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STATE DEDUCTION METHODOLOGY

is a method for alleviating 

double taxation of the 

same gross receipts.



■ Sales of tangible property are reflected within the sales factor on the Virginia 
corporate income tax return on the basis of receipt of an item by the purchaser in 

Virginia, rather than whether the sale originated in Virginia.

■ For all other sales, other than sales of tangible property, the sales factor on the 
Virginia corporate income tax return reflects the income producing activity that is 
performed in Virginia.

■ When the income producing activity associated with a sale is performed both within 

and outside the state of Virginia, if the majority of the income producing activity is 
performed within Virginia, the total sale is attributed to Virginia and is included in 
the taxpayer’s sales factor on the Virginia corporate income tax return.

VA Income Tax – Points to Remember



BPOL FORMULA 

State Deduction

Subtract gross receipts permitted as an out-of-state deduction from the locality’s taxable gross receipts.

Apportion Gross Receipts to Virginia Locations

Apportion the gross receipts to the localities that have a definite place of business in Virginia.

Gross Receipts Attributable to Virginia

Determine the receipts that are attributed to the business activity in Virginia.

World Wide Gross Receipts

The taxpayer must calculate its world wide gross receipts.



“Any receipts attributable to business conducted in 
another state or foreign country in which the 
taxpayer (or its shareholders, partners or members 
in lieu of the taxpayer) is liable for an income or 
other tax based upon income…shall be deducted 
from gross receipts or gross purchases that would 
otherwise be taxable.”

VA Code §58.1-3732(B)(2)

Deduction from Taxable Gross Receipts



STATE DEDUCTION METHODOLOGY

State Filings

“Only the income tax return will do”

For all states that administer an income tax, it is only the 

income tax filing that will substantiate the taxpayer’s claim and 

allow for the deduction.  If the state administers an income 

tax, no other tax filed in lieu of income tax would allow for the 
deduction.



STATE DEDUCTION METHODOLOGY

State Filings

“The withholding alone just won’t cut it”

When taxing pass-through entities, many states require the 
business to file K-1 or similar forms**, so that the 
shareholder(s), partner(s) or member(s) may be taxed upon 
the income in lieu of the entity.  For states in which a K-1 or 
similar form was filed, the taxpayer must also supply the 
income tax return filed by the shareholder(s), partner(s) or 
member(s) in order to be eligible to receive the deduction.

** Example - Virginia Form 502 Pass-Through Entity Return of Income and Return of Nonresident Withholding Tax



STATE DEDUCTION METHODOLOGY

State Filings

“Income Franchise Tax – That’s confusing, which is it?”

Some states require the taxpayer to file income, franchise and all 
other taxes on the same form.  For all states with a combined form, if 
there is attributable income filed in the income or income like 
calculation, then the filing would be supportive of a deduction 
regardless of whether or not they are liable for income tax based 
upon the calculation.  There must be an income or income like 
component within the filing, which should be loosely interpreted.

California • Kentucky • Louisiana 



For all states that do not administer an income tax, we 
would consider whether the other forms of tax are income 
like.  Per multiple guidance documents offered by the State 
Tax Commissioner, the tax must be substantially similar to 
Virginia Income Tax to be considered income like.  There 
are currently 13 states that do not administer income tax.

District of 
Columbia

Minnesota

New Jersey

New York

Rhode Island

Massachusetts

Nevada

Ohio

South Dakota

Tennessee

Texas

Washington

Wyoming

STATE DEDUCTION METHODOLOGY

State Filings

Deduction Allowed Deduction Disallowed



District of Columbia

• Unincorporated Business Franchise Tax

• Corporate Business Franchise Tax

The states listed in the box administer 

multiple taxes and fees on a combined 

form.  The specific taxes listed are “income 

like.”  In some instances, only one specific 

calculation of the tax is “income like.”  Each 

has been noted.  If there is attributable 

income filed in the income like calculation, 

then the filing would be supportive of a 

deduction regardless of whether or not the 

entity is liable for tax based upon the 

calculation.

Minnesota

• Corporation Franchise Tax

New Jersey

• Corporation Business Tax –

Entire Net Income Calculation

New York

• Business Corporation Franchise Tax –

Entire Net Income Calculation

Rhode Island

• Business Corporation Tax

STATE DEDUCTION METHODOLOGY

State Filings

“Income Like”















State Deduction 
with Situs 
Under the 
General Rule

■ Assumes the entity has one location in 
the locality.

