Apportionment Factors (G.S. 105-130.4)

1. General Business Corporations

Corporations engaged in multistate business activity, other than public utilities and
excluded corporations, are required to apportion to this State all apportionableincome
by using afour-factor formula. The apportionment formula consists of the sum of the
property factor, the payroll factor and twice the sales factor divided by four (4). If the
sales factor does not exist, the denominator is the number of existing factors. If a
property or payroll factor does not exist, the denominator is the number of existing
factorsplusone. Theonly timeafactor does not exist iswhen thereisno denominator.
When thereisadenominator for aparticular factor, but no numerator, the factor iszero
and becomes part of the apportionment factor.

a. Property Factor (G.S. 105-130.4) (17 NCAC 05C.0800)

Property Factor - In General

The property factor includesall real and tangible personal property owned or rented
and used during the income year to produce apportionable income. Theterm “rea
and tangible personal property” includesland, buildings, machinery, stocks of goods,
egui pment and other real and tangible personal property used in connection with the
production of apportionable income but does not include coin or currency. See
definition of “apportionable income”.

Property used in connection with the production of nonapportionableincomethat is
allocated in accordance with subsections (d) through (h) of thelaw isexcluded from
the factor.

Property used in connection with the production of both apportionable and
nonapportionable income is included in the factor only to the extent the property
was used in connection with the production of apportionable income. The method
of determining that portion of the valueto beincluded in thefactor will depend upon
the facts of each case.

The property factor includes the average value of property includible in the factor.

ii. Property Factor - Property Used for the Production of Apportionable Income

Property is included in the property factor if it is actually used during the income
year for the production of apportionableincome. Property held asreservesor standby
facilities or property held as a reserve source of materials shall be included in the
factor. For example, aplant temporarily idle or raw material reserves not currently
being processed areincludiblein thefactor. Property that ispermanently idleor idle
for the entiretaxableyear generally isnot included in thefactor computation. Property
or equi pment under construction during theincome year (except inventoriable goods
in process) is excluded from the factor until such property is actually used for the
production of apportionableincome. If the property ispartialy used for the production
of apportionable income while under construction, the value of the property to the
extent used isincluded in the property factor.

Property Factor - Consistency in Reporting
Thetaxpayer must consistent in the valuation of property and inexcluding or including
property in the property factor in filing returns with this State. In the event the



taxpayer is not consistent in its reporting, it shall disclose in its return to this State
the nature and extent of the inconsistency.

iv. Property Factor - Numer ator

a. Thenumerator of the property factor includes the average value of the taxpayer’s
real and tangible personal property owned or rented and used in this State during
the income year for the production of apportionable income.

b. Property in transit between locations of the taxpayer to which it belongs is
considered to be at the destination for purposes of the property factor. Property in
trangit between abuyer and seller which isincluded by ataxpayer in the denominator
of itsproperty factor in accordance with itsregular accounting practicesisincluded
in the numerator according to the state of destination.

c. Thevalue of mobile or movable property such as construction equipment, trucks
or leased electronic equipment which are located within and without this State
during the income year is determined for purposes of the numerator of the factor
on the basis of total time within the State during the income year. An automobile
assigned to atraveling employee isincluded in the numerator of the factor of the
state to which the employee’s compensation is assigned under the payroll factor or
in the numerator of the state in which the automobileis licensed.

v. Property Factor - Valuation of Owned Property

a. Property owned by the taxpayer is valued at its original cost. “Original cost” of
property which has abasis other than zero for federal income tax purposes equals
the basis of the property for federal income tax purposes at the time of acquisition
by the taxpayer and adjusted by subsequent capital additions or improvements
thereto and partial disposition thereof, by reason of sale, exchange, abandonment,
or any other type of disposition.

“Original cost” of property that has a zero basis for federal income tax purposes
shall equal the taxpayer’s actual cost of the property at the time of acquisition. If
the actual cost is unknown, the original cost shall equal the fair market value of
the property, or, at the option of the taxpayer, eight timesthe net annual rental rate
asdescribed in G.S. 105-130.4(j)(2). Thevaluation method chosen by the taxpayer
must be used consistently thereafter.

