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2014 -- S 2988 SUBSTITUTE A

STATE OF RHODE ISLAND

IN GENERAL ASSEMBLY

JANUARY SESSION, A.D. 2014

AN ACT

RELATING TO STATE AFFAIRS AND GOVERNMENT - TAXATION

Introduced By: Senators DaPonte, Paiva Weed, Ruggerio, Algiere, and Walaska

Date Introduced: May 07, 2014

Referred To: Senate Finance

It is enacted by the General Assembly as follows:
SECTION 1. Sections 42-64.5-3 and 42-64.5-4 of the General Laws in Chapter 42-64.5
entitled "Jobs Development Act" are hereby amended to read as follows:

42-64.5-3. Tax rate reduction. -- The rate of tax payable by an eligible company and

each of its eligible subsidiaries for any taxable year ending on or after July 1, 1995, on its net
income pursuant to the applicable income tax provisions of the general laws, including the
provisions of sections 44-11-2(a), 44-14-3(a), 44-14-4 and 44-17-1, or on its gross earnings
pursuant to section 44-13-4(4), shall be reduced by the amount specified in section 42-64.5-4; this
rate reduction shall be applied annually once to those eligible companies which are permitted by

law to file a consolidated state tax return or as part of a combined group and in the case of eligible

companies not permitted required by law to file as part of a combined group eenselidated-state

tax—returns, then the rate reduction shall be applied annually to each eligible company and its
eligible subsidiaries; provided, however, except as provided in section 42-64.5-7, should any
eligible company fail to maintain in any taxable year after 1997 or, if applicable, the third taxable
year following the base employment period election set forth in section 42-64.5-5, the number of
units of new employment it reported for its 1997 tax year or, if applicable, the third taxable year
following the base employment period election set forth in section 42-64.5-5; the rate reduction
provided for in this chapter shall expire permanently.

42-64.5-4. Reduction rate schedule. -- (a) (i) The amount of the rate reduction specified

in section 42-64.5-3 for any eligible company that is not a telecommunications company for each
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taxable year ending on or after July 1, 1995, shall be based upon the aggregate amount of new
employment of the eligible company and its eligible subsidiaries for each taxable year, and shall
be determined by multiplying the numerical equivalent of one-quarter of one percent (.25%) by
the number of units of new employment for each taxable year through the taxable year ending in
1997 or, if applicable, the third taxable year following the base employment period election set
forth in section 42-64.5-5; and for each taxable year thereafter, the number of units of new
employment reported for the taxable year 1997 or, if applicable, the third taxable year following
the base employment period election set forth in section 42-64.5-5; provided, however, the
amount of each rate reduction shall in no event be greater than six percent (6%).

(i) For the tax years beginning on or after January 1, 2015, the amount of the rate

reduction specified in 8§ 42-64.5-3 for any eligible company required to file and pay taxes

pursuant to § 44-11-2, shall be based upon the aggregate amount of new employment of the

eligible company and its eligible subsidiaries for each taxable year, and shall be determined by

multiplying the numerical equivalent of two tenths of one percent (.20%) by the number of units

of new employment for each taxable year through the taxable year ending in 1997 or, if

applicable, the third taxable year following the base employment period election set forth in § 42-

64.5-5; and for each taxable year thereafter, the number of units of new employment reported for

the taxable year 1997 or, if applicable, the third taxable year following the base employment

period election set forth in § 42-64.5-5; provided, however, the amount of each rate reduction

shall in no event be greater than four percent (4.0%).

(b) The amount of the rate reduction specified in section 42-64.5-3 for any eligible
company that is a telecommunications company shall be based upon the aggregate amount of new
employment of the eligible company and its eligible subsidiaries for each taxable year and shall
be determined in the same manner as set forth in subsection (a) of this section, except that it shall
be determined by multiplying the numerical equivalent of one-hundredth of one percent (.01%)
by the number of units of new employment and the amount of each rate reduction shall in no
event be greater than one percent (1%).

(c) Notwithstanding any of the provisions of this chapter, where an eligible
telecommunications company has one or more affiliated entities that is an eligible company, the
eligible company entitled to a rate reduction may assign its rate reduction, to be determined in the
manner as provided in subsection (b) of this section, to the eligible telecommunications company.
An entity that assigns the rate reduction shall not be eligible for the rate reduction.

SECTION 2. Sections 42-64.14-10 and 42-64.14-11 of the General Laws in Chapter 42-

64.14 entitled "The 1-195 Redevelopment Act of 2011" are hereby amended to read as follows:
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42-64.14-10. Life sciences tax rate reduction. -- The rate of tax payable by an eligible

life sciences company and each of its eligible subsidiaries for any taxable year beginning on or
after January 1, 2011, on its net income pursuant to the provisions of subsection 44-11-2(a), shall
be reduced by the amount specified in section 42-64.14-11; this rate reduction shall be applied
annually once to those eligible life sciences companies which are permitted by law to file a

consolidated state tax return or as part of a combined group and in the case of eligible companies

not permitted required by law to file consolidated state tax returns or as part of a combined group,

then the rate reduction shall be applied annually to each eligible life sciences company and its
eligible subsidiaries; provided, however, should any eligible life sciences company fail to
maintain in any taxable year after 2014 or, if applicable, the third taxable year following the base
employment period election set forth in section 42-64.14-12, the number of units of new
employment it reported for its 2014 tax year or, if applicable, the third taxable year following the
base employment period election set forth in section 42-64.14-12, the rate reduction provided for
in this chapter shall expire permanently.

