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. Summary

In a number of states, business representatives are lobbying aggressively for an arcane change in
tax law that could dramatically reduce state taxes on the profits of many multistate corporations.
Corporate interests are seeking a fundamental change in the so-called “apportionment formula” that
is embedded in each state’s corporate income tax law and used to determine the share of a multistate
corporation’s nationwide profit that an individual state may tax. This change is being advanced as a
way to stimulate job creation and investment. There is little evidence that would happen. Rather,
the cost in lost tax revenue of changing the apportionment formula may impair the ability of states
to provide vital services needed by both citizens and businesses.

How Apportionment Formulas Work

When a corporation produces and/or sells goods and services in more than one state, each state
requires the business to pay tax on just a portion of its profit. The tax laws of the large majority of
states determine the portion of the corporation’s profit that is subject to tax in relation to the shares
of the corporation’s total property, payroll, and sales located in each state.

Under New Jersey law, for example, a widget manufacturer that had its only factory and all of its
employees in Trenton but sold all of the widgets outside the state would have one-half of its total,
nationwide profit taxed in New Jersey. (Like many states, New Jersey gives the same weight to the
location of sales as it does to the location of property and payroll combined.) The remaining half of
the corporation’s profit could be subjected to tax by the states in which its products are sold. This
result reflects a broad consensus that states that provide services to a corporation’s property and
workers and states that provide a market for the corporation’s output should be empowered to tax
roughly equal shares of the corporation’s profit.

Now, however, multistate businesses in some states are advocating that the traditional “three
factor formula” (property, payroll, and sales) be abandoned in favor of a “single sales factor” (or
“sales-only”) apportionment formula. Under a single sales factor formula, the share of a
corporation’s total profit that a particular state would tax would be based solely on the share of the
corporation’s nationwide sales occurring in the state. Thus, under a sales-only formula:

The hypothetical New Jersey-based manufacturer described above would owe 70 corporate
income tax to New Jersey because zero percent of its sales were made to New Jersey
customers.

A second corporation, with ten percent of its sales made to New Jersey customers, would have
ten percent of its total, nationwide profit subjected to corporate income tax by New Jersey —
even if less than one petrcent of its property and/or employees were located in New Jersey.



Claims that the
single sales
factor formula is
a potent
economic
development
incentive are
substantially
overstated — if
they have any
validity at all.

The unilateral decision of a state to change from a property-payroll-sales formula to a
single sales factor formula provides tax cuts to some corporations and imposes tax
increases on others. Corporations with relatively large shares of their nationwide
property and payroll in a state adopting a sales-only formula but a relatively small share
of their nationwide sales in that state receive tax cuts. Corporations with relatively little
property and payroll in a state adopting a sales-only formula but significant shares of
their nationwide sales in that state experience tax increases.

If all states adopted a sales-only formula, much of the tax savings received by
particular multistate corporations in particular states would be offset by higher tax
payments by these same corporations in other states. That is why multistate
corporations are pushing adoption of the single sales factor formula in a limited number
of states but #of on a nationwide basis. By creating a situation in which apportionment
formulas are not uniform among the states, multistate corporations can minimize their
aggregate tax liability for all the states in which they do business by ensuring that the tax
cuts they receive in some states are not offset by tax increases in other states. (See the
box on the following page.)

The Economic Development Rationale for a Sales-only Formula

Like many proposals to modify state corporate tax codes, the change to a single sales
factor apportionment formula is being sold as an economic development incentive that
will stimulate the creation of substantial numbers of new, high-paying jobs in any state
that adopts it. As previously explained, a change from the traditional three factor
formula to a sales-only formula tends to cut the corporate tax payment of any
corporation that is producing goods in a state but selling most of them outside the state
where the production occurs. Accordingly, proponents of the change argue that
adopting a single sales factor formula will:

encourage businesses that tend to export most of their production to markets
outside their home states to expand their exis#ing facilities and payrolls rather than
establish new plants in other states; and

attract out-of-state businesses seeking sites for major #ew facilities that are
expected to export most of their output to nationwide or worldwide markets.

These claims are substantially overstated —if they have any validity at all. For
reasons discussed below, states adopting a single sales factor apportionment formula are
likely to find it a relatively ineffectual incentive for job creation and investment.

A Weak Economic Development Incentive

The claim that adoption of a single sales factor formula is likely to be a potent
economic development incentive is contradicted by a large body of research on the
effect of state and local taxes on state economic competitiveness.



Ford, Kraft, AT&T, and the Sales-only Formula: What Goes Around Comes Around

Individual corporations generally refrain from publicly expressing support for or opposition to single sales
factor apportionment, preferring to leave the lobbying to the state manufacturers’ association or chamber of
commerce. The Ford Motor Company, Kraft Foods, and AT&T diverged from this practice in recent years; by
doing so, the companies exposed the sometimes opportunistic nature of business’ pursuit of single sales factor
apportionment and the substantial tax savings businesses can receive when apportionment formulas are not
uniform among the states.

Ford spearheaded the victorious campaign for a sales-only formula in Michigan to be applied to that state’s
“Single Business Tax.” ! A report on the campaign in S7ate Tax Notes observed: “Most ardently supporting the
change [to a sales-only formula] are large, Michigan-based companies led by Ford and Amway.” However, just a
few years later Ford vigorously opposed 1Illinois’ adoption of the same policy. This time, S7ate Tax Notes reported:
“Opponents of the [Illinois single sales factor] measure, principally Ford Motor Co.. . . argued that the new rules
would be unfair to out-of-state companies. . . .”2 Ford’s inconsistent position on the desirability of single sales
factor apportionment in the two states was brought to public attention by Walter Hellerstein, a leading authority
on state corporate income tax law and policy. Hellerstein observed: “What goes around comes around.” 3

Kraft Foods is headquartered in Illinois and, according to the Chicago Tribune, lobbied for that state’s adoption
of the single sales factor formula.# In early 2001, Kraft opposed Maryland’s adoption of the formula.s

AT&T is headquartered in New Jersey, and in June 2001 testified in favor of that state’s adoption of a single
sales factor formula.® Less than a month earlier, AT&T had testified against Oregon’s adoption of single sales
factor legislation.”

Ford, Kraft, and AT&T were seeking what any rational multistate corporation would desire: single sales factor
treatment in their headquarters and primary production states and three factor treatment in their “market states.”
The fact that corporations can reap tax savings by exploiting inconsistencies between state tax rules suggests,
however, that state officials would be wise to adopt a skeptical stance toward arguments that a unilateral change in
their state’s corporate tax apportionment policy will lead to more equitable tax treatment of multistate
corporations.

