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STATEOF ARIZONA .
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CENTRAL NEWSPAPERS, INC. &
SUBSIDIARIES,

Docket No. 1936-05-1

6
Appellant,

vs.
NOTICE OF DECISION:
FINDINGS OF FACT AND
CONCLUSIONS OF LAW

7
ARIZONA DEPARTMENT OF REVENUE,

8
Appellee.

9

10
The State Board of Tax Appeals, having considered all evidence and arguments presented, an

11
having taken the matter under advisement, finds and concludes as follows:

12
FINDINGS OF FACT

13
Central Newspapers, Inc. ("Centralj is engaged, through its subsidiaries, in newspape

14
publishing, primarilyin the metropolitan areas of Phoenix, Arizona, and Indianapolis, Indiana. Central an

15
a number of consenting affiliated corporations, including Phoenix Newspapers, Inc. ("PNlj, Centra

16
Newsprint Company ("Central Newsprintj, Bradley Paper Company ("Bradleyj, and Indian

17
Newspapers, Inc. ("INI")(collectively,"Appellantj, elected to file an Arizona consolidated return for t

18 ,
years ending December 31, 1995 through December 31, 1999 ("AuditPeriodj pursuant to A.R.S. § 43"19
947.

20
Central Newsprint,Bradley and/or INIwere general partners of the Ponderay NewsprintCompan

21
("Ponderayj during the AuditPeriod. 1 Ponderayis a Washingtongeneralpartnershipoperatinga pape

22

mill in the State of Washington. During the years at issue, Ponderay sold newsprint to PNI
23

24

25

1 Appellant states that due to a corporate restructuring, INI became owner of Central Newsprinfs 10% interest and
Bradley's 3.5% interest in Ponderay after December 28, 1998.
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1 The Arizona Department of Revenue (the "Department') audited Appellant's consolidated Arizon

2 returns for the Audit Period, resulting in a refund for Appellant. Appellant timely protested the amount 0

3 the refund. The Department modified the assessment, which increased the amount of the refund.,

4 Appellant protested the modified assessment, arguing that Ponderay's sales to PNI should not b

5 included in the numerator of the Arizona affiliated group's sales factor; thus, the refund should be greater.

6 A hearing officer upheld the Department's modified assessment. Appellant then protested to the Directo

7 of the Department, who upheld the hearing officer's decision. Appellant now timely appeals to this Board.

8 DISCUSSION

9
Corporations are subject to Arizona income tax on income earned from sources within the state.

10 AR.S. § 43-102(A)(5). Corporations, like Appellant, that have income from sources both within and

11 without the state must allocate and apportion their income under the Uniform Division of Income for Tax

12 Purposes Act rUDITPAj using a three factor formula. See AR.S. §§43-1131 et. seq. The formula is

13 comprised of a business's property, payroll, and sales. Only the sales factor is at issue here. The sales

14 factor is a fraction, the numerator of which is the total sales of the taxpayer in Arizona during the tax

15
period, and the denominator of which is the total sales of the taxpayer everywhere during the tax period.

AR.S. § 43-1145.
16

The issue before the Board is whether or not sales by Ponderay to PNI should be included in the
17

numerator of the Arizona sales factor of the apportionment formula.
18

Central and a number of its subsidiaries filed a consolidated Arizona corporate income tax return
19

under A.R.S. § 43-947(A), which allows that "the common parent of an affiliated group may elect to
20

21
consolidate the taxable income of all members of the affiliated group, regardless of whether each membe

is subject to tax under this title.. Id (E). For Arizona consolidated return purposes, an -affiliated group. is

defined as -corporations that have properly elected or are required to file consolidated federal income tax
22

23 returns under. . . the Internal Revenue Code: Id (H)(I)(1). -For the purposes of allocation and

24 apportionment of income, the Arizona affiliated group is considered to be and shall be treated as a single

25 taxpayer: AR.S. § 43-947(F).
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1 Corporate members of Appellant's affiliated group own 13.5 % of Ponderay, and the Department

argues that their proportionate share of Ponderay's sales should be included in the numerator of the sales

factor because such sales are attributable to affiliated corporations that are part of a single Arizona

2

3

4 taxpayer. In addition to this statute, the Department cites to a ~umber of Arizona corporate tax rulings in

support of its treatment of Ponderay's sales.

The Board has previously determined that Ponderay is not a part of Appellant's unitary business

5

6

group,2and the Department concedes that Ponderay is not part of Appellant's affiliated group. Further,
7

as Appellant points out, Ponderay is not a corporation, and thus, not part of a "single taxpayer" under
8

A.R.S. § 43-947, and the corporate tax rulings cited by the Department are irrelevant because they apply
9

10
to Arizona partnerships. Ponderay is a Washington partnership.

11
For the foregoing reasons, in the context of this particular case, the Board can find no theory

12
under which Arizona can tax Ponderay - an out of state vendor - a Washington partnership with no

13 nexus to Arizona - on its sales into Arizona. Accordingly, the Board concludes that Ponderay's sales to

14 PNI should not be included in the numerator of the Arizona sales factor of the apportionment formula.

15
CONCLUSIONS OF LAW

16
Ponderay's sales to PNI should not be included in the numerator of the Arizona sales factor 0

17 the apportionment formula.

18
ORDER

19
THEREFORE, IT IS HEREBY ORDERED that the appeal is granted, and the final order of th

20
Department is vacated.

21

22

23

24

25

2 See, Phoenix Newspapers, Inc. and Affiliates, 1..884-02-1(July 15,2003).
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1 II This decision becomes final upon the expiration of thirty (30) days from receipt by the taxpayer

2 II unless either the State or taxpayer brings an action in superior court as provided in A.R.S. § 42-1254.

3 II DATED this 22nd day of November , 2005.
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12 Copies of the foregoing
Mailed or delivered to:
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Patrick Derdenger
STEPTOE & JOHNSON
Collier Center
201 East Washington Street, 16thFloor
Phoenix,Arizona 85004-2382
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16 Lisa A. Neuville
Assistant Attorney General
Civil Division, Tax Section
1275 West Washington Street
Phoenix. Arizona 85007
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