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Principal
~ Biggins Lacy Shapiro & Company, LLC
Princeton, NJ -
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President & Executive Director = Partner & SALT Leader Principal, Technology
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a business, or an EDO wanting to attract that buslness to their state.. State & Local Taxes (aka “SA!.- ”) s a 'c'drh_b_tex

and often under—estimated element in the decision where to'locate. S iy C i e e
Location Analysis & Decision Process: ‘ o T e Rt

1) Analysis Phase: Gather data on numerous Iocatlons : ing all as ',cts of the deC|S|on mcludlng

. Access to markets - Logistics -

«  Access to labor/availability of skilled workfo

e T Infrastructure requirements and availabi
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Most states provide tax credits and/or other mcentlvestobusm ssesto. -

encourage them to locate in the state (or in certain areaSW|th|nthestatE)to
create jobs and invest in the tax base. 4 ’ ‘ RO o

e Monetary Grants

¢ |ncome Tax Credits / Holidays i
e Property Tax Rebates / Abatements
o Sales & Use Tax Exemptions ‘

s ]ob Creation and Retention Benefits

| d Property
e Expedited Permitting and Approvals
¢ Incentives for renewable energy and “green buildings”

s D0 .. EriVi'rOn'r'néntal‘ Tax Credits or Grants
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* Each state establishes its own tax policy within contours of Con‘StitUti_On- 'a'nd.f,e_déra haw "ot e e
* Each state administers its own taxes o : e e S

* States also have a multitude of local governments

— Local governments are generally limiteg
state legislatures

— Local governments are given
—and personal property |

”‘—id authority grantevd‘them by the |
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Corporate Income Tax Rates by State ”
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AR T AR L 69, - 6.9% | 5% - 5.9% | 4.9% - below | No Corporate Income Tax

Disclaimer: This information should be used for general guidance only and not relied upon for
compliance.
Source: wisevoter.com
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* Nexus

''''''''''''''''''''''''' sJurisdiction -

-ExerClseofastate’sauthorlty to tax.

14
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Terminology: Income taxes are based on income; franchise taxes are typically based on net worth."" - - -
However, some states refer to their corporate income taxes as “corporate franchise taxes” """

State Corporate Income Taxes:
e Starting point — IRS Form 1120, lines 28 @

e Line 29: Foreign dividends and
¢ Filing methodologies for affi

e ALl ;'- -.'..1-1'Sepa.ratev Filing for related entities with nexus
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m Combined Reporting Adoption
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Disclaimer: This information should be used for general guidance and not relied upon for compliznce.

Source: Council On State Taxation

I Combined reporting/consolidated return required prior to 2004
] combined reporting/consolidated return adopted for 2004 or later
I separate retumn state

[ ] Moincome tax

*Combined reporting for a tax based on gross receipts

16
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Income Tax — Dividing the tax base of a multlstate busmess R e St

* Federal taxable income, as adjusted, is allocatedhand/orar portloned to the taxmg state

e Allocation (to a specific state) '- s

* “Non-business” income _

3 e Certain types of income nc

| o o e Apportlonment (among severz

i e : ; ° In|t|aIIy property, payroll, and/or sales (as a proxy)

(it —— Alternatlve apportionment

...........

i R K Cost of performance vs. market-based sourcing of services & intangibles

...........
s o e
. .

.....
.........

. B
. .

................. e Throwback and throwout

............ ° e .o.-..: .‘.o: :.. ".. "., .o..'..'._ l. '. X 17



The State Shift to Single Sales Factor
s AppOrtionment Began in the 1950s

. Single Sales Faclor
B Double-Weighted Sales Factor
. Equally Weighted Three Factars

. Other
Disclaimer: This infommatian shoukl be used Tor general gusdance and nod relied wpon Tor complisnce
Sauree: Bloombeng Lew Mo Corporate Income Tax
Arizana: Taxpayer can eect o we afree-factor Tomula wilh double-weghted sales or an akemalive formula
Lowrssang and Uah: Varies, depending on the type of business
Misstsippi: industry spacific formulas, with single sales Tector il o specific Tomula & specified.
Tand & Three Teclor Tomula wilh tpke-waighlesd sales.
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Market-based sourcing state prior to 2018

. Not a market-based sourcing state

Not applicable

Jeesessscsees -D|sda|q\€r-Thrs mTormatLon s‘hould be ‘used for general guidance and not relied upon for compliance. 19
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N Digital Ad/Data Tax Proposed (2020 — Present)
T ~ | Digital Ad/Data Tax Enacted
.......................... 7 Ko L Dt i . B No legislation proposed
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Pass-through Entities (PTES) Examples: S Corporations, partnerships, and LLCs- "~~~ .
== | . ..................
* Most states follow federal tax treatment of PTEs and subject PTE owners to in'c'o_rﬁe_ tax‘(TexalS.i_S an e
outlier) = = e
(] Many states have tax WitthIding el ef’rom non-resident owners
st S_o.me states allow PTEs to file composi income tax returns to fulfill the tax obligations of non-resident
. owners.
............................ . '.Ap'bb_'rti‘bh',P'T,E'-i'h"cbr'he at entity level or owner level?
vPTEs owhemgusedasa '_ba_ckdoor alternative to avoid the deductibility limit on state and local taxes
,,,,, eeeees reeld s . ............... 23
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Rates (as of January 3, 2023)
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? * Note: Map shows top marginal rates: the maximum statutory rate in each state. This map does
not show effective marginal tax rates, which would include the effects of phase-outs of various Top State Marginal Individual Income Tax Rates

-
e 80 8 8 80 68 tax preferences. Local income taxes are not included.
o . x
o0 *® Sielels (*) State has a flat income tax.

9 © 00 0000, e . 1 ivi 1
9% S S (**) State only taxes interest and dividends income.
(***)State only taxes capital gains income.
Sources: Tax Foundation; state tax statutes, forms, and instructions; Bloomberg Tax.
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Combined
State &
(Average) Local
Sales Tax Rates
January 2023

8.98%
#5

4.44%
#a5

Notes: City, county and municipal rates

vary. These rates are weighted by population to
compute an average local tax rate

Combined State & Average Local Sales Tax Rates
The sales taxes in Hawaii, New Mexico and South Dakota

have broad bases that include many business-to-business services. D.C.'s rank does not affect ....
states' ranks, but the figure in parentheses indicates where it would rank if included
Sources: Sales Tax Clearinghouse; Tax Foundation calculations; State Revenue Department
websites

Higher
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« These are Complementar

. ~ + Sales Tax = a stateflog
L B - services A

e ‘ff-Us’,e,Tax = a tax on the use, consumption, or storage of tangible property,

e S usually at the same rate as sales tax, and levied for the purpose of

'''''''''''''''''''''''' - preventing tax avoidance by the purchase of articles in a state or taxing
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P sl AL _'é-.'-;'-NOTE-;;Recent shift towards expanding the base to include taxation of services
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Cnnlw inefficient design and definitions lead to taxation of many business inputs in
o raddition to goods/services for home consumption
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2°D3 B Up 425 of All
State and Local Sales Taxes -
25% - 35% 36% - 45% 46% +

Business
Inputs
Share of
Total Sales
Tax
Collected

The Impact of Imposing Sales Taxes on Business Inputs, study prepared by Ernst & Young LLP for the State Tax Research Institute and the Council On State Taxation (May 2|

Disclaimer: Thizs information should be used for general guidance and not relied upon for compliance. 30
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Who taxes property? L
* State level | : e
* County/ parish_ & ’

T "+ City / municips
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