1 “Michigan Single Sales Factor Bill Creates Controversy,” State Tax Notes, September 21, 1995.
2 “Single Sales Factor Triumphs, but without Throwback Repeal,” State Tax Notes, June 1, 1998.
3 “Letter to the Editor,” State Tax Notes, June 8, 1998.

4 “Corporation In Line for Big State Tax Break,” Chicago Tribune, May 25, 1998.

5 “Taylor Backing Tax Change,” Baltimore Sun, January 6, 2001.

¢ Statement of Deborah Bierbaum in support of Assembly Bill 3420, June 4, 2001.

7 Statement of John McNamara in opposition to House Bill 2281-A, May 10, 2001.

A state’s business tax structure has been found to have at most a small impact on a state’s rate
of economic and employment growth. One major literature review summarized 33 separate
economic studies of the relationship between state business tax levels and private sector
employment or investment. Nine of the 33 studies concluded that having low business taxes
had o statistically-significant impact on state economic development. Even for the remaining
24 studies, the positive economic effects of a state’s having low business taxes were quite
modest. For example, 19 studies looked at the role that a low business tax burden could play
in stimulating the birth of new manufacturing businesses or attracting branch plants of out-of-




state firms. Taken together, these 19 studies estimated that having a business tax
burden 10 percent lower than that of the average state was associated with just a 2
percent greater number of manufacturing establishments.

Former Bush - Moreover, the same body of research indicates that the availability of an adequate

Administration skilled labor pool, high-quality roads and other public infrastructure, and good

Treasury public schools and universities has at least as much influence on a state’s

g?lsr('altlary Paul attractiveness to business as does a relatively low tax burden. The revenue loss
eill:

associated with adoption of a single sales factor formula could impair the ability of

. a state to provide good public services needed by business.
| never made

an investment
decision based
on the tax code.

Even if a state’s adoption of a single sales factor formula could potentially attract
some in-state investments, the cost-effectiveness of this economic development strategy

... [but] If you is likely to be low — much lower than other possible forms of assistance to business
want to give me that can be conditioned on actual in-state job creation or investment. Switching to a
inducements for  single sales factor formula automatically provides an immediate tax savings to any in-
something | am state business that sells a large share of its goods or services in other states. A business
going to do does not have to create a single new job or make even one dollar’s-worth of new
anyway, | will investment to reap the benefits of the tax cut. Indeed, as Massachusetts discovered
take it.” soon after enacting single sales factor legislation, companies can be laying-off employees

and still obtain tax savings. (See the text box on the next page.) If single sales factor
apportionment is adopted to promote economic development, much of the corporate
income tax revenue forgone by this switch is likely to be captured by companies that are
not contemplating expansion because demand for their products does not warrant it.

Former Alcoa CEO and Bush Administration Treasury Secretary Paul O’Neill
highlighted this wasteful aspect of corporate tax incentives at his confirmation hearing:

I never made an investment decision based on the tax code. . . . If you
are giving money way I will take it. If you want to give me
inducements for something I am going to do anyway, I will take it.
But good business people do not do things because of inducements,
they do it because they can see that they are going to be able to earn
[at least] the cost of capital out of their own intelligence and
organization of resourceS.

A Potentially Counterproductive Economic Development Incentive

The switch to a single sales factor formula does cut taxes for businesses that sell a
relatively large share of their output outside the states where the goods are produced.
However, the change also automatically increases taxes on predominantly out-of-state
corporations. Even assuming that changes in corporate tax liability resulting from the
change to a single sales factor formula could be large enough to influence some
corporate location decisions, the fact that the formula imposes tax increases on many
corporations renders it a double-edged sword. A state’s adoption of a sales-only
formula could just as easily lead to net job losses as to net job gains.



Massachusetts, Raytheon Company, and the Sales-only Formula: “Payoffs for Layoffs”

Massachusetts’ experience following its 1995 enactment of a single sales factor formula illustrates well the
ineffectiveness and wastefulness of the formula as an economic development incentive. Massachusetts enacted the
sales-only formula in response to a threat by the Raytheon Company — a major defense contractor and the state’s
largest industrial employer — to close plants in the state unless it were granted substantial tax relief. A sales-only
formula was high on the company’s wish-list as a mechanism for such relief. The Massachusetts legislature initially
attempted to limit the application of a single sales factor formula to defense contractors, but this proved politically
impossible. All non-defense manufacturers were also granted a sales-only formula — albeit on a phased-in schedule.

What has Massachusetts received for its $50 million annual “investment” in its manufacturing industries? Although
the expetience of a single state with a sales-only formula does not prove that it is an ineffective development incentive,
the initial expetience in Massachusetts has not been encouraging:

Between the end of 1995 and the end of 2004, Massachusetts lost more than 107,000 manufacturing jobs. This
25 percent decline was more than 50 percent steeper than the 17 percent decline in manufacturing jobs in the
median corporate income tax state in the same period.

Only four states had a steeper rate of decline in manufacturing jobs than did Massachusetts over this period.

As early as 2000, the Boston Globe concluded “More than four years after Massachusetts enacted a controversial
tax break to save manufacturing jobs in the state, there’s scant evidence the policy has worked as advertised.”

The job-creation record has been just as disappointing in the defense industry, which, unlike the rest of the
manufacturing sector, was granted single sales factor treatment immediately. Raytheon’s performance since 1995
includes the closure or sale of several major Massachusetts facilities and an 8000-person reduction in its Massachusetts
workforce. This has stitred up considerable anger on the part of labor organizations that had supported the company’s
demand for tax relief. In order to qualify for single sales factor treatment (through 1999), defense contractors were
required to maintain their Massachusetts payrolls at 90 percent of their 1995 levels. In the face of massive layoffs of its
blue-collar workforce in Massachusetts, Raytheon managed to meet this requirement largely by increasing the salaties of
engineers and managers. This sparked legislation to renew the job maintenance requirement and to convert the 90
percent of 1995 payroll requirement to 90 percent of 1995 employment. The sponsor of this legislation, State Senator
Susan C. Fargo, labeled the single sales factor formula granted to defense contractors “payoffs for layoffs.” Intense
lobbying by the Massachusetts business community defeated Senator Fargo’s bill.