42-64.14-11. Reduction rate schedule. — (a) The amount of the rate reduction specified

in section 42-64.14-10 for any eligible life sciences company for each taxable year beginning on
or after January 1, 2012, shall be based upon the aggregate amount of new employment of the
eligible life sciences company and its eligible subsidiaries for each taxable year, and shall be
determined by multiplying the numerical equivalent of one-quarter of one percent (.25%) by the
number of units of new employment for each taxable year through the taxable year ending in
2014 or, if applicable, the third taxable year following the base employment period election set
forth in section 42-64.14-12; and for each taxable year thereafter, the number of units of new
employment reported for the taxable year 2014 or, if applicable, the third taxable year following

the base employment period election set forth in section 42-64.14-12; previded—hewever—the

6)- provided,

however, the amount of each rate reduction shall in no event be greater than six percent (6%).

(b) For tax years beginning on or after January 1, 2015, the amount of the rate reduction

specified in 8 42-64.14-10 for any eligible company required to file and pay taxes pursuant to §

44-11-2, shall be based upon the aggregate amount of new employment of the eligible company

and its eligible subsidiaries for each taxable year, and shall be determined by multiplying the

numerical equivalent of two tenths of one percent (.20%) by the number of units of new

employment for each taxable year through the taxable year ending in 1997 or, if applicable, the

third taxable year following the base employment period election set forth in § 42-64.14-12; and

for each taxable year thereafter, the number of units of new employment reported for the taxable
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year 1997 or, if applicable, the third taxable year following the base employment period election

set forth in § 42-64.14-12; provided, however, the amount of each rate reduction shall in no event

be greater than four percent (4.0%).

SECTION 3. Sections 44-11-1, 44-11-2 and 44-11-4 of the General Laws in Chapter 44-
11 entitled "Business Corporation Tax" are hereby amended to read as follows:

44-11-1. Definitions. -- For the purpose of this chapter:

(1) (a) "Captive REIT" means a corporation, trust or association:

(i) That is considered a real estate investment trust for the taxable year under section 856
of the Internal Revenue Code;

(i) That is not regularly traded on an established securities market; and

(iii) More than fifty percent (50%) of the voting power or value of the beneficial interests
or shares of which at any time during the last half of the taxable year, is owned or controlled,
directly or indirectly, by a single entity that is subject to the provisions of Subchapter C of
Chapter 1 of the Internal Revenue Code; and

(b) "Captive REIT" does not include:

(i) A corporation, trust or association more than fifty percent (50%) of the voting power
or value of the beneficial interests or shares of which, at any time during which the corporation,
trust or association satisfies item (1)(iii) of this subsection, is owned or controlled, directly or
indirectly, by:

(A) A real estate investment trust other than a real estate investment trust described in
item (i) of this subsection; or

(B) A person exempt from taxation under section 501(a) of the Internal Revenue Code;
or

(C) A listed Australian Property Trust; and

(i) Subject to regulations that the tax administrator adopts, a real estate investment trust
that is intended to become regularly traded on an established securities market and that satisfies
the requirements of section 865(A)(5) and (6) of the Internal Revenue Code by reason of section
856(h)(2) of the Internal Revenue Code; and

(c) For purposes of this section, the constructive ownership rules prescribed under
section 318(a) of the Internal Revenue Code, as modified by section 856(d)(5) of the Internal
Revenue Code, shall apply in determining the ownership of stock, assets or net profits of any
person.

(2) "Combined group” means a group of two or more corporations in which more than

fifty percent (50%) of the voting stock of each member corporation is directly or indirectly owned
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by a common owner or owners, either corporate or non-corporate, or by one or more of the

member corporations, and that are engaged in a unitary business.

(3) "Common ownership: means more than fifty percent (50%) of the voting control of

each member of the group is directly or indirectly owned by a common owner or owners, either

corporate or non-corporate, whether or not owner or owners are members of the combined group.