Example 1: Taxpayer acquired afactory building in this State at acost of $500,000
and yearslater, expended $100,000 for major remodeling of the building. Taxpayer
filesits return on the calendar year basis and claims a depreciation deduction in
theamount of $22,000 on the building. The value of the building includibleinthe
numerator and denominator for the property factor is $600,000, asthe depreciation
deduction is not taken into account in determining the value of the building for
purposes of the factor.

Example 2: X corporation mergesintoY corporation in atax-free reorganization
under the Internal Revenue Code. At the time of the merger, X corporation owns
afactory which X built yearsearlier at acost of $1,000,000. X hasbeen depreciating
thefactory at the rate of two percent per year, and itsbasisin X’shandsat thetime
of the merger is $600,000. Sincethe property isacquired by Y inatransactionin



which, under the Internal Revenue Code, the basisin Y’s handsisthe same asthe
basisin X’s, Y includes the property in Y’s property factor at X’s original cost,
without adjustment for depreciation, i.e., $1,000,000.

Example 3: CorporationY acquiresthe assets of corporation X inaliquidation by
which Y is entitled to use its stock cost as the basis of the X assets under the
Internal Revenue Code. Under these circumstances, Y's cost of the assetsis the
purchase price of the X stock, prorated over the X assets.

Example 4: Corporation X was deeded from local government a potential
manufacturing facility (cost unknown) with a market value of $1,000,000 as an
incentive for locating in the State. Since the property would have azero basisfor
federal incometax purposes, [Code 118(a)], Corporation X includesthe $1,000,000
fair market value of the property inthe computation of its property factor, or at X’'s
option may include eight times the net annual rental rate of the property.

b. Inventory of stock of goodsisincludedinthefactor in accordance with the valuation
method used for federal income tax purposes, except when inventory isvalued by
use of the LIFO method, actual cost of the FIFO valuation method must be used.

c. Property acquired by gift or inheritance is included in the factor at its basis for
determining depreciation for federal income tax purposes.

vi. Property Factor - Rented Property

a. Property rented by the taxpayer is valued at eight times the net annual rent paid
during the current incomeyear. Net annual rent isthetotal annual rent paid by the
taxpayer less amounts received from subrentals. However, subrentals are not
deducted when they constitute apportionableincome. Rental values so determined
are included in the numerator and denominator and are averaged by including
such amounts at the beginning and at the end of the income year.

Example 1. The taxpayer receives subrents from a bakery concession in afood
market operated by the taxpayer. The subrents are apportionable income and are
not deducted from rent paid by the taxpayer for the food market.

Example 2: Thetaxpayer rents a 20-story office building and uses the lower two
stories for its general corporation headquarters. The remaining 18 floors are
subleased to others. The subrents are nonapportionable income and are to be
deducted from the rent paid by the taxpayer.

b. “Annual rent” isthe actual sum of money or other consideration payable, directly
or indirectly, by the taxpayer or for its benefit for the use of the property and
includes:

i. Any amount payable for the use of real or tangible personal property, or any
part thereof, whether designated as a fixed sum of money or as a percentage
of sales, profits or otherwise.

Example: A taxpayer, pursuant to the terms of alease, pays alessor $1,000
per month as a base rental and at the end of the year pays the lessor one
percent of its gross sales of $400,000. The annual rent is $16,000 ($12,000
plus one percent of $400,000 or $4,000).



C.

ii. Any amount payable as additional rent or in lieu of rents, such as interest,
taxes, insurance, repairs or any other itemswhich are required to be paid by
the terms of the lease or other arrangement, and does not include amounts
paid as service charges, such as utilities, janitorial services, etc. If apayment
includesrent and other charges unsegregated, the amount of rent isdetermined
by consideration of the relative values of the rent and the other items.

Example 1: A taxpayer, pursuant to the terms of a lease, pays the lessor
$12,000 a year rent plus taxes in the amount of $2,000 and interest on a
mortgage in the amount of $1,000. The annual rent is $15,000.

Example 2: A taxpayer stores part of its inventory in a public warehouse.
The total charge for the year was $1,000 of which $700 was for the use of
storage space and $300 for inventory, insurance, handling and shipping
charges and C.O.D. collections. The annual rent is $700.

“Annual rent” does not include incidental day-to-day expenses such as hotel and
motel accommodations, daily rental of automobiles, etc.

