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In brief 

On May 7, 2014 the Rhode Island Senate introduced S.B. 2988 that would reduce the corporate income 

tax rate from 9 percent to 7 percent, adopt a single sales factor apportionment formula and implement 

combined reporting for multi-state corporations.  The changes are effective for tax years beginning on or 

after January 1, 2015. 

 

In detail 

Corporate rate reduction 

For tax years beginning on or 
after January 1, 2015 the annual 
rate imposed on each 
corporation shall be reduced 
from 9 percent to 7 percent of 
net income. 

Single Sales Factor 

Apportionment 

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 the state, or engaging 
in any activities or transactions 
both within and outside of the 
state for the purpose of profit or 
gain are required to apportion 
net income by an allocation 
fraction. The fraction will 

represent the taxpayer’s total 
receipts from sales or other 
sources during the taxable year 
that are attributable to the 
taxpayer’s activities or 
transactions within the state 
during the taxable year.  

For a taxpayer that is a unitary 
business group, sales include 
sales in the state of every 
member included in the unitary 
business group without regard 
to whether the member has 
nexus in the state. 

Combined reporting 

For tax years beginning on or 
after January 1, 2015 each 
corporation that is a part of a 
unitary business must file a 
return for the combined group.  
Under the legislation, a 
“combined group” is defined as 
a group of two or more 

corporations in which more 
than fifty percent of the voting 
stock of each member is directly 
or indirectly owned by a 
common owner or owners, 
either corporate or non-
corporate, or by one or more of 
the member corporations, that 
are engaged in a unitary 
business.  For these purposes, a 
“unitary business” is defined as 
the activities of a group of two 
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.   
Under the legislation, the term 
unitary business is required to 
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be construed to the broadest extent 
permitted under the United States 
Constitution. 

Filing a combined report does not 
disregard the separate identities of the 
members of the combined group, and 
each member is responsible for tax 
based on its taxable income or loss 
apportioned to the state. 

Members of a combined group shall 
exclude the income and 
apportionment factors of any 
corporation not incorporated in the 
United States if the sales factor 
outside the United States is eighty 
percent or more.  If a non-US 
corporation is includible as a member 
in the combined group, then such 
income (and associated 
apportionment factors) is not 
includible in combined group net 
income to the extent such income is 
subject to the provisions of a federal 
income tax treaty. For these purposes, 
"federal income tax treaty" is defined 
as 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.i 

A tracing protocol shall apply to net 
operating losses created before 
January 1, 2015. Such net operating 
losses shall be allowed to offset only 
the income of the corporation that 
created the net operating loss, and not 
be shared with other members of the 
combined group. For net operating 
losses created in tax years beginning 
on or after January 1, 2015, such 
losses are considered the same as the 
net operating loss deduction allowed 
under 26 U.S.C 172 for the combined 
group, with certain exceptions (and 
such loss may not be carried back and 
may only be carried forward for the 
five succeeding taxable years).  

Similarly, a tracing protocol will apply 
to tax credits earned before January 1, 
2015.  Such credits will be allowed to 
offset the tax liability only of the 
corporation that earned it.  Credits 
earned beginning on or after January 
1, 2015 may be applied to other 
members of the group.  

Affiliated Group Election 

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, in lieu of a unitary 
business group, conditioned upon all 
members of the affiliated group 
consenting to be included in such 
return.  The making of a consolidated 
return shall be considered consent 
and such election may not be revoked 
in less than 5 years unless approved 
by the tax administrator.  

The takeaway 

Rhode Island has considered similar 
combined reporting legislation in the 
past, however there are a few 
differences in S.B 2988 over 2011 
proposed legislation. First, the state 
has received the results of the pro 
forma combined reporting study that 
bears out where combined reporting 
will take the state financially.  One of 
the biggest arguments in the past was 
there were too many unknowns.  
Second, prior legislation was not 
coupled with any sort of incentive for 
Rhode Island based companies.  Since 
S.B. 2988 contains both single sales 
factor and rate reduction, it is likely to 
get support from Rhode Island based 
industries.   

 
 
 

 
 

 

Let’s talk   

If you have any questions regarding the Rhode Island Senate Bill 2988, please contact: 
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Principal, Boston 
+1 (617) 530-4573 
jon.muroff@us.pwc.com 
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Partner, Boston 
+1 (617) 530-4745 
robert.c.ozmun@us.pwc.com 
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i "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) facilitates 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 excludes the 
jurisdiction's resident taxpayers from taking advantage of the tax regime's benefits, or prohibits enterprises that benefit 
from the regime from operating in the jurisdiction's domestic market; or (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. 
 