Raytheon’s defenders assert that no matter how many Massachusetts jobs the company has eliminated, even more
would have been lost had the state not enacted the sales-only formula. Raytheon went so far as to release data showing
that the reduction-in-force in its Massachusetts facilities has been far lower in both absolute and relative terms than that
in other states — suggesting that the state’s adoption of the sales-only formula was a wise investment nonetheless.
There is a problem with this interpretation of the data, however. The state in which Raytheon reduced its workforce the
most was Texas — also a state with a single sales factor formula. Raytheon did not explain how the single sales factor
formula was responsible for the preservation of Massachusetts jobs yet did not have a similar effect in Texas. Moreover,
Raytheon shifted at least one major defense contract from Massachusetts to a plant in Arizona — a state without a
single sales factor formula at the time. In recent years, Raytheon has lobbied the Arizona legislature for a sales-only
formula in that state, hoping to obtain the same tax windfall there that it received in Massachusetts.

Unarguably, Raytheon suffered a considerable decline in its economic fortunes because of cutbacks in defense
contracting after the end of the Cold War; some job reduction in Massachusetts may have been inevitable. But that
really is the point. Corporations will accept tax breaks gladly if states offer them and will even lobby strongly to obtain
such breaks. In the final analysis, however, corporations almost always will locate their investments and employees
where fundamental business considerations demand. Most tax breaks simply confer wasteful windfalls on corporations,
rewarding them for creating jobs they would have created anyway — or, in Raytheon’s case, even for eliminating jobs.




A change to a
single sales
factor formula
can actually
render a state a
less desirable
location in which
to locate a new
facility.

An out-of-state corporation that would pay Aigher corporate taxes if a state
switched to a sales-only formula would have an incentive to remove all of its
property and employees from that state to eliminate its taxability. Corporations
generally take the position that if they have no physical presence in a state — that
is, no “nexus” — they cannot be taxed by the state at all, no matter how much
they sell to state residents or businesses.

Removing property and employees from a state to avoid tax increases from the
change to a single sales factor formula may seem like a drastic step — and
therefore unlikely to occur. In fact, many companies exercising this option could
“have their cake and eat it too” because of a little known federal law. That law,
“Public Law 86-272,” would allow manufacturers and retailers closing plants and
offices to avoid tax increases from a sales-only formula to keep keep their
salespeople in the state to maintain their local market yet remain exempt from the
state’s corporate tax.

A change to a single sales factor formula also can render a state a less desirable
location in which to locate a new facility and the jobs that come with it. Consider
an Ohio manufacturer that is seeking a location for a new R & D lab. Assume the
Ohio company has a substantial share of its sales in Wisconsin but no facilities or
employees in the state and thus no nexus that allows Wisconsin to tax it. If the
Ohio company sited the lab in Wisconsin, it would become subject to Wisconsin’s
corporate income tax for the first time. Assume that the lab would represent a
small share of the manufacturer’s total nationwide property and payroll. In that
case, Wisconsin’s single sales factor formula would cause the Wisconsin tax
liability arising from the company’s decision to locate the facility in Wisconsin to
be higher than it would have been had the state retained the current three factor
formula. In other words, Wisconsin’s adoption of a sales-only formula would be a
disincentive rather than an incentive for the Ohio company — with significant sales
in Wisconsin — to choose Wisconsin as the place to locate the R&D facility.

Any job gains that might be stimulated by the switch to a sales-only formula in a
particular state could —in theory — be offset by job losses resulting from the
closure of existing offices and plants or by job creation forgone by companies hit
with higher taxes. If one wishes to argue that the single sales factor formula really
will lead certain businesses to place jobs in states that adopt it, it is also logically
necessary to acknowledge that it could just as easily lead to net job losses.

Changing to a single sales factor formula could be counterproductive to economic
development in at least one additional respect. As will be discussed below, the adoption
of a sales-only formula can significantly reduce a state’s corporate income tax receipts.
A state experiencing a large decline in revenues either would have to reduce some
spending or increase another tax. Depending on the choice, the loss of corporate tax
revenue that results from the formula shift could interfere with the ability of an
adopting state to provide high-quality public services sought by businesses when they



contemplate locating or expanding in a state. This possibility must be weighed carefully
against the purported positive investment incentive effects of changing to a sales-only
formula.

The Single Sales Factor Formula and Manufacturing Job Retention

Proponents of the single sales factor formula generally argue that the formula’s most
potent incentive effects are likely to be on the investment and location decisions of
manufacturers. Manufacturers most closely fit the profile of a business that reaps a tax
cut from the switch from a three-factor to a sales-only formula, which is a corporation
selling into a nationwide or worldwide market from one or two in-state production
locations.

By the end of 1995, five states had enacted a single sales factor formula for
manufacturers — lowa, Massachusetts, Missouri, Nebraska, and Texas. (Massachusetts
implemented a sales-only formula immediately for defense contractors and phased it in
between 1996 and 2000 for other manufacturers.) By the end of 2001, Connecticut,
Illinois, and Maryland had also put a sales-only formula into effect. Virtually every state
has suffered a net loss of manufacturing jobs since 1995, but the single sales factor
states have not fared appreciably better in this regard than the other states levying
corporate income taxes:

Looking only at the experience of the five states that have had the single sales
factor formula in effect for the entire nine-year period between December 1995
and December 2004 (see Table 2, p. 48) provides a mixed picture, with some
suggestion that — on average — a single sales factor formula might help states
retain manufacturing jobs. Iowa, Texas, and Nebraska all lost a smaller share of
their manufacturing jobs than the median state. Missouri’s losses were at the
median. Massachusetts suffered the fifth-steepest decline in manufacturing jobs
(107,000) during the period. Given that one single sales factor state suffered
deeper manufacturing job losses than the median state while three single sales
factor states performed better than the median state, it might appear that
adoption of the formula had a somewhat positive impact on manufacturing job
retention.

More recent state experience covering a larger number of states is less positive,
however. By December 2001 — the first month of economic recovery from the
recent recession — three additional states had enacted a single sales factor
formula. In the subsequent three-year period, Connecticut, Illinois, and
Maryland all continued to experience manufacturing job losses worse than those
of the median corporate income tax state. (See Table 3, p. 48.) Indeed, during
this period, five of the eight single sales factor states had worse than median
performance in manufacturing job retention and only three had above-median
performance.

Virtually every
state has
suffered a net
loss of
manufacturing
jobs since 1995;
single sales
factor states
have not fared
appreciably
better than non-
single sales
factor states.



Recent data on
where large new
plants have
been sited do
not lend much
support to the
argument that
the single sales
factor formula
has a major
positive impact
on a state’s
economy.

