Utah Taxpayers Association’s Position on Walker Proposal #3:

Implement Electable Single Sales Factor Apportionment

Instead of eliminating the state corporate income tax entirely, the Utah Taxpayers
Association recommends allowing companies to choose between the current evenly
weighted three-factor formula or single sales factor (SSF). An electable SSF is based on
the same underlying principles as the electable double weighting of sales that the
Legislature passed in the 2005 General Session.

Concerns about Complete Elimination of Utah Corporate Income Tax

e Tax cuts are always appreciated. However, some tax cuts are more valuable than
others, especially if taxes are increased elsewhere to make up the difference.
Eliminating sales taxes on business inputs is a more valuable tax cut than
complete elimination of state corporate income tax (see section on business
inputs).

e According to the Utah Constitution, intangible property may not be taxed if a
corporate income tax is imposed. If the corporate income tax is repealed and the
state constitution is not amended, intangible property would be taxable.

Reasons For Electable Single Sales Factor
o SSF benefits companies that invest in Utah and export goods and services
o A company with 100% of its production/employees in Utah and 100% of
its sales outside of Utah would pay zero Utah corporate income tax (but

would still pay local property taxes).

o Companies with lower sales factor than overall apportionment factor will
experience a reduction in Utah corporate income tax, meaning that a

company that was primarily located in Utah and exported most or all of its

product would benefit.

o Exporting companies are typically high wage companies like
manufacturers, I'T, mining, and other basic industry.

o States are generally moving away from evenly weighted three factor to
heavier emphasis on sales.
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How are apportionment factors calculated?
The individual factors are calculated as follows:

Sales factor = (sales in Utah) / (total US sales)
Property factor = (property in Utah) / (total US property)
Wage factor = (wages in Utah) / (total US wages)

These factors are then combined to yield an apportionment factor. Several apportionment
formulas are being used: evenly weighted, double weighted, single sales factor, and other
combinations of weighting.

Evenly weighted sales = [sales factor + property factor + wage factor] / 3
Double weighted sales = [2 x (sales factor) + property factor + wage factor] / 4
Triple weighted sales = [3 x (sales factor) + property factor + wage factor] /5
Single sales factor (SSF) = sales factor

How can a company have more than 100% of its income subject to corporate
income taxes?

Assume a hypothetical Utah exporter electing double-weighting for Utah corporate
income tax purposes with 100% of its property and wages in Utah but 100% of its sales
in a state with SSF like Illinois.

Utah apportionment=[2x (0) + 1+ 1]/4=0.50
[llinois apportionment = 1
Total apportionment = 1.5 (or 150% of apportionable income)

What are other states doing with regards to apportionment formulas?
The following is a list of states that in recent years have moved or are moving from
evenly weighted three-factor to heavier weighting on sales factor.

Arizona: from double-weighted to 80% sales factor (2009)
Illinois: from double weighted to SSF

Michigan: from 70-15-15 to 90-5-5

Minnesota: from 70-15-15 to 75-12.5-12.5

New Jersey: from evenly weighted to double-weighted sales
Ohio: from double-weighted sales to triple-weighted sales
Oregon: from double-weighted sales to 90-5-5

Pennsylvania: from double-weighted sales to triple-weighted sales
Utah: from evenly weighted to double weighted sales (2005)
Vermont: from evenly weighted to double-weighted sales
Virginia: from evenly weighted to double-weighted

Wisconsin: from double-weighted sales to SSF (2006)

Source: State Tax Handbook, CCH, Arizona Tax Research Association

How many states are still using evenly-weighted sales factor without option for
higher weighting on sales?

Nine states: Alabama, Alaska, Delaware, DC, Hawaii, Kansas, Montana, North Dakota,
Rhode Island. Source: State Tax Handbook, CCH
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