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New Jersey proposes switch to 
market sourcing for service receipts 

April 23, 2013 

In brief 

A proposed New Jersey regulation would institute market-based sourcing for receipts from the sale of 

services, effective for tax years beginning on or after January 1, 2014. Market-based sourcing for services 

would thus coincide with the complete phase-in of the state’s single sales factor apportionment formula. 

Even though the regulations are effective prospectively, taxpayers may inquire whether the Division of 

Taxation would consider application of market-based sourcing before 2014. [N.J.A.C., Proposed New 

Sec. 18:7-8.10A, New Jersey Register, Vol. 45, No. 8 (4/15/13)] 

 

In detail 

Background 

Regarding the sourcing of 
services, New Jersey law 
provides that services 
performed within the state are 
included in the New Jersey sales 
factor numerator. A New Jersey 
regulation, N.J.A.C. Sec. 18:7-
8.10, provides that if services 
are performed both within and 
outside the state, the sales factor 
numerator includes receipts 
from such services based upon 
the cost of performance, the 
amount of time spent in the 
performance of these services, 
or some other reasonable 
method that reflects the trade or 
business and economic realities 
underlying the generation of the 
compensation for such services 
and without regard for where 

the amounts are payable or 
where they are actually received. 

New Jersey is phasing in a 
single sales factor 
apportionment formula. 
Starting in 2014, the single sales 
allocation formula will be fully 
phased in. The Division of 
Taxation asserts that market-
based sourcing reflects this 
change to a single sales factor, 
which assigns and allocates to 
New Jersey “income earned by a 
taxpayer based upon where 
receipts are earned or sales are 
undertaken, and not where 
performance of the service(s) is 
undertaken or how much time 
and/or resources is spent 
performing said service(s).” 

Market sourcing proposal 

Under the proposal, the sales 
factor numerator must include 

receipts derived from customers 
within the state. 

 A customer within the state 

is a recipient that is either: 

(1) engaged in a trade or 

business and maintains a 

regular place of business in 

the state; or (2) not engaged 

in a trade or business whose 

billing address is in the state.  

 A regular place of business in 

the state is not limited to the 

principal place of business of 

the customer and includes 

any office, factory, 

warehouse, or other in-state 

business location where the 

customer conducts business 

in a regular and systematic 

manner or maintains 

property or employees.  
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 A billing address is the location 

shown on the customer order or 

records of the taxpayer as the 

address of record where notices, 

statements, or bills relating to the 

customer's account or services 

provided to the customer are 

mailed.  

When services are provided to a 
recipient in New Jersey and in 
another state, the sales factor 
numerator will include receipts 
attributable to the New Jersey 
marketplace. Generally, receipts are 
attributable to the marketplace where 
the recipient ‘receives the benefit’ of 
the service. The proposal further 
outlines how to determine what 
portion of such receipts are 
attributable to New Jersey. Examples 
are provided dealing with engineering 
services, computer software services, 

advertising services, market analysis 
services, legal information services, 
payroll processing services, and other 
services. 

The proposal also provides that all 
amounts received by a taxpayer in 
payment for services are allocable, 
regardless of whether the services are 
performed by employees or agents of 
the taxpayer, by subcontractors, or by 
any other persons and regardless of 
whether the receipt is accounted for as 
an item of income or as a reduction in 
expense. In addition, it is immaterial 
where amounts are payable or where 
they are actually received. 

The takeaway 

New Jersey's complete statutory 
guidance for sourcing services 
provides that “services performed 
within the State” are sourced to New 

Jersey. Current regulations interpret 
that language as requiring a cost of 
performance method to source 
services performed inside and outside 
the state. Without a change in statute, 
the proposed regulation (based on 
California’s) interprets the same 
statutory language as requiring a 
service to be sourced on a marketplace 
approach. The switch to market-based 
sourcing for service receipts marks a 
significant change and raises the 
question as to whether such a change 
should be made legislatively, as 
opposed to a regulation amendment. 
Even though the changes are not 
scheduled to take effect for another 
year, taxpayers that may benefit from 
market based sourcing may want to 
inquire with the Division of Taxation 
whether they can apply new sourcing 
rules before 2014. 

 
 

 
 

Let’s talk   

If you have any questions about the proposed regulation, please contact one of the following individuals:  

State and local tax services 

Hardeo Bissoondial  
Partner, New York 
+1 (646) 471-8510 
hardeo.bissoondial@us.pwc.com 

Anthony Grasso 
Director, Florham Park 
+1 (973) 236-4971 
anthony.j.grasso@us.pwc.com 

Leonard DiMeglio 
Director, Florham Park 
+1 (973) 236-5549 
leonard.dimeglio@us.pwc.com  
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