£2)(4) "Corporation" means every corporation, joint-stock company, or association,
wherever incorporated, a real estate investment trust, a regulated investment company, a personal
holding company registered under the Federal Investment Company Act of 1940, 15 U.S.C.
section 80a-1 et seq., and also a trustee or trustees conducting a business where interest or
ownership is evidenced by certificates or other written instruments, deriving any income from
sources within this state or engaging in any activities or transactions within this state for the
purpose of profit or gain, whether or not an office or place of business is maintained in this state,
or whether or not the income, activities, or transactions are connected with intrastate, interstate, or
foreign commerce, except:

(i) State banks, mutual savings banks, federal savings banks, trust companies, national
banking associations, building and loan associations, credit unions, and loan and investment
companies;

(ii) Public service corporations included in chapter 13 of this title, except as otherwise
provided in section 44-13-2.2;

(iii) Insurance and surety companies;

(iv) Corporations specified in section 7-6-4, incorporated hospitals, schools, colleges,
and other institutions of learning not organized for business purposes and not doing business for
profit and no part of the net earnings of which inures to the benefit of any private stockholder or
individual, whether incorporated under any general law of this state or by any special act of the
general assembly of this state;

(v) Fraternal beneficiary societies as set forth in section 27-25-1;

(vi) Any corporation expressly exempt from taxation by charter;

(vii) Corporations which together with all corporations under direct or indirect common
ownership that satisfies the other requirements of this paragraph employ not less than five (5)
full-time equivalent employees in the state; which maintain an office in the state; and activities
within the state which are confined to the maintenance and management of their intangible
investments or of the intangible investments of corporations or business trusts registered as
investment companies under the Investment Company Act of 1940, 15 U.S.C. section 80a-1 et

seq., and the collection and distribution of the income from those investments or from tangible
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property physically located outside the state. For purposes of this paragraph, "intangible
investments" includes, without limitation, investments in stocks, bonds, notes, and other debt
obligations, including debt obligations of affiliated corporations, patents, patent applications,
trademarks, trade names, copyrights, and similar types of intangible assets.

3)(5) "Fiscal year" means an accounting period of twelve (12) months ending on the last
day of any month other than December.

(6) "Member" means a corporation included in a unitary business.

)(7) "Place of business" means a regular place of business, which, in turn, means any
bona fide office, other than a statutory office, factory, warehouse, or other space which is
regularly used by the taxpayer in carrying on its business. Where, as a regular course of business,
property of the taxpayer is stored by it in a public warehouse until it is shipped to customers, the
warehouse is considered a regular place of business of the taxpayer and, where as a regular course
of business, raw material or partially furnished goods of a taxpayer are delivered to an
independent contractor to be converted, processed, finished, or improved and the finished goods
remain in the possession of the independent contractor until shipped to customers, the plant of the
independent contractor is considered a regular place of business of the taxpayer. The mere
consignment of goods by the taxpayer to an independent factor outside this state for sale at the
consignee's discretion does not constitute the taxpayer as having a regular place of business
outside this state.

(8) Tax haven" means a jurisdiction that, during the tax year in question has no or

nominal effective tax on the relevant income and:;

(i) has laws or practices that prevent effective exchange of information for tax purposes

with other governments on taxpayers benefiting from the tax regime;

(ii) Has a tax regime which lacks transparency. A tax regime lacks transparency if the

details of legislative, legal or administrative provisions are not open and apparent or are not

consistently applied among similarly situated taxpayers, or if the information needed by tax

authorities to determine a taxpayer's correct tax liability, such as accounting records and

underlying documentation is not adequately available;

(iii) Facilities the establishment of foreign-owned entities without the need for a local

substantive presence or prohibits these entities from having any commercial impact on the local

economy;,

(iv) explicitly or implicitly excluded the jurisdictions resident taxpayers form taking

advantage of the tax regime benefits or prohibits enterprisers that benefit from the regime form

operating in the jurisdiction's domestic market; or
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(v) Has created a tax regime which is favorable for tax avoidance, based upon an overall

assessment of relevant factors, including whether the jurisdiction has a significant untaxed

offshore financial/other services sector relative to its overall economy.

{5}(9) "Taxable year" means the calendar year or the fiscal year ending during the
calendar year upon the basis of which the net income is computed under this chapter. "Taxable
year" means, in the case of a return made for a fractional part of a year under the provisions of
this chapter or under regulations prescribed by the tax administrator, the period for which the
return is made.

{6)(10) "Taxpayer" means and includes any corporation subject to the provisions of this
chapter.

(11) "Unitary business" means the activities of a group of two (2) or more corporations

under common ownership that are sufficiently interdependent, integrated or interrelated through

their activities so as to provide mutual benefit and produce a significant sharing or exchange of

value among them or a significant flow of value between the separate parts. The term unitary

business shall be construed to the broadest extent permitted under the United States Constitution.

(12) "United States" means the fifty (50) states of the United States, the District of

Columbia, the United States' territories and possessions.

44-11-2. Imposition of tax. -- (a) Each corporation shall annually pay to the state a tax

equal to nine percent (9%) of net income, as defined in section 44-11-11, qualified in section 44-
11-12, and apportioned to this state as provided in sections 44-11-13 -- 44-11-15, for the taxable

year. For tax years beginning on or after January 1, 2015, each corporation shall annually pay to

the state a tax equal to seven percent (7.0%) of net income, as defined in § 44-11-13 — 44-11-15,

for the taxable year.