Moreover, the three corporate income tax states with the best record of retaining
manufacturing jobs in the 1995-2004 period (one of which, North Dakota,
actually had net manufacturing job gains) still use the traditional property-payroll-
sales formula that gives only a one-third weight to sales. Indeed, seven of the top
15 states in manufacturing job performance over this period used the equally-
weighted three factor formula. This is hardly compelling support for the
argument that the greater the weight a state’s formula assigns to the sales factor,
the greater is its inherent advantage in attracting “export-oriented” corporations.

Finally, it may also be instructive to take a longer-term view of the experience of
Iowa and Missouri, both of which have had a sales-only formula in place for decades. A
reasonable starting point for such an examination might be 1979, when manufacturing
employment in the U.S. as a whole reached its post-War peak. (The ending point of
this analysis must be 2000 due to a change in the government’s method of classifying
manufacturing employment after that year.) Manufacturing employment in Iowa Jid rise
between 1979 and 2000, but only by a modest amount. Iowa generated on net only
1,100 manufacturing jobs in that 21-year period — an increase of 0.4 percent. That was
the lowest growth rate among the 18 corporate income tax states that experienced net
growth in manufacturing employment between 1979 and 2000. Missouri, on the other
hand, was one of the 27 corporate income tax states that /os# manufacturing jobs from
1979 to 2000. It lost 63,000 manufacturing positions, a decline of 13.7 percent.

Missouri’s long-term loss of manufacturing jobs is particularly noteworthy because it
allows corporations an election between the traditional, equally-weighted property-
payroll-sales formula and the sales-only formula. This means that no out-of-state
corporation has faced any of the kinds of disincentives for Missouri investment that a
mandatory sales-only formula can create. The fact that neither of the states with long-
term experience with a sales-only formula had a particularly impressive long-term record
for attracting or creating manufacturing jobs is a further indication that the formula is
unlikely to live up to its billing as a potent economic development incentive.

The Single Sales Factor Formula and Major Plant Location Decisions

Recent data on major plant location and expansion decisions similarly do not lend
much support to the argument that adoption of a single sales factor formula has a major
positive impact on a state’s economic competitiveness:

According to Site Selection Magazine, 71 facilities valued at $700 million or more
were placed in states with corporate income taxes from 1995 through 2004.

Three of the five states that had a single sales factor formula in effect (or phasing
in) during this period — Iowa, Missouri, and Nebraska — did not capture a single
one of these major plant locations/expansions. In four others — Connecticut,
Maryland, Oregon, and Wisconsin — the facilities that made the Size Selection list
were announced before the enactment of the sales-only formula. The eighth state,
Illinois, captured two major plants, actually somewhat less than what would be
expected given Illinois’ share of the national economy.



The Goolsbee/Maydew Forecasts of State Job Gains from a Sales-only Formula:
Re-estimates Produce Dwindling Results

Professors Austan Goolsbee of the University of Chicago School of Business and Edward L. Maydew of the
University of North Carolina have conducted research on the employment effects of increasing the weight of the
sales factor that is widely cited by single sales factor proponents. The two economists have conducted studies for
state business organizations in Illinois, Minnesota, New York, and Wisconsin that tout the potential impact of a
sales-only formula on job creation in those states.

Little noticed in Goolsbee/Maydew’s research is a sharp downward revision in the asserted potency of the
single sales factor formula in stimulating the growth of manufacturing jobs. Their eatliest study, for Illinois,
predicted that the state would capture about 16 percent more manufacturing jobs by switching to a sales-only
formula. If Goolsbee/Maydew’s most recent forecasting model were applied to Illinois, it would project just a 3.5
percent jump in manufacturing employment — a 78 percent decline from the original forecast. (See Appendix D
for a more in-depth evaluation of Goolsbee/Maydew’s research.)

Some of the decline in their job-creation predictions reflects decisions by Goolsbee/Maydew to refine their
methodology in ways that lead to more conservative forecasts. However, a substantial share of the decline is
attributable to incorporating into their model the job-creation record of states that have most recently increased
the weight of the sales factor. The fact that doing so “dilutes” the asserted potency of the formula in stimulating
job creation is evidence that whatever competitive advantage in attracting jobs states once might have gained by
increasing the weight of the sales factor in their formulas, the benefit has substantially diminished as more and
more states have done the same.

Apart from the downward trend, there is the more basic question of whether even the most conservative of
Goolsbee/Maydews’s job creation forecasts ate plausible in the real wotld. Goolsbee/Maydew assert that a state
increasing the weight of the sales factor in its formula will capture additional manufacturing jobs in the very first
year the new formula is in effect and realize even greater job growth in the subsequent two years. Given the long
lead times involved in bringing a major new manufacturing plant “on line,” it does not seem plausible that the
manufacturing job creation Goolsbee/Maydew purport to find in the first three years following a state’s adoption
of a single sales factor formula can be attributed to its capture of major new plants. Any job gains seen would
reflect decisions by manufacturers already present in the single sales factor state to expand output there rather than
in other states in which they have plants.

Detailed data available from Wisconsin provide compelling evidence, however, that the average manufacturer
already present in a state switching to a sales-only formula is likely to reap such a small tax benefit from shifting
production into that state that the job gains predicted by Goolsbee/Maydew ate unlikely to be realized. To satisfy
Goolsbee/Maydew’s forecast of the number of manufacturing jobs Wisconsin would gain if it adopted a sales-only
formula, the average manufacturer that is already taxable in the state and that benefits from a sales-only formula
would have to create about 46 additional jobs in Wisconsin. By choosing Wisconsin rather than another state in
which it has facilities as the site for those jobs, its net tax savings would be on the order of $12,000 annually —
less than $300 per job. It seems highly unlikely that the average manufacturer taxable in Wisconsin — a company
with $400 million in annual sales —would be willing to risk disrupting its production by laying-off employees in
one plant and hiring them in another for the sake of an annual $300 per job savings. Even if the 46 jobs
represented new positions in a growing company, it seems dubious that a potential $12,000 tax cost advantage for
one location over another would affect management’s decision-making in light of what are likely to be much more
significant interstate variations in labor, transportation, and energy costs.

In short, the actual tax savings realized by the average beneficiary of a single sales formula appear to be too
small to motivate the corporation to make job location decisions based on them in the relatively short time frame
in which Goolsbee/Maydew purport to find such an effect. Accordingly, even the most conservative forecasts by
Goolsbee/Maydew of the job gains a state can expect by adopting a sales-only formula seem unlikely to be
fulfilled.