L easehold improvements shall, for the purposes of the property factor, be treated
as property owned by the taxpayer regardless of whether the taxpayer isentitled to
removetheimprovementsor theimprovementsrevert to thelessor upon expiration
of thelease. Hence, theoriginal cost of leasehold improvementsisincluded inthe
factor.

vii. Property Factor - Averaging Property Values

Asageneral rulethe average value of property owned by thetaxpayer isdetermined
by averaging the values at the beginning and ending of the income year. However,
the Secretary may require averaging by monthly or other periodic values if such
method of averaging isrequired to properly reflect the average value of thetaxpayer’s
property for theincome year.

Averaging by monthly or other periodic valueswill generally be appliedif substantial
fluctuations in the values of the property exist during the income year or where
property isacquired after the beginning of theincome year or disposed of beforethe
end of the income year.

b. Payroll Factor (G.S. 105-130.4) (17 NCAC 05C.0900)

Payroll Factor - In General
The payroll factor includes the total amount paid by the taxpayer for compensation
in connection with earning apportionable income during the income year.

. Payroll Accounting Method

Thetotal amount “paid” to employeesis determined upon the basis of thetaxpayer’s
accounting method. If the taxpayer has adopted the accrual method of accounting,
all compensation properly accrued shall be deemed to have been paid.
Notwithstanding thetaxpayer’s method of accounting, at the election of the taxpayer,
compensation paid to employees may be included in the payroll factor by use of the
cash method if the taxpayer is required to report such compensation under such
method for unemployment compensation purposes.



The taxpayer must be consistent in the treatment of compensation paid in filing
returns with this State. 1n the event the taxpayer is not consistent in its reporting it
must disclosein its return to this State the nature and extent of the inconsistency.

The Term “ Compensation”

The term * compensation” means wages, salaries, commissions and any other form
of remuneration paid to employees for personal services. Payments made to an
independent contractor or any other person not properly classifiable as an
employee areexcluded. Only amounts paid directly to employeesareincluded
in the payroll factor. Amountsconsidered paid directly include the value of board,
rent, housing, lodging and other benefits or services furnished to employees by the
taxpayer inreturn for personal services provided that such amounts constituteincome
to the recipient under the Internal Revenue Code. In the case of employees not
subject to the Internal Revenue Code, e.g., those employed in foreign countries, the
determination of whether such benefits or services would constitute income to the
employeesis as though such employees were subject to the Internal Revenue Code.

iv. The Term “ Employee”

The term “employee” means (1) any officer of a corporation, or (2) any individual
who, under the usual common-law rules applicable in determining the employer-
employee relationship, has the status of an employee. Generally, a person will be
considered to be an employee if heisincluded by the taxpayer as an employee for
purposes of the payroll taxes imposed by the Federal Insurance Contributions Act;
except that, since certain individuals are included within the term “employees’ in
the Federal Insurance Contributions Act who would not be employees under the
usual common-law rules, it may be established that a person who isincluded as an
employeefor purposes of the Federal Insurance ContributionsAct isnot an employee
for purposes of this regulation.

Payroll Factor Includes Only Apportionable Income Compensation and
Excludes Compensation to General Executive Officers

Thepayroll factor includes only compensation that is attributabl e to the apportionable
incomesubject to apportionment. The compensation of any employeewhose activities
are connected primarily with nonapportionable income is excluded from the factor.
All compensation paid to general executive officers is excluded in computing the
payroll factor. Genera executive officersinclude the chairman of the board, president,
vice-presidents, secretary, treasurer, comptroller and any other officeservinginsimilar
capacities.

Example1: Thetaxpayer usessome of itsemployeesin the construction of astorage
building that, upon completion, is used for the production of apportionable income.

Thewages paid to thoseemployeesaretreated asacapital expenditure by thetaxpayer.
The amount of such wagesisincluded in the payroll factor.

Example 2: The taxpayer owns various securities from which nonapportionable
income is derived. The management of the taxpayer’s investment portfolio is the
only duty of Mr. X, an employee. The salary paid to Mr. X is excluded from the
payroll factor.



vi. Denominator of Payroll Factor
Except as provided above, the denominator of the payroll factor is the total
compensation paid everywhere during theincomeyear. Accordingly, compensation
paid to employeeswhose services are performed entirely in astate where the taxpayer
is exempt from taxation, for example, by Public Law 86-272, is included in the
denominator of the payroll factor.