(b) A corporation shall pay the amount of any tax as computed in accordance with
subsection (a) of this section after deducting from "net income,” as used in this section, fifty
percent (50%) of the excess of capital gains over capital losses realized during the taxable year, if
for the taxable year:

(1) The corporation is engaged in buying, selling, dealing in, or holding securities on its
own behalf and not as a broker, underwriter, or distributor;

(2) Its gross receipts derived from these activities during the taxable year amounted to at
least ninety percent (90%) of its total gross receipts derived from all of its activities during the
year. "Gross receipts” means all receipts, whether in the form of money, credits, or other valuable
consideration, received during the taxable year in connection with the conduct of the taxpayer's

activities.
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(c) A corporation shall not pay the amount of the tax computed on the basis of its net
income under subsection (a) of this section, but shall annually pay to the state a tax equal to ten
cents ($.10) for each one hundred dollars ($100) of gross income for the taxable year or a tax of
one hundred dollars ($100), whichever tax shall be the greater, if for the taxable year the
corporation is either a "personal holding company"” registered under the federal Investment
Company Act of 1940, 15 U.S.C. section 80a-1 et seq., "regulated investment company", or a
"real estate investment trust” as defined in the federal income tax law applicable to the taxable
year. "Gross income" means gross income as defined in the federal income tax law applicable to
the taxable year, plus:

(1) Any interest not included in the federal gross income; minus

(2) Interest on obligations of the United States or its possessions, and other interest
exempt from taxation by this state; and minus

(3) Fifty percent (50%) of the excess of capital gains over capital losses realized during
the taxable year.

(d) (1) A small business corporation having an election in effect under subchapter S, 26
U.S.C. section 1361 et seq., shall not be subject to the Rhode Island income tax on corporations,
except that the corporation shall be subject to the provisions of subsection (a), to the extent of the

income that is subjected to federal tax under subchapter S. Effective for tax years beginning on or

after January 1, 2015, a small business corporation having an election in effect under subchapter

S, 26 U.S.C. § 1261 et seq., shall be subject to the minimum tax under § 44-11-2(e).

(2) The shareholders of the corporation who are residents of Rhode Island shall include
in their income their proportionate share of the corporation's federal taxable income.

(3) [Deleted by P.L. 2004, ch. 595. art. 29, section 1.]

(4) [Deleted by P.L. 2004, ch. 595, art. 29, section 1.]

(e) Minimum tax. - The tax imposed upon any corporation under this section, including a

small business corporation having an election in effect under subchapter S, 26 U.S.C. 8§ 1361 et

seq., shall not be less than five hundred dollars ($500).

44-11-4. Returns of affiliated groups of corporations. — For tax years beginning before

January 1, 2015, An an affiliated group of corporations may file a consolidated return for the

taxable year in lieu of separate returns; provided, that all the corporations which constitute the
affiliated group at any time during the period for which the return is made and which are subject
to taxation under this chapter shall consent to the making of the consolidated return. The tax
administrator may prescribe rules and regulations as he or she may deem necessary in order that

the tax liability of any affiliated group of corporations making a consolidated return and of each
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corporation in the group, liable to taxation under this chapter, both during and after the period of
affiliation, may be determined, computed, assessed, collected, and adjusted in a manner as clearly
to reflect the net income and the corporate excess and to prevent avoidance of tax liability.

SECTION 4. Chapter 44-11 of the General Laws entitled "Business Corporation Tax" is
hereby amended by adding thereto the following section:

44-11-4.1. Combined reporting. -- (a) For tax years beginning on or after January 1,

2015, each C corporation which is part of a unitary business with one or more other corporations

must file a return, in a manner prescribed by the tax administrator, for the combined group,

determined under 8§ 44-11-1(2) or subsection (b) of this section, containing the combined income

of the combined group.

(b) An affiliated group of C corporations, as defined in section 1504 of the Internal

Revenue Code, may elect to make a consolidated return with respect to the combined reporting

requirement imposed by 8§ 44-11-4.1(a) for the taxable year in lieu of a unitary business group.

The making of a consolidated return shall be upon the condition that all eligible corporations

which, at any time during the taxable year, have been members of the affiliated group consent to

be included in such return. The making of a consolidated return shall be considered as such

consent. Such election may not be revoked in less than five (5) years unless approved by the tax

administrator.

(c) The use of a combined report does not disregard the separate identities of the taxpayer

members of the combined group. Each taxpayer member is responsible for tax based on its

taxable income or loss apportioned to this state.

(d) Members of a combined group shall exclude as a member and disregard the income

and apportionment factors of any corporation not incorporated in the United States (a "non US

corporation") if the sales factors outside the United States is eighty percent (80%) or more. If a

non US Corporation is includible as a member in the combined group, to the extent that such non

US Corporation's income is subject to the provisions of a federal income tax treaty, such income

is not includible in the combined group net income. Such member shall also not include in the

combined report any expenses or apportionment factors attributable to income that is subject to

the provisions of a federal income tax treaty. For purposes of this chapter, "federal income tax

treaty" means a comprehensive income tax treaty between the United States and a foreign

jurisdiction, other than a foreign jurisdiction which is defined as a tax haven; provided, however,

that if the tax administrator determines that a combined group member non US corporation is

organized in a tax haven that has a federal income treaty with the United States, its income

subject to a federal income tax treaty, and any expenses or apportionment factors attributable to
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such income, shall not be included in the combined group net income or combined report if: (i)

The transactions conducted between such non US corporation and other members of the

combined group are done on an arm’s length basis and not with the principal purpose to avoid the

payment of taxes due under this chapter; or (ii) The member establishes that the inclusion of such

net income in combined group net income is unreasonable.