Large
corporations are
much more
likely to reap tax
savings from a
sales-only
formula than
are smaller,
family-owned
corporations.
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For only two of the ten states that had a single sales factor formula in effect for
all or part of the 1995-2004 period — Massachusetts and Texas — can even weak
evidence be marshaled from major plant location decisions that the single sales
factor formula acts as a significant economic development incentive. Even with
respect to these two states, many of the 10 major plants they lured were in the
energy and high-technology sectors, in which one or both states were strong long
before they enacted a single sales factor formula.

Massachusetts’ above-average success rate in attracting major plants was chiefly
attributable to a decision by computer-chip manufacturer Intel Corporation to
acquire an existing plant in the state. Between 1990 and 2004, however, Intel
placed eight and one half times as much investment in non-single sales factor
states as it did in single sales factor states — suggesting that Massachusetts’s
success in luring the company in 2000 should not be attributed to the state’s
adoption of a sales-only formula.

In sum, just as there is little evidence that a single sales factor formula has
significantly helped the states adopting it to retain manufacturing jobs, recent state-by-
state data on the location of major new facilities suggests that the presence or absence
of the formula is not a significant factor in plant siting decisions.

A Single Sales Factor Formula Is Unfair to
Out-of-State Businesses and Small Businesses

A single sales factor apportionment formula undercuts one of the fundamental
rationales for a corporate income tax, which is that a corporation should pay taxes to a
state as compensation for the benefits it receives from state services. Corporations
benefit from a wide range of governmental services that specifically relate to the extent
of property and payroll in a state. States often underwrite local government police and
fire protection for the corporation’s property and employees. States provide roads and
other transportation services to allow access to factories by suppliers and employees and
the shipment of goods to markets. States also fund K-12 and higher education services
that enable many businesses to find workers with adequate skills. The change from a
property-payroll-sales formula to a sales-only formula substantially reduces the
corporate tax burden of businesses that arguably are benefiting the most from public
services in a state and unfairly shifts the tax burden to out-of-state businesses that
benefit from state services to a lesser extent.

It certainly is legitimate for a state in which a business’ customers are located to tax a
share of its profit even if the business does not engage in production in that state. After
all, “market states” also provide services that benefit out-of-state companies — such as
the roads they use to transport their goods to their customers and a judicial system that
ensures that customers pay their debts. But a single sales factor formula goes too far in
imposing corporate income tax liability solely on the basis of customer location rather
than in proportion to both customer and production location.



Changing from a three factor apportionment formula to a sales-only formula
heightens tax inequities among other groups of corporations as well. For example, large
corporations are much more likely to reap tax savings from a sales-only formula than
are smaller corporations, many of which may be family-owned. If corporations are not
taxable outside their home states, they typically are not permitted to apportion any of
their profits to other states for tax purposes. Small corporations are less likely than
large corporations to be taxable in more than one state; either all of their customers are
in their home state or their out-of-state customers are served without setting up the out-
of-state physical facilities that would obligate the business to pay corporate taxes to
other states. If a corporation is not permitted to apportion some of its profit to other
states, then by definition it pays tax on 100 percent of its profit to its home state and is
not affected by changes in the apportionment formula. Since small corporations are
more likely than large ones to fall into this category, large corporations are likely to
obtain a disproportionate share of the tax savings that flow from the switch to a single
sales factor formula.

High and Uncertain Costs

The change to a single sales factor formula is likely to reduce corporate income tax
revenue substantially in any state where the economic base includes a significant number
of corporations that export their wares to national or international markets.

At least 11 states have recently estimated the revenue loss attributable to adoption
of a sales-only formula. The estimates indicate that the revenue loss from
adopting a single sales factor formula ranges from 1.1 percent to 16.7 percent of a
state’s total corporate income tax collections, with four of the eleven states
estimating losses exceeding nine percent of corporate income tax revenue. Where
states fall in this range depends upon how significant export-oriented businesses
are to the state’s economy and the types of corporations that are eligible to
apportion their profits on a sales-only basis. In some states a sales-only formula is
limited to manufacturers and/or other narrow classes of corporations.

The loss of corporate income tax revenue arising from adoption of a single sales
factor formula can be quite large in dollar terms. Massachusetts estimates that its
adoption of a sales-only formula for just a segment of its corporations —
manufacturers, defense contractors, and mutual funds — reduced its FY 2006
corporate tax receipts by $178 million. California estimates it would have lost
$110 million in fiscal year 2007. New York estimates it will forgo $130 million in
annual revenue when the single sales factor formula is in place in 2009. The
higher a state’s corporate income tax rate, the higher will be the loss of corporate
income tax revenues resulting from adoption of a sales-only formula, since the
formula reduces the amount of corporate profit that is subject to tax in the state.

Moreover, switching from a three-factor formula to a sales-only formula could
reduce corporate income tax revenue more than most states project when they are
contemplating such a change. As explained above, some corporations receive tax cuts

Recent
estimates
indicate that the
revenue loss
from adopting a
single sales
factor formula
ranges from 1.1
percent to 16.7
percent of a
state’s total
corporate
income tax
collections.
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when a state switches to a sales-only formula and some are hit with tax increases. The
revenue loss that results from the change to a single sales factor formula in many states
is the net effect of large tax cuts for some businesses with major in-state facilities
partially offset by tax increases on businesses that do most of their production out of
state. However, state fiscal impact estimates rarely take into account the possibility that
some of the out-of-state businesses that are expected to pay higher taxes after a switch to
a sales-only formula may in fact pay less tax — or no tax at all:

Some companies facing a tax increase from the change to a sales-only formula
may choose to eliminate their taxability in the state making the change by
removing facilities and employees from the state.

Companies facing tax increases from the change to a sales-only formula in a state
but unable to eliminate their taxability in the state may be able to change their
legal structures and their methods of operation to mitigate the tax increases. For
example, an out-of-state manufacturer facing a tax increase in a state adopting a
sales-only formula could separately incorporate a sales subsidiary in that state.
The manufacturer could charge the sales subsidiary an artificially-high price for
the manufactured goods, which — in most states — would result in the sales
subsidiary having relatively little taxable profit to report. Implementing these
kinds of income-shifting strategies entails some additional costs and operational
complexities for any corporation. If the tax bill of a corporation increases due to
adoption of a single sales factor formula, however, implementing these income-
shifting techniques becomes more attractive.

In sum, to the extent that some corporations that would be expected to pay higher
taxes under a sales-only formula are able to counteract this impact, the 7ezloss of
corporate income tax revenues resulting from the change in formulas will be higher
than forecasted.

