Apporicement Faclor Average

Pamantage

{i}y EXAMPLE: Assume same. facts as In (i) except that C owns &
building cosiing $100,000 that is rented o P for $12,000 per year. O must
mclude the ofiginal cost of the bulldl mg {ﬁlﬁ 000} in s property factor.
Therefore, no portion of the value of P's rented property will be reflected in the
propery factor of €. C would eliminate mtermm;mﬁy rents (20% of $12,000 is
F2.400) fo the extant of its partnership interest from the nel annual rental rate.

{iii) EXAMPLE;  Assuma same. facts as in {Ji) except that P owns the
building &t the same oniginal cost and rents it to ©. C will iInclude $20,000 (20%
of $100,000) I fis property factor because of s interestin P, In addition, © must
include its: rental expense in its. properly factor in order to give weight to the
rented bullding used in C's operations. C would ﬁiﬁ"ﬂﬁﬁﬁiﬁ& intercompany rental
expense of 52,400 [20% of $12,000) from i rent expense in iz @rr;s"party factor
befare applying the multiplier of &sghfﬁ; Thus, the value of the bullding which i 1o
be ihcluded in C's property factor ls $95,800 ($20,000 plus $76,800 18 » 30,600
{$12,000 legs 52,4000,

(iv) EXAMPLE: Saime facts as in (i) except that C sells $30,000 1o P.
the computation of the sales factor of G, 58,000 E%Eﬁ% of ©'s 330,000 sales o F‘}
will be eliminated. . Thus, the smount of sales which is to be included in C's sales
factar i 37,084,000 ($7.000000 plus parneship seles of $70,000 less
eliminated sales of $8,000).

(w) EXAMPLE: Same facts as in {} excapt that P sells FEO0M0 0 T In
the computation of C's sales factor; $12,000 (20% of P's $60,000 sales to ) will
be eliminated. Thus, the amolunt of sales whith s to be Included in C's sales
factor is $7,058,000 (%7, 00D,000 plus parmership sales of §70, 000 less
efiminated sales of $12,000)

Author: Neal Hearn Peter - PetrilloJe-Ang
Authorty:  B540-2A-7(a)5) and éﬂr‘iﬁ—ﬁ?’ |
History: New nde: Filed June 10, 1964, effective July 15, 1994,




(1) The provisions of this regulation pull s efflctive for togble yoars beginning on or after
Décember 31, 2014,

{23 Al bushess tpome of the bospaver siiall be dpporiioned to this stite by nse of the dree
factor apportionment formala et forth in eeethon 4ﬁ-2 M Arﬁlﬂia . The elements of the
a@ymmmmfamﬂgmﬂwmpmymﬁmf mtion Rule $18-23- 3 s il 1
pryroll Factor (5os Repeletion Roled ] ggaﬂm}, NERY! )am& the sabes Factor, {m&& w&m
Boule #34-27-k-d-A8 810-27-1=15.. "E‘be awmmﬁm formiula gives dewlle-weight by the sales:
favins snd aquet weight to-both the property and payroll factors, B any fastor is ot utilized in the
production of business income, It shall be elimdnated und the denominator reduced ﬂmﬂmgiy» The
tpayer may request, or the Conunlssioter may eedqire, e use of o peplacement fuetoe in e of the
shiminated factor where spproprisie. See Regulation Mﬁﬁéﬁ?—iﬂm g10-27-1-.48.

{ay E}EAME‘LE Compasey [ is a mraltistate entity which dogs business both within and withou
the stake, Company 1 shall apportion s incore nsing the three factor Appatiicnment formula 58
ol s

Propesiy 50,000 600,000
Peyroli 1AL 000 2,000,000
Bales 200,000 TOE0,000

' it oG it apportomment i’mgﬁiﬂiﬁ» folkows:

Progerty (SO0.000) 600,000} 83.3313%

Payroll 1,500,000 2,080,0001 T4.0000%%

Sales {2, 500,000 000,900 T1A286% = (35.7143% * 2}
By off Froctor Perveninges )

. o _ ' 229,101

% Divide by Pranther of Factors Used x

4

Appoetionsent Facior Average

Fercenisgi:

(b)) Comagany I¥ s & ruitistats entity wiieh does business both within and withouf the state,
Company D has property and sales witlin the Stae but does wot have any pryrol] within e State.
Thevefiore, Compeary B shall eliminmbe e pﬁywi] factor mnd reduce the denominator, Company T
sl sppocion its ineome by daing the Yollowing:

Progerty 500,000 600,000
Payrol 600,400 000,000
Sales 2,500,000 7,000,060



C must compate ils appoitionisent Rormuls as foblows:

Property (SDILBO0Y 506,000) $3:3333%

Payrall {0y LURLT

Fales (2,500,000) 7,008,000) T4 AIBEY = {35.7143% % 3
Sum af Factor Percentages 154,7619%

Diivide by Mumber of Fastors Used *3

Apportionmsat Factor Average

Provesmtages:

(3 For taxpayers with a businsss interest in an uxa%ﬁwqwmﬁcﬁ entity (e.g., parinership,
vninoorporsted jant-veators, Bimited liahility company taxed a3 & partmerslip, ste.), the apmrimmmt
formla-shall include the pro rats share-of the unincorporated entity's fictor dats,

{n} EXAMPLE: Coepoention C bk 3 20% distributive share of Partnership P income which is
Included in i?m;ﬁpamﬁmhlﬂ business ieome. There are no trmsactions between C gnd P, C shall
o Fon iz § fivecnmne s Follows:

Property 350,000 L
Payroli 1,300,000 2, k) m}ﬂ
Bales 1,586,000 7 (8,00

Esing ihe reguintions rales for computivig the elements of the apportionment formuls at the partership
beved, O 20% share of P's appoitionment fictor duta is s follows: '

Properiy Eﬁfﬁ'&ﬁf’ l’ﬁm %ﬁﬂ} 2000, {2006 af 275 L0 35,000
Mwﬁi §20% OF 50,0000 [ TR {200 of T23,000% 25 00
Snles F20%h.of 75,0001 FE AR {20% of 350,000 i RE

Cmust computd s apportiorment formuls ss follows:,

Property  {530,000-+20,0000  STR000 (500,000 55,000) B35 L)
Payrall 1,800,000+ 10,000} 1,210,860 (ZOM0,000+ 25,0007 2,025,000
Sales (LEDOSD0-+ 15,0003 1515000 (70000064 70,0000 7070000

Property.  [S70,0DOY 655,000} 87.0229%

Payrodl {1, BB 008 2 083 006} 89.3827%

Bales: (1,515 RLL {70, {Klﬁ} AZEFTT% = (2 AZREY x 3)

Sum of Factor Percentages 21526795

Drivide by Namber of Fagiors Hsed o

Apportionment Fartor Average



Percentage 5481575

Attherrs ezl Brarn, Dienmice L. Hillard
Attty %ﬁd&&iﬂw‘?{m}{ﬁ} and 40-18-37, Code of Alabama 1973
Fiistory: New muler Fited Taly 30, 2012, eflective Bepterabier 3, 20132,



{a)  Property Faclor: In Genaral The property factar of the apportiarmment formula
shall include sl real and tangible p@rsm’xal property owned or used ﬁwng fhe te period
to prodoce business income, The term “real and tangible personal property” includes
land, bulldings, machinery, stocks of goods, eguipment, and. other real and tangible
perscnal property used in connaction with the ;amduz:tsars of business iaoome bl does
not include ool oF currency, Property wsed in sohnection with the protuction of
nonbusiness income shall be exrluded from the poperty factor, Properly used in
connection with both the production of business and nonbusiness Income shall be
Irciuded in the faclor only to the exent that the property was used in Connection with
the production of business incoms. The method of determining that portion of the value
o be insluded in the factor will depend upon the Tacte of each case. The ﬁwnezty factor
ﬁ?ﬁﬂﬂ immﬂ& the average value of propery includable In the factor. See Regub

le it 31&27,-1-.12

o} F‘mgarfy Fagtor: Pmparfy Used for the Prodiiction of Business Ingeime. Property
shall be ncluded In the property factor i it is actually used or i available for or capable
of being used during the tax pariod for the production of business intome. Property
held @8 reservas or standby facilities or property held 85 a reserve source of materlals
shall be ingluded in the factor. For example, a plant temporarily idle or raw material
resemes nob cumenily belng processed are includable in the factor. Proparty or
equipment under construction during the tax periad, {ﬁfmp’t imentoiisble goods In
process) shall be excluded from the factor undil such properdy s actually used for the
production of business Income. If the property is pari;a!hr used for the- -production: of
‘busirigss income while under construation, the: value of the properly to the extent used
‘ghall be included in the propery factor, Property uged in the pmﬂm';:ﬁm of blginess
inoome shall ramaln in the property factor until its permanent withdrawal is established
by an identifiable avent such as iis oomnersion 1o the gr@ﬁ&ﬁm of nonbusiness oomea,
its sale, of the lapse of an exdended period of time (nomally, five zmar&} during which
the propery s hald for sale.

(it EXAMPLE: Taxpayer closed its manufacturing plant in State X and held the
property for sale. The propérty remained vacant untl it sale one year fater. The value
of the manufacturing plant s Included in the property factor until the plant is sold.

fily EXAMPLE: Same as above extept that the properly was rented until the
plant was sold. ‘The fental income i business incdme- aﬁd ﬁaa pslant is included in the
gafﬁgpa%rfy factor-untit the plant is sold.

ﬂn} EXAMPLE! Taxpayer clozed its maﬁufacmﬁﬁg plant and leased the building
under 8 fiveyear lease. The plant is incloded in the pmmrty fackor until the
commeansement of the lease.




{iv} EXAMPLE: The tEpayer operates a chain of retall grocery slones.
'Tm;:ayer Hlosed Store &, which was then remodeled into thres small retall stores
suph a8 a drass shop, dry cleaning, and berber shop, which were leased 1o
unralated parties: The property & removad fram the property factor on the {ﬁm
oni which the rempdeling of :szmw # commenced,

{v) EXAMPLE: The plant was sokd shorlly after it was put up for sale
Cases will vary as o the lapse of time until there is a sale. if a closed péam:_
remains unsold for five years after it ks put up for sale, itis o be removed from
the: praperty famr

{¢)  Propery Faclor; Consistency in Repiorting.

{1} Yéar to year consistency. In fling returns with this state, i the
“takpayer deparls from or modifies the manner of valuing gtmwntsf or of ﬂ:{@iucﬁing
property fram or including property in the property factor used in returns for prior
years, the taxpayer shall disclose inthe return for the current year the nature and
extent of the mgdifization..

{2} State fo sisle consistency. ¥ the retums or reports filed by the
laxpayer with all states to which the. taxpayer reports under Adicle IV of the
Mullistate Tax Comgact or the Unlform Division of Income for Tax Purpuses Ac

“are not unifdom i the valuation of property and in the exciusion of property from
or the inclusion of property n the property factor, the faxpayer. shal ﬁ;&riﬁm‘s& s i
reduirn 1o this state the nature and extent of the varance,

{d) perty Factor Numerator. The numerator of the property factor shall

Trciude th& average value of the real and tangible perscnal ;ﬁmﬁy owned or
tented by the taxpayer and used in this state during the tax period in the regular

pourse of the frade or business of the taxpayer. Properdy in transit between

lonations of the taxpayer to which it belongs shall be considered o be 8t the |
destination for purppses of the pmp&rﬁy factor, F’mperfzy in transit between &

buyer and seller which i Included by a tedpsyer in the denoiminator of its

‘property facter in asccordance with s regular sooounting practices shall be

inciuded In the numerator accordimg to the state of destination. The value of

mobile or movable property such as construction aquipment, frucks or leased

electronic equiprent which are located within and withowt this state during %E‘s&.
tax perod shall ba determined for purposes of the numerator of the factor on the.
basis of tofal thue within the state during the tax period, An automobile assigned

to & traveling amployes shall be included. in the numerator of the factor of the

sfate fo which the employes's compensation is assigned urider thie payroll factor

or-in the numerator of the state In which the automoblle is licensed,

=
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Factor: Valuation,
(@)  Propery Factor: Valustion of Owned Property.

{13 Property owned by the tawpayer shall be vitlued at its original cost. Ss &
general procedure mle, "original cost” is desmed to be the basis of the property st the
time of acquisition by the taxpayer and adjusted by wbs&quent ‘capital additions ar
improvements thetelo and partial disposition mamm‘ by reason of sale, exchange,
abandonment, &ic. See §40-18-8 and regulations rules ﬂaemnﬂ&r for basls
determination procedures msles.

(i} EXAMPLE: The taxpayer acquired a factory bulldmg in this state ot & cost
of $500,000 and, 18 months later, experided $100,000 for major remodeling of the
building, Ta:;tpayaf flles its return for the current taxable yesr on the calendar-yésr
basis. Depreciation deduction in the amount of $22,000 was claimed with respest to the
building on the return for the curent taxable year. The valus of the building includable
in the numetator and @mrzinatar of the property factor is $600,000; the deprecistion
dedugtion is not taken inko account in detsrmiting the value of the bunﬁﬁmg for purposes
of the factor,

(i} EXAMPLE: Dusing the cument taxable year, Cotporation X merges into:
Cérporation ¥ in a tax-free regrganization under the Intemal Revenua Code. At the:
time of the merger, Corporation X owns a factory which X built five years eardier ot &
coxt of $1,000,000. X has been depreciating the fmw st the rate of two percent per
year, and lis hasi& it X's hands at the fime of the merger Js $800,000. ﬁima *tha@-
proparty is ammmﬂ Eys-' ¥ Inv & Sransaction in which, under the Intemal Revenue Code
basis in ¥'s hands is the same as its basis i X's hands, Y includes the proparty § inY's
property factor al X's original cost, without adjusiment for cﬂ%pa‘%ﬁiaﬁan i, §1,000.000.

{sklj 3. EXAMPLE: Corporation ¥ acquires the assets of Corporation X in a
liquidation by which ¥ is entitled to use ifs stock cost as the basis of the X assels
under §33¢(b}{‘2‘} of the 1954 Internal Revenus Cade {ie. stock possassing 80 peroent
control is purchased and liquidated within two years). Under these ﬁ;rcumgtam% ¥'s
cogt of the assets is the purchase price of the X stock, prarated aver fhe X assels.

i the orlginal cost of property is unascertainable, the property is Included in the
factor at its fair market value as of the dats of smmaﬁlw EW the faxpayer,

{2} Irwerntory of stock of goods shall be included in the factor in sccordance.
with the valuation method used for federal income tax purposes.

{3y  Property acguired by gift or inheritance shall be included in the factor atits .
basis for determining depreciation for federal income tax purposes,



] Property Factor: Yeluation of Rented Property.

{1 Multiplier and Subrenfals. Property rented by the faspayer s
alued af eight fimes its net annual téntal rate. The net annust rental eate for amy
item of renfed property & the annual sental rate paid by the taxpeyer for the
property less the aggregate a:nm,tal mhmmﬁl rates paid by subtenants of the
taxpayer. {See Reg B : 4edfei38-4b) B10-27-1-.18.(b) for special
procedures rules wh&r; 'the use of s;uch net mnwaﬁ rental rate produces &
negative or f:lmréy inaccurate value or when property is used by the taxpayer al
no change oris rented at a nominal rental m&@} '

Subrents ame not deducted when %’aey constitule business income because

the property which prodiices the subrents is used In the regular course of a trade

~or busingss of the laxpayer when it s producing such income. Aceordingly there
is no reduction in its value.

{5 EXAMPLE: The faxpeyer receives subrents from a bakery congession
in.a food market operated by the taxpayer. Since the subrents ars business
income, they are not deducted from rent paid by the taxpayer for the food market,

{fy EXAMPLE: The taxpayer renis a S-story office building primarily for
se i s multistate business, uses thiee floors for e offices and subleases two
flors to varous other businssses and perswa such as professional people and
-shops. Sinoe the subrents are hiusifiess income, they are not deducted front the
rent paid by the taxpayer,

iy EXAMPLE! The laxpayer rents a 20-story office building and uses the
Iewer two stories for is general corporation headquarters.  The remaining 18
finars are subleased to others.  Since the subrents are nonbusiness innome they
are io be deducted fram the rent pald by the taxpayer.

{2y “Anrual rental rate” is the amount paid as rental for property for a
12-month perod (e, the amount of the annual rent). Where property is rented
for less than & 1 2-onth period, the tent paid for the actual peried of rental shall
‘consfitule the “annual rental rate” for the tax period. However, wherd a taxpayer
has renterd propery for & term of 12 or moré months and the. cument tax period
povens a period of less than 12 monihs {(due, for-example, to 8 reorganization or
change of sccounting period), the rent paid for the short tax pédiad shall be
annualized. I the rental term s for less than 12 months, the rent shall not be
‘anrugiized beyond its term. Rent shall not be annualized because of the
Uncertain duration when thi rental term is on a rmonthdo-month bagls:

I EXAMPLE: Taxpayer A, which ordinarlly files its retums based on &
ca%&n&ar year, s merged info T&ﬁﬂﬁWF B on Aprl 30. The net rent paid under a
lease with 5 years ramaining is. $2 500 a month. The rent for the ey peried

i



Januery 1 fo ﬁpﬂi 30 s $10,000. Affer the rent is annualized the net rent is
$30,000 ($2.500 x 12).

(i) EXAMPLE: Same facts as in Example {f} sxcept that the lease would
have lenninated on August 31, In this case, the snnuafized rent is- $20.000
{$2 500 % 8},

3y  “Annual rent” §s the actual sum of money or ofher consideration
payable, directly or indirectly, by the taxpayer or for its benefit for the use of the
property and includes:

(A Ay armunt payable for the use of real or langible personal property,
or any part thereof, whether designated a5 a. fixed sum of money or #s &
perceniage of sales, profits or otherwise.

_ EXAMPLE: A taxpayer, pursusnt to the terms of a lease, pays & lessor
-$1,000 per month a8 a base rental and al the end of the year pays the lessor one
percent of fts gross sales of $400,000. The annual rent is $16,000 (512,000 plus
one parcent of $400,000 or $4,000).

(B} Any amount payable as additianal rent-or in lieu of rents, such as
interast, taxes, insurance, Tepairs or any other items which are m&um to be
paid by the terms of the lease or other arsngement, not including amolnts paid
as service charges, such as utilities, janitor services, et i a payment includes
rent and other charges unsegregated, the amount of rent shiall be determined by

-vonsideration of the relative values of the rent and other items;

jii] E?(AMF*LE* A taxpayer, pursuant o the terms of a lease, pays the
lessor $12,000 & year rent plus taxes in the amount of $2.000 and iﬂiﬁf&&fz on 2
margage in the arnount of $1,000. The anhusl rent is $15,000.

{iiy EXAMPLE: A faxpayer stores part of s inventory in a pibilic
wareholse. The total charge for the year was 51,000 of which 3700 was fur the
usa of storage space and $300 for inventory insurance, handling and shipping
charges, and C.0.D. collactions. The annual rent is $700.