Example: A taxpayer has employeesin its state of legal domicile (State A) and is
taxablein State B. In addition the taxpayer has other employeeswhose services are
performed entirely in State C where the taxpayer is exempt from taxation by Public
Law 86-272. As to these latter employees, the compensation will be assigned to
State C wheretheir servicesare performed (i.e., included in the denominator only of
the payroll factor) even though the taxpayer is not taxable in State C.

vii. Numer ator of Payroll Factor

Except as provided above, the numerator of the payroll factor is the total amount
paid in this State during the tax period by the taxpayer for compensation. Thetests
to be applied in determining whether compensation is paid in this State are derived
from the Model Unemployment Compensation Act. Accordingly, if compensation
paid to employees is included in the payroll factor by use of the cash method of
accounting or if the taxpayer is required to report such compensation under such
method for unemployment compensation purposes, it shall be presumed that the
total wages reported by the taxpayer to this State for unemployment compensation
purposes constitutes compensation paid in this State except for compensation
excluded under Item v above. The presumption may be overcome by satisfactory
evidence that an employee’s compensation is not properly reportable to this State
for unemployment compensation purposes.

Compensation is paid in this State if any one of the following tests, applied
consecutively, is met:

a. Theemployee's service is performed entirely within the State.

b. The employee’s service is performed both within and without the State, but
the service performed without the Stateisincidental to the employee’ s service
withinthe State. Theword “incidental” meansany service whichistemporary
or transitory in nature, or which is rendered in connection with an isolated
transaction.

c. If the employee's services are performed both within and without this State,
the employee’s compensation will be attributed to this State:

i. If the employee’s base of operationsisin this State; or

ii. If thereisno base of operationsin any state in which some part of the
service is performed, but the place from which the serviceis directed
or controlled isin this State; or

iii. If the base of operations or the place from which the service is directed
or controlled is not in any state in which some part of the service is
performed, but the employee’sresidenceisin this State.



The words “base of operations’ means the place of more or less permanent
nature from which the employee starts his work and to which he customarily
returns in order to receive instructions from the taxpayer or communications
from his customers or other persons, or to replenish stock or other materials,
repair equipment, or perform any other functions necessary to the exercise of
his trade or profession at some other point or points.

Thewords“place from which the serviceisdirected or controlled” refer to the
place from which the power to direct or control is exercised by the taxpayer.

viii. Corporations Utilizing Common Paymaster
a. A parent corporation or any corporation serving as common paymaster for payroll

b.

purposes shall eliminate from the numerator and denominator of its payroll factor
computation the amounts paid on behalf of controlled members for which it has
charged such member the exact cost and which does not meet the definition of
compensation insofar asthe common paymaster isconcerned. The numerator and
denomination of the payroll factor shall be determined in accordance with applicable
statute after elimination of the described amounts.

A subsidiary or otherwise controlled corporation which is a member of and/or
participant in acommon paymaster plan for payroll purposes, shall include inits
numerator and denominator of the payroll factor computation amounts paid to its
parent corporation or to another corporation of the controlled group as
reimbursement in whatever form and by whatever label for employees’
compensation as defined. The amounts paid by the subsidiary or controlled
corporation includable in the numerator and the denominator of the payroll factor
shall be determined in accordance with applicable statute.

c. SalesFactor (G.S. 105-130.4) (17 NCAC 05C.1000)

Sales Factor - SalesMade in General Business Oper ations

Subsection (@) (7) of GS. 105-130.4 definestheterm “ sales’ to mean all grossreceipts
of the taxpayer except receipts from the “casual sale” of property, receipts allocated
under subsections (c) through (h) of G.S. 105-130.4, recei pts exempt from taxation,
and the portion of receipts realized from the sale or maturity of securities or other
obligations that represents areturn of principal. Thus, for the purposes of the sales
factor, the term “sales” means generally all gross receipts derived by a taxpayer
from transactionsand activitiesin the course of itsregular trade or business operations
that produce apportionable income within the meaning of subsection (a) (1) of GS.
105-130.4.

A “casual sale” of property means the sale of any property that was not purchased,
produced or acquired primarily for salein the corporation’sregular trade or business.