■ The taxpayer has provided proof that the 
employees at the locality’s location have 
participated in earnings of all the states 
in which an income or income like return 
was filed.

■ The deduction from the locality’s gross 
receipts would be for the specific amount 
of receipts tied to those other states that 
are taxable in the locality for which 
employees within the locality have 
participated in earning.

ONE LOCATION

While this method places the burden of proof upon the 
taxpayer to prove that employees in the locality participated 
in the earnings of other states, because there is only one 
(1) location to attribute earnings to, the full earnings taxed 
in the other states for which an income or income like 
return was filed, would be deducted from the locality’s 
gross receipts.



State Deduction 
with Situs 
Under the 
General Rule

■ Assumes the entity has more than one 
location within and outside of the state of 
Virginia.

■ Virginia gross receipts have been 
allocated amongst all Virginia localities.

■ The taxpayer has provided proof that the 
employees at the locality’s location have 
participated in earnings of all the states 
in which an income or income like return 
was filed.

■ The deduction from the locality’s gross 
receipts would be for the specific amount 
of receipts tied to those other states that 
are taxable in the locality for which 
employees within the locality have 
participated in earning.

MULTIPLE 

LOCATIONS



State Deduction 
with Situs 
Under the 
General Rule

MULTIPLE 

LOCATIONS

This is the hardest method to calculate state 
deduction for because the taxpayer is required to 
prove that the employees within the locality 
participated in the earnings of other states.  
Additionally, the burden of proof is upon the 
taxpayer to specifically identify the portion of 
receipts taxable in the locality that were also taxable 
in another state, for which the taxpayer filed an 
income or income like tax return.  It’s this specific 
portion of receipts taxable in the locality that were 
also taxable in another state that would be used to 
make the deduction.  If the taxpayer has multiple 
locations in Virginia and worldwide, this is 
substantially harder to prove.

Acceptable Forms of Substantiated Proof:  

o Ratified Contracts identifying key contacts, as 
well as where and how work is to be performed.

o Travel Receipts.

o Ratified Engagement Letter identifying key 
contacts and their locations.



State Deduction 
with Situs by 
Payroll 
Apportionment

■ The taxpayer has proven that it is 
“impractical and impossible” to attribute 
receipts under the General Rule. The 
burden of proof is upon the taxpayer.

■ There is an assumption that the employees 
in the locality participate in earning 
worldwide gross receipts and all other 
worldwide employees participate in earning 
the locality’s gross receipts.

■ Worldwide payroll is calculated and the 
locality’s percentage of worldwide payroll 
as a whole is determined.

■ Payroll apportionment is used to calculate 
the locality’s gross receipts.

■ The deduction to the locality’s gross 
receipts would be for the locality’s 
percentage of all gross receipts in each 
state for which an income or income like 
return was filed.

Nielsen

Nielsen

Nielsen



State Deduction 
with Situs by 
Payroll 
Apportionment

If T = total receipts, O = receipts attributable 
to other states, and P = the payroll 
apportionment factor for the local definite 
place of business, then: 

(T - O)*P = (T*P) - (O*P)

This is the easiest method to calculate the 
state deduction.  If payroll apportionment 
had to be used to assign gross receipts in 
the first place, it is highly unlikely that  any 
gross receipts can be accurately linked or 
tied whether for situs or deduction.  Hence 
the assumption that all employees 
participate in all earnings.

Nielsen

Nielsen

Nielsen
Guidance provided in P.D. 18-22 refers to P.D. 12-88.  
P.D. 12-88 references the formula used in P.D. 10-228.



State Deduction 
with Situs by 
Payroll 
Apportionment

T = total receipts

O = receipts attributable to other states **

P = the payroll apportionment factor for the 
local definite place of business

(T*P) - (O*P)

Example:

T = $1,000,000

O = $425,000

P = 35%

($1,000,000 x 0.35) – ($425,000 x 0.35) =

$350,000 - $148,750 =

$201,250 Adjusted GR Total 

Nielsen

Nielsen

Nielsen

** Only include receipts attributable to other states for 
which and income or income like tax return was filed.



If you would like a copy of the State Tax by State 
spreadsheet or the Loudoun County Methodology please e-

mail me.  I would be happy to send you a copy.

Julie Rivard

julie.rivard@loudoun.gov