(4}  Exclusions. “Annual tent” does not include:

{ﬁ} Incidental daypiﬂ—ﬁay nxparm&s such as hotel or motel
accommodations, daily rental of automobiles, el

{8}  Leasehold improvements. Leaschold improvements: shafl, for the
purposes of the praperty faclor, be frealed as property owned by the taxpayer
tegardiess of whether the tapaysr i entitled to remove the improvements or the
improvements revert to the lessor upon expiration of the lease, Hence the
original costof lpasehold improvemenis ahaﬁ be included in ma fasﬁﬂf

3



(¢  Propery Faclor: uﬂfﬁ&rmwﬁiﬁf&d Contract Method of Accounting

{1}  Taxpayers using the completed contract m&imﬁ! of awﬂuxﬁmg
ghiall assign the values of property owned and ufilized in the pedormance tisf Eﬂﬂh
contracts to this stale in the ratio of gm% recaipts from confracts completed In
this stete during the tax perod o gross recelpts from all completed mtmmﬁ
during the tax period. Such property not utllized in’ the perfarmarce of the
aamplatm contracts shall be assigned &s othensise provided in this ule

{2y For propedy rented snd utiized In the performance of sompleted
montracls, such property shall be valued at eight (8) times the rental rate for the
completed conlract period.

Author:  Neal Hearn Peter Hoedite B finborRe;- CRA
Authority: §§4a«%r?{a}(5}m&}~13 -8, Code o
‘History; New nge: Filed Juns 10, 1954, E‘ffEGTI‘JE Juiy 15, 1994,



1l s @ general procedure sule, the averagﬁ value of property owned
by the taxpayer shall be determined by averaging the values at the beginning
ard ending of the tax period. However, the Comiissioner may reguire or aliow
averaging by monihly values f that method of averaging Is required to property
reflect the average value of the taxpayer's property for the tax period.

12 Averaging by monthly walues will generally be applied if substantial
flustuations in the values of the property axist during the tax period or if property
b mtguired afler the b&gmﬁiﬁg of the tax period or disposed of befors the end of
thie tax period.

EXAMPLE: The monthly value of the faxpeyer's property was as follows:

January $2.000 July $15,000
February 2.000 August 000
arch 3000 September 23,000
April 3500  Oclober 25,000
May 4,500 I&Emmmbar 43,000
June 10,000 2,000

$25,000 85,000

Total

The average valle of the taupayer's properly | m:ﬁut&ab!e i the
property faciar for the income year is datermined as follows:

$120,000 § 12 = $10,000

{3} Averaging with respect fo rented property is  achisved
automatically by the method of dat&rmﬁr&ﬁn@ fh% it aﬁfaual r&mﬁai rate of such
property as set forth in Reg: 8404 4Ry )

Author: ) A e M- Pebilloy-Jr-Ann-F-0inl A
Authority: E%‘tmms 4&@#&?{3}(5} amﬂ 4@ ‘EB»{’;? t’:ﬂde {’}f Mabarﬁa *195’&
History: Mew rle: Filed June 10, 1984, wffective July 15, 1984,




7.4-4-13 §10-27-1-.43 Payroll Factor-.

{a) Payroll Faclor: i Genaral,

{1}  The payroll factor is a fraction, the numerator of which is the fotal amount:
paid iy this state during the tex period E:ry the faxpayer for compensation in the
pradugtion of business income, and the denominator of which is the total compensation
peid for the production of business indome everywhére during the fax period.

[ﬁ} The total amount "péid" 1o employees s determihed upon the besis of the
lexpayer's accounting method. |f the tewpayer has adopled the accrual method of
amumng all compensation propetly sccrued ghall be deemed to have been paid.

itk ding the taxpayet’s method of ﬂmmﬁfﬁk wmmmaz on pald to employesas
gy, &t the election of the texpayer, bedncluded in the payroll factor by use of the cash
method if the taxpayer iz required to report sueh compensation under that method for
unemploymant compensafion purposes,

The payroll fastor ncludes only compensation which ls afributable to the
DusinEss income sfwbiam fo apporfionment.  The compensation of any amployee on
acoount of acfiviies which are connected with the ;}mﬁmﬁm of nopbusiiess income
shall ba axduded from the Tactor.

1) EXAMPLE! The taxpayer ubes some of its amployees in the consiru e of &
storage building which, upon mp&eﬁm, is used in the regular course of e laxpayer's
iracﬁnz« or business. The wages paid o those employees are trealed as A capital
axpenditure by the taxpayar, "‘E’he amount of thoss wages Is included in the payroll
Eamr

(0 EXAMPLE; The taxpayer owns vanous securifles from wihiich nonbusiness
income is derived. . The management of the taxpayer's irvestment portfolio is the only
duly of Mr. X, anemployes, The salary paid to Mr. X is excluded from the payroll factor.

3 The term "compensation” means wages, salades, commiagions and any
other form of remuneration paid to employees for personal services. Paymenis rrade to
ah independent confractor or any other person nol propery classifiable as an amployes
are ‘sxcluded. Only amounts paid directly o employses ane included in the payroll
factor. Amoums m&sidemi paid directly include the value of board, renl, housing,
lodging, and other benafits or services furnished to emplovees by the taxpayer in retum
for personal ‘E&NEE’.‘«% ;:tmvsdm that such amounts constitute income fo the recipient
uhder e federal Internal Reverws Code. In the case of %m@myeaﬁ not subject to the
'Esdai‘ai Internal Revenue Code, &g, thoss employed in forelgn countries, the

shermination of whather such beneflls or services would constitute income o the
Emgﬂayees shall be made a8 though such efmployees were subject fo the federal
Internat Revenue Code.




{4 The term grnployes” means {A) any officer @f’ & mmsmmn of {B) any
individual who, under the usual common-aw rules applicable in determining . the
gmployer-employee relationship, has the status of an employes. Genzrally, 8 person
‘will be considerad 1o be an amployes if he is included by the taxpayer as an employes:
for purposes of the payroll tawes imposed by the Federal insurance Contributions Act;
except thak, since cerlain individuals are included within the ferm “employees” in tha
Federal Insurance Conirbutions Act who would net be e:npiwaas urider the wsual
'Mmm%aw males, it may be established that a person who is included as an mﬂpiw&a
for purposes of the F&cﬁera Enﬁua*anm Contributions &cf §s not an employes for
DU Oses of thﬁamﬁ gulation.

{5 Yoar io year consistency. In fillnyg returns with this stals, If the faxpayer
deparls from or modifies ihe treatment of compensstion paid used in retums for prior

years, the taxpayer shall disclose In the retum for the current year the nature and exient
of the modification,

(83 Siate fo stale consislency. If the returns or reports filed by the taxpayer
with all states to which the taxpayer repods under Article 1V of the Mullistate Tax
Compact or the Uniform Division of Income for Tax Purposes Act are not uniform in the
treatment of mmpansaiﬁm paid, the taxpayer shall disclose Tn its yeturn fo this state the
rigture and extent of the variance.

{by  Payroll Faclor: Denominator. The denominator of the paymoll factor is the i&%ﬁi
compensation paid for the production of business income: ev&w&wm diring the tax
perlod, Accordingly, compensation paid to employees whose services are performed
nfirely in & state where the taxpayer is exempt from taxation, for axample, by Public
Law B5-272, is included in the denominator of the psyml factor,

EXAMPLE: A bipayer hﬁ% employzes in its state of legal dorniciie {Etata A and
s takable i State B. In addition the taxpayer has other sirnloyees whose seniices are
%:fm‘m ehtirely in State C where the laxpayer is exempt from taxalion under the
provisions of Public Law 88-272, Fes To thase latter employees, the. mnp&ns&ibm will
be: asslgned to Stele 'C whers fheir services are performed (ie., included in ihe
disnominatar but not the numerator of the payroll factor) aven thaugh the texpaver is nof
taxable in State C.

fe]  Payroll Factor; Numerator, The numerator of the payroll factor is the total
amourt paid in this state during the Tax pariod by the taxpayer for compensation in the
;Jemduchﬂaﬁ of business fcome. The tests in section 40-27-1, Article V.94, to be app&s&ﬁ'
i datermining whether tﬁmpﬁnaat!ﬁn 18 paid in this state are denved from the Model
Unemployment Compensation Act.  Accon ingty, #f compensation paid o employees g
ncluded in the payroll facior by use- of the cash mathod of amuﬂting or if the taxpayer
iz required fo report such compensation under that method for unemployment
compensation purposes, it shall be presurmed that the m&ai wages repurted by the
laxpayer to this state for unemployment ‘compensation purposes  constitute




mpensatim pagd m ﬂ‘kl& gtate axpept for compensation excluded wnder Rule

gulation 340-3i-0-d- 353 {n/ 840-27-1-.13{a} o m&?&% 81027114, The
E?@%&Bmp‘!lﬂﬁ rﬂﬁfﬁf W mf&rwms by 53@53‘8&0@’ guidence that an Em@lﬁ?@ﬁﬁ
sampensation is m:&t properly Teportable to this state for unsmploymert compeansation
PUTPDESE.

) Payroll Factor Under the Completed Gonfract Mefhod of ﬁwtﬁuﬂﬂﬁrrg For
taypayers utlliZing the completed contract method of accounting, the payroll factor shall
include all payroll costs attributed o the contracts completed: during tha tax. period.
Payroll costs not directly attributed o the completed confract projects, such: as
adriniatrative sslares, shall be reported as othenvise provided in this rule,

Author Mezl Hearn Peler 38 i3 SE A B abarne RS
ﬁuihwity §§40-2A-7{a}(5) and 401857

History: Mew rule: Flled June 10, 1884, effective July 15, 1984,



fa) Compensation is paid i this state if any one of the following tests, applied
sonseculively, are mel:

(1} The employee's service is performad entirely within the state.

(2} The employee's samvice is performed both within and without the stale, but
the service parformed without the state is Incidental to the employes's service within the
siate. The word “incidental® meara any service which is temporary o transitory in
mibre, or which is renderad in W«sﬁ&n with an isolated transaction.

(3 ¥ the empioyes's services are performed both within and without this state,
the employes's compensafion will be attributed fo this state;

{A) ifthe mpiayee"a base of operafions is in this state; gr

{ﬁ) i there i no base of cperations In: any state in wiich aome part of the
senvioe is performed, but the place fram which the service is directed or controlled is in
this state; or

{} i the base of opérafions or the place from which the service is directed of
controlied & not in any giate if which soms part of the %Ewi::& 8 p&rfmmad but the
employes’s residence is in this state.

it The term “place from wh if::E's ’Ehe service s ‘directad or controlled” refers o the
place from which the power to direct or conirol is exercised by the faxpayer.

_ {H) The term "base of operations” is the place of more or less permanent nature
from which 1he employes starts his work and to which he customarily refurns in order bo
recelve. instructions fram the laxpaper or communications from his customers or other
persans or toreplenish siock of ather miaterials, repairequipment, o perform any other
functions necessary to the sxeicise of g frade or profession at some other point or
points.

Author: Heal Hearn Pete : R -
Authority;  Bections 4&%&{3}(5} ﬁm;% 4&»1%«5’? {imﬁe ﬂf ﬁlabama 19?5
Histony: New rule: Flled June 10, 1994, @ﬁ@{:ﬂwa July 15, 1984,




E‘iﬂ-&?ﬂﬁm%g Sales Fac

{8} Sales Faclor; In General.

{1} Section 40-27-1, Article IV, Hy) defines the term “sales” to mean all gross
recelpls of the taxpayer not aflocated under paragraphs (5} through (8 of seclion
40271, Aeticle IV, Thus, for the purposes of the sales Tactor of the apporfionmant
formula, the term “sales” means genarally all §ms receipts derived by the takpayer
fram fransaclions apel ma:ivity in the coursa of s sagular trate or business operations
which produce business Income within the megmng c:xf paragraph (1)(a} of section
a0-27-1, Arficle W, The foliowing are weles procedures for determining "sales” in
various. s;tu&hans

(A} In the case of & taxpayer engaged in manufacturing and seling or
prchasing and E‘Eﬁaﬂing goods or products, “sales” includes all gross receipte from the
sales of such goods or products {or other property of & kind which would properly he
included in the inverdory of the Taxpayer if on ham:% at the close of the'tax period) held
by the taxpayer pricnarily for sale to customers in the ordinary course of is trade or
business. Gross receipis for this pumpose means gross sales less’ retums and
alfiowances, and includes all interest income, service charges, camrying charges, or
time-price diferantial charges incidental to such sales. Federal and state excise taxss
(including sales laxes) shall be Included a2 pait of such receipis if the taxes are passed
oft o the buyer or included as part of the selling price of the product,

{81  In the case of cost plus Jived fee contracts, such as the apemtsmﬁ of &
sovermment-owned plant for a Tee, "sales” includes the entire reimbursed. cost plus the

{&F  In f:he case of a taxpayer engaged in providing SEW@% such .as the
operation of an achvertiaing agency or the parﬁamanw of equipment senvice contracts
or research and d@mﬁmpmem coniracts, "safes” includes the gross reteipts from the
performance of such services, including fees, @E}[’ﬁﬂ‘liﬁ%iﬁﬁﬁ and similar tems.

{0} Infhe case of & texpeyer engaged in ranfing real or ia:nglh:ﬁ propary,
"sales" inclides the gross receipts from the rental, lease, or licensing the use of the
property.

, {E)  Inthe case of a taxpayer engaged in the sale, assignment, or licensing of
intangible personal property such as patents and copyrights, "sales” includes the gross
raneipts therefrom.

(F). W a tewpayer derbves receipts from the sale of equipment used in is
business, those receipts constitule sales. For example, a truck express company owns
g fleet of trucks and selis s trucks under a regular replacement pragram. The gross
raceints from the sales of the trucks are included in the sales factor,



{?  Exceplions. In some cases cerain gross recelpls should be disregarded
in determining the sales factor In erder that ihe apportionment formiula will operate falrly
4] aﬁg&ﬁrﬁmn t@ E}ns state the fncome of the taxpayer's trade or business. See Rule
Rag! : 18{c _sfm-ammac;,

{3 Year io year consistency. In filing returns with this state; if the tanpayer
deperts from or modifies the basis for excluding or including gross recelits in the seles
factor used in weturns for prior years, the t&x@mr ghall disciose in the return for the
current year the nature and extent of the madification.

{4y Slale o staty consistency, If the retums or repors flied by the iaxpayer
with &l states to which the tawpayer reports urider Asficle IV of the Mulistate Tax
Compact or the Uniform Division of Income for Tax Purposes A are not wriform in tha:
inclusion or exclusion of gross m::eipta ihe taxgayer shall disclose in e return to this
state the neture and extent of the varance.

By Sales Faclor: Denominator. The denominator of the sales factor shall iﬁduﬁ& ihe_
!:a:sbai grﬁss rmp&s 'Emm &aﬁa'&g except r&a&&p‘tﬁ eucduded under Rule R :

() Sales Factor: Mumerafor. The nurmerator of the sales factor shall include gross
receipts from sales aliributable fo this sfafe. All interest incomne, service charge,
catrying charges, or timssprice differantial charges incidental to such gross receipts’
shall be inciuded regardless of (1) the place where the aceounting records are
maintained or (2] the location of the contract or other evidenss of indebledness.

[y Sales Faolor Under fthe Complafed Coniract Methed of Accowrding, For
tappayers wilizing the cainpleted contract méthod of m@mm income, the receipts from
such contracts completed durdng ihe tax period shall be included in the sales factor,
Cihzr receipts nolt. directly aitnhutabla i the mﬁmd contracts shall be included in
the sales faclor as otherwise provided in this regulation rule.

jﬁ&ﬂﬂml ; E@!H LAY MMEEQ gF AR _‘_.x::‘..'r Herng =X.3
Authority: Sections 40-2A-7{a}(5) and 40-18-57
History: Neav Rule: Filed June 10, 1994, effective July 15, 1984,




{a}

(1) Gross receipts from sales of fangible parsanal g&mmﬁy {amap@ saies "Eﬂ %m'
United States Govemment; see Rule Regulation B10-23 10-27-1-.16(h
are in this state:

(Ay If the proberly is delivered or shipped to a purchaser wzthin ihis state
regardiess of the £.0.b, polnt or other canditions of sale; or

(B} ¥ the property is shipped from an office; store, warshouse, factory, or other
place of storage in this state and the taxpayer is not {mwable in the state of the
purchaser,

(2} Property shall be deemed io be delivered or shipped o a yura::has&f within

this state if the recipient is located in this ‘state, aven though the property is ordered
from ouiside this state.

EE:%MPL& The taxpayer, with iﬂvﬁsﬁmw in Stats A, sold $100 000 of ite
products to a purchaser having branch slores in several states, including this state, The
order for the purchiase was placed by the purchdser's ﬂenﬁml purchasing department
located in Stats B, 525,000 of the purchase order was shippeﬁ dirgclly fo purchaser's.
branch stors in this state. The branch store in thiz stale s the pus&ha&&r within this
atate" with respect o 525,000 of the taxpayers sales.

{3} Propery is deliverad or shipped to a puFEhaser within this state if the
shiprent terminates in this atate, even ’thmgh the property is subsequently fransfered
by the purchaser fo anather slate..

EXAMPLE: The taxpayer makes a sale to a purchaser who malntaing g central
warehouse in this state at which all merchandise purchases are recsived. The
purchaser reships the goods to its branch slores in other states for sale. Al of the
taxpayer's products shipped to the pur@mmﬁa w&%r&?ﬁwsﬁs in this state congfitube
property “dellversd” o shipped to a “purchiaser within this slate

_ {#) The term “purchaser within this shate” shall Include the ultimale recipient of
the property if the taxpayer in this state, at the designation of the purchaser, delivers
of has the property shipped o the UWitimate recipient within this state..

EXAMPLE: A taxpayer in this slate sold merchandise to a paamhaaer - State A,
Taxpayer directed the manifactunze or supplier of the merchandise in State B 1o ship
the merchandise to the purchaser's customar in this state pursyant to purchaser's
fngtruclions. The sale by the laxpayer is in this state,



{5} When propery. ﬁﬁiizﬂg shipped by a seller from the state of origin o a
consignee in another state is diveried while an rouls to a purchaser in this state, the
sales are i this state,

EXAMPLE: The faxpayer, a produce growsr in State A, begine shipment of
rishable produce io the purchaser's place of busiess in State B. While en route, the:
prodce is diverted fo the purchaser's place of busingss in this state in which state the
-"saxpay&r is sUbject to tax, The sale by the taxpayer is attributed o this state.

(8) ¥ the taxpayer i not taxable in the siate of the purchaser, the sale s
attributed Yo this stete I the pmp-rty i& shipped from an office, store, ArEHOUES,
faciory, or athier place of storage In this siate.