States generally do not have access to sufficient information about the internal
operations of their corporate taxpayers to determine which corporations are likely to
seek to avoid tax increases resulting from adoption of the sales-only formula. As a
result, substantial uncertainty surrounds the estimated revenue impact of the shift from
a property-payroll-sales formula to a sales-only formula.

Strategic vs. Scattershot Economic Development

These are just some of the reasons that switching from the traditional three factor
apportionment formula to a sales-only formula is likely to be a relatively ineffectual
economic development tool for a state and a potential threat to the revenue-raising
capacity and fairness of its corporate tax as well. Beyond its specific shortcomings, the
single sales factor formula is an example of the scattershot approach to economic
development that most states abandoned long ago. Most states have learned that their
best economic development strategy is to focus on providing the high-quality public
services that underpin business growth in as cost-effective a manner as possible. To the



extent that specific interventions in the marketplace are warranted to eliminate shortages
or reduce the costs of capital, labor, or other key business inputs or to direct investment
to particularly disadvantaged population groups or geographic areas, states also have at
their disposal a wide array of carefully-targeted tools that have been honed by economic
development professionals through decades of trial and error. State officials should not
find it difficult to identify and implement much more cost-effective economic
development strategies than the enactment of a single sales factor formula, which
provides tax breaks to corporations without regard to their in-state job creation and
investment decisions.

Renewing the States’ Commitment to a Uniform Apportionment Formula

The widespread discussion of the sales-only formula that is taking place at the
present time may have one positive benefit, however. It affords the states an
opportunity to revisit fundamental principles regarding income taxation of multistate
corporations.

Not motivated in any way by a desire to confer economic advantages on particular
states, the public officials and corporate representatives who developed the basic
property-payroll-sales formula in the late 1950s arrived at a carefully-considered
approach to corporate tax apportionment that sought to implement fairly the “benefits-
received” principle that underlies the corporate tax. In the ensuing years, the double-
weighted sales variant of the three factor formula was adopted by a large plurality of
states and became the new de facto standard. Despite the recent adoption of the single
sales factor formula in a significant number of states, nearly twice as many states still
give a 50 percent or smaller weight to sales in their apportionment formulas.

Rather than pursue what is likely to be — at best — a meager, temporary, and zero-
sum economic advantage through the unilateral adoption of a single sales factor
formula, states could recommit themselves to a uniform apportionment policy based on
the 50 percent sales factor standard. States that have adopted greater than 50 percent
weighting of their sales factors could phase back down to that level; the few states that
retain the equally-weighted three factor formula could begin a transition to the double-
weighted sales variant. Given the compelling evidence of its inability to grant economic
development wishes, it is still not too late to put the single sales factor genie back in the

bottle.

There is
compelling
evidence that
the single sales
factor formula is
unable to grant
economic
development
wishes; it is not
too late to put
this genie back
in its bottle.
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Il. Why and How Corporate Profits Are “Apportioned” for State Tax
Purposes

Most large corporations are multistate businesses; they produce and sell their goods and services
in more than one state. When a state chooses to tax corporate profits — as all but five states have
— the state must establish rules for determining the share of a multistate corporation’s fofa/ profit
that the state may tax.'

This requirement for “fair apportionment” of corporate profits among the states is spelled out in
a number of U.S. Supreme Court decisions, but it comports with common sense and basic notions
of fairness as well. Without rules for dividing up a corporation’s annual profit (or “net income”) for
tax purposes, all states with corporate income taxes might seek to tax the entire profit of any
corporation doing business within their borders. A corporation doing business in every one of these
states could have its entire profit taxed 45 times. Obviously, income division rules for multistate
corporations are essential to avoid what most people would view as confiscatory levels of state
corporate income taxation. The generally agreed-upon goal is to have a set of rules that distributes
100 percent of a corporation’s profit among all the states in which it does business — has facilities
and/or makes sales — leaving it to each state to decide whether or not to tax its assigned share.”

The Mechanics of Formula Apportionment

Nearly all states have decided to divide the taxable profit of a multistate corporation among
themselves through the use of a mathematical formula. The income division formulas currently
used by the states are not identical. Nonetheless, there is a high degree of uniformity among the
states in their basic approach to what is termed “formula apportionment” of corporate profits.
Most states’ corporate tax laws have substantially incorporated the provisions of the “Uniform
Division of Income for Tax Purposes Act” (UDITPA), a model law written by the National
Conference of Commissioners on Uniform State Laws and formally recommended to the states for
adoption in 1957.”

UDITPA embodies the so-called “three factor formula” for apportioning corporate income first
developed by Massachusetts in the 1920s. Under the standard three factor formula, the share of a
corporation’s total profit that a particular state may tax is determined by averaging:

the share of the corporation’s total sales that are made to the state’s residents (the “sales
factor”);

the share of the corporation’s total payroll that is paid to employees working in the state (the
“payroll factor”); and

the share of the corporation’s total property that is located in the state (the “property factor”)."
Thus, if 60 percent of Wisconsin Widget Company’s property were located in Wisconsin, 50 percent
of its payroll were paid in Wisconsin, and 10 percent of its sales were to Wisconsin customers

(including businesses), 40 percent — (60 % + 50 % + 10 %) + 3 — of the corporation’s profit
would be taxable by Wisconsin if the state used the basic three factor formula.

15



In recent years, a majority of states have adopted variants of the standard formula under which
the location of a corporation’s sales is given extra weight in determining where the corporation’s
profits are taxed. The most common choice has been to increase the weight of the sales factor from
the one-third weight it has in the UDITPA formula to a one-half weight. This variant of the
UDITPA formula generally is referred to as a “double-weighted” sales formula. Rather than adding
the property, payroll, and sales factors for a particular state and dividing by three to calculate a
simple average of the three factors, the sales factor is counted twice and then the average is
calculated by dividing by four.

Expressed as a formula, the amount of Corporation X’s profit that is taxable by State A under the
double-weighted sales variant of the three factor formula is equal to:

“property factor” “payroll factor” “sales factor”
? ? ?

éx Property of Corp. X in State A 0 c Payrall of Corp. X in State A 0 ges;ji&of Corp. X in State A QU

=~ 4+ - 4 :
~€ Property of Corp. X everywhered g Payroll of Corp. X everywhered Sales of Corp. X everywhere@ !

Total profit of Corp. X *
4
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A concrete example can illustrate the rather straightforward operation of this perhaps initially-
intimidating formula. The case study on pages 18-19 illustrates how the formula would divide the
income of a regional manufacturer among the three states in which it does business.

