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Income/Franchise:
lllinois DOR Denies Alternative Apportionment Request to Include Royalties in
Sales Factor

General Information Letter IT 24-0006-GIL, |ll. Dept. of Rev. (6/24/24). Responding to a global consumer
products company’s request to employ an alternative apportionment method on its lllinois corporate income
tax combined return with US subsidiaries who all received royalties from foreign affiliates through licensing
arrangements for the intangibles they owned, the lllinois Department of Revenue (Department) rejected
inclusion of such royalties in the company’s sales factor and concluded that:

URL:

https://tax.illinois.gov/content/dam/soi/en/web/tax/research/legalinformation/letterrulings/it/documents/2024/1T24-
0006-GIL.pdf

e Such royalty income did not comprise more than 50% of the taxpayer’s total gross receipts included in
gross income as required for inclusion under lllinois standard apportionment statutes; and

e The taxpayer failed to show there was anything inherently distortive or unfair in excluding the royalties
at issue from the sales factor based on the taxpayer’s activities in this case.

In its lengthy ruling, the Department noted that the taxpayer’s sales factor consisted primarily of sales of
tangible personal property representing consumer goods sold by members of the lllinois combined group, and
the taxpayer failed to show that an alternative apportionment formula would more accurately represent its
market in lllinois. The Department added that an alternative apportionment method may not be invoked,
either by the Department or by a taxpayer, merely because it reaches a different apportionment percentage
than the required statutory formula. Under lllinois’ standard apportionment formula, gross receipts from the
licensing of intangible property (e.g., royalties) are included in the sales factor only if gross receipts from
licensing of such items comprise more than 50% of the taxpayer’s total gross receipts included in gross income
during the tax year and during each of the two immediately preceding tax years. Please contact us with any
questions.
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This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited
(“DTTL"), its global network of member firms or their related entities (collectively, the “Deloitte
organization”) is, by means of this communication, rendering professional advice or services. Before
making any decision or taking any action that may affect your finances or your business, you should consult
a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or
completeness of the information in this communication, and none of DTTL, its member firms, related
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising
directly or indirectly in connection with any person relying on this communication. DTTL and each of its
member firms, and their related entities, are legally separate and independent entities.
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enable clients to transform and thrive, and lead the way toward a stronger economy, a more equitable
society and a sustainable world. Building on its 175-plus year history, Deloitte spans more than 150
countries and territories. Learn how Deloitte’s approximately 415,000 people worldwide make an impact
that matters at www.deloitte.com.
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