EXAMPLE: The taxpayer has its head office and factcrry iy State A, It maintaing
a branch office and inventory in this state.  Taxpayers only sctivity o State B is the
solichation of orders by & resident salesman, All onders by the State B salesman are
zent to the branch office in this state for appfmrai and are filled by shipment from the
inventory in this state. Since the taxpayer is immune under Public Law 86-272 from iax
it State B, all sales of merchendise to purchasers in State B are aliributed to this state
the state from which the mafmaﬂfﬁaw was shippad,

m i & taxpayer whose. salesman lﬁﬁ&%ﬁiﬂs from an office located in this state
makes a sale to & purchaser in anoiher state in which the taxpayer i nof taxable and
%he pmpaﬁy is shipped direcy by 2 third party to the purchaser, the following

ocaditas reles agpay )

Ay If the taxpayer is taxable in the state from ‘whigh the third party ships the
properly, then the sale Is In that state.

B} If the Eamyar i nat taxable in the state fram which the propery is shipped,
than the property will be deemed o heve besn $htpped from this state end the sale s
atirbuted to this state.

EXAMPLE: The taxpayer in this state sold merchandise to & purchaser in State
A, Taxpayer is not taxable in State A. Upon dinsction of ‘e taxpayer, the rmerchandise
s a@mpped directly o the purchaser by the manufacturer in State B, If the taxpayer is
taxable in State B, the merchantise is deemed to have been ahm@d from Shate B o
the purchaser i State. A ard the sale s In State B, if ihe texpayer is not taxable in
Stale B, the merchandise is deemed fo have been shipped from this siate by the
taxpayer to the pumhaser in State A and the sale is in this state.

{b}  ‘Sales Factor: Sales of Tangible Persunal Prope
in this Sfate.

My ko United Stales Government

{1} Gross raceipls from sales of tangible personal property to the United States.
Govermmant afe in this state if ’Eﬁh@ property is shipped fram an office, store;, warshousa,
factory, or other place of storage in fhis stabe.  For the purposes of this fule pagulation,



only sales for which the United States Government males direct payment

pursugnt fo- the terms of & conlract constitute sales 1o the United S’wt&s Govemment.
Thus, as a gengral procadura rule, sales by 3 subcontractor o the prime cortractor,
the party to the contract with the United States Govermment, do not consitule sales to
the United States Govarnmient,

{} EXAMPLE: A taxpayer confracts with General Services Adminfstration fo.
.deliver X number of trucks which were paid for by the United Stales Govemment. The
sale |s & sale o E:hﬁ United Bﬁa&e& anemmm

{ii) EXAMPLE: The taxpaver, as @ subcontractor to a prirme contractor with the
National Asronautics and Space Administration, oonfracts 1o build a mpaﬁem of &
racket for $1,000, ﬂﬂ{} “E‘he sale by the subcontractor o the prime confractor is not a
sale-fo the Umt&d Stnfes (3

_ (2} When the E.Jr‘;ife;f States Governmient is the piwchaser of &:smgﬁertﬁg which
rermains in the possession of the taxpayer in this state for further processing under
ancther cordract, or for other reasons, "shipment” iz daemed o be made at the iﬁme of
‘acoppance Ly tﬁw United States Government.,.

Huithor: Heal Hearn Peter 8.-Po A E Wi RA
Buthority: Sections: #ﬁmﬁﬁwﬂﬂ}iﬁ} am:i 4@ “E&-ﬁ? {}mﬁa &f Mab&ma 1975
History, New rule: Filed June 10,1994, sffective July 15, 1904,




13 o Cenera

1. Section $0-27-1, Article IV.17 provides for the inclusion in the
msmermtor of the siles fetorof grnes receipts from fransactions other thes sales of angible
pérsonal sgxmgmzty {including transactions with the United States Government); under this section,
fross mmg}ts are attriboted 1o fhis atate if the dncome producing activity which gave vise tn the
receipts is perfonmed wholly within this state. Alio, gross receipts aee atiributed 1o this State if,
with respect to o partionldr Bem of income, the Ingome producing activity is gﬁfﬁmﬂﬁﬁ within

and without this staie bt tie preater pnmp@mm aif the | income produging activity s perfornied in
this state, based on costs of performance.

(2} bwome Producing Activity: Defined. The term “income producing activity” means
the ek o acts srf‘mmiy enpaged in by the taxpayer For the ultimate porposs of ﬁb@ﬁiﬁg gains.or
profit. Such acivity does not include transactions awd &m&;wﬂw performed on behalf of &
taxpayer, such g8 those sonduched on its behalf by an independent contractor. Accosdingly,
income producing activity includes but s not limited fo the following:

) Therendering of permnai services by employees or the willization of tangible and
intengible property by the taxpayer in performing a service..

gib} The sale, rentad, leasing, Toensing or ofher use of reul property,
{c}  The rental, ledsing, Hosnsing or other usé of tangible personal propirty.
) The sale, licensing or other use of intangible personal property.

3y Income Producing Activity: Business Situs. The income produsing activity is
deemed performed ot te sios of feal, Sangibly and ntangible pmmis& propéxty or the ﬂlﬁﬂe
where peransal services ars rendered; The situs of teal and 1angible personsl pm;;my is the
wommercial domicile of the taxpayer unless the property has acguired & "hosiness situs”
ehewhere. "Busingss siius™ is 1, the place at which intangible pmmsﬁ property is employedl 53
cupiial; or IL the g%liﬂm where the property is focated if possession and conteol b e property is .
Tocalized fn connsetion with & ttade or business so that substentisl use or valus atksches 10 the
property. This rule shall not apply t the performarice of vonstruetion contracts.

EXAMPLE: Taxpayer, 8 corporatiog whose principal business activity is the manidicnire and

' aal;@ of hint water heaters pieﬁg&s honds i thiz slate g i%&&‘&mty for the payment of faxes ;mmrﬁﬁ
o¢ o be fncurred in connection with its business activities.in this state, The property hasa
eosiness sftus in this ste: therefore, inerest indome derfved from sack bonds is sttribuiable to
this, state

{4} Costs of Performance; Defined. The term "costs of ;:aﬂﬂ:*mﬁ:ané&'* srsening et
eosts determiined in & mannér consisent with penerally megmd apcounting peineiples and in
aceordsnee with scvepled conditions or practices in the trade or business of the taxpayet,

(51 Application,



{8 Receipts {wther than from sales of ’Ekmgfh]s& personal property} which
do not masﬁime & pnmapak sonrei: of business Income and which such receipis sre included in
the denorainator of the receipls fickir are Dn this state if:

1.

e produeing setivity i performed wiml]y wiithin this state; or

R the ieome producing activity i E}ﬁﬁﬂrmﬂ both in and omside this stude and 8
-gmatm proporiion of the income producing mﬁ"liﬁ' is performed 1n ihm 51;211;% thinat ik Biey uther
statie, hased on costs of performance.

' iy  EXAMPLE; The iﬂ:ﬁ;’pa}fﬁ{ i engaged in the leavy construction business i which
ituges cranes, fractors, and esvth-moving vehicles. The taxpayer makes short-terth rentals of the
exquipsmient when not necded on any project, The tespayer rented some of the equipment to A for
thiree weeks, The &qsﬁpmm wirs used by A for twio wieeks i this state and one week i State X
The taxpayer's direct costs in conneetion with the equipment duting the rerial period was $500
each week. Aconrdingly, the greater propertion of such costs was incurned in this state, Al of the
rental receipts are business ineome and for purposis of the sales factor dre included in the
sempator for this state.

(i) EXAMPLE: Taxpayer, whose commercial domifoile is in this stats; mannfactures
and sefls industial chemigals, Taxpayer owns palents on mm of ite products. The mpﬂym
licensed the production of the chemicalyin foreign couniries i retum for which the taxpayer
receives royalties which constitute & relatively minor amount of its incotme, The rovalties afe.
business income and for prrposss of the sales factor are included in the numerstor Tor the state of
she txpayer’s corpmercial domiciie,

(b}  Special Procedures Rules. The following are spetial procedures sales for
détermining when reeeipls from the ibeome mdmmg activitios deseribed belasw which
eomstitute 2 principsl source of bustness income g in this site

1. Gross rmp{s frioam the sale, lease, rental or licensing of real property are in this
state: i the real property fs located in this state,

2. Giross receipts fom the revnl, lease; or ’Emezﬁxmg thie use of or other use of*
tangible persongl property are in this state i the property 15 located in this stave during the sutire
period of rentsl, lease, Heense or other use, 11 the property is withini dned without this state doriag

the réntal, lease of Ticensing period, gross receipts attributable o this state shalf be measured by
the ratio which the time fhe property was physically present or was used in this state heéars 1o ihe
toitad time or use of the property everywhere duting that period.

(i) EXAMPLE: Taxpayer is the pwner of 10 milroad cars, During the yenr, the total
of the duys during witich each railroad car was présent in this state was 50 days. The receipts
abivibutible 1o the use of each of the rafinoad cars in this state are & separate item of ficome
shall be determined as follows:

({10 % 50) = S0/3650) x Total Receipts = Receipts Attributable to this Staie



3. Gross reveipts for the perfonmance of personal services tre attributable to this
siate to thi extent that suck services are pmfi:ﬁm@& in thiz state. If services aw p&rfmmd g:mrt.i}v
within ssd pm without this state, the gross recei pis from the perfonmance of such services
shall be attributable to this state based upai  this ratio which the time spent in performing the
services n this state bears w0 the tofal thme spent in wrfmma% the sarvices everywhere. Tiae
apent in mﬁ?tzmﬁng BRIVICES im;lndea The amonet of time experided in the performunce of s
contract or other obligation which gives fise fo such gross receipts. Personal sérvice not direcily
connected with the parmrmm of the confact or ofhier obligation, as for example time
expended in negotiating the conteast, is excluded from the commuationg:

{i} EXAMPLE; Taxpayer, & road show, gave theatrical perfanmances at various
locations in State 20 and inthis state during the tx perfod. All gross receipts from performances
grivems in this ﬁzam arw attributed to Wis stde.

(i} EXAMPLE: The taxpayer, a public opinion survey m:pcmwn, candneied 8 poll
iy means of its employess in State X and in ’ﬂ’ﬂ&: state for the sum of $9,000. The project required
600 man-houss to obtain the basic dats and préfiare the survey mm Ty husdred of the 600
mmn bours wire expended in this state. The reveipts aitributable to this state are $3.000,

{206 man hours/600 men hours) % ~S9,ﬁﬁd} = $3,000
4. Grossreceipts from intangible personal property shiall be attributed to this state.

Tased uwpon dhe ratio which e total propeity snd payroll factors in this state biears 1o the total of
the peopesty and p&ym!f Factors everywhere for the tax period,

5. The provisions of this paragraphshall apply 1o sules other thaw sales of tangible
personal property to the United States Covermnent.

&, The ;:nm;mm o thiy Mﬁ#&g&lﬂtﬁn shall not appfy for taxpavers whose
taxable vear beging onor after December 31, 2000,

S Mead Bearn, Dennice Hillerd and-Aon F-Winborne, CRA

Anthorty:  Sedtions 4&2%?{&}{5]%&4&3%&? LCode of. iy

Hiskory: Mew ehe:  Filed June 1y, 1994, affective date Iuk;g; %5 1@*}4
Amended: Filed July 30, 2012, eifsstive September 3, 2013




{ﬁ Effective for tax years beginning after December 31, 2010, §40-27-1,
Asticle IV, Paragraph 17, Code of Alabama 1075 has been amended to state that sale
othver than sales of tangible personal pmpeﬂy purstiant to ganm& HAstiole 1V,
Paragraph 16, are to I:sa sourced to this state if the taxpa*mf& maﬁm for the sale isin
fhis state. This rule segulation sels forth the Alsbama Department of Revenus's policy
regarding the seurcing of sales derived from services rendered 1o snfﬂvidual and
urreiated business customers,

(2} The taxpayer's market for & sale is in this state if and to the edent the
senvica & delivered fo a focation In this state, This rule regulation interprets when and
o what extent a service will be considered deliverad 1o 2 lecation in this state under
certain situations.

{a) Inthe case where the taxpayer's customer is an individual, the
taxpayer shall source receipts from the sale of & service consistent with this
subparagraph.

1. Inthe case where a taxpayer's customer is an individual and the service.
provided is & direct personal senvice, the sale shall be sourced to the state whare the
customer received the direct personal service, “Direct personal services” are services
that are delivered or renderad in person by or on behalf of the senvice provider to the
cusiomer. This type of sanice requites the service provider and the customer be
together at one Jocation. Direct personal services include, but are not limited to, salon
ganvices, medical and dental services including examinations and surgeries, dance
lessans ard other simllar services.

i Example: Hair Cuting Corp, loeated in Alebama and other states,
provides hair grooming services for indhiduals, Receipts from hair grooming senvices
performed at Hair Cutting Corp loeations in Alabama shall be sourced {o this state.
Receipts from hair grooming senices performed at Hair. Cutting é@rps locations cutside
of Mabama shall be sourced to the state in which the services were perfmmw&i

2. Bervices dalivered to customers which are individuals with an Adabama
Iifiing address that are not direct personal services should be sounced to this state:
iy Exampls; Abrokerage firm pro Ides brokerage services to individuals

losated both inside and outside of Alabama, The fitm's brokerage service receipls are
souroed fo this state if the customer’s billing address is n this stale.

3. Inihe case whirg the soursing methodology apecified by subparagraphs
o1 2, is: 1) difficult to administer or (2) fails to reasonably reflect the taxpayers markat
1



iri this state, the taxpayer may utilize, or the Deparment may require, the use of other
criteria-and rethodologles that will reasonably approximate the taxpayer's market in this
state, If an alternate approach is utilized, the taxpayer must conspicuously nole on the.
tetuen that an alternate approach was utilized for sourding its sales, B the taxpayer fails fo
meike such a conspicuous disclosure on the retum, it will be deemed the taxpayers
consent o the sourcing as detailed In subpatagraph 1. or 2. above as applicable.
Although not reguived, it is frighly recommended that in addition to the conspicunus
notation required above, the taxpayer attach o sach tax retum a detailed explanation of
‘why it was unreasonable to utilize the methodology specified by subparagraph 1. or 2
and an explanation of the methodology used.

by  Inthe case whare the taxpayes’s customer is a business enterprise

which is not affiliated with the taxpayer, the taxpayer shall ssurce receipts from the
sale of & service consistent with this subparagraph.

1. A business enterpiise is affiliated with the tsxpayer if it is 5 related
merber pursuant to §40-18-1{28), Code of Alabams 1875, "Busingss enterprise”
includes any person other thanan individual.

2. Totheexent a setviceis provided o an unfelated business enterprise and
the service being pmsﬁeﬁ has & azuhatannal connection to 4 specific geographic
Ioeation, the i income shall be s&um@d to i*dabama i the geographic location is in this
stade. ¥ the senvice mnezata have a su&mﬁawﬁai connecton to getgraphis | la':aﬂms in
mone than one state, the sales shall be E‘gasﬁnahiy soLred betweean thoss states.

(i  Example: Cleaning Company Inc. hes a contract to provide cleaning
services to Company B, an unrelated business enterprise.. The.contract specifies that
cleanirg servicas are to be provided to Company B's locations in Alabama and ofher
states. Claaning Company Inc. should souroe @ portion of the total service receipts fo
Alabama baged on the amolnt of services performizd at Company B's lucations in
Alabame 1o the total &mmﬁm of sarvices performed at the other Company 8 kma%mr;a

{iiy Example* Hard Hat Ine. contracts with Company D, a multistate company
commercially dominiled outside of Alsbama, fo design and bulld a lzmzidmg i Adabama,
Hard Hat Inc. will source service recsipts fram this project to this state.

(i)  Example: Training Service Inc. contracts with Compary A, an unmlzazted
multistate business enterprise, to provide raining s&wi@@ iﬁ Company A's employees
located in Alsbara and thres other states The fraining sanvices are related to a spsamf‘ o
gaagmphm location, therefore they shall be sourded fo e location where Company A's
employeas recelved the training and not the | ﬁfsatwm of Company F ciyrmercial
domicie, Trataaang Bervice In. BOUGES ;‘&ﬂasigis from its contract with ﬂ%@mﬁamy Aby
reasonably sssianing thoss m%g}ts beiween Alabama and other states using a formula

z .




based on the number of tralning hours gpm.cit:i&d to Company A locations in Alabama fo
tha total number of training hours provided fo all Company 4 locations.

4. Tothe extent a service i provided to an unrelated business enterprise and
the service belng provided does not have a substantial connection to & specific
geographic location, sales from senvices delivered to unrelated business entarprises,
commercially domiciled in Alabama, should be sourced fo Alabama. & business
anterprise s commercially domiciled in Alabama if its principal place of business is in
Alsbama. If the *Principal place of business” or the nere center of the business is
unknown or i Is gost prohibitive to detenmine, the taxpayer should source the s@ﬁs ts:ﬁ.
the “Principal Address” of the entily s noted on the public records of the corporafions
section of the Alabama Secretary of State or the equivalert i the taxpap‘ez $ state of
domicile.

(i  Example: CPA firm provides tax preparation services to Company A that
is commercially domicited in Alabama. Company A also upsrates business
establishmants In four other states, The CPA firem should source thess sales solely to
Aabama.

4, In the case where the spurcing methodology specified by subparagraphs

2, or 3, Is: (1) difficult fo admirdster or (2) fails to reasonably reflect the taxpayers market
in this state, the taxpayer may uliize, or the Department may require, the use of other
priteria and methodologles that wiit maaﬂn«a;biy approximate the taxpayir's market in
this state. Han alternate approach is utilized, the taxpayer must mmﬁﬂmmﬁly
note- o the return thal ap gltemake approach was utilized for sourcing its salés. IF
the taxpayer fails to make such a ﬁﬂﬁ%@i&ﬁﬁﬂS disclosurs on the return, it will be
‘dasmed the taxpayers consant to the mmmg as detailed in ‘subparagraph 2, or

3. sbove as ag&pizcahtﬁ‘ ﬁi‘imu@h not feqiired, it s highly recommiended that in
addition o the consplouous nitation mn:gmmffé above, the taxpayer attach o each
tax return a detailed explanation of wiy it wa;sf unreascnshle to Eghkas the
methodology spmfm by subparagraph 2. or 3. and an explanation of the
methornlogy used.

{  Example: Computer Fix It Company has 3 contract with Gﬂmw{; o
provide on-site computet repair services to Gompany C's customers. Gompany G is an
urrelated business entarprise which selis computers o customars In Alabama and
maiy other states, Computer Fix it Company should assign a portion of the total service
receipts fo Alabama based on the portion of repair services performed for Company B's
customers in Alsbema as compared to the totsl porion of repair services performed for
adl af ﬂmmmny B's customers..



{e}  The delivery of a tanglble medium representing the output of a sarvice
does not control the sourcing mfsrm@ts from the underlying service,

1. Example: Law Firm Inc. prepares a bond opinion for refinancing the-
sorporate debis of Corporation A, 8 multhstate corporation commercally domiciled in
Alabama. Law Firm ine. mails the opinion to an office of Corporation & in Delaware,
The receipts from this servics will be assigned 1o Alabama despite the property deed
having besn mafled to a Delaware address unless the taxpayer shows that it is
unreasonable to source the receipts to the commencial domicile of lis customer
pursuant to (b)4. above.