The Rationale for a Property-Payroll-Sales Formula

According to the U.S. Supreme Court, a state’s use of an apportionment formula is intended to
yield “a rough approximation of a corporation’s income that is reasonably related to the activities
conducted [by it] within the taxing State.” Basic economic theory teaches that the price a good
fetches in the marketplace — and hence the profit the seller earns upon its sale — is determined by
the intersection of supply and demand. The three factor UDITPA formula reflects a broad
consensus among the states that since public services facilitate both sides of the supply-demand
equation, the states in which a particular multistate corporation’s production occurs and the states in
which its se//ing occurs both should be allowed to tax a portion of its profit.’

The three factor formula also embodies more specific views of the economic processes by which
corporations earn profits:

The decision to include both property and employee payrolls as the supply-side factors in the
UDITPA formula reflects traditional economic distinctions between capital and labor as the
basic inputs to the production process.

The dollar value of sales included in the sales factor of the apportionment formula reflects the

role of the market in allowing a corporation to earn a profit, that is, the truism that profits
cannot be realized unless sales occur.
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Finally, the recent trend toward the double-weighted sales variant of the UDITPA formula as

the new dk facto standard apportionment formula represents a tacit agreement that “production
pp p 8 p

states” and “market states” should be allowed to tax roughly egual shares of a corporation’s

profit.” (Without double-weighting of the sales factor, states in which a corporation’s property

and payroll are located end up taxing two-thirds of the corporation’s profit and the “market

states” only one-third.)
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The Three Factor Formula in Action: The Better Boxes, Inc. Case Study

Better Boxes, Inc. (BBI) manufactures corrugated cardboard boxes in Georgia and sells them
directly to customers in Georgia, Florida, and South Carolina. BBI’s total profit in 1998 was
$2,000,000. The other financial statistics relevant to BBI’s apportionment calculation for 1998 were
as follows:

Property Payroll Sales
Georgia $25,000,000 (HQ and $4,000,000 (HQ, sales force and $6,000,000
manufacturing plant) manufacturing plant)
S. Carolina $5,000,000 (warchouse) $1,500,000 (warchouse) $13,000,000
Florida $500,000 (sales office) $500,000 (sales force) $1,000,000
TOTALS $30,500,000 $6,000,000 $20,000,000

BBI’s profit taxable by Georgia:

eaﬁ'operty of BBI in Georgia 0 a2Payroll of BBI in Georglao ?Sales of BBI in Georglag U
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= 2,000,000 * .52
= 1,040,000

Fifty-two percent of BBI's nationwide profit of $2 million — or §1.04 million — is taxable by Georgia.

BBUI’s profit taxable by South Carolina:
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Forty-three percent of BBI's nationwide profit of §2 million — or $§860,000 — is taxable by South Carolina.

BBI’s profit taxable by Florida:
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Note that all of BBI’s $2 million profit is
assigned for tax purposes — “apportioned”
— to one of the three states in which it does
business. That is, $1,040,000 + $860,000 +
$100,000= $2,000,000. As will be discussed
below, this results from the fact that all three
states use the same formula. Had one or
more of the three states used different
formulas, more or less than 100 percent of
BBI’s profit might have been apportioned to
the three states in the aggregate.

Five percent of BBI's nationwide profit of $2 million — or $100,000 —is taxable by Florida.
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ll. Winners and Losers from a “Single Sales Factor” Apportionment
Formula

The property-payroll-sales apportionment formula embodied in the Uniform Division of
Income for Tax Purposes Act reflects a broad, 40-year-old consensus among the states on a fair
approach to taxing the profits of multistate corporations. In the last few years, however, business
representatives have been lobbying aggressively — in a steadily-growing number of states — to
undermine this consensus. Major business organizations in a number of states have sought to repeal
the three factor formula and put in its place a “single sales factor” or “sales-only”” apportionment
formula.

Under a single sales factor formula, the share of a multistate corporation’s nationwide profit that
is taxable in a particular state is determined solely by the proportion of its nationwide sales occurring
in that state.”

If Georgia were to adopt a single sales factor formula, a manufacturer producing all of its
widgets in Georgia but selling all of them in South Carolina would owe no corporate income
tax to Georgia.’

Conversely, a South Carolina widget manufacturer with all of its sales in Georgia would have
100 percent of its profit apportioned to Georgia were Georgia to adopt a single sales factor
formula.

In the Better Boxes, Inc. case study presented in Chapter II, the share of BBI’s profit that
would have been taxable in Georgia, South Carolina, and Florida would have been 30 percent,
65 percent, and five percent respectively had all three states adopted a sales-only formula — the
same as the share of the company’s sales that occurred in each state.

Since the late 1980s, organized business interests in twelve states — Connecticut, Georgia,
Illinois, Louisiana, Maryland, Massachusetts, Minnesota, Nebraska, New York, Oregon, Texas, and
Wisconsin — have convinced state legislatures to enact a single sales factor apportionment formula
for the corporate income tax."’ (See Figure 1 on the following page for a breakdown of current state
apportionment formulas.) During the past few years, business organizations also have lobbied
actively for a sales-only formula in California, New Jersey, Ohio, Pennsylvania, and Utah.

Who Wins with a Single Sales Factor Formula?

Generally speaking, when a state switches from a three factor apportionment formula to a sales-
only formula, it provides an automatic income tax cut to any corporation with a large share of its
nationwide property and payroll in the state but a large share of its sales ouzside the state.
Manufacturers are most likely to fit this profile, typically producing goods for a regional, nationwide,
or worldwide market from a relative handful of plants. Thus, it is not surprising that the leading
advocates of changing to a single sales factor apportionment formula have been state manufacturers’
associations.
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FIGURE 1

State Corporate Income Tax Apportionment Formulas
(Covering manufacturers and most general corporations)

States with Equally-Weighted Property-Payroll-Sales Formula

Alabama Dist. of Columbia Kansas* North Dakota
Alaska Hawaii Montana Oklahoma
Delaware

States with Property-Payroll-Sales Formula with Sales Weighted 50 % (Double-Weighted)

Arkansas Indiana New Jersey Tennessee
California Kentucky New Mexico Utah*
Colorado* Maine North Carolina Vermont*
Florida Mississippi* Rhode Island* Virginia
Idaho New Hampshire South Carolina West Virginia

States with Property-Payroll-Sales Formula with Sales Weighted More Than 50 %

Arizona (80% Sales)* Ohio (60 % Sales) Pennsylvania (60 % Sales)

States with Enacted Single Sales Factor Formula (Sales Weighted 100 %)
(States with single sales factor phasing in or not yet in effect shown in italic)