In the case of a taxpayer whose business activity consists of manufacturing and
selling or purchasing and reselling goods or products, “sales’ includes all gross
receipts from the sales of such goods or products (or other property of akind which
would properly beincluded in theinventory of thetaxpayer if on hand at the close of
the taxable year) held by the taxpayer primarily for saleto customersin the ordinary
course of its trade or business. Gross receipts for this purpose means gross sales,
lessreturnsand allowances, and includes all interest income, service charges, carrying



charges or time-price differential chargesincidental to such sales. Federal and state
excise taxes (including salestaxes) shall be included as part of such receiptsif such
taxes are passed on to the buyer or included as part of the selling price of the product.

. Sales Factor - Sales Incidental To General Business Operations

Theterm“sales,” asageneral rule, also includes grossrecel pts derived by ataxpayer
from businesstransactions or activitieswhich areincidental to its principal business
activity and which are includable in apportionable income. However, substantial
amounts of gross receipts arising from an incidental or occasional sale of a fixed
asset used in connection with thetaxpayer’sregular trade or businesswill be excluded
from the sales factor since such sales constitute a*“ casual sale” of property and the
inclusion of such gross receipts will not fairly apportion to this State the income
derived by the taxpayer from its business activity in this State. For example, gross
receipts from the sale of afactory or plant will be excluded from the sales factor but
the gain or loss on the sale will be included in apportionable income.

Likewise, the“proceeds’ from “rollover” of working capital invested in certificates
of deposits, money market accounts, etc., on a short-term temporary basis are not
considered grossreceiptsfor salesfactor purposes. Theearningsof such investments
whether labeled as gains or interest will be the only amountsincludablein the sales
factor.

In including or excluding gross receipts, the taxpayer shall be consistent in the
treatment of such gross receipts in filing returns with this State. In the event the
taxpayer is not consistent in its reporting, it shall disclose in its return to this State
the nature and extent of the inconsistency.

Sales Factor - SalesMade In Other Types of Business Activity

As applied to ataxpayer engaged in business activity other than the manufacturing
and selling or purchasing and reselling of property, “ sales’ includesthe grossreceipts
as defined in this subject.

a. If thebusiness activity consists of providing services, such asthe operation of an
advertising agency, or the performance of equipment service contracts, research
and development contracts, “sales” includes the gross receipts from the
performance of such services including fees, commissions, and similar items.

b. Inthecaseof cost plusfixed fee contracts, such asthe operation of agovernment-
owned plant for afee, gross receiptsincludesthe entire reimbursed cost, plusthe
fee.

c. If thebusinessactivity istherenting of real or tangible personal property, “sales’
includes the gross receipts from the rental, lease, or licensing the use of the

property.
d. If thebusinessactivity isthe sale, assignment, or licensing of intangible personal

property such as patents and copyrights, “sales’ includes the gross receipts
therefrom.

. Sales Factor - Numer ator

The numerator of the sales factor will include the gross receipts from sales which
areattributableto this State, and includes all interest income, service charges, carrying



V.
a

charges, or time-price differential chargesincidental to such sales regardless of the
place where the accounting records are maintained or the location of the contract or
other evidence of indebtedness.

Where a taxpayer is not taxable in another state on its apportionable income but is
taxable in another state only because of nonapportionable income, all sales shall be
attributable to this State.

Sales Factor - What Sales of Tangible Personal Property Areln This Sate

Gross receipts from the sales of tangible personal property arein this State if the
property is delivered or shipped to a purchaser within this State regardless of the
f.0.b. point or other conditions of sale.

Property shall be deemed to be delivered or shipped to a purchaser within this
State if the recipient is located in this State, even though the property is ordered
from outside this State.

Example: The taxpayer, with inventory in State A, sold $100,000 of its products
to a purchaser having branch stores in severa states including this State. The
order for the purchase was placed by the purchaser’s central purchasing department
located in State B. $25,000 of the purchase order was shipped directly to purchaser’s
branch store in this State. The branch store in this State is the * purchaser within
this State” with respect to $25,000 of the taxpayer’s sales.

Property is delivered or shipped to a purchaser within this State if the shipment
terminates in this State, even though the property is subsequently transferred by
the purchaser to another state.

Example: The taxpayer makes a sale to a purchaser who maintains a central
warehouse in this State at which all merchandise purchased is recelved. The
purchaser reships all the goodsto its branch storesin other states for sale.