{d) Whenever a taxpayer i is subjected to different sourcing m&thmﬁmiﬁgm
regarcing nfangiblsaﬂs or services, by the Department of Revenue and one of more other
state taxing autharities, the taxpayer may petition for, and the Department of Revenue
shall participate In, and encourage the other state faxing authorities to participate in,
non-binding mediation in accordance with the mediation rules promulgated by the
Muttistate Tax Commission from time o time. regardiess of whether gl the state taxing
aufhorities are members of the Multistate Tax ﬂm”ﬁpﬂﬁt
Author: Meal Hearn, Holly Coon, and Demnite Hillard -AnnE.

Authority:  Sections 40-2A-7(a)(5) and 40-27-1, Article IV(17.), Gode
History: Mew ride: Fils March 5, 2013, ﬁﬁaﬁﬁh‘e April 9, 2015,




(1) Spocisl Rules: i General, Section 40-27-1, Article 1V.18 provides that, if
“ther allocation. and apportionment provisions of Section AQ-27-1, Article 1V do not fairly
represent ihe exiant of the taxpayer's business-activity in this s:i:atﬁ the taxpayer may
pititton for or the Commissloner may require, in respect fo all or any pait of the
taxpayer's business activity, if reasonable;

{8) separate 'munfﬁirag;
(b} the sxcdusion of any one or more of the factors:

€} the inclusion of ane or more additional factors which will fairly represent
the i:a;.gayer‘s business ﬁ:ﬁ:&m@ in this state; or

{th the employmant of ary other methed o effectuate an equitable allocation
and ap;mdmnment of the taxpayer's [ncome.

(e} Section 40-27-1, Article 1W.18, permits a departure from the allocation and
apportionment provisions of Secion 40-27-1, Article IV, only Jn limited and specific
vases. Section 40-27:1, Article V.18, may be inwoked only in specific cases where
ynusual fact situations {which azﬂm&rﬂy will be unigue. and nonrecurring) ;:’r@duua

incongruous results Under the apportionment and aﬂﬂﬂafléw& provisions contained in
Seclion 40-27-1, Article V.

{1 In the ease of certain indostriés, the foregoing rules regulations in
respect o the apportionment formula do not set forth apprapr priate procedures for
detarrnining ﬁ”lﬁ appﬁﬁmﬁmﬂ far}mfs Mothing in Section 40-27-1, Article IV.18, or n
this_Rule Regula: B40-27-1-4-48 810-27-1-18 shall proclude the Comimissioner
from Estabﬁiaé“laﬁg appmpﬁaﬁ& ﬁmmﬁaras under Section 40-27-1, Aticle W10 to 17,
inclusive, for determining the apportionment faciors for sach m;:h ndustry, but such
procedures shall be applied uniformiy,

{Z} Special Riiles: -:n.,-;.--« Faclor.  The following special rules are
‘astablished in respect to the property factor of the spportionment emula:

sy W ihe suha"ﬁﬁﬁ {a&&n mm a&muﬁf in delermining the net annual rental rate
under Rule Re 27-4-4-44{b} ‘B10-27-1-11(b} produce & negative. or
cleardy inaccurste waiua f@r &EE;&' %’t&m ﬂf pmp@mr “another mathod which will properly
reflect the value of rented property may be required by the Commissioner or requested
by the texpayer.

1. in no case, however, shall the value be lees than an amount which bears
thia game ratlo to the annual rental rate paid by the taxpayer for the propedy a3 the falf



migrket value of that portion of the properly Used by the taxpaysr bears to the total fair
tnarket value of the rented property.

EXAMPLE: The faxpaver renls a 10-zlory it:eu iiding ot an amual rertal rate of
£1,000,000. Taxpayer occuples two stories and sublsts sight stories Tor $1,000,000 &
year. The net annual rental rate of the taxpayer must not be less than two-tenths of the
taxpaver's annual rental rate for the entire vear, or $200,000.

(b  If property owned by others is used by the faxpayer at no charge or rented
by the taxpayer for & nominal rete, the net annual rental rate for the prmrty shall be
detarmined on the basis of & reasonable market rental rate for the propedy.

13  Special Rules: Sales Faclor. The following special rules are astablished in
respect to the sales fagtor of the apportionment formula:

{a) Whene 3:1&5&3{1&3[ amourts of gross receipls arise from an incidental or
occasional sale of a fixed asset used in the regular course of the taxpayer's frade or
busiress, those: gross teceipts shall be excluded from the sales factor. For mxample,
gross receipts from the sale of & factory or plant will be excluded..

(b insubstantial amounts of gross receipts. anising: from incidental or
‘pecasional fransactions or activities may be excluded froim the sales factor unless thair
exclusion would materally affect the amount of income apporiohed to this state. For
example, the taxpayer ardinarily may inchide in of exclude from the gales factor gross
receipts from ransactions such as the sale of office furniture, business automobiles,
@,

{4 Spewaf Rule: Construciion Contractors. The following special niles are
established in respect 1o the apportiorment of income of longAerm construction
cortrasins:.

{8) v General. When a faxpayer elects fo use the percentage of complation
methiod of aceounting, or the completed confract method of acconting for long-term
contracts {construction tortracts covering a period in excess of one year from the date.
of exacution of the confract to the date on which the contract is finally completed and
a;nmpied} and has income from sources boﬁ‘t within and without this siate from a trade
or business, the amount of bugan%a incorme derived from such Iﬂi‘ig t&s’m sonfracts from
souroes within this giate shall be determined pursuant to this rule re o, It such
cases, the first: mp is to determing which portion of the taxpayer's | income constitutes
"business income” and which portion constitules "‘W%ﬁﬁﬂ@@s income” under Section
4-27-1, Asticle V.7 and Rule Regulation B10-2 04 B10-27-1-01 thereunder.
Monbusiiess incoms s directly clly allncated to speciic. mgﬁ ﬁumugant to the pmwsazm% of
Section 40-27-1, Aricle V.5 1o &, inclusive. Business hcome Is appertioned among the
glates in which am husiness is conducted pursuant to the property, payrol, and sales
apportionment factors set forth in this rule regulation. The sum of (1) the items of

ﬁ.




nonbusiness income direcily aliocated fo this state and {E} the smount of business
income atributable to this state constitutes the amourt of the taxpavers enfire net
income which 1§ subject to tax by this stete.

b} Business and Nonbusiness lncome. For definifions, rules and examples
far ﬁe&eﬁﬂih@mg bﬂamess and nonbusiness income, see Rule Regulation

@  Methods of Accounling and Yeer of Inclusion. For general rules of
aecounting, definitions and methods of accounting for Jong-term construction contracts:
see the provisions of Section 40-18-13 and the rules regulations theraunder.

() Apportionment of Business Incone.

1. In General. Al business income is apportioned to this state by use of the
_Wr&mmeﬂ! formula set forih in section 40-27-1, Aricle V.9 and_Rule Regulation
B40-27-1-4-09 B10-27-1-08 regardiess of the method of amﬂanttfag for long-ferm
'a}ﬁﬁt{‘gﬁ& am&ﬁ by the taxpayer, The apperficnment percentage is then -applied to
‘business income to determine the armouit apportioned {o this state.

2. Parcentage of Completion Method. Under this method of accounting for
long-term conbracts, the ameunt to be included sach year as business income. from
wach coitesct Is the amount by which the gross contract price which corresponds o the
perceritage of the enfire contract which has been completed during the income year
exceads all axpenditures made during the income year in connection with the sontract,
In =0 ﬁe:sing* account must be taken of the material and supplies on hand at fHe
beginning and end of the income year for use: n each such contract,

EXAMPLE: # iswpayer using the percentage.of completion method of accounts hg for
iong-term conlracts, anlered inlo: a long-term contract fto bulld 8 structure. for
$9.000,000. The confract allowed thiee years for complation anid, as of the end of the.
second income year, the taxpayer's books of account, kept on the accrual method,
disclosed the fﬂﬁmmg

Recsipts Expenditurés
End of 1st income year 32,500, Uﬁﬁ $2,400,000-
End m 2nd income year 4,100,000

It computing the above expenditures, congideration was given to material
and supplies an hand at the beginning and end of sach income waf it was estimated:
that the confract was 30% completed at the end of the first income year and BU%
completed at the end of the second income year. The amount to be included as
‘business income for the first eome year (s $300.000 (30% of $0.000.000 or



§2,700,000 less expenditures of 52,400,000 equals $300, .000).  The amount 1o be
included as business incoma for the second income year is $400,000 (B0% of
$9,000,000 ot $4,500,000 less expenditures of $4,100,000 equals $400, 000},

3. Compistad Coniract Method, Under this method of sccounting businass
Income derived from long-lerm contracts s reported for the income year in which the
contract is finally completed and aaﬂap@d Therefore, a special computation is. required
to compute the amount of business income attributable to this state from Bach .
completed contract (see paragraph (4)(e) of this @Jg_wka%m} Thug, all receipts
and expenditures spplicable to such contracts whethier complete or incomplate as of the-
and of the income year are sxciuded from business income derived from othar sources,
s fir example, short-term corfracts, interest, rends, royaliies, ele., which is apportioned
by the reguiar three-factor formula of property, payroll and sales.

4, roperfy Factor.  in general the numerator apd denominater of the
propedy ‘Fat:!;&r aha be determined as et far&h in Samém 4&»2?»1 &mgle w “Eﬂ iﬂ« “52
inclusive, and Rules Regula;mns B4 27kl : O F et 4
810-27-1-11, and §40-27-4-4-12

are &lso ﬂpﬁﬂlﬁ@bi :

i3 The average value of the tavpayer's cost {including 1 materials and labior) of
‘pofstruction in progress, to the extent that such costs exceed progress billings (acerued
oF sm&imﬁ dependityg on whether the m@amr is on the acerual or cash basis for
kﬁﬁ@aﬂg its accounts) shall be Included i the denominator of the property factor. The
valua of any such construction costs akributable to construction projects in this state
shall be included in the numerator of the property factor,

EXAMPLE 1: Taxpayer commenced a lohg-term construction project in this state as of
the &:@gmmnﬂ of a given year. By the end of ils second year, its equity in the costs of
production 10 be reflected in the numerator and denominator of s property factor for
such year is compuled as follows:



st Year. Ind Year
Begimmg Ending Beginning Ending

Conetruction COBE ..o s U3 F Wﬁﬂ@ﬁ
Progress BIINGS .. it s crmisscns G )
Balarice 12431 - 11;*“53 st st

Construction Casts: Total from beginring of Project .. W I
$4,000,000
?%mgr&ﬁﬁ bﬂimgs Total from baginoning of POBoE ... o,

Eatame 123‘31 S AU
, nes b@glnmﬁg OF WBEE oo vvrccmnmsnesnnsvomns erus s cnvas s s pavernons rrmen pemess
00

Ayerags {1}~ Value used in properly factor

Mote  Hmay be necessary to Use monthly sversges if yeary averages do not proparly
refflect the aver: e of the mpﬂg&m’s ﬂqu[l"f S8 %m»:m 404271, Butiche
1412 and Rule Regulation ;

EXAMPLE 2 Same facls 48 in EXAMPLE 1, except that progress biflings axcesded
gonstruction ensts. No walue for the taxpayer's equily in the construction project ks
$hm-m in the properly factor,

{i) Rent paid for the use of egHpment. ﬁifecﬁy attrlbutable to 8 particular
construction project is included in the property fattor at eight times the net-annual rental
rate even though such rental expenss may be capitalized into the cost of construstion,

(iily The properly factor is compuled in the same manner for all long-term
contract mathods of accounting and i computed for each’ mmm& year even though
under the completed contract method of @Gﬁﬂﬁﬁiﬁiﬁg biisiness income is computed
-separately (see paragraph [4)=) of this rule régulation).

5. Paproll Fector. In general the numerator and denominator of the. payrol
faﬁtﬂzr $hali kae ﬁetem*nme& as Eﬁt ﬁ:arm fre Serﬁi@ﬁﬁ 4&2%‘1 Aﬁlﬁf&ﬁ W ‘13 and W 154 gﬁﬂ
Hmmwx ﬁ'aa fﬂi%awmg sp&maE m!&a are. a!s@ a@;&imiaie,

{lf} Compensation paid employees which is attributable 1o & paticular
construction project fs included in the payrall factor even though capitalized into the cost
of constriction.



{ifi Compensation paid employses who inthe aggregate perform most of their
sendces In a state fowhich their emj:vlw doss not report them for ammm@mam tax
purpases, shall nevertheless be atidbuted to the stabs in which the services are
performed.

EXAMPLE: A taxpayer engaged in a longdterm contract in state X sands several key
amployees 10 that stale to supervise the project,  The taxpayer, for UnEm loyment fax
purpoisas, repars these employees to slate Y where the main office is maintained and
whera the employess reside. For payrofl fm&w mmm ad in amwﬁaﬁm wﬁh
“Beclion 40271, Mrticle V.14 and Rule R fon BI0-27-1-4-14 | 1
thersunder, the eompensation is assigned to the mmmﬁm of state X.

{iiy. The payroll factor is computed in the same manner for all long-term confract
methods of accounting and s computed far eadh inéome ye&f even though, under the
completed contract method of zosounting, business intome iz computed separstely
{see paragraph {&}{&} of this Rule Regulatien).

{iv} Sales Facfor. In general, the mumerator and denominator of the sales Tactor
sha! ] t%&ﬁarmmmi ﬁs &ﬁi ‘Eﬁﬁh i Section 40-27-1, Aﬁ:c{a W 1§ 1 17, inclusive, and
Regula B0, 6 B10-27-1-.15, &H 446 B810-27-1-.18, and

27117 Hwawea' the Eﬁ;uamng _Ear fum aira alse applicable;

{Ej,; @rﬂﬁs raceipts ﬁsrmad from the gaﬁomwﬁe of & contract ars attvibutable to
this state # the donstruction project i located in this etate. If the construction praject is
Iocated partly within and partiy withbut this state, the gross. m@aiptg aitribiutable to this
siate are based upon the ratio which construction costs for the project in this state
ingurred during the income year bear to the total of construction costs for the antire
project during the income year, of upon any other method, such as engineering cost
astimates, which will provide a reasonable apportionmernt.

EXAMPLE 10 A construction r;imjm was undertaken in this state by & calendar vear
taxpayer which had elected one of the i@ﬁ@»@m gonfract methods of sccounding. The
following gross receipts {progress bill ings} were derived from the coriract during the
Hires Incormne years that the ﬂmtfm;i WAS in progress,

M‘ fr’éar M ?’ﬂm’ é‘i’rd ‘fr’@@?‘“
(Rruss Reowipts 1,000 00 000,000 %3 000,000

The gross receipts to be reflected in both the numerator and denominator of the sales
factor for each of the- thiee years are the amounts shown,

EXAMPLE 2. A taxpayer contracts to build a dam on a river at @ point which lies half
within this stale and half within stete X. During the faxpayer's first income year,
ponstruction costs In this state were 52,000,000, Todal construction costs for the project
dhuring the incoms yesr were $3,000,000. Gross receipis {prograss billings) for the year



were $2,400,000. Accordingly, gross receipts of $1,600,000 ($2,000,000/53,000,000 x
$2,400,0007are included in the numerator of the salss factor,

(&} W the percentage of completion method i used, ﬁfna&al&s_fﬁﬁmr Includes
only that portion of the gross contract prive which cormesponds to the perceriage of the
entire contract which was completed during the income year,

EXAMPLE 3: A taxpayer which had slected the percentage of completion method of
atcounting enfered Tnto a long-term construction contract, At fhe end of its curent
incorme year (the sacond since starting the project), i estimated that the project was
30% completed. The bid price for the project was 59,000,000 and it had recsived
'$2 500,000 from progress billings as of the end of its current incomeé year. The amount
of gross receipts 10 be ncluded in the seles factor for the current income year is:
$2,700,000 (20% of $9.000,000}, regardiess of whether the taxpayer uses the aoorudl
‘method or the cash method of accounting for receipts and disbursements.

(4 I the completed contract method of accounting is used, the sales factor
includes ihe porion of the gross receipts (progress billings) received or sccrued,
whichever is applicabie, during the income year atiribulable to each contract. ,
EXAMPLE 4 A taspayer which had elecied the compleled contract method of

‘ascounting sntered into a long-term construction confract. By the and of its cutrent
income year (the second since starting the project], i had bitled and had acorued on ils
books & total of $5,000,000 of which $2,000,000 had accrued i the first year in which
the cantract was underaken and $3,000,000 had accrued in the current (sacond) year,
The amount of gross recaipts to be included in the sales factor for the clment ineome
yaar is $3,000,000

EXAMPLE 5: Samefacls as in EXAMPLE 4 except that the taxpayer keeps. its books
on the cash basis and, as of e end of its current income year, had receivad only
$2,500,000 of the $3,000,000 billed during the current year. The amount of gross
receipts to be included in the sales factor for the current income year is $2,500,000..

{IV) The sales factor, Gxcept as foted above in paragraphs. (4)(d)5.(iv(l) and
(X A)S. (I of this rule regulatien, is compuled in the same manner, regardiess of
which long-term method of accounting the taxpayer has elected, and is computed for
each jneome year even though, under the completed contract method of accounting,
businass income is compuded separately, | “

(v}  Apportionment Percenfage. The apportionment formula is set forth in
section 40-27-1, Article V.9 and Rule Regulation 840-27-%-4-08 §10-27-1-08. The
appaffionment percentage is then applied o business income to establish the eyt
appoifioned o this state, ' '

&)  Completed Contract Method - Speclal Computation. The completed
contract mefhod of accounting requires that the meporting of income . (or loss) be
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deferrad uniit the year in which the construction projedt is completed or accepted,
a&ma'dmgiy & separale somputation fs mede for sach such contract completed during
the incoma yaar, fegardiess of whether the project is located within or without this state,
In prder 1o determine the amount of Income which is atiributable 1o sources within this
state, The amount of income from each corbract completed during the income year
apportioned to this state plus ofher business income apportioned 1o this slate by the
vegutar three-factor formula such as interest infn::mm;&, reits, royalties, income from
_shori-term confracs, el plus all mnﬁmms& income allocated fo- this stale is the
measure of teex for the Income year,

tf) The ameunt of income (or foss) from each contract which Is derived fram
sourtes within this stele using the compleded confract methed. of accounting s
computed as follows:

4. Inthe income year in which the sontract is mmﬂdmed the incotre {or loss)
therefrom iz determined.

2, The income {or loss) determined at paragraph {4}{@1 i apportioned o this
state by the following method:

) A fraction is determingd for esch ymr dunng which the contract was in
progress. The numeralor is the amount of construction costs paid or accried In each
year during which the confragt was in progress aﬂﬁ the- denominator is the total of 2
such construction costs far the pmja@t

{ii} Each percentage detsrmingd in paragraph (4)N2.(} above i is multiplied by
the apporfionment formula percentage for that particular year as determined i
paragraph (4)(d)5. {w}{‘d‘} of this e rogulation above,

iy The pefeentages determined at paragraph {4) (N2.00) for each year during
whict the contract was in progress are tolaled. The amount of tﬂtai mmme for loss)
from the contract determined at mm@mph {&Il{fﬂ of this rale regulation is multiplied
by the total percentage. The resulling ncome {orloss}) is the amaunt ﬂ’f business from
such confract derived from sources within this stale.