(e) Net operating losses. A tracing protocol shall apply to net operating losses created

before January |, 2015. Such net operating losses shall be allowed to offset only the income of the

corporation that created the net operating loss; the net operating loss cannot be shared with other

members of the combined group. No deduction is allowable for a net operating loss sustained

during any taxable year in which a taxpayer was not subject to Rhode Island business corporation

tax. For net operating losses created in tax years beginning on or after January 1, 2015 such loss

allowed shall be the same as the net operating loss deduction allowed under section 172 of the

Internal Revenue Code for the combined group, except that:

(1) Any net operating loss included in determining the deduction shall be adjusted to

reflect the inclusions and exclusions from entire net income required by § 44-11-11 (a) and § 44-

1811-11.1;

(2) The deduction shall not include any net operating loss sustained during any taxable

year in which the member was not subject to the tax imposed by this chapter; and

(3) The deduction shall not exceed the deduction for the taxable year allowable under

section 172 of the Internal Revenue Code; provided that the deduction for a taxable year may not

be carried back to any other taxable year for Rhode Island purposes but shall only be allowable

on a carry forward basis for the five (5) succeeding taxable years.

(f) Tax credits and tax rate reduction.

(1) A tracing protocol shall apply to Rhode Island tax credits earned before tax years

beginning on or before January 1, 2015. Such Rhode Island tax credits shall be allowed to offset

only the tax liability of the corporation that earned the credits; the Rhode Island tax credits cannot

be shared with other members of the combined group. Rhode Island tax credits earned in tax

years beginning on or after January 1, 2015, may be applied to other members of the group.

(2) The tax rate reductions authorized under § 42-64.5 (Jobs Development Act) and § 42-

64.14 (1-195 Redevelopment Act of 2011) shall be allowed against the net income of the entire

combined group.

(q) The tax administrator shall prescribe and amend, from time to time, rules and

reqgulations as he or she may deem necessary in order that the tax liability of any group of

corporations filing as a combined group and each corporation in the combined group, liable to
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taxation under this chapter, may be determined, computed, assessed, collected, and adjusted in a

manner as to clearly reflect the combined income of the combined group and the individual

income of each member of the combined group. Such rules and regulations, shall include but are

not be limited to, issues such as the inclusion or exclusion of a corporation in the combined

group, the characterization and sourcing of each member's income, and whether certain common

activities constitute the conduct of a unitary business.

(h) The tax administrator shall on or before March 15, 2018, based upon the actual tax

filings of companies under this act for a two year period, submit a report to the chairperson of the

house finance committee and the senate finance committee and the house fiscal advisor and the

senate fiscal advisor analyzing the policy and fiscal ramifications of the changes enacted to

business corporations tax statutes, as enacted in budget article 12 of the fiscal year 2015

appropriations act. The report shall include but not be limited to the impact upon categories of

business, size of business and similar information as contained in § 44-11-45, which required the

original report.

SECTION 5. Sections 44-11-11 and 44-11-14 of the General Laws in Chapter 44-11
entitled "Business Corporation Tax" are hereby amended to read as follows:

44-11-11. ""Net income’ defined. -- (a) (1) "Net income" means, for any taxable year

and for any corporate taxpayer, the taxable income of the taxpayer for that taxable year under the
laws of the United States, plus:
(i) Any interest not included in the taxable income;

(ii) Any specific exemptions;

f¥h(iv) Interest on obligations of the United States or its possessions, and other interest

exempt from taxation by this state; and

£48(v) The federal net operating loss deduction.

(2) All binding federal elections made by or on behalf of the taxpayer applicable either
directly or indirectly to the determination of taxable income shall be binding on the taxpayer
except where this chapter or its attendant regulations specifically modify or provide otherwise.
Rhode Island taxable income shall not include the "gross-up of dividends" required by the federal

Internal Revenue Code to be taken into taxable income in connection with the taxpayer's election
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of the foreign tax credit.

(b) A net operating loss deduction shall be allowed which shall be the same as the net
operating loss deduction allowed under 26 U.S.C. section 172, except that:

(1) Any net operating loss included in determining the deduction shall be adjusted to
reflect the inclusions and exclusions from entire net income required by subsection (a) of this
section and section 44-11-11.1;

(2) The deduction shall not include any net operating loss sustained during any taxable
year in which the taxpayer was not subject to the tax imposed by this chapter; and

(3) The deduction shall not exceed the deduction for the taxable year allowable under 26
U.S.C. section 172; provided, that the deduction for a taxable year may not be carried back to any
other taxable year for Rhode Island purposes but shall only be allowable on a carry forward basis
for the five (5) succeeding taxable years.