All of the taxpayer’s products shipped to the purchaser’s warehouse in this State
are property “delivered or shipped to a purchaser within this State.”

The term “purchaser within this State” shall include the ultimate recipient of the
property if the taxpayer in this State, at the designation of the purchaser, delivers
to or has the property shipped to the ultimate recipient within this State.

Example: A taxpayer in this State sold merchandise to a purchaser in State A.
Taxpayer directed the manufacturer or supplier of the merchandise in State B to
ship the merchandise to the purchaser’s customer in this State pursuant to the
purchaser’sinstructions. The sale by the taxpayer is“in this State.”

When property being shipped by aseller from the state of origin to aconsigneein
another state is diverted while en route to a purchaser in this State, the salesarein
this State.

Example: Thetaxpayer, aproducegrower in State A, begins shipment of perishable
produceto the purchaser’splace of businessin State B. While en routethe produce
isdiverted to the purchaser’s place of businessin this State where the taxpayer is
subject to tax. The sale by the taxpayer is attributed to this State.



vi. Sales Factor - Sales To United Sates Gover nment

a. Gross receipts from the sales of tangible personal property to the United States
Government are in this State if the property is shipped to or received or accepted
by the United States Government in this State. For the purposes of thisregulation,
only sales for which the United States Government makes direct payment to the
seller pursuant to the terms of its contract constitute sales to the United States
Government. Thus, as a general rule, sales by a subcontractor to the prime
contractor, the party to the contract with the United States Government, do not
constitute sales to the United States Government.

Example 1. A taxpayer contracts with General ServicesAdministration to deliver
X number of trucks which were paid for by the United States Government. The
United States Government is the purchaser.

Example2: Thetaxpayer isasubcontractor to aprime contractor with the National
Aeronautics and Space Administration and contracts to build a component of a
rocket for $1,000,000. The sale of the subcontractor to the prime contractor is not
asaeto the United States Government.

b. When the United States Government is the purchaser of property which remains
in the possession of the taxpayer in this State for further processing under another
contract, or for other reasons, “shipment” is deemed to be made at the time of
acceptance by the United States Government.

vii. SalesFactor, Numerator - Other Receipts Constituting Business Income

a. GS. 105-130.4(1)(3) contains provisions for including gross receipts from other
business income transactions in the numerator of the sales factor. Under this
subsection gross receipts are attributed to this State if:

i. Thereceiptsarefromreal or tangible personal property located in this State;
or

ii. The receipts are from intangible property and are received from sourcesin
this State; or

iii. The receipts are from services and the income producing activity that gave
rise to the receipts is performed within this State.

Theterm“income producing activity” meansthe act or actsdirectly engaged
in by thetaxpayer, or by anyone acting on the taxpayer’sbehalf, in theregular
course of itstrade or business for the ultimate purpose of obtaining gains or
profits.

b. Except for receipts from the casual sale of property, as defined above, receipts
described above from other transactions constituting apportionable income shall
be attributed to this State as set forth below.

i. Grossreceiptsfrom the sale, lease, rental or other use of real property arein
this State if the real property islocated in this State.

ii. Gross receipts from the rental, lease, licensing the use of, or other use of
tangible property shall be assigned to this State if the property iswithin this
State during the entire period of rental, lease, license or other use. If the
property is within and without this State during such period, gross receipts



attributable to this State shall be based upon the ratio which the time the
property was physically present or was used in this State bears to the total
time or use of the property everywhere during such period.

Gross receipts from intangible personal property shall be attributed to this
State if they are received from sources within this State.

Example 1: Royalties from trademarks are attributed to this State to the
extent the royalties are received as aresult of sales within this State.

Example 2: Royalties from patents, secret processes, or other similar
intangible property are attributed to this State to the extent the patent, secret
process, or other similar intangible property is employed in production,
fabrication, manufacturing, processing, or other similar use in this State.

Example 3: Royalties from copyrights are attributable to this State to the
extent that printing or other publication originates in this State.

Example4: Dividendsareattributableto this Stateif the payer’scommercial
domicileisin this State.

Example 5: Interest received from general obligationsis attributable to this
State if the payer’s commercial domicileisin this State.