EXAMPLE 1: A laxpayer using the completed contract methed of accounting for
fong-term mimﬁiﬁ is engaged in lhree long-tenm contracts; Condtact L in this siate,
Contract M in state X and Contract N In aata’éa Y. In addition, it has other business
income {legs expenses) during the income year 1872 from interasts, rents and short-
tarm contracts smounting to $500,000, and nonbusiness income alloeable to this siate
of $8,000. During 1972, it completed Contract M in state: X af a profit. of $800,000.
Cuontracts L and N in this state and state Y, respectively, ware not complated during the -
income year, The apportionment psmt&g&a of the taxpayer as delemmnined
in{paragraph (4)(d)50W){V) of this fule regulation and the parcentages of contracts




cosls as determined In paragraph (4302, above for each vear during whick Confract bt
in state X was in progress a8 follows:. ,
J9T 1971 1973
Appurtionment perocntiges 3000 "L AT0%
Pereentages of Constrpetion Cests of Contract
each year futofal  congtruction coste {1004} L A1.0% A

The corporation’s net incoue subfect to tax i this sk for 1972 is computed as follovig:
ﬁﬂmﬁm I % 300000
Agrporticin 409 o this state § 200,000,
Sadek inmm Thiun t‘:‘mm ki 257,066
Total business Tnooae derived Trom sources
within ihis ghete

Adid: Nosbustness ineome allocated To this sime
et fnecrns subjeet o Yex i this state

# Inooane frore Contract M apportioned ko this sate: ,
e 77 J973 Total

A?anmﬂi PO :eh‘ %é ﬁ% Eﬂ' ﬁ% é[}xﬂ%

Percent of Consbrysetion Costs 20.0%  5.0% A%
Froduet L 10.0%

I 60 of $900000 = $I52000

EXAMPLE 20 Same facts a8 in EXAMPLE 1 except that Contract L was starled
in 1972 in this state, the first vear in which the taxpayer was subject to tax in this state.
Confract L. in this state and Contract M in siate Y are incomplets In 1972,

The porporalion's wit incomé subject bo tex in this state for 1972 35 mmpxetu.d Ess ﬁai%lﬂwsv
im

Business oome % 500,10
Apportion 0% 1o this shate % wa E?I}I}
Add:  Tocome from Contraet M* N 108000

Total business income dackved from sotirees

within this state 3 0800
Add:  Monbusiness income sllmcated to this state 8800
e inoome siblect ot in fhis se % 316,000
# Ieorme from Comract M apportioned 1o this state: ,

1970 fwn Wy Tosal

Appurticnment percentage 0.0%% 0% ALDG

Pereant ﬂf%ﬂmmm Costs 204% A% 300%  L00g0Y%
_ 0% 0% 120 2%

12,0% of $900,000 = $108,000.
Wt {Zﬁaﬁy 304 i wved 1o determing the income derbeed from soumes withis dis state
sinee the corporation was not subject 6 tax in this state pricr to 1972,




EXAMPLE 3: Same facts as in example 1 except that the figures relate 1o
Contract L in this state ard 1972 is the first year the corporation was taxabl& in aﬂﬂther‘
-sia’te tﬁ@a $et:ztl>ﬁm ADET=1, ﬁ&iﬁsm WAE and N, 3 and Ftulas T 3
B10-2 ‘ 81027 A and 840-27-1-4-03 810-27.1.03. ﬁmata M
and N iit 5‘&&&&3 X and ¥ w&mﬁaﬂed in "SQ?E asnd; aa‘a meiete

The corpommtion’s it fnchme m&;&cz‘e o el By this state fog 1972 5 wmﬁum& as 'f" [Icm!%
Business income SO0
Agpportion 305 to this stuie 52@&3’}@@

Add:  Incowme From Contract 1 £ TIB.000
Total msiness income derfved from sources ,
within this siate b3 S?ER,%@

Add:  Monbusiness income atlocated to this sate
Met inoors subiect o b In this siste

* [ncome from Coutragt | appootioned to this-vae:

1970
Appartionment péscantage Hi0ARS
Percentage of Coistroction Costs 20.0% _40.0% .
Prodiet ~A00% B2

B2.0P% of $900.000 = $736,000,

iy Compufation for Year of Wilhdrawsd, Dissolution or Cessefion of Business -
Completed Contract Mathod, Use of the cormpleted contract method of accousting for
fong-term contracts ratguﬁms fhal income derived from sources within this state from
incomplete contracts in progress auitside this state on the date of withdrawal, dissolution
of cessation of business in this state be intluded In the messure of tax faa- the taxable
year: duﬂrﬁg witiich the corporation ml:hdfrmm dissolves or DREes dﬂiﬁg busingss in ﬁ’ﬁﬁs-
stfa'l@

Eﬁ} The amourt of income {or loss) from each such contract fo be ‘apportioned o this
state by the apportionment method sel forth in paragraph iR, of this Fule wgu;&ﬁaﬁ
ghiall be determinad as if the percentage of completion method of accounting were used
for all such contracts on the date of withdrawal, dissolution or cessation of business,
The amount of business income (or loss} for each such contract shall be the amount by
which ihe gross corfract price from each such contract which potresponds to the
parcentage of the: entire mtxaci w%zér:h has been tompleted from the. mmm&nmment
thereof 10 the dale of withdrawal :s;ssaiutm or cassation of business exceeds all
expenditores made dm‘ing such p&nﬂd in connection with each such corfract. In s
doing, ona must fake inta stcourt the material and supplies en hand st the beginning
any end of the incorme year for use in sach such contract.

EXAMPLE: A constuction contractor gualified to do business in this stale had
electad the completed contract method of accounting for longerm contracts. It was
engaged in two long-term contracts. Contract L I this siite was started in 1971 and

10



completad at a profit of 5B00,000 on 12/16/73. The taxpayer withdrew on 1203173,
Condract M in state X wes started In 1972 and was incomplete on 128173, The
apportionment percentages of tha taxpayer, as determingd at paragraph [d)(d) of this
rule regulation, and percentages of construction costs, a8 determined in [paragraph
{43{'&}2 of this rule regulation, for each year during whmh Contract B in state X was in
PrOgQress Ang as s foliows:

187 12 {973 Tentedd
Appartionient perosntages 005 2% A%
Pereentuges of Congtruetion Costs:
Confract L, this state 20.0%  S00%  300%  10040%
Coniract M, state X {0 TR 25.0% 35,05

The corparation had otherbusingsd incomefnet of expenses) of F500,00{ ducing 1972 and $300,008
durieg 1973, The pross eommct price of Comteost M {stabe X3 was 51,000,000, and 3l was estimuted to be
5% comploted oo | ZALTI. Tosl expenditures 15 date for Contencs M {mb& A wene Sﬂsﬁtaﬂﬂ{? for the
pericd endad 12731073,

The measure of tax for the faxable year ended 12/31:73 is computed as follows

Forkabie Fear 1973
Ineome E"aw 3??&'  dneosn Fear J973,

Buiness ncome $500,000
Apportiomment Yo fa this sate s
Amoust Appartioned to this state 1a0.000
Al Fromme from contracts:

L (thiz state} ¥

M {state X} **

Total husiness income derived from

sawrces within fhis state $100,000 $I7R.600

# Inogime from Conteset L apportioned to his state;

_ 187 ABEE Faarl
Apportiopment perocntage 30.0% 20.0%
Percentage of Construction Costs 20.0%% 3005 G0
Proslusct W R0 wgﬁf&&
2R.0% of $9060,000 = 5252.000.
*# Inecg frons Contract W apportioned o this state
1977 re7y 1973 Toutad

Appontionment percentage {} %% 2000 40.00% N
Percentage of Construction Costs L 10.0% 25,0% I3
 Produet Qﬁﬁ%‘f@ Al W% 120%
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12.0% of 50,000+ = 36, 000

e Compuiation of spportioaablp income from Contesct M bised o percentage of
completion methiod:

Total Crptract Price $1,000.000
Estirganed 1o be 35% completed $350,000
Lgss: votal rﬁk‘]ﬁﬁﬂmmsm s Ja0.000

Apportioaahle income

Speoial Rulss: Railoads, The following special rules are established in
mwm ratiroads:

(a} In Gensral ‘Where a railroad has income from sources both within and
without this stats, the amount of business income from sources within this state shall be:
determined pursuant to this pule W&aﬁ@n in- such cases, the first step is o
determine what portioh of the railread's rcome constiutes ”'kausiiﬂeﬁ&“‘ inoome and
which paﬁmn mnstiétm&s ”’mnbusinma" inmma under Section 40-27-1, Aricle V.1 and
Rule Regula 810.27. - B10-37-1-.01 thereunder. Monbusiness incoms s
éﬁéraﬁtiy aft a«aahla 1::1 ap&s;f i s’tﬂm pzursuani 1oy the provisions of Seclion 40-27-1, Aricle
5 fo B, Inclusive. Business eome is apportioned among the states in wﬁicﬁ the
business is conducted pursuant to the prapetty, payroll and ssles apportionment factors
set forth in this rule regulation. The som of (1) the items of nonbusiness income
direcly aliocated fo o this tate and %) the: amount of business income atiributable fo this-
state constitules the amount of the taxpayer's eniire net incoma which iz subject fo fax
by this siate.

{%;1} 5&5‘&%&3& aﬂﬁ Mﬂﬁﬁmm&ss fﬂ&ﬁmﬁ Fmr si@f‘ ﬂaim niles and %ﬁmpﬁaﬁ fﬂa’_-

(e} Appuoriionment of Business income.

. in '@'ana?&i Tm pmmﬂy factor shall be det&rmm&ct In socordance with
Rules : A9 B10-27-1-18, B4 g g:ﬁigg?:m anﬁ
§10-27-4-4-42. BI0-271-42, *!:3’1& payroll factor i amm&ama “with Rule Regulation
sw-m-ms. B10-27-1-13, and the saks faciag I awmﬂance ws!h m_

: _,,.-_j;ma*lmwlwﬁ-t.n 27-4-4-15 §10-27-1-15, B40-27-4-4--46
B'&ﬂwi{‘?-mﬂmﬁ, a;nsd 310-27-1-4-4F B10-27-1-17, ma- A% modified in ’Eﬁ’us ruie
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B Propedy Valuation, Cwned praperty shall ba walued st its orig inal cost-and
pmpeﬁy rented from othets shall ba valued at eight (8} times the net annual rmtal rate
in accordance with Seaﬁan 40271, Article V.11 ard Rule Regulation B40

810:27-1-41. Rai Ernad targ owned and operated by other railroads and tempmmmy
used by the faxpayer in its business and for which a per diem or mileage charge is
mede ate pot included In the property fackor Be renfed property. Ralload cars owned
and operated by the faxpayer and ien'spst:xsﬁrily tsed By other railmws in their business
g for which a per diem charge is miade by the, taxpayer ang inchuded in the g}rﬁp&fty '
factor of the saﬂpay@&?

(i) General Definitions. The following definiions are applicable to fhe
numerator and denominator of the property factor:

{i “Original cost" Is deemed o be the basis of the propety for federal income
tax purpases (prior to any faderal income tax adjustments except for subsequent capital
additions, improvements thereto or partia! ispositions); or, if the property has no such
basis, the valustion of such propery for Interstate Commerce Commission purposes. i
the ﬁﬁgﬁr}af gost of ;Jsms}arty la unascertainable Under the foregoing valuation standards,
the property is included in the property factor at ﬁs ﬁaﬁr maﬁ@et watue as of the date of

acquisition by the taxpayer (Rule Regulation 840-27-1-4-1Ha} 810-27-1-11(a)}.

{1} "Rent" does not include the per diern and mileage charges paid by the
taxpayer for the tempeorary use of rafiroad cars owned or dperated by another railroad.

() The "walug" of owned real and taﬂgab&e parscnal property shall mesan its
ﬂngtrm] cost, (See Section 40271, Adicle V.91 and Rule Regulation
840-27-4-4~44(a) B10-27-1=11(a) )

(IV} "Average value" of property means the amount determined by averaging the
values at the beg! nning and ending of the. income tax year, but the ﬁepaﬁmm of
Revenue may mquire the averaging of morthly values duning the income year or such
averaging ss necessary to affect properly the average value m" ti's& railroad's property.
{Bes Section 40-27-1, ﬁxriteie iz ami Rule Regulation 810-27-1-4-33 §10-27-1-,

2

(W} The “value" of rented real and tangible personal properly means the produst
of &‘a@l"ﬁ; {B} fimes the et Eﬂﬂuai rantal rats, {3&3 S&ﬁﬁnn ﬁfﬂ»&? 1, ﬁmrﬁe WAt and
Rule Regulation B10-27-4-4-44b) 810-27-1-11{b}.}

(v} "Met annual rental rate” means the annual rental rale paid by the faxpeyer
lass any annual rental rate recaived by the taxpayer from subreritals,

P "Properly wsed during the income year” includes property which is available
for uss in the %axpayeﬁs trade or business during the Income yesar,
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¢y A “locomotive-mils” is the movemant of a locomofive (3 seli-propalied
nit of equipment designed solely for moving other equipment) & distance of one mile
under Hs 0w power,

(i}i} A "ear-mile" is & movement of a anlt of car equiprment a distance of one mile.

{iy The Denominator and Numerator of the Properly Feclor, The dencminator
of the propery factor shall be the average value of all ai‘ the taxpayer's real and langible
personal properly maned or fented and used during the income year. The riumerator of
the properdy factor ghall ba the average wvalue of the taxpayer's real and targible
personal property owrssd of rented and used in this state during the intoms year.

{y In determining the numengdor of the properly factor, all propedy except
mobile or movable property such. as- passenger cars, freight cars, locomotives and
‘freight containers which are located within and without this state during the income year
‘shall be Inciuded in the numerator of the property factor in 3@&5@%% wsﬂ? Mlﬁﬁ
'eﬂiﬁaﬁ?-«ﬂ Arlicle V.10 fta:: “IE, mzéuﬁwa am:l ﬁu!eg .

(Si Mobile or movable properdy such as passenger cars, freight cars,
locomotives and freight sontainers which are located within &nd vﬁmﬂm fhis state during.
the inpome year shall be included in the numierator of the propedy factor in the ratio

which "acomotive-miles® &nd "car-miles” in the state bear to the fotal everywhere.

, 3 The Fayroll Factor. The denominatar of the peyroll factor is the tolal
compensation peid everywhers by the taxpayer during the income year for the
,pa“:ut;ﬂtan ﬂf bﬂsiness imﬁmﬂ {Sa& Secim ﬂﬁwi?«u‘i Aﬁmlea EV 13 aﬁnﬁ E"ﬂé aﬂﬁj
The ﬁumammr m %he paym%é fﬁ\:at{:xs P *E%xe im;ai aammi pald i ﬁhas 5’&&‘{& dum’m ﬁ"tﬂ
income year by the taxpayer for compensation. With respact fo-all personnel except
anginemen and trainmen mrfarmmg serdices on inferstate fraing, compensation paid to
such amployees shall be included in the numerater as provided in Section 40-27-1,

ﬁsfﬂﬁas !’ﬁf ‘ﬁ’;?: mzﬁ E‘s!‘lii and Rules Regulations MWMM% §10-27-4-.43 and

{iy With respect to enginemen and frainmen performing services on interstate
traing, compenisation paid o such ampiayees shall be included in the nurerator of the
pagrml! factor in the tatio which their services ﬁaﬁﬁnﬁﬂd it this state bear to their
servicas performed everywhere. Compensafion for senvices performed in this state
“should be deemed to be the compensation reported or required to be reported by such
amplovess for detarmination of their Income tax liability to thia state.

4. The Sales {Revenue) Faclor.
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() fn General Al revenue derived from ransactions and activities in the
t&gmar pourse of the trade or business of the texpayer which produces business
income, except per diem and mileage x‘ﬁmrgm which are collected by the taxpayer, s -
mﬁuc%eﬁ inthe x:iemmﬁatnr of the sales {:ﬁewnusa} far:‘mr {Ben Bection 40-27-1, Article
W1 ared Rale Regulation 810-27-4-4-01 B10-27-

(i The numerator of the sales {revenue) factor Is the total revenue of the
fexpayer in this siate ﬂﬁﬁi’ﬁg thi Erﬁmm& yiar,. The total revenue of the taxpayer in this
state during the Income yiear, other than revenue from hauling freight, passengers, miil
and express, shall be attibulable to this state i accordance with Section 40-27-1,
#a’ﬁc:!e S‘#f“i‘ﬁ to 17, nclusive, and Rules Regulations 840-28-4-4-46 B10-27-1-15;

Ao 46 810:27-1-.18, aind 840-27-9-4-47 B 810-27-1-17..

A Numerstor of Sales {Revenue) Factor From Fraight, Mail and Express. The
total revenue of the taxpayer in this state dwing the Income year for the nomerator of
the sales {revenue) factor from hauling freight, mall and express shall be attributable to
this state as follows:

i ipfrastate, Al receipts from shipments which both originate and terminate
withir this etete; and

{H} Mulistate. That porfion of the m@is from esch movermeant or shipment

passing ﬁifﬁﬁﬂﬁ inte, or out of this stale s determined by the rafic which the miles

fraveled by such movemant or shipment in this stafe bear io the fotal miles travelad by
such movement or shipment fram point of origin to destination,

(it} Mumersfor of Sales (Revenue) Faclor from Passengars, The numedator of
the sales {revenue} factor shall include:

I} infrastate. Al I‘@ﬂ%%}i& from the ifanspmtat;m of passengers {ncluding mal
and express handled in passenger service} which both originate and terminate within
this state; and:

i) Mulistate, That portion of the receipts trom the. transportation of intetstate
passengere {including mail and express handled In passenger sarvics) determingd by
the fatfio which revenue passenger fafles In this state bear to the total sverywhere,

B8 Special Rules: Ajdines. The ﬁa&i@uﬁﬁg sﬁaﬂfal rules ars established with
respect to airlines:

fa) In General. Where an airiine has income from sources both within and

without this state, the amount of business income from sourtes within this state shall be

determined pursuant to Section 40-27-1, Arlicls IV except as modified by this _gule
aulation. |
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(b} Apportionment of Business Incarme,

1. General Definitions, The following definitions &re” applicable to the terms
used in the appartienm&nt factor descriptions.

iy “alue” of owned real and Eﬂng'ﬁ?hia personal proaperty sl nean its otiginal
et {See Ses:timn 40271, Article IV.11 and Rule Regulation B40-27-3-4-1%

‘_{E:Ej “’;G%t of aircraft by type" means the average ofigingl cost or valus of gircraft
by typa which are ready for flight.