(c) "Domestic international sales corporations" (referred to as DISCs), for the purposes
of this chapter, will be treated as they are under federal income tax law and shall not pay the
amount of the tax computed under section 44-11-2(a). Any income to shareholders of DISCs is to
be treated in the same manner as it is treated under federal income tax law as it exists on
December 31, 1984.

(d) A corporation which qualifies as a "foreign sales corporation” (FSC) under the
provisions of subchapter N, 26 U.S.C. section 861 et seq., and which has in effect for the entire
taxable year a valid election under federal law to be treated as a FSC, shall not pay the amount of

the tax computed under section 44-11-2(a). Any income to shareholders of FSCs is to be treated

in the same manner as it is treated under federal income tax law as it exists on January 1, 1985.
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44-11-14. Allocation of income from business partially within state. -- (a) In the case

of a taxpayer deriving its income from sources both within and outside of this state or engaging in
any activities or transactions both within and outside of this state for the purpose of profit or gain,
its net income shall be apportioned to this state by means of an allocation fraction to be computed
as a simple arithmetical mean of three (3) fractions:

(1) The first of these fractions shall represent that part held or owned within this state of
the average net book value of the total tangible property (real estate and tangible personal
property) held or owned by the taxpayer during the taxable year, without deduction on account of
any encumbrance thereon;

(2) The second fraction shall represent that part of the taxpayer's total receipts from sales
or other sources during the taxable year which is attributable to the taxpayer's activities or
transactions within this state during the taxable year; meaning and including within that part, as
being thus attributable, receipts from:

(i) Gross sales of its tangible personal property (inventory sold in the ordinary course of
business) where:

(A) Shipments are made to points within this state; or

(B) Shipments are made from an office, store, warehouse, factory or other place of
storage in this state and the taxpayer is not taxable in the state of the purchase.

(ii) Gross income from services performed within the state;

(iii) Gross income from rentals from property situated within the state;

(iv) Net income from the sale of real and personal property, other than inventory sold in
the ordinary course of business as described in paragraph (i) of this subdivision, or other capital
assets located in the state;

(v) Net income from the sale or other disposition of securities or financial obligations;
and

(vi) Gross income from all other receipts within the state;

(3) The third fraction shall represent that part of the total wages, salaries, and other
compensation to officers, employees, and agents paid or incurred by the taxpayer during the
taxable year which is attributable to services performed in connection with the taxpayer's

activities or transactions within this state during the taxable year.
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(b) For tax years beginning on or after January 1, 2015, all taxpayers organized under

subchapter C of the Internal Revenue Code deriving income from sources both within and outside

of this state, or engaging in any activities or transactions both within and outside of this state for

the purpose of profit or gain, its net income shall be apportioned to this state by means of an

allocation fraction to be computed as a simple arithmetical of the following factors:

(1) The factor shall represent that part of the taxpayer's total receipts from sales or other

sources during the taxable year which is attributable to the taxpayer's activities or transactions

within this state during the taxable year; meaning and including within that part, as being thus

attributable, receipts from:

(i) Gross sales of its tangible personal property (inventory sold in the ordinary course of

business) where:

(A) Shipments are made to points within this state; or

(B) Shipments are made from an office, store, warehouse, factory or other place of

storage in this state and the taxpayer is not taxable in the state of the purchase.

(ii) Gross income from the performance of services where the recipient of the service

receives all of the benefit of the service in this state. If the recipient of the service receives some

of the benefit of the service in this state, gross income which shall be included in the numerator of

the apportionment factor in proportion to the extent the recipient receives benefit of the service in

this state;

(iii) Gross income from rentals from property situated within the state;

(iv) Net income from the sale of real and personal property, other than inventory sold in

the ordinary course of business as described in subsection (b)(1)(i) of this section, or other capital

assets located in the state;

(v) Net income from the sale or other disposition of securities or financial obligations;

and

(vi) Gross income from all other receipts within the state.

(vii) Except as otherwise provided under this section, each unitary business group

member shall include all receipts in this state without regard to whether the member has nexus in

this state. Receipts between members included in a unitary business group must be eliminated in

calculating the receipts factor.

{b)}(c) Notwithstanding any of the provisions of this section, revenue and expenses
subject to the gross earnings tax pursuant to chapter 13 of this title shall not be included in the
calculation described in this section.