Example 6: Interest received from specific obligationsis attributable to this
State if the obligation can be traced to property in this State. For example,
interest received from a loan obtained and used by the borrower to buy a
piece of real estate in North Carolina is attributable to this State. Interest
received from aloan in which real or tangible persona property located in
this State is used for collateral is attributable to this State. Interest received
asthe result of nonpayment or deferred payment of royalties on trademarks
is attributable to this State in the same proportion as the royalties are
attributable to North Carolina.

Gross receipts for the performance of personal services are attributable to
this State to the extent such servicesare performedinthis State. If the services
are performed partly within and without this State, such receipts shall be
attributed to this State based upon the ratio which the time spent in performing
such services in this State bears to the total time spent in performing such
serviceseverywhere. Time spent in performing servicesincludesthe amount
of time expended in the performance of a contract or other obligation which
gives rise to such gross receipts. Personal service not directly connected
with the performance of the contract or other obligation, as for example,
time expended in negotiating the contract, isexcluded from the computations.

Example 1: Thetaxpayer, aroad show, gavethestrical performancesat various
locationsin State X and in this State during theincomeyear. All grossreceipts
from performances given in this State are attributed to this State.

Example 2: Thetaxpayer, a public opinion survey corporation, conducted a
poll by itsemployeesin State X and in this State for the sum of $9,000. The
project required 600 man-hoursto obtain the basic dataand prepare the survey



report. Two hundred of the 600 man-hours were expended in this State. The
recei pts attributabl e to this State are $3,000.

200 man-hours
600 man-hours X $9,000 = $3,000

. Public Utilities, Excluded Corporations and Air or Water Transportation
CorporationsApportionment Factors (G.S. 105-130.4)

a. Railroad Companies
All apportionableincome of arailroad company must be apportioned to North Carolina
by multiplying theincome by afraction, the numerator of whichistherailway operating
revenue from business done within North Carolina and the denominator of whichis
the total railway operating revenue everywhere.

b. Telephone Companies

All apportionable income of atelephone company must be apportioned to this State
by multiplying the income by a fraction. The numerator of the fraction is gross
operating revenue from local servicein North Carolinaplus gross operating revenue
from toll services performed wholly within North Carolina plus the proportion of
revenue from interstate toll services attributable to North Carolina as shown by the
records of the company plus the gross operating revenue in North Carolina from
other services less the uncollectible revenue in North Carolina. The denominator of
the fraction is the total gross operating revenue everywhere less total uncollectible
revenue.

c. Motor Carriersof Property and/or Passengers
All apportionable income of a motor carrier of property and/or passengers must be
apportioned by multiplying the income by a fraction, the numerator of which isthe
number of vehicle milesin North Carolina and the denominator of which isthe total
number of vehicle milesof the company everywhere. Theword “vehiclemiles’ shall
mean milestraveled by vehicles owned or operated by the company hauling property
or passengers for a charge or traveling on a scheduled route.

d. Telegraph Companies
All apportionableincome of atel egraph company must be apportioned by multiplying
theincome by afraction, the numerator of whichisthe property factor plusthe payroll
factor plus the sales factor and the denominator of which isthree.

e. Excluded Corporations, including Construction Contractors, and Other Public
Utilities
All apportionable income of an excluded corporation and all other public utilities
must be apportioned by multiplying apportionableincome by the salesfactor asdefined
inGS. 105-130.4. “Excluded corporation” means any company engaged in business
asabuilding or construction contractor, a securities dealer, loan company or company
which receives more than fifty percent (50%) of its ordinary gross income from
intangible property. A building or construction contractor is a business so classified
in the Standard Industrial Classification Manual published by the Federal Office of
Management and Budget.



Air or Water Transportation Cor porations

All apportionable income of an air or water transportation corporation must be
apportioned by afraction, the numerator of which is the corporation’s revenue ton-
miles in this state and the denominator of which is the corporation’s revenue ton-
mileseverywhere. Theterm“revenueton-mile’” meansoneton of passengers, freight,
rail, or other cargo carried one mile. In making this computation, a passenger is
considered to weigh two hundred pounds.

Revenueton-milesinthis State are determined for air transportation companiesfrom
the flights, landings and/or departures from locations in this State; and for water
trangportation companiesfrom dockings and/or departuresfrom locationsin this State.