(i} "Orginal cost® means the initial federal tax basis of the WW plus the
“value of capital improvements to such property, except that, for this purposs, it shall be
assumed that Safs Herbor Leases are not frus lzases and do mﬁ ﬁ’ﬁ’e:}t m& ﬁfﬁg[ﬂﬁ%

mit{al fﬂﬁerakttax basls of the properdy. {See Rule

{i'd‘l "Average value” of the praperty means the amount determined by averaging
the walues at the b&glﬂmﬂg and ending of the incomie year, but the Commissioner may
require the aversging of monthly values during the income year if such averaging is
necessary 1o reflect properly the average valug of tﬁw aﬁ‘!m*s g&mpﬁsﬁy (See Section
AD-27-1, Aﬁm@ie ?@12 and Rule Regulation 840 Bi0-27-1-12.)
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{v} The "value" of rerted real and iangab«!e ;wsrs::mal property means the
product of elght (8) Hmes the net annuai rental vate. [Bee Section 40-27-1,
Asticle IV.19 and Rule Regulam 4024t D) B10-27.9-.1 1{b}.})

_ vy "Net annual rental rate” means the annual rental rate pa;d by the
taxpayer,

{vii) "Propery used during the income year” includes properly wibich is
available for use in the taxpayer's trade or business -during the income year.

{v‘m} "Bircraft ready for flight" means ;almrafﬁ, owned or amumd through
ranfal or lease (but not interchange) which are in the passession of the taxpayer
and are aveilatie for service On the taxpayer routes,

{ix) "Revenue service” means the use of alroraft ready for %ﬁght for the
production of revenie,

(x} "Transportation revenue” means revenus saimed by transporing
pessengers, freight and mail as well as revenue eamed from liguor sales, pel
crate rentals, el

, ensimas” means, for purposes of these tiles W@g& Al
skeoife whaﬂaer thev be regularly scheduled or charter flights, that ooour whurirg.
rﬁmmwa BRIViCE.

2. Propedy Faclor,

i} Propeny valuation. Owned aircraft shall be valued at #ts original cost
and rented aircraft sl‘tasll be valued at eight (8) times the net annual rental ram i
am@gﬂaﬁm with Section 40-27-1, Addicle M.11 and Rule Regu
. -4-44 810-27:1-41. The use of the taxpayer's owned or rented: aircraﬂ:.
in an mfiﬁml’wnge program with another air canisr will not constitute & rental of
such aircraft by the sirlines 10 the other participating altiine, Such airoraft shall
be accounted for in the property factor of the owner. Pars and other
expendables, including parts for use in confract overhaul work, will be valued at.
GOet,

(i} The denominalor and numerator of the propesty faclor.  The
denominator of the property factor shall be the auerage value of all of the
taxpayer's real and tangible personal property owned or rented and used duririg
the income year, The numerator of the property factor shall be the average value
of the taxpayer's real and tangible personal p proparty owned of rented and used in
this slate diring the income yaar. '

{} in determining the numerator of the property factor, all property
sxcept aircraft ready for flight shall be incluted In the numarator of the property
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factor i in accordanca Wﬁﬁﬁ"! Section A-ET-1, Article .10 o 42, inclusive, Am:mﬁ
a“a;ady far fight shall be included in the numerator of the propery factor in the
ratio calculated g follows:

I.  Depaftures of aircraft from Iocations in this state weighted as 1o the
cost and value of alrcrafl by type compared o 1otal departures similarly weighted,

3. The Payrofl Factor,  The dencminator of the. pﬁwaii factor is the total
compernsation pald sverywhers &:m the taxpayer during the income year, (Bea
Section 40-27-1, Articles IV.13-and IV.14.) The numerator of the payroll factor is
the total. gm@uﬁi paid in this state during the income year by the taxpayer for
compensation. With respact & non-fight personnad, memsat@n paid o such
amployees shall be included in the numerator as provided in Section 40-27-1,
Articles W13 8nd V.14 With mp&&i {o flight personmel [the air crew aboard an
ﬁifcz@ﬁ assisting In the operations of the aircraft or the welars of passengerns
while in the sir}, compensation paid o such employees shall be ingluded in the
rafio of depariures of aircraft from locafions In this state, welghied as to the cost
and valus of abcraft by bype compared o totsl t&epamr@ﬁ similarly weighted,
midtiplied by the total flight personnal eompensation,

4. Bales (Transportation &ewnmj Factor. The {ransportation revenue
derived from transactions end activities in the regular course of the trade or
bugiriess of the faxpayer and miscellanedus safes of merchandise, efs, are
intluded in the dencminator of fhe sales {mmpﬁﬁatm mm‘m} factor, [Ses
Section 40.27-1, Article 1.1 and Rule F 01 810-27-9-01.)
Passive income iferns such as interest, a“er’fﬁai maame dwﬁenﬂs et will ot be
included in the denominator nar wilt the proceeds or net gals or mses from the
sale of aircraft be induded. The numerator of the sales {tmns;matt;fm FEVEITILIE)
factor is the tofal revenue of the taupayer in this slate during the income year.
The total revenus of the taxpayer in this state duwring the income vear is the result
of the following caleulation

M) The ratio of depariures of alroraft in this state walghted ag tothe vost
and value of alroraft by type, as compared 1o total departures similary. welghted
mmﬁplmﬁ by the total fransportation reventie, The product of this caloulation is to
be added o any mon-fight revenues dirsctly atidbutable fo this siate.

 fg) Records, The taxpayer must maintain the records necessary o
arrive at departures by type of afrcraft a5 used in these ryles res . Such
records. are o be subject to review by the respective state tamg auihﬁrftias or
thelr agents,

{d} Examples. Examples of the manner in which the aidine rule
radtiation would apply 10 spedific fact situations:

EXAMPLE 1; Assume the following facts for an airline for a tax year:
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1. It has ten 747s ready for filght and in revenue service at an average
cost per unit of $40.000,000 for hine of the aircraft, it rents the lenth 747 from
another airline for $8,000,000 per year, - At elght times rents; the latter | 9 ua!:_aeei
a1 $72,000,000 for epportionment purposes, Thedotal 747 veluation is, therefure,
5432 000,000 for progedy factor denominator purposss.

2. It has twenly 727s ready for flight In revenue servica at an average cost
per unit of $20,000,000. The totsl 727 valuation is, therefore, $400,000, 000 for
properly factor denominator putposes,

3. It has nonfiight tangibie property {n.t.p.) valued at an original cost of
$200,000,000,

4, i has the following annual payroll

Flight personiiel 5 60090,000
Moatlight personned (m.p.} 48,008,000
Total $ 180000000

5. From its operations, it has total receipts of $50,000,000, business et
e of 51,000,000, and no nonbusiness income.

8. It has the following within Alabama:

8 10% of its 747 Dight deparares (10 % $432,000000) 543,200,000
b 209 of §s 727 fight depentures {20 x $400.000000) - SEQ000,000
e, Swefiship (05 x $200000,000) 510,000,000
d 15% ofits np. payesth (15 % 540,000,000 6. K04,

The ailine's. business incoms apportioned lo- Alabama would be
determined aa follows:

) Within AL Evarywhere
‘M?g{ E*EJ % 5432 Q00,000 43,200,000 A32.000.000
7176 (20 x S400,000 (0 BOO00 600 A G000, 000
it (05 % K2 000,000) o 0, B0 000 i ig
133,200,000 E2.0T0%
Sy Faclor, - o
s {10 $452,000,000) AR, 000 LEFRLCIRIGE
Y276 {20 x $A00,000,000) BO.O00L00¢ 400,000.000 )
' 23,200,000 832,000,000 14307 %0
F!zigm pmwnne& L E4BOTT = 60,000,000 B8R4 620 60,500,000
WNonflight peesontiel Fim p} _ G000, {8 - _A0000,040 o
: 4, ERA. 630 BRCIAHAER AL %g%i‘?
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B3

Alabamn, spprrtionment oxtio 14, 1908%
Bigimess intone 1000000 '
Armeset awmﬁmm&d b Al B4 19@'& % §1,000,0000 WM

EXAMPLE 2 Same facts excepl that paragraph 8 Js changed 1o read:
&. I has the foliowing within Alabama:

8 ol i 747 Might departares (06 % $432.000.000) $25,920,000
B 3% of its 727 ffight dmmmsﬁﬂ & §400,000,000)  $124,000,000
g 3%befteatp {03 x 5200,000,000) 55,000, 006
4 ol n.p. payolt {- 07 = 546,000,000 32500008

The ajrine’s business income apportioned to Alebama would be determined
a5 ’Emilm

Within A2, Everywhere

Pm:mw Fuotoi: _
75 (06 x $432,000,000) 25,920,000 A32,000,000
7278 (.31 % $400,000,000) LA 0 AT0000,000

. O3 % $200,000,0003 6.0000,004 "mﬂ 000060
LO3ZA000.000 15 3085

Salpy Faciary, o
T4Ts (06 x $432,000,000

_ 432,000, {Iﬂﬁ}
Ta731 % $400,000.060) 400,000,000 |
- 32,000,000 E0192%,
F’Ilﬁghfi pﬁmmmel (180192 % GO000D00) 10812,520 60000000
Monflight persanme] (p. p‘; 2,500,000 {6,
13810520 13.6115%

A6.T302%

Alabama agportionaent tatio 1557975

Buskogss income _ 1 Lﬂﬁﬂ&ﬂﬂ

Asmint agﬁfsmiﬁ:mmam tp Alsbama 155797 x $LOGDO00)  S_13

{7 Mﬁ Rufes: Tricking Comparies. The followlng special rules are
wetablished with respect to trucking comparies:

{80 In Gemeral As used in this yule regulation, the tarr "trucking
company” means & molar comimon carfar, & msmf WFKEl?ai;f partier, or an
axpréss carrier which pnmaﬁ‘tﬁy transparts taregi;ble personal property of others by
‘miotor wehicle for compensation. Where & trucking company has income from
sources both withlt and without this state, the amount of business income from
soiross within this staté shall be determined pursuant to this rule regulation. In
such cases, the first step is to determine what portion of the trucking company's
income  constifites  "business” incoms  and  what partion constitutes

20



.5 iﬁ 8, Iﬁdﬁ&!'ﬂ& Busswass Enﬁﬂme Es apmmmed asmﬁmg ﬁi‘sﬁv states EE‘E mth,
the business Is condutted and pursuant to fhe ,pm;amy payroll, and sales
apportionment factors set forth in this rule regulation. The stm of {1} the dems
of nonbusiness incoma. directly altocalted to this gtats and {ii) the amount of
business income attributabis 1o this state constitutes the amount of the taxpayer's’
enfire net income which is subject to tax in this state,

) Business and Nonbusiness fncome.  For definifions, rules, and
examples for ﬁeﬁemn:ﬁg bammasa and nopbusiness inoome, see Rule
Reguiation 8140-27-1-4 0-27-1-.01.

1. In Gﬂﬂﬂ\?ﬁf “%“hﬁg p}m%ﬁy fﬁﬁm sé*nai& ba datarmineﬁ m mr@:ﬂanm"
s‘iﬁ 27111, a,mi E T

2. The Property Factar

i F’} perty Valuation. Owned property shall be valued at its original
sparty rented fram ofhers shall be valued st sight (8} imes the net
’ﬁﬁ‘aﬁum E&Eﬁa! mia in am@fﬁanc& wﬁh Section 40-27-1, Mﬂﬁle V.41 and Rula

{iy Genersl Eﬁﬂﬁﬁﬁf’m& The following definitions are applicalile to the
numnerator and’ denominator of the propery facer, as well as other
‘apportionmant factor descriptions: .

v "Average value® of property means the amount determined by
averaging the values st the b@gmmhg and end of the income tax year, but the
Department of Revende may r@qmr& the averaging of monthly valies during the
income: year or sich averaging s s necessary to reflect properly the average

valug of the trucking wmparws gmﬁmy (See Secton 30-27-1, Article V.12
a'ﬁs:ll Bule Regulation §40-2 810.27-1-12.)

{1y "Mobile property” means all motor vehicles, incloding tralers,
engaged directly in the movenert of tangible personal property.

(Y A "mobile pmpemr mile” is the movetent of a unit of mobile property
a distatne: m‘ one mile whether loaded of unloaded.
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() "Originat cost" ls deemed to be the basis of the property for federal
income tax purposes (prior to gny federsl income fax adiustmsnts, sxcipt ﬁ:w
subsequerit capilal additions, impravemants thereto, or partial dispositionsy; or, if
the propery has no such basis, the valuation of sﬂcﬁ proparty for Interstate
Commerse Commission PUTPOSES. if the original cost of p roperty s
unascertainable under the i’mmmng valuation standards, the property s included
in the ;:mpmy famr at &s faar marﬁzet VEME as of the date of acquisition by thie
m:aepaysr {Rule Regulation 844 ta} B10-27- 3

() "Property used during the course of the income year' includes
peoperty which & gvailable for use in the taxpayer's rade-or business durng the
neoing year,

 (WI} The "value” of owned real and tangible personal properly maans its
aﬂfgmai Gﬁﬁi [SE& Eecﬁm si(;a??u‘i ‘Article W11 and Rule Regulatien

P ?he “walug® of rented real and tangible personal property means the
product of eight (ﬁ} fimes ihe :‘aﬂt anﬁuﬁ] I%Err’ttal i’aie {See Secﬁm A-2T,
ﬂﬁlgﬁigﬂ@ iv ’Edls aﬁﬁ _‘_-_"-_ O 38 B4 : "y 211 il : % L.y

iy The Denorminator and Numerator of the Propery Faclor. The
denominator of the pwp&!‘ty factor shall be the average value of all of the
fax@ayars real and fangible personal property owned or rented and used during
the income yaar. The aumr&mmfma pfﬂ]ﬂEﬂ? factor shall be the average value
of the taxpayer's real and tangméa DETROT 4 or rented and usad in
this state during the income year, in 'the c%artazminatm of thie numerator of the
praperty factor, all pﬁm&ﬂy except moblle property as defined in this IQL
reguiation, shall be included in the numerator of the property fastor ‘in
ﬁmﬁ&ﬁfse w&h Sactmﬁ drﬁ»gﬁ’;’f ﬁcﬂmle nfm i:ﬂ ?2 inglusive, and Rules

_ 24444 B10-27-1-41, and

glation, which is located
sofely within this stebe during the income year shall be inghuded in the numerator
“of thie proparty factor,

(} Mobile property, as defined in this rule regy

{H} Wobile proparty as defined i this ru rule regulation, which is located
within and without this state during the ncome year shall be. included in the
nummesator of the property factor in the ratin which mobile grr&perty mﬂ% in the
state haar to the tofal mobile property miles.

3, The P&ymﬁ Faclor, The ﬂ&ﬁﬂmmﬁiﬁfﬁ of the ﬁ:saﬁmﬁl factor Is the
compensation paid- W@r& by the taxpayer during the income year for the
production of EHEEF&B% mm‘m {S‘e& ﬁ@m A0-2T-1, Mmﬁa& i’@ *ES anﬁ IM“ *’3#
and Rules Regulations—840-27-4-4-43 810-27-113 e
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$10:27-1-94.} The numerator of the payrall factor is the total &txn‘apmmﬁm pakd
in this state during the income year by the taxpayer. With respect to all
mmﬁnnef sxcept those pedorming services within and without this. state,

mzpen@amﬁ paidt to such smployees. shall be included in the mmer&fm a5
F&rﬁ#ﬁided i &cﬁan *&I}«E?’*”l Aﬂm@% W ‘13 and W T4 and Ruies R

{0 Wiith respect to personne| performing services within and without this
state, ooimpensation paid 1o such employees shall be Included in the numearator
of the payroll fac:tar in the ratic which thelr services performed In this state bear
to their sendoes performed sverywhere based on mobile praperty miles,

4. The Sales (Revenus) Faclor

(i} InGeneral All revenue derived from fransactions and activitles in the
regular course of the taxpayer's tade or business which produce busingss
mm 3?13%! E:as Enﬁu@m in the. daﬂmmr t%f hhe %ate@ imw&nua} fac&ar {Gea

{1} ’T’E‘xe nwmafamr mf the. e a faatm is the. ’Eﬂ%ﬂi mr&m' m%if th@
tawpayer in this state during the mmm& year. The. iotal state revenue of the
taxpayer, other than revenue from hauling freight, mail, and express, shall be.
aﬁnbuﬁabl& tr;u thﬁs stale in ardsatwa ’wﬁh Saaum @ﬁm&?m’i M:mr& .15 to- 17,

gg*ﬂ?w !w’i A aﬂﬁd §40-3 L4 srdsds h Ky

(i} Numerator of the Salss {Revenus) Factor From Froight, fall, and
Expf&aa The total revenue of the taupayer aitributable fo this %tate during the
incoma year from. hauling freight, mail, and express ghaﬁ her

()} Infrastate. Al receipts from any shipment which both originates and
terminates within this state; and,

() Mufiistate.. That portion of fhe receipls from movements or shipments
passing through, Into, or out of this state as determined h!f ti'w ratio which ihe
mobile property miles traveled by such movements or shipments in this state
bear to the total fnobile property miles traveled by . mw@m@nﬁ% aF %hiﬁmﬁﬂ‘ts from
points of origin to destination.

{d) Records. The taxpayer shall msalni& h the records necessary i
identify mubzle property and to enumerate By state the mobile ;smge;ty miles
traveled by such mobile proparty as those tenms are used in this fule K A,
such records are subject fo review by iim D&partman’é of Reventeor s agaaﬁs

(e} De Minimis  Nexus ﬁf@ndarﬁf Notwithstanding any provision
contained harsin, this Rule Ragulation 840-27-1-4-18-{7) §10-27-1-18 [7) shall
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not apply to require the apportionment of income to this: state if the trucking
company during the course of the income tax year neither,

1, Q‘%ﬁw fnor remls ﬂﬂ?‘ Eﬁal@g pgmﬁﬁa] mw in thgﬂ mﬂt&’ _— m
mbile property; nor ¥ , EXCR

2 mekes any pick-ups or deliveries within this state; nor

3. fravels more than twenty-five thousand mobile property miles within
this state; provided that the total mobile property miles traveled within this state
during the Income tax. year do not exceed ihiee percent of the total moblle
property miles traveled in all states by the trucking company duting that pericd;
ot

4. makes mors than twelve frips into this state.

(&) Special Rules: Television and Radip Broadeasting. The following
spacial rules ame established In respect W the apportionment of income from
television and radio broadcasting by a broadcaster that is taxable hoth in this
stata and in one or more olher states. o o

~ {g) In General. When a person in the businass of broadcasting film or
radio programming, whether through the public sinwaves, by cable, direct or
inditect safelite fransmission or any other means of communication, elther
through. & retwork (ncluding owred and affilisted stations) or through an
affiliated, unaffiliated or independent television or radic broadcasting stafion, Tas
income from sources both within and without this slate, the amount of business
income from sources within this siate shall be determined pursuant to Section
40-27-1. Adicle 1%, and the rules segulations issuad thereunder by this state,
excepl 5 micdified by this rule regulation. ‘

() Business and Monbusiness Income, For definitons, roles

regulations and sxamples for determining whether income shall be olassified as

"business” or "nonbusiness” income; see Rule Regulatien & 274404
0-27-1-01. ' ' . N '

el jl_s‘:ﬁéﬁr&ﬁa_l‘:‘%s__ The following definitians are applicable to the terms
contained in this rule regulation, unless the context clearly requires othensise.