SECTION 6. Section 44-11-45 of the General Laws in Chapter 44-11 entitled "Business
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Corporation Tax" is hereby repealed.
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SECTION 7. Section 44-26-2.1 of the General Laws in Chapter 44-26 entitled

"Declaration of Estimated Tax by Corporations" is hereby amended to read as follows:

44-26-2.1. Declaration -- Due date -- Payment -- Interest. -- (a) Notwithstanding any

general or specific statute to the contrary, every corporation having a taxable year ending
December 31, 1990, or thereafter, shall file a declaration of its estimated tax for the taxable year
ending December 31, 1990, or thereafter, if its estimated tax can reasonably be expected to
exceed five hundred dollars ($500). The declaration, sworn to by the officer of the corporation
who is required to sign its return under any of the chapters and section mentioned in section 44-
26-1 shall contain the pertinent information and be in the form that the tax administrator may
prescribe. The entire amount of the estimated tax shall constitute the amount of the advance
required to be paid. (b) (1) Except as provided in subdivision (2) of this subsection, the
declaration of estimated tax required of corporations by subsection (a) of this section shall be
filed as follows:
If the requirements of subsection (a) are first met: The declaration shall be filed on

or before:
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before the first day of the of the third month of
the taxable Year ... the fifteenth day of the third
month of the taxable year;
after the first day of the third month and before the fifteenth day of the sixth
the first day of the sixth month of the taxable year......... month of the taxable year.
(2) The declaration of estimated tax required of corporations subject to section 27-3-38
relating to surplus line brokers premium tax or under any special act or acts in lieu of the

provisions of that section or in amendment of or in addition to that section shall be filed as

follows:
If the requirements of subsection () are first met: The declaration shall be filed on
or before:
Before the first day of the fourth month of the ................ thirtieth day of the fourth month

of the taxable year

After the first day of the fourth month and

before the first day of the sixth month of the

tAXable YEAr .....ocveiic e the thirtieth day of the sixth

month of the taxable year

After the first day of the sixth month and before the thirtieth day of the tenth

the first day of the tenth month of the taxable year ......... month of the taxable year

After the first day of the tenth month and before

the first day of the twelfth month of the taxable the thirty-first day of the twelfth

VBAE ettt e month of the taxable year

(c) An amendment of a declaration may be filed in any interval between installment dates
prescribed for the taxable year, but only one amendment may be filed in each interval.

(d) The tax administrator may grant a reasonable extension of time, not to exceed thirty
(30) days, for filing a declaration.

(e) (1) The amount of the advance based on the estimated tax declared under subsection
(a) of this section by corporations described in subdivision (b)(1) of this section shall be paid as
follows:

(i) If the declaration is filed on or before the fifteenth (15th) day of the third (3rd) month
of the taxable year, the advance shall be paid in two (2) installments. The first installment in the
amount of forty percent (40%) of the estimated tax shall be paid at the time of the filing of the
declaration. The second and last instaliment in the amount of sixty percent (60%) of the estimated

tax shall be paid on or before the fifteenth (15th) day of the sixth (6th) month of the taxable year.
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(ii) If the declaration is filed after the fifteenth (15th) day of the third (3rd) month of the
taxable year and is not required by subsection (b) of this section to be filed on or before the
fifteenth (15th) day of the third (3rd) month of the taxable year, but is required to be filed on or
before the fifteenth (15th) day of the sixth (6th) month, the advance shall be paid in full at the
time of filing.

(2) The amount of the advance based in the estimated tax declared under subsection (a) of
this section by corporations listed in subdivision (b)(2) of this section shall be paid as follows:

(i) If the declaration is filed on or before the thirtieth (30th) day of the fourth (4th) month
of the taxable year, the advance shall be paid in four (4) equal installments. The first installment
shall be paid on or before the thirtieth (30th) day of the fourth (4th) month of the taxable year,
and the second (2nd), third (3rd), and fourth (4th) installments shall be paid on or before the
thirtieth (30th) day of the sixth (6th) month, the thirtieth (30th) day of the tenth (10th) month, and
the thirty-first (31st) day of the twelfth (12th) month of the taxable year, respectively.

(ii) If the declaration is filed before the thirtieth (30th) day of the sixth (6th) month of the
taxable year, the advance shall be paid in three (3) equal installments. The first installment shall
be paid on or before the thirtieth (30th) day of the sixth (6th) month of the taxable year and the
second (2nd) and third (3rd) installments shall be paid on or before the thirtieth (30th) day of the
tenth (10th) month and the thirty-first (31st) day of the twelfth (12th) month of the taxable year
respectively.

(iii) If the declaration is filed on or before the thirtieth (30th) day of the tenth (10th)
month of the taxable year, the advance shall be paid in two (2) equal installments. The first
installment shall be paid on or before the thirtieth (30th) day of the tenth (10th) month of the
taxable year and the second installment shall be paid on or before the thirty-first (31st) day of the
twelfth (12th) month of the taxable year.

(iv) If the declaration is filed after the time prescribed in subdivision (b)(2) of this
section, including cases in which an extension of time for filing the declaration has been granted,
there shall be paid at the time of the filing all installments of the advance which would have been
payable on or before that time if the declaration had been filed within the time prescribed in
subdivision (b)(2) of this section.