Connecticut*® Lonisiana* Missouti* Texas
Georgia* Maryland* Nebraska Wisconsin*
llinois Massachusetts* New York*

Towa Minnesota* Oregon

States without Corporate Income Taxes

Michigan South Dakota Washington Wyoming
Nevada

The Better Boxes, Inc. case study in Chapter 1I illustrates how changing to a single sales factor
formula tends to provide tax windfalls to manufacturers in the states in which they produce their
wares. BBI has 82 percent of its property in Georgia and 67 percent of its payroll there, but it
makes only 30 percent of its sales in the state. Under the current three factor formula (with double-
weighted sales), 52 percent of BBI’s profit is taxable in Georgia. But if Georgia were to convert to a
sales-only formula, only 30 percent of BBI’s profit would be taxable there, the same share that BBI’s
Georgia sales represent of its total sales ($6,000,000/$20,000,000 equals .30). Given Georgia’s six
percent corporate tax rate, the drop in the total Georgia apportionment percentage for BBI from 52
percent to 30 percent would result in a drop in BBI’s Georgia corporate tax liability from $62,400 to
$36,000 — a 42 percent decline. This drop in BBI’s corporate tax liability would be automatic. It
results only from the mathematical relationship between the shares of BBI’s company-wide
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FIGURE 1 (Continued)

Notes

Arizona: Arizona has enacted a law that would allow all corporations to elect to use an apportionment formula with sales weighted 80
petcent (after a two-year phase-in) effective 1/1/09. 'The ability to use this formula is contingent upon the commencement of at
least $1 billion in aggregate new cotporate investment in the state by 12/15/07. It is expected that this condition will be satisfied as
the result of the commencement in July 2005 by Intel Corporation of a large computer chip fabrication plant in the state.

Colorado: State’s formula is actually a property-sales formula with both property and sales weighted 50 percent. Corporations may
also elect equally-weighted property-payroll-sales formula.

Connecticut: Single sales factor formula limited to manufacturers.

Geotgia: Sales factor weighted 80 petcent effective 1/1/06; 90 percent effective 1/1/07; 100 petcent (single sales factor) effective
1/1/08.

Kansas: Corporations with high Kansas payroll factors relative to sales and property factors may elect a property-sales formula with
sales weighted 50 percent.

Louisiana: Single sales factor formula limited to manufacturers, retailers, and wholesalers effective 1/1/06.
Maryland: Single sales factor formula limited to manufacturers.
Massachusetts: Single sales factor formula limited to manufacturers, defense contractors, and mutual funds.

Minnesota: Current formula weights sales 75%; this will increase in 3 percentage point increments beginning 1 /1/07 until a single
sales factor formula is phased in effective 2014.

Mississippi: Manufacturers selling directly to consumers and retailers use a single sales factor formula.
Missouri: Taxpayers may also elect an equally-weighted property-payroll-sales formula.

New York: Sales factor weighted 60 petrcent effective 1/1/06; 80 petcent effective 1/1/07; 100 petcent (single sales factor) effective
1/1/08.

Rhode Island: Non-manufacturers use equally-weighted three-factor formula.
Utah: Corporations may elect between equally-weighted and double-weighted sales formulas effective 1/1/06.
Vermont: Double-weighted sales formula effective 1/1/06.

Wisconsin: Sales factor weighted 60 petcent effective 1/1/06; 80 petcent effective 1/1/07; 100 percent (single sales factor) effective
1/1/08.

Some states also allow alternative apportionment formulas not described here for narrow classes of corporations.

property, payroll, and sales that are located in Georgia — that is, the fact that most of its property
and payroll are in Georgia but most of its sales are not. The company would not have had to make
any new investments or hire any new employees to obtain the tax savings.
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Much of the tax
savings realized
by multistate
corporations
when a state
adopts a sales-
only formula
would vanish if
all states
adopted the
formula.
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Why Winners Win:
(1) Non-Uniform Apportionment Formulas Create “Nowbhere Income”

If a single sales factor formula can provide tax savings as large as those realized by
BBI in the previous example, a question naturally arises: why haven’t the multistate
corporations that successfully lobbied the legislatures of twelve states in the past 20
years to adopt a sales-only formula taken this campaign to every state with a corporate
income tax? Indeed, why haven’t these businesses seen to it that the national trade
associations they normally turn to for representation on tax policy matters before
legislative bodies — organizations like the Council on State Taxation and the National
Association of Manufacturers — are actively working in every state to enact a single
sales factor formula?

The principal answer to these questions is that much of the tax savings realized by
some multistate corporations when a state adopts a sales-only formula would vanish if
all of the states adopted the same formula. To see why nationwide adoption of a single
sales factor formula would not be advantageous for most multistate corporations, refer
again to the Better Boxes, Inc. case study. Under a three factor formula (with double-
weighted sales), BBI had 52 percent of its profit subject to tax in its headquarters state
of Georgia, 43 percent subject to tax in South Carolina, and five percent apportioned to
Florida. If all three states adopted a single sales factor formula, those percentages
would change to 30 percent, 65 percent, and five percent, respectively, but the three
percentages would still total to 100 percent — meaning that all of BBI’s profit would be
taxable in one of the three states."

But consider what happens if BBI’s lobbyists can convince the Georgia legislature to
adopt a single sales factor formula while South Carolina and Florida retain the three factor
Sformula. 1f Georgla alone switches from a three-factor formula to a sales-only formula,
the share of BBI’s profit taxable in Georgia drops from 52 percent to 30 percent while
South Carolina and Florida continue to claim 43 percent and five percent respectively as
their taxable share of BBI’s total profit. The total of 30 percent plus 43 percent plus
five percent is 78 percent. Georgia’s solitary switch to a sales-only formula has
rendered 22 percent of BBIs total profit what tax administrators refer to as “nowhere
income” — income that is not taxed by any of the states in which it does business."

The inherent potential of apportionment formulas that are non-uniform among the
states to create “nowhere income” is the chief explanation for why this policy change is
being sought on a state-by-state rather than nationwide basis. State manufacturers’
associations opportunistically are seeking individual state adoption of a sales-only
formula in the hope that their members can grab a valuable tax windfall without at the
same time stimulating all states to adopt the formula and thus negate much of the tax
savings. In every state, it is likely that at least some major multistate corporations would
receive tax cuts if the state switched to a sales-only formula. So, while the multistate
business community collectively is unlikely to seek uniform nationwide adoption of a



single sales factor formula, many states can expect concerted efforts to enact a sales-
onl