1. "Film®" oF “film programming” means any and all performances, events
or productions elecast, on felevision,. including but net imited 1 news, spofing

events, plays, stories or other liserary, commerchal, edusational or artistic works,

througih the use of video tape; disc or any other type of format or mediurm.
(i Each episode of a seres of films produced for television shall

constitule & separate “film” notwithstanding that the seres relates to the same
principal subject and ia produced during one or more tax periads.
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2. “Outerjurisdictional” property means certain types of tangible
mr&mnai popery, such as orbiling satelltes, undersea transmission cables and
the liks, ‘that are owned or rented by the taxpayer and Gsed in the business of
felecasting or bma@casimg, but which are not physically located in any particular
state.

& "Radio” or "radio programming” means any and all performances,
events of productions broadcast, on radio, including but not limited to news,
%p@rﬁngawmﬁ plays, staries of other lterary, commercial, aducationsl or artistic
wirks, through the use of an audio tape, disc or any other formsat or medium,

i EBach spiscde of a sefies of radio programming produced for radio
broadoast shall constitute 3 separate "radio programming” notwithstanding that
the series relates to the same principal sulject and Is produced during one-of
more tax penods,

4. “Relesse or 'in release” means the placing of filln or ?acfm
programming Into service. A film or radio program is placed into service when it fs
first broadeast to the primary sudience for which tha film was created. Thus, for
gxarnple, a film is placed in serice when it s first pﬂh icly telecast for
entertainiment, sdocational, commercial, artistic or other m%ﬁ Each episods
of & television or radio series & placed in service when it fs first broadcast. A
program is fiot placed in service merely because it is completed and therefore n.
a condition or state of resdiness and availability for telecast or, merely because it
is previewed o prospective sponsors or purchasers,

5. "Rent’ shall include loensa fees or olher pavments or consideration
provided in suchangs for the broadoast or other use of television or radic
programiming.

6. A “subsoriber o a cable television eystam s the individual residenice
“or oihsr ouffel which is the yltimate recipient of the transmission:

7. "Telecast or "broadoast” {somelimes used mterchangéah!y with
respect to telavision) mieans the transmilssion of television o radio programing,
raspectively, by an electronic ‘o olher signal conducted by radiowaves or
wicriwaves of by wires, lines, coasial cables, wave guides, fiber optics; saleliite
transmissions directly or indirectly to viewsrs sl listenars or by any other means
of sommunications,

{d) Apportioniment of Business Incom.
. In fﬁarsarai ”E’ha w:meﬂy “Eamm shai!g%:m ﬁetermarzed zr& accardance

itk Rules
810+ 7419
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Rules Regulations 810274433 B10-27-1-13 and 840-274-4-
NS anr;f the sales iactar i acgordance with Rules Raﬂ&l&tm"
¥ - 10:27-1-18, except as

emodified by this pule @mm

2. The Property Factor.
(i InGeneral

{1} In the case of rented studios, the net annual rental rats shall include
oy the amount of the basic or flat rental charge by the studio for the use of a
stage or oflwr parmanent equipment such as sound recording aquipmant and the
fike; eucept that additional eguipment rented from offer sources of from the
studio not covered in the basic or flat rentsl charge and used for one week or
longer [sven though rented on a day-to-day basis) shall be included, %.ﬁmp»aum
net rental payments for a period which ehvompasses moee than a singls inoome.
year shall be assigned ratably over the rental perdod..

() Mo value or cost attributable to any m%emmadmanai filen or radio
CAITATHTHIG mm&riy shall be inclided in the pl‘ﬁﬁ&t‘tﬁf factor at any time.

tiy  Propery Facior Denomirator,

{h AN real properly and !:angihaa personal praperty (other than

-ﬂﬁﬁﬁ&i‘—jﬁﬂﬁdﬂﬁﬁﬁﬁai and film or radio programning pmperﬁr}l whether owred or
rented, which is. usad in the business shall be included in the denominator of the

property factor.

() Audio or video casseftes, discs or similar medium cuntaining film or
radio pmrammmg and Intended for sale or rental by the taxpayer for home
vigiing or listening shall be Included In the property factor at their griginal tost.
To the exent that the taxpayer lcenses or oiherwise peimils others o
manufacture or distibule such’ cassefies, discs or nther madium contalning film
of vadio programming for hame viewing or fistening, the value of said cassefies,
dises or other medium shall include the ficense; royally or ether fees received by
the texpayer capitalized at & rate of eight times the gross receipls derived
therefrom duing the ingome yaar.

(1) Outer-juristictional, film and radio programming property shall
excuded fom the denominator of the properly factor.

(i) Property Factor Numerator,
fiy With the exception of ﬂutﬁr»jarmﬁmﬁmai and E’iim or radio

programiming sroparty, al! real and tahgible personal property owned or g&n@t&d by
the taxpayer and used i this state during the tax period.shall be included in the
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numerator of the property factor as provided in Rule Regulation-810-27-1-4
14t 810-27-1-.01(d}.

(i) Outerjurisdictional, fim and radic programming property shall be
gixcluded from the rumerator of the property factor,

EXAMBLE: XYZ Television Co; has a total walue of all of its proparty w&m@ae& _
of $500,000,000, including a satelfile valued at $50,000,000 that was used o
talecast programming into this state and $150, 000,000 In film propery of which
%1,000,000's worth was located in this state the entire year, The total value of
real and tangible p&rscmal property, other than Him programming propery,

Incated in this state for $he entire income year was valued at $2,000,000; an the
movable and moblle properdy descibed in paragraph {E}{d}z i was
determined to be of & value of $4,000,000 and such movable and mobie
property was used in this state for 100 days. The total value of praperly to be
attributied to fhis state would be determined as follows:

Yalue of property permarnisntly In state! 52,000,000
Value of mobile and movable property; {100/365 or 273973 x $4,000, EZJ&E%} %1005 882
Total value of property o e included in the state's properdy factor rimerator

{outer-jurisdictional and film property excluded): $3.005 892

Tatal valug of propeny 1o be used in the denominator ($5ﬂ& Q00,0005

5200,000,000)5200.0000
Total property Tactor percentage (3,095,892 /$200,000, 000}

3. The Payroll Factor.

(i) Payall Factor Denomirster,. The denominator of the payroll factor
shall include all compensation, including ﬁ%ﬁ%idtﬁ&l% and profit parficipation
@@aymenls paﬁ:d to employees during the income yaar, including that paid to
directors, actors, newscasters and other talent in their status as emplayees.

3 "

{ily Payroll Factor Mumerator. Compensation for all employees shall be
attributed to the state or states a8 may detenmined by the sppileaﬂan of the
gma@?ans of Rules Regalations B40-27-4-4-43 £10.27-1-13 and
B40-27-4.4- 44 B10-27-4-14.

4. The Sales Facior.

M - Sales Factor Denominator. The dencminator of the sales factor shall
include the fofal gross receipts dervéd by the taxpayer from {ransactions and
activily in the mgular mma f:a‘f ity trache or buginess, except r@m&mts excluded
under Rule Regulation 840-27-1-4-48.c) 810271~ 181c}.
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(1] Sales Factor Mumerator. The numerator of the sales factor zhall
include all gross receipts of the taxpayer from sourees within this state, inciuding,
but ot fimited fo the following:.

(I} Gross receipts, including advertising revenus, from elevision, film or

radio programming in release o or by television and radic stations located Tn this
state.

(I} Gross receipts, including advertising revenue, from lelevision, films or
radio programming in release fo or by a television mmn findependent or
unaffitiated) of network of stations for broadcast shall be sttibuted to this state in
the . refio (hereafter "audience factor) that the audiente for such siation (or
ewnad and affiliated stations in the cage of networks) lncated in this state bears
{o the total audience for such station {or owned and affilisted stations in the case
of nstworks},

. The audience factor for television or radio programming shall be
determined by the ratio that the texpayers in-slate viewing {Bstening) audisnce
bears to it total viewing (listening) audience.

A. Such audience factor shall be determined sither by referance to the.
books and records of the taxpayer or by refefence tn published rating statistics,
provided the method uged by the taxpayer is. mmi&wmw usad from year to year
for stch purpose and fiaas'ﬁy represents the taxpayer's activity In the state,

(iIE) Gross receipts from film § rammmg in release to or by & cable
televizion systein shall ba. aﬁrﬁb&t&cﬁ o ihiza state’in the ratio {?}ereaﬂaf *audience
factor™) that the subscribers for such cable television system localed in this state
bears o the total subscribers of such cable televislon systemn. If the number of
subscribers cannot be accurafely determined from the books _and records
maintained by the taxpayer, such sudience factor rafio shall be determined on
the basiz of the applicable years subscription statistice located iy published
surveys, provided that the source selected ls mmlgtenﬁy used from year to year
for that purposs.

7 {I¥} Receipis. from the sale; rantal, i&z&%ﬁr@; o othier ni;s;ac:mtle&n of gudio
of video casseftss, discs, ‘or similar medium intended for home vsamag ol
El&tﬂﬂ;ﬁg shail be Included in the sales facltor as provided in Rule Regulati

] i il R 1ﬂ-2?-1~*§5

(9} FResarved.

O Spa@mf Rulas: Fublishing. ‘Thﬂ meFﬂwmg spacisl rules are
establishad with respect to the apporionment of income derved from the
publishing, sale, licensing or othier dzatrﬁwﬁmn ﬁf%:m%:‘a NEWSREpers, M gazines,
‘pariadicals, frade journals or other printed. H%ai&ﬂ%ﬁﬁ
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{a) I Genersl. Except as specifically maﬁiﬂeﬁ by this rule regutation,

when & parson in the business of publishing, sefling, licensing or distibuting
newspapers, magazines, periodicals, irade joumals or other printed matenal has
ingome from sources both within and without this state, the amount of business
inoomie from sources within: this state from such business activity- shall be
determined pursuant to Section 40-27-1, Adicle IV and the rules regulations
adopted thereundar.

(b} Definitions. The following definitions are applicable to the terms
cortained in this rule segulation, unless the contex claarly requires cherwise.

1. "Dulerjuriedictional property” means certain types of tangible
persofial properly, such as orbiling sateflites, undersea fransmission cables and
the fike, that sre owned ur rentéd by the taxpayer and used in the business of
publishing, icensing, sefling or otherwise distributing printed material, but which
are not physically located in any particular state.

2. “Prnt or printed material® includes, without limitation, the physical
embodiment or printed version of any thought or expression inetuding, without
limitation, & play, story, aicle, column or other literary, commercial, educational,
artistic o other written or printed work. - The determination of whether an flem is
o cansists of print or printed material shall be made without regard 1o its contant,
Frinted malefial may take the form of a book, newspaper, magazine, periodisal,
trade journal or any other form of printed matter and may be contained on any
medium or property. |

3. “Purchaser” and “Subscribs® mean the: individual, residence,

business’ or other publet which is the ultimate or final recipient of the print or
printed material. Naither of such terms shall mean or Include & wholesaler or
pther distributor of print or prirded material,

4. “Temestial facility" ghall include any télephone fine, cable, fiber optic,
miicrowave, saith siation, sateliite dish, anternae or other relay system or device
thaat fs used fo recelve, transmit, relay or carry any data, veice, image or other
infarmation that is transmitted from or by any puter-jurisdiciional propesty 1o the
witimate recipient thereof,

{z} Apportionmant of Business Income.

1. The Properdy Faclor

{y  Propery Saotor Denam

nalor.

(Al real and tangible personal property, including: cuter-urisdictional
property, whether oéned or rented, which is used In the business shall be
included in the denominator of the property factor.
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(i Al real and fangible: gsa:sqﬁal property owned or rented by the
takpayer and used in this stale-during the tax perlod shall be included in the

nusmerator of the prapesty factor.

() Cuterjudsdictional properly owned. or rented by the taxpayer and
used. in this state during the tax period shall be included In the numerator of the
property Tactor in the ratio which the value of such property that is atiributable 1o
its use by the taxpaver In business activities in this stale bears o the tofal value
of such property that is attributable 1o s use in the taxpayer's business activities
avaryywhang '

. The welue of outerjurisdictional properly to be atibuted to the
numerator of the propery factor of this state shall be determined by the rafio that
the number of uplinks and downlinks (sometimes referred o as “half-cirouits")
that were Used during the tax perod to transmit from this state and fo recelve in
this state any data, volee, fmage or other information bears lo the total number of
upiinks and downlinks or half-cirouits that the taxpayer used Yor bansmissions
gvenfwhers,

il. Should Information regarding such uplink and dewnlink or half-clrcuit
usage not be available or should stich measurament of activity not be applicable
tia the type of cuter-jurisdictional property used by the taxpayer, the value of such
propery to be attributed i6 the numerater of the property factor of ihis state shall
b detérmined by the ratio that the amount of time (in terms of hours and minutes
-of use) or such other measurement of use of ouler-jurisdictional properly that
was used during the tax period to transmit frorn this state and to receive in this
slate any data, voice, image or sther information bears. o the folal amount of
fire of other measuremant of use that was used for ransmiesions everywhere,

(1 Outerjurisdictional propery shall be gohsidered to have been used
by the taxpayer in its business aclivities within this stale when such prepary,
wherever jocated, has been employed by the taxpayer in'any manner in the
publishing, sale; lisensing of other distribution of books, newspapers, magazines
or other printed misterial and any data, voice, image or other information is
trapamifted 1o or from this state sither through an earth station’ or terrestrial
faciity locsted in this state,

EXAMPLE: One example of the use of oiter-jurisdictional property ks where the
taxpayer sither owns its own sommunications saislite or leases the use of
uplinks, downlinks or circuits or ime on & communications. salellita for the
pirpose of sending messages lo its néwspapet printing facilites or employees in
~astate. The siste or states in which any printing facility that receives the satellite
communications. is located and the state Trom which the communications were
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sent mlﬁ under this rale rule regulation, apportion the vost of the owned or rented.
sateflite to their fespective property factors based upen the ratio of the in-siate
use of said satellite to its total usage everywhere,

Assurne thet ABC . Newspaper Co. owns 2 total of $400,000.000 of
property everywhere and that, in sddition, i owns and eperates. a-communication
satellite for the pupiose of samimg news aricles to it printing plant in this state,
as well as for communicating with its printing planis and faclities. of naws’
bureaus, employess and agents located in other states and throughout the world,
Also assume that the tolal value of Hs real and iangnbie persanal proparty that
was permananily located In this siate for the entite income year was. vaiued at
$3,000000. Assume also that the tolal original cost of the satellite is
$100,000,000 for the tax period and that of the 10,000 uplinks and dewnlinks ﬁf
satellite transmissions usad by the taxpayer during the tex perjod, 200 o1 2% are
attributable to its satellite communications received tn and sent from. his state.
Bgsume Turther that the compeany's mobile property that was used parfially within
this state, consisting of 40 dellvery trucks, were determined to have an original
cost of $4,000,000 and such mabile propedy was used in this state for 85 days,

The iotal value of property to b attributed to this siate would be detarmined as
follons:

Walue of property penrmanently in stae . £3.000,000
Walue of mobile propery: (BS/365 or 260274 x 34,000,000) 1,041,006 4
Value of lsased satelite property used in-eiate {02 x $100,000, ﬁﬂﬁ}j 2.000,000
Total value of property atirbutable to state: $E.041.008

Tatal property factor percertage: ($6,041,006 / $500,000,000%

2. The Payroll Faclor. The payroll factor shall be @mm%&e@ ?rﬁ
‘aoeordance with Seclion 40-27-1, Addicle V.14 and the rules regulation
promiligated thereundar,

3. The Sales Factor.

(i  Sales Faolor Denominator. The denominator of the sales factor shall
include the total gross. receipts denived by the taxpeyer from transactions and
agtivity in the regular course of ite ?;rgde or &mmm except Fﬁﬂ&*ﬁﬂﬁ that %l’ﬁﬂ“! be
excluded under Rules Regulations-810-27 10 :
10-27-1-.18, B40-27-3-4-17 810

{ii) 3&1‘&5 Faclor Mumgrator, The rumerator of the sales factor shall
Include sl gross receipts of the taxpayer from sources vtk this state intluding,
but rigt ifnited 1o, the: following:

(} Gross raceiple derived from- the sale of tangible persanal property,
inciuding printed materials, delivared or shipped o a purchaser or a subscriber in
this stale.
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{} Except as provided v paragraph (10MG)3.(B, gross receipts
derived from adwerlising and the sale, rental or ollier use of the faxpayers
customer lists oF any portion thereof shall be attibuted to this stale as
determined by the taxpayer's "ciroulation factor” during the tax perod, The
mmulaté:m factor shall be determined for each individual pu’bhcatmn by the
mﬁa@ar of printed material containing advertising and shall be equal to the ratio
that the taxpayer's in-state circulation o purchasers and subscribers of its printed
material bears to its total circulation to purchasers and subsoribers eyerywhere.

1. The circulation factor for an individual pubim&ﬁars shall be determined
by reference fo the rating sfatistics a3 refiected in siich sources asg Audit Bureau
of Circulations of other comparable sources, provided {hat the source selected is
consistently used from year fo year for such purpose. [ none of the foregoing
sources are available, or, i available, none ls in form or content sufficient for

such purposes, then the circuiation factor shall be delsrmined from the texpayer's
becks and fecords,

(i When specific iterns of advertisements can be shown, upon clear and
convinging evidence, to have been disiribuled solely to a limited regional or Jocal
geagraphic ares in which this state s located, the texpayar may petition, ar the
Commisgloner may require, that a portion of such receipts be aftributed io the
sales factor numierator of this stete on the basiz of & regional or local gepgraphic
area gireulation factor and not upon the basis of the girculation factor providad by
paragraph {(10Hc)3. (0. Such attribution shall be based upon the ratlo that the
texpayer's circulation 1o purchasers and subsoribers [ocated in this state of the-
privted material containing such specific flems of advertising besrs fo its fotal
circulation of E»Ll{;ﬁ printed material to purchasers and subscribers located within
such regional or local geographic area. This alternative altibution method shall
e permitted only upon the condiffon that such receipts are not double counted or
piheredss ncludsed inthe numerator of any othar state,

{(IV} In fhe wvent ihat. the purchaser or subscriber is the United States
Govemment or thet the faxpayer iz hot taxable in a State, the gross receipts from
all sources, including the receipts from the sale of prnted material, from
adw&ﬁaﬁmg. and from the sale, rental or other use of the axpayer's customers
lists, or any portion thereol thet would have been attributed by the circulation
factor 1o the numerator of the sales factor for such State, shall be included in the
numerator of the sales factor of this State If the printed material or ather property
is shippad from an office, store, warehouse, factory, or ather place of storage oF
business in this State.