() If the declaration is filed after the time prescribed in subsection (b) of this section
including cases in which an extension of time for filing the declaration has been granted,
paragraph (e)(2)(ii) of this section does not apply, and there shall be paid at the time of the filing
all installments of the advance which would have been payable on or before that time if the

declaration had been filed within the time prescribed in subsection (b).
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() If any amendment of a declaration is filed, the installment payable on or before the
fifteenth (15th) day of the sixth (6th) month, if any, or in the case of corporations licensed as
surplus line brokers under section 27-3-38, the installments payable on or before the thirtieth
(30th) days of the sixth (6th) or tenth (10th) month and thirty-first (31st) day of the twelfth (12th)
month are ratably increased or decreased, as the case may be, to reflect the increase or decrease,
as the case may be, in the estimated tax by reason of the amendment.

(h) At the election of the corporation, any installment of the advance may be paid prior to
the date prescribed for payment.

(i) In the case of any underpayment of the advance by a corporation, except as provided
in this section, there is added to the tax due under chapters 11 -- 15 and 17 of this title, or section
27-3-38, for the taxable year an amount determined at the rate described in section 44-1-7 upon
the amount of the underpayment for the period of the underpayment. For the purpose of this
subsection, the "amount of the underpayment" is the excess of the amount of the installment or
installments which would be required to be paid if the advance payments were equal to eighty
percent (80%) of the tax shown on the return for the taxable year. For the purposes of this
subsection, the "period of the underpayment" is the period from the date the installment was
required to be paid to the date prescribed under any of the chapters previously mentioned in this
section for the payment of the tax for the taxable year or, with respect to any portion of the
underpayment, the date on which the portion is paid, whichever date is the earlier. A payment of
the advance on the fifteenth (15th) day of the sixth (6th) month, or for section 27-3-38 on the
thirtieth (30th) day of the sixth (6th) month, of the taxable year is considered a payment of any
previous underpayment only to the extent that the payment exceeds the amount of the installment
due on the fifteenth (15th) day of the sixth (6th) month, or for section 27-3-38 on the thirtieth
(30th) day of the sixth (6th) month, of the taxable year.

(1) Notwithstanding the provisions of this section, the addition to the tax with respect to
any underpayment of any installment is not imposed if the total amount of all payments of the
advance made on or before the last date prescribed for payment of the installment equals or
exceeds the amount which would have been required to be paid on or before that date if the
amount of the advance was an amount equal to one hundred percent (100%) of the tax computed
at the rates applicable to the taxable year but otherwise on the basis of the fact shown on the
return of the corporation for and the law applicable to the preceding taxable year.

(K) This section is effective for estimated payments being made by corporations for
taxable years ending on or after December 31, 1990.

() Notwithstanding any other provisions of this section any taxpayer required to make an
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adjustment in accordance with section 44-11-11(f) in a tax year beginning in calendar year 2008
shall compute estimated payments for that tax year as follows:

(1) The installments must equal 100% of the tax due for the prior year plus any additional
tax due for the current year adjustment under section 44-11-11(f), or

(2) That installments must equal 100% of the current year tax liability.

(m) Notwithstanding any other provisions of this section any taxpayer required to file a

combined report in accordance with § 44-11-4.1 in a tax year beginning on or after January 1,

2015, shall compute estimated payments for that tax year as follows:

(1) The installments must equal one hundred percent (100%) of the tax due for the prior

year plus any additional tax due to the combined report provisions under § 44-1-4.1; or

(2) The installments must equal one hundred percent (100%) of the current year tax

liability.

SECTION 8. Chapter 44-12 of the General Laws entitled "Franchise Tax" is hereby

repealed in its entirety.
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SECTION 9. Section 44-11-15 of the General Laws in Chapter 44-11 entitled "Business

Corporation Tax" is hereby amended to read as follows:

44-11-15. Variation of method of allocating income. -- If at any time the tax

administrator, on his or her own motion or acting upon a complaint by a taxpayer, determines that
the methods of allocation provided are inequitable either to the state or to the taxpayer, the tax
administrator, after affording the taxpayer reasonable opportunity to be heard, may apply any

other method of allocation that is equitable and, if necessary, shall redetermine the tax.
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The division of taxation shall establish an independent appeals process to attempt to

resolve disputes between the tax administrator and the taxpayer with respect to the method of

allocation applied. The decision resulting from the independent appeals process shall not prohibit

either party from pursuing any legal remedy otherwise available if the issue is not resolved as a

result of the appeal process. The decision resulting from the independent appeals process can be

used a evidence.

SECTION 10. This act shall take effect upon passage and shall apply to tax years

beginning January 1, 2015.
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EXPLANATION
BY THE LEGISLATIVE COUNCIL

OF

AN ACT

RELATING TO STATE AFFAIRS AND GOVERNMENT - TAXATION

*kk

This act would reduce the annual business corporation tax from nine percent (9%) to
seven percent (7%) for tax years commencing on or after January 1, 2015. The act would also
revise the reporting requirements and procedures for corporations affiliated or involved in a
combined group or a unitary business, which terms are defined in the act.

This act would take effect upon passage and would apply to tax years beginning January

1, 2015.
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