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CGeneral Information Letter: Apportionment of incone derived from
pur chases of autonobile | oans.

May 20, 1999
Dear:

This is in response to your letter dated May 11, 1999, in which you request a
letter ruling. The nature of your letter and the information you have provided
require that we respond with a General Information Letter, which is designed to
provi de general information, is not a statenent of Departnent policy and is not
bi nding on the Departnent. See 86 Ill. Adm Code 1200.120(b) and (c), encl osed.

In your letter you have stated the foll ow ng:

Does XXXXXXXXXXXXXXXXXXXXXXXXXXXX (hereinafter referenced as Xxxxx)
have any corporate incone tax responsibility to the State of IL?

I have been told by the IL Departnment O Revenue personnel that this
is a conplex question and the answer is not clear in the information
they had available. As a result, | amrequesting a letter ruling to
the question, and if there is a corporate inconme tax responsibility
for xxx, please provide the docunentation and reference upon which
the determ nation is based.

Here is the information | believe you need in order to answer the
guesti on:
xxxX has registered and will be receiving a certificate of authority

to purchase installnent sales contracts sold by IL auto dealers. xxx
is a California finance conpany, wth corporate office located in
Nevada. xxx has branch offices with enployees in several states, but
there are no offices or enployees in IL. XXX purchases retai
installment contracts from dealers, such as auto dealers, normally
during the early portion of the contract term Once the contracts
are purchased, xxx services the custonmer accounts. Thi s includes
processing the custoners' paynents, which they mail directly to the
Nevada office. The customer's vehicle is collateral for the contract
with the auto dealer, and this is assigned to xxx.

Subj ect to Corporate
There are three scenari os to consi der: i ncome tax, Y/ N?

IL auto dealer and IL custoner
IL auto deal er and Non-1L custoner
Non-1L auto dealer and |IL custoner

Pl ease identify which, if any, of the above scenarios are subject to
IL corporate incone tax, and provide the tax references and
docunent ati on supporting the determ nation.

Response

In your letter, you state that XXXXXXXXXXXXXXXXXXXXXXXXxXxd wi |l be receiving a
certificate of authority to purchase installnment contracts from Illinois auto
deal ers. I assume this nmeans that XXXXXXXXXXXXXXXXXXXXXXXXXXXX w |l be

registered to do business in Illinois and that it will be licensed as a sales
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finance agency under Section 3 of the Sales Finance Agency Act. (205 ILCS
660/ 3) .

Section 502(a) of the Illinois Inconme Tax Act (the "IITA"; 35 ILCS 5/101 et
seq.) provides:

In general. A return with respect to the taxes inposed by this Act
shal |l be nmde by every person for any taxable year:

(1) For which such person is liable for a tax inposed by this
Act, or

(2) In the case of a resident or in the case of a corporation
which is qualified to do business in this State, for which such
person is required to make a federal incone tax return, regardl ess of
whet her such person is liable for a tax inposed by this Act.

Accordi ngly, qual i fyi ng to do busi ness in this State wi | cause
XXXXXXXXXXXXXXXXXXXXXXXXXXXX to be required to file an Illinois incone tax
return, even if it has no tax liability.

Regarding the tax liability of XXXXXXXXXXXXXXXXXXXXXXXXXXXX, you have not
provided us wth sufficient facts to determne whether or not any of its
busi ness incone will be apportioned to Illinois. There are two apportionment
rules that could apply. First, there is the single-factor formula provided for
"financial organizations"” under Section 304(c)(1l) of the IITA That section
provi des:

In general. Busi ness inconme of a financial organization shall be

apportioned to this State by multiplying such income by a fraction,
the numerator of which is its business income from sources wthin
this State, and the denom nator of which is its business incone from
all sources. For the purposes of this subsection, the business
i ncome of a financial organization from sources within this State is
the sum of the amounts referred to in subparagraphs (A) through (E)
follow ng, but excluding the adjusted income of an international
banking facility as determi ned in paragraph (2):

(A) Fees, conmmssions or other conpensation for financial
services rendered within this State;

(B) Goss profits from trading in stocks, bonds or other
securities managed within this State;

(O Di vidends, and interest fromlllinois customers, which are
received within this State;

(D) Interest charged to custoners at places of business
mai ntained within this State for carrying debit balances of margin
accounts, wthout deduction of any costs incurred in carrying such
accounts; and

(E) Any other gross incone resulting from the operation as a
financial organization within this State. In conputing the anounts
referred to in paragraphs (A) through (E) of this subsection, any
anount received by a nmenber of an affiliated group (determ ned under
Section 1504(a) of the Internal Revenue Code but w thout reference to
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whet her any such corporation is an "includible corporation" under
Section 1504(b) of the Internal Revenue Code) from another nmenber of
such group shall be included only to the extent such anpbunt exceeds
expenses of the recipient directly related thereto.