Author Meal Hearn Y¥eoda . B
Authority:  Sactions 4024 ?{faﬁiﬁ} m Aﬁﬁiﬁuﬁ? of Alabama 197
History: New Rule:Filed June 10, 1994; sffective du y ’15 ’1ﬁ94

Amended August 1, 1994; effective Saptember 5, 1994.
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Amended March 2, 1998, effective April B, 1988,
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149 B10-27-1-18 Public Law 88-272 Exempi

{1} Scope.

, {a) Public Law 88-272, 15 UB.C. 3B81-384, {hereafter "P L. ﬁﬁwﬁ?ﬁ"}l restricts a state
from Imposing a nel income tax on income derived within Hs borders from interstate commerce
Hie ass!y business. a:n::b’u%b,r of the company swithin the state mﬂaisﬁs of the solisitation of orders
for sales of tangible personal property, which orders are to be sent outside the state for
acceplance of rejection, snd, if actepled, are filled by shipment or delivery from a point outside
the alate. Thie term "net inoome tax Includes & franchise tax measurad by net income. If any
sales are made into a state which is preciuded by P.L. 88-272 fram taxing the income of the
seler, such sales remyain mi:ijact to throwbeck to the appropriate state which does have
jurisdiction to Impose its net incoing tax upon the income derived from thoss sales.

{b}y Signatory State i& & state which has signed the Statement of Information
Concerning Practices of Multistate Tax Commission and Signatory States under Public Law
86-272, as amended, from time to tims.

fci e the policy of Alabama heretn 1o mpose is nel income fax, subject to
Alabama and Federal legislative limitations, to the fullsst extent constitulionally permissible,
interpretation of e solicitation of arders standard in PL. 86-272 requirss & determination. of
the faif meaning of that term in the first instance, The United Stales Supreme Court has
recently established 2 standard for interpreting the term “solicitation” and thiz regulation rule
fas been revised to conform to such standard. Wisconsin Depariment of Revenus v. Williarm
Wrigley, Jr., Co., 805 U8, 112 8.Ct. 2447, 120 LEd.2d 174 (1982). In those cases
where ‘l:here may be ?easaﬁaiaia differences of ﬂfmﬁma ‘betwesn ﬁaiabama amd 2 Signatory
Btate as to whether the disputed activity excesds what is profected by P.L, 86272, Alabama
will Bpply the principle that the preemptien of state faxation that is required by P.L, B6-272 wil
e lirmited 1o thoss activities that fall within the “clear and manifest puipose of Congress.” See
Department of Revenue of Oragon v, ACF Industies, Inc., etal, WS, 114 8.CL 843,
127 L. Bd.2d 185 {1994}, Cipolione w Liggett Group, Int., 505 LE 5. “ﬁﬁ 5@% 2608, ’ﬁm
L, Ed.2d 407, 422 (1992); Heublein, Inc. v South ﬁami’”ma Tax Gﬁm 408 LS. 275, 261-282
{1872}

{d)  The fallowing regulation guideline reflects Alabama's praciice with rsgard to:

1. whether a partioular factual circumstance s considered under P.L, 88272 or

permitted under this regulation rule rule as either protected o not protectad front taxation by
reason of P.L. B6-272 under Seca: 40-18-37 or 40-27-1, Aricle 1.2; and

2. the jurisdictlional standards which will apply o sales made in another state for
purposes of applying a thiowback ruls with &ssper:t to such sales maﬁﬁf Sec. 40-27-1, Aricle
. 16(b).

(2)  Mature of Property Being Sold

fa) Only the solicitation fo sell mmn@! property is afforded immunily under
P.L. 86-272; thersfore, the leasing, renting, licensing or other dnspas tion: of tangible personal
propaily, or ransactions invelving intanglbles, such as franchises, patents, copyrights, trade
marks, service marks and the ke, or any other type of property are not protected activities



under P.L. 86-272.

~ {b)  The sale or defivery and the solicitation for the sale or delivery of any type iof
gervice that is not either (I} anciliary to solicitation or {i) othenvise set forth Bs a protected
activity under the subsection (5)(b) below 1 also not protected under Public Law BB-272 or this

(3) Soficitation of Orders and Activities Ancillary to Solicitation.

{@)  For the in-state activity to be- a protected activity wnder PLL. .E?Eez?ﬁ. it mwst be
imitet solely to solictation (except for de minimis activities described in paregraph (4} and
those activilies corductesd by independent contractors descritied in paragraph (6% below),

fb}  Soliciation mearis
1. speech or sonduct that explicitly or implicily ivies an order. and

2. - activities that neither explicitly nor implicitly invite an order, but are entirely
ancillary 1 reduests for an order. '

{8y Ancilery activities are those activities that senws no independent business
function for the seller apart from their conriection o the solicitation of prders. Activities that a
sefler would engage In apart from soliciting orders shall not be congidered as ancillary o the
solicitation of arders. Thie mere assignment of activilies to sales personnel does not, merely
by such assignment, make such activities anclilary to solicitation of orders. | Additionally;
activities that sesk to promote sales are not ancillary, because P.L 86-272 doas not profect
activity that faciitates sales; it only profects ancillary activities that facilitate the request for an
prder. The conducting of activities niot fafling wittin the foregoing definition of solicitation will
sause the nompany 1o lose its protection from & net income tax afforded by P.L. 88272, unless
the disqualifying activities, taken together, are either de minimis or are. gtherwise parmithed
under this regulation rule.

(4 D¢ Minimis Activities

(@)  De minimis activities are those that, when taken together, establish only a trivial
connection with the taxng State. An eclivily conducted within & laxing State on & regular o
systeratic basis or pursuant to a company policy {whether such policy is in writing or not) shall

ey not be considered fivial. Whether or not an aclivity consists of a ¥rivial or non-trivial

connection with the State i to be measured on both & qualitative and guantiative basis. If
such antivity sither qualitatively or quarilitatively creates & norwirivial connaction with the texing
State, then such activity exceeds the protection of P 88-272. Esfablishing that the
disgualifying activitles only account for a relatively small part of the business conducted within
the taxing State is not determinative of whether 3 de-minimis level of activity exits, The relative
econamic importance of the disqualifying in-stale achivities, as compared lo the protected
activities, doss not determine whether the gonduct of the disgualifying activities within the
taxing State is Inconaistent with the limited protection afforded by P.L. 86-272.

{5y Specific Listing Of Unprotected And Protected Activities

(@} Unprotacted Activities. The following in-state aclivities {assuming they ana not of



& de minimis level) are not m&iﬂergﬂ as either solicitation of orders orancillary thereto or
otherwise profected under FLL. B6-Z72 and will cause ofherwise profected sales o lose their
protection under P L. B6-272:

1. Making repairs or providing mainténance or service to the property sold or to be
sold, ' ' ‘

2. Collecting current or delinguent accoints, whether directly or by third parties,
througih assignment or slhenwvise.

3. Investigating cradit worthiness.
4. Installation or supervigion of installation at or after shipment or delivery.

8. mﬁmﬁ@g fraining oourses, seminars or letures for persoanel ofher than
personnl involved oy In solicitation..

8, F“mmmg aby king of technical assistance or service including, but not imited to,

engineering assistance or design s&mwe, when one of the purposes thereof is other than the
fecilitation of the solicitation of orders.

7, investigating, Handiing, or otherwise sesisting in resnlving custormer corplaints,
aiher than mediating direct customer complaints when the sole purpose of such mediation is fo
Ingratiate thy gales gﬁmﬁmﬂ with the customer,

8. Approving or accepling orders;

8. Repossessing propery.

1. Becuring deposiis on sales,

11.  Picking up o replacing damaged or returned property.

12, Hiring, training, or supervising persanne!, othar than personned lrwolved only in
sulicitation. ' ,

13.  Using agency stock checks or any other Instrument or protess by which sales
are rade within Alabama by sales pe:‘smﬁﬁal

14, Maintaining & sample or display room in sxcess of two weeks {14 days) at sny
ane location within the state durng the tax year..

15,  Cafrying samples for sale, exchange or distribution in any. manner for
eonsideration or pther valle,

18.  Owning, leasing, using or maintaining any of the following facifities or property
in-state; ' '

{iy  Repairshop,



fiy Parisdepariment.

{il}  Any kind of office other than an in-home office as described as permited under
subsction (5)(al18 and (5)b)2.

ﬁwf}s Warehouse,

) M@a’tmg place for aﬂimﬁém officers, or emplovess when done on & regular or
‘systematic basis during the tax year.

M) Stoek of goods. ofher than samples Jor sales personnel or that are used enfirely
ancillary to soliciation.

vy Telephone anewering service that is publicly altributed to the company or 1o
‘employess or agent(s) of ihae company i ilnﬂ«lr representative status.

_ (vill  Moblle stores, (e, vehicles with drivers who are sales personnel making sales
from the vehicles,

(i¥)  Real properly or fixtures to real property of any kind.

) 47..  Cansigning stock of goods or other tangible personal property fo any person,
including an Independent contractor, for sale.

18, Mainteining, by ery employes or other representative. an office or place of
business of any kind

{ii  Other than an in-hove office located within the residence of the employee or
representative that m is not publicly attributed o the myaz‘w aF 1 the employes or
repragantative of the COTpary i ar smployes or representative capacity, and (2] so long a3
the use of such office is limited to soliciting and recsiving orders from customers; for
transmitting such orders outsidé the state for aodeplance of rejection by the company; or for
such other activities ’tl?s&t are ;}f-i:kﬁec:ted rnder Pﬁhim Law 86-272 or ﬁﬁﬂa{ subsaction (ﬁ}éé} i}f

this m&kzﬁm mie

a‘ji]c A ﬁeiephqne fisting o other public ‘lna*tmg weithin the state Tor the mmmﬂy or far
an employee or representative of the company in such capacily or other Indications through
adveriising or business. liflerature that tha company or its employee or mm&%ﬂtﬁﬁ% can be
contacied at & specdiiic address within the state shall nurmally be delermined as the comparny
miaintaining within ﬁsﬁﬁb&fﬁa an ﬁf?ﬁe or pi&ca of business attributabla to the company of to is
smployes or representative in & fepresentative capacity . However, the prmal disiribution and
usa& of business gams and aiﬂtmmy n{ﬂ@mtﬁgﬁg‘xg the @m;:émy&&*s or representative’s rama,
‘address, tslephone.and fax niimbers and affiliation with the company shail net, by itself, be-
wmu{i&rﬁd as advertising or otherwise publicly sitribuling an office 10 the company or s
employee or representative,

iy  The maintenance of any office or other place of business in Alabama that does
not sirictly qualify as an “in-home" office as-described above shall, tﬂ! itsalf, cause the loss of

protection under this regulation rule,



{iv) Forthe purpose of this subsection it is not relevant whether the company pays
directly, indirectly, or not al all for the cost of mamﬁ:ammg such In-home offices.

18, Selling or otherwise ‘Eramfamng intangible personal property which is naither an
lsolated or fransient event nor infringic In the relsted tﬁngi&e personal property soid or
transferred within the state,

20. Cornucting any activity not fisted in subparagraph {5){b) below which is not
endicaly amfllary to raguests for orders, even  such activity Eaa!gzs o incresse purchases.,

(b} Protecded ﬁ@ﬁvﬁias.), The following in-stale activities will not calse the loss of
protection for otherivies protected sales:

1. Boliciting orders for sales by any type of adveriising.

2.. %ﬁiim’nag of orders by an in-state resident Emmﬂyea or representative of the
comnpany, so long as such person does not malntain Or use any office or other place of
im;,zairiess in the state other than an "in-home” office as described in subsection {ﬁ}{a}’l 8 above,

3, Canylng samples and wﬂmahmai mmma only for displey or distibution
without change or other consideration.

4. Furnishing and setting up dl spﬁay racks and advising customers on the display of
the company's produsts without charge or other consideration,

6. Providing sutomoblles to sales personnel for their use in conducting protected
aotivities, o
B, Passing orders, inquiries and complaints on to the home office.

7. Missionary sales activities; Le., the solicitation of indirect customers. for the
company's goods.  For example, & manufacturer's soliciiation of retailers to buy the
manufactursr’s goods from the manufacturer's wholesale Gustomers wiuld be prolected if such
solicitation activities. are othervise immune.

8. Coordinating shipmea‘a:t or dedivery without payment or other consideration and
providing information refating therato ither prior or subsequent to the placement of an order.

a. G«h&&l&mg of customers' inventories xrs@thuut & tharge thensfor (for re-order, but
not for other purposes s such a8 quality controf).

10. Mamﬁamﬁr@ a sample of é&%p!&y ronrn for two weeks (14 days) or lese at any ane
locatinn within the state during the tax year.

11, Recruiling, iraﬁntng or evalusting sales persormel, including accasionally using
homes, hotels or similar places for meetings with sales persohhel,

12, Mediating direct customer complainis when the purpose thereof is solely for
ingratiating the sales personnel with the custofner and facilitating requests for orders,

43, Owning, leasing, using or maintaining ml‘smaE property for use in the sinployee
of representative's in-home” office or automaobile that e solely fimited to the conducting of



protected activities. Thersfore, the use of personal property such as & cellular %eﬁephmmk
facsimile machine, :juphcatmg sulpment;, parsonal compuier and fmmpﬁm software that is-
limited fo the carrying on of profected solicitation and acthvity sntinely ancillary fo such
golicitation or parmitted by this mgn}a&aa rule under subparagraph {5k shall not, by iself,
remove the protection ungﬁarﬁhs aguls ml_g

(8} Independent Contractors

'_{a}. P.L. 86272 provides protection to cedain in-state achivities If tonducted by an:
independant corracior that would not be afforded i perormed by the mmmﬂy or s
-@mpﬂﬁg@@s or other representatives. Independent contractors may engage in the foliowing
limited activities in the state without the company's loss of immunity;

1. Soliciling sales
2. Ma}c'&@sai&&
& Maintaining an office.

{33} Eales representatives who represent & single principal are not considerad to be
independent contractors amﬁ are subject to the same lmitations ze those provided under

PL. 86-2722 and iﬂais ragulation rule.

¢  Maintenance of a stock of goods in the state by the independent contractor under
gonsignment or any other type of amangement with the company, except for purposes of
digplay and solickation, shall remove tie protection,

{7} Application Of Destination State Law In Case Of Confllct

(a)  When it appears that Alabama and anofher Signatory State, due to the use of a
thrswback rile, have included or will includa the same receipts from a sale in thedr respective
sales fackor numerators, at the wilten requést of the company malled o both states, Alabama
m&g confer in good faith with the other state to d@termm which, state shiould ba assigned said

receipta. Such conference may identify what law, ra ;g!g or wiithen guideling, if any,
has been adopted in the state of destination with res@&at to iﬂm issue. The stste of destination
shall be thal location & Whicﬁ the purchaser or Hs designee actually receives the property,
regardiess of f.o.b. point or ather conditions of sale.

B In Sﬂ@%ﬁ‘mﬁﬁi?&g which state is to recalve the assignment of the mmngﬂs Bt iasug,
preference may be given to any clearly applicable law, ragulation rule rule or writtan guideling that
has been adopted in siate of destivation, However, except in the oase of the definition of whiat
consfitutes “tangible permonat pmﬁeﬁy"* Alabama is not required by this regulation rule tu
follow any other state's faw, ¢ B rule or writen gmdelm@ shoyld Mabams determine
that to do so (i) would conflict with aﬁe own laws, regulations rules, or witten guidelines and.

i} would ot clearly refiect the income-producing activity of the company within Alabama,

ey Motwithstanding any provision set forth in this regulaticn rula to the contrary, as
between Mlabams and any other Signatory State, Alabama will spply the definition of “tangible
personal property” thal exigts i W state of destnation to delermine the application of

P.L. 86-272 ard izsues of throwback, if any, Should the siate of destination ot have any




{Hy would not clearly reflect the income-producing activity of the company within Alabama.

{e}  Motwithstanding any provisicn set forth in this mgu%am rule to the contrary, as
between Alabarria ard any other Signatary State, Alabama will apply the definition of "angible
pereonal property” that exists in the stale of destination to determine the application of
P, BE-272 and lssues of throwback, if any. Should the state of destination not have any
applicable definition of such term so that it could be ressonably determined whether the
property af issue constitutes "langible personal property”, then Alabama will treat such
marg fn any mianner that would clearly reflect the income-producing activity of the company

irt Alabana,

(8 Miscellaneous Practices

@l  Application of Regulstion Rule | to Fﬁmsgn. Commerce, Alabama will apply the
proviglons of Public Law 86272 and of fis e 34 m to business activiies conducted in
foreign commence. Therefore, whether business activities are conducted by () & foreign or
domestic company selling fangible personal property irito & country oulside of the United
States from & point within Alabama or by (i} sither company selling. ‘such property into
Alsbama frome-a polint oulside of the United States, the principles unider this regulation rule
apply equally. to determine whether the sales transactions are protected and the mpany
ewnune froen taxation in either Alabama or in the foreign couniry, as the case mright be, and
whether, If applicable, Alabama will apply its throwback provisions.

by  Application o Corporation Incorporated in Alabama or 1o prrson residant or
ﬁ&mwﬁ!&d in Alabama. The ;je{:mr’e afforded by P.L. 86-272 and the provisions of this
n mle, sxcept for pumposes. of applying a throwback rule, do not apply to any
mrp@ramﬁ imcorporated within Alabama or to any person who is a resident of or domiciled in
Alabama,

{ Ff&giﬁtraﬁt}ﬁ or Cuslification o Do Business. A company ihat regisiers o
atherwise formally giialifies to do business within Alabarna does hof, by that fact alone, lose its
protection under P.L.86-272. Where, separate. from or “ancilfary to. such registration or
gualification, the company receives and secks to use or protect any additionat benefit or
praia:tmn from Alabama through ackivity not olhervise pratected under L. 88-272 or this

ulation rule, such pratection shall be rermowed.

(h Loss of Protection for conducting unprotected activity during pan of lax year,
The m&ﬁiun afforded under P.L, 88-272 and the provisions of this regulatior fughe shall be
determined on a tax year by (ax year basis. Therefore, if at any time ﬁmﬁg a l}&x ?&31‘ iiae
company conducts activities that are not protected under P.L. 88-272 or this regulod
nt sales in Alabama or Income eamed by the company atiibuted 1o Alabarma ﬂ‘umg aﬁy part
of said fax year shall be protected from faxation Under said Public Law or this regulation rule.

Mhar feal Hearn, Jos Samétt, Jr., Ladonna Roshio and Chitsty Vandevender

fiuthority:  Sections 40-2A-7(a)(5) and 40-18-57, Code of Alabama 1975

Hlasmry Beuy rule: Filed January 23, 1865, effective date February 27, 1085,
Amended: Filed Jdune 27, 2003, effective August 1, 2003,

Amended: Filed February 13, 2008, effective March 20, 2008,
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