Section 1501(a)(8)(A) of the IITA defines "financial organization” to include a
"sal es finance conpany." Section 1501(a)(8)(C) provides:

For purposes of subparagraph (A) of this paragraph, the term "sal es
fi nance conpany" neans a person primarily engaged in the business of

purchasing or making |oans upon the security of retail installnent
contracts or retail charge agreenments or the outstanding bal ances
under such contracts or agreenments. The term includes but is not

l[imted to persons: (i) to whom the Sales Finance Agency Act is
rendered inapplicable by subsection (b) of Section 17 thereof; (ii)
engaged in consuner sales finance activities governed by the Sales
Fi nance Agency Act or that would be governed by that Act if conducted
in this State; (iii) engaged in activities governed by the Retail
Install ment Sales Act, including the making or purchasing of retail
installment contracts or retail charge agreements for "goods" or
"services" as defined in that Act, or activities that would be
governed by that Act if conducted in this State; (iv) engaged in

activities governed by the Mtor Vehicle Retail Installnent Sales Act
or that would be governed by that Act if conducted in this State; (v)
engaged in comercial finance activities governed by the Illinois

Uni form Comrercial Code or that would be governed by that Code if
conducted in this State; or (vi) engaged in the finance |easing of
tangi bl e personal property where "finance leasing” is activity that
is the econom c equival ent of an extension of credit and for which a
deduction for depreciation under Section 167 of the Internal Revenue
Code of 1986 is not available to the |essor.

From your letter, it appears t hat t he primary busi ness of
XXXXXXXXXXXXXXXXXXXXXXXXXXXX may be the purchase of retail installnment contracts
wi thin the meaning of Section 1501(a)(8)(C), making it a financial organization
If that is the case, the interest incone received in Nevada will be excluded
from the nunerator of the Illinois apportionment fornula wunder Section
304(c)(1)(C) because it will not have been received in Illinois froman Illinois
cust omer . O her income would be sourced according to the other provisions of

Section 304(c)(1), and you have given us no information about any other incone
that would allow us to give you guidance on the application of these provisions.

Second, if XXXXXXXXXXXXXXXXXXXXXXXXXXXX 1S not a financial organization, there
is the three-factor (payroll, property and sales) apportionnment fornula
prescribed for taxpayers in general under Section 304(a) of the IITA Under
that forrmula, it is possible that XXXXXXXXXXXXXXXXXXXXXXXXXXXX Wi ||l have payrol

in Illinois, even though you have stated that it wll have no offices or
enpl oyees in [Illinois. See Section 304(a)(2)(B) for the standards for
determ ning when payroll is included in the nunerator of the sales factor. It
is also possible that XXXXXXXXXXXXXXXXXXXXXXXXXXXX W || have tangible personal
property in Illinois, especially if an autonobile securing a |oan is repossessed
in Illinois. Finally, gross receipts from transactions other than sales of
tangi bl e personal property are Illinois sales if a greater portion of the
i ncome-producing activities related to those gross receipts is perforned in
Illinois than outside Illinois. See Section 304(a) of the IITA and 86 II1.
Adm n. Code 88 100.3350, 100.3360, and 100. 3370. Al so, please note that the
payroll and property factors are being phased out, and that for taxable years
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ending on and after Decenber 31, 2000, only the sales factor will be used to

apportion business incone. See Section 304(h) of the IITA

As stated above, this is a general information letter which does not constitute
a statenment of policy that applies, interprets or prescribes the tax laws, and
it is not binding on the Department. |If you are not under audit and you wish to
obtain a binding Private Letter Ruling regarding your factual situation, please
submt all of the information set out in itenms 1 through 8 of the enclosed copy
of Section 1200.110(b).

Si ncerely,

Paul S. Casel ton
Associ ate Chi ef Counsel -- Incone Tax



