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Multistate Tax Alert  
California court issues Proposed Statement of Decision addressing agricultural business 
and alternative apportionment 

On February 26, 2026, the Los Angeles County Superior Court filed a Proposed Statement of Decision (the “Proposed Decision”) in 
Smithfield Packaged Meats Corp. (f/k/a John Morrell & Co.) v. California Franchise Tax Board, Case No. 21STCV39637. The Proposed Decision 
addresses the appropriate apportionment methodology for Smithfield Packaged Meat Corp.’s (“Smithfield”) multistate business income 
subject to California corporation franchise tax for tax year ending 2014.

In the Proposed Decision, the court concluded that Smithfield qualifies as an “agricultural business” under California Revenue and 
Taxation Code (“CRTC”) section 25128(b) and therefore must use an equally weighted three-factor apportionment formula based on 
property, payroll, and sales. Additionally, the court concluded that, even if Smithfield did not qualify as an agricultural business, the 
company would alternatively be entitled to relief under CRTC section 25137 because the application of California’s single sales factor 
formula does not fairly represent the extent of Smithfield’s business activity in California.

This Multistate Tax Alert summarizes the Proposed Decision, which remains subject to objection under California Rule of Court 3.1590, 
and is not yet a final judgment.

URL: https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2026/california-court-issues-proposed-statement-of-decision-
addressing-agricultural-business-and-alternative-apportionment.pdf  
[Issued March 3, 2026]  

Income/Franchise 
California – Trial Court Says Agribusiness Qualifies for Three-Factor Alternative 
Apportionment

Case No. 21STCV39637, Cal. Super. Ct., County of Los Angeles (2/26/26). In a case involving a hog production and harvesting business, 
a California superior court (Court) issued a proposed statement of decision in the taxpayer’s favor that based on the submitted facts 
for the 2014 California corporate income tax year at issue, it: i) successfully petitioned under Cal. Rev. & Tax Code section 25137 for 
alternative apportionment and the use of a three-factor apportionment formula in showing that California’s standard single-sales 
factor formula failed to fairly represent its in-state business activity; and ii) qualified as an agricultural business under Cal. Rev. & Tax 
Code section 25128(b) eligible to utilize a special industry three-factor formula to apportion its income. In doing so, the Court also 
held that the “product-based approach” under California Code of Regulation, tit. 18, § 25128-2 for defining agricultural businesses (i.e., 
looking only at whether the final product sold by a taxpayer has undergone processing, and otherwise treating the receipts as non-
agricultural) was inconsistent with the plain text and purpose of Cal. Rev. & Tax Code section 25128(b), and invalidly narrowed the scope 
of the statute as applied to the taxpayer because it ignored the fact that the majority of the taxpayer’s business activities constitute 
agricultural activities. The Court accordingly directed the California Franchise Tax Board to grant the taxpayer’s underlying refund claim 
consistent with “application of the three-factor apportionment formula.” 

https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2026/california-court-issues-proposed-statement-of-decision-addressing-agricultural-business-and-alternative-apportionment.pdf
https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2026/california-court-issues-proposed-statement-of-decision-addressing-agricultural-business-and-alternative-apportionment.pdf
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See recently issued Multistate Tax Alert for more details on this proposed statement of decision, as well as some related considerations, and 
please contact us with any questions.  
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California – Out-of-State Seller with In-State Inventory Stored through Third-Party 
Fulfillment Program Owes $800 Minimum Tax

OTA Case No. 230212546, Cal. Off. of Tax App. (12/29/25). In an opinion involving an out-of-state seller of products through a third-party 
fulfillment company program whereby the seller essentially owned inventory stored at the third-party’s in-state warehouses (fulfillment 
centers) and contracted with that third-party to ship its products from those fulfillment centers to its customers, the California Office 
of Tax Appeals (OTA) concluded that the seller was “doing business” in California under Cal. Rev. & Tax Code section 23101(a), and thus 
subject to California’s annual $800 minimum tax for the 2019 tax year at issue. According to the OTA, under Cal. Rev. & Tax Code section 
23101(a), the company’s storage of inventory and sales in California during the 2019 tax year satisfied the criteria of “actively engaging 
in any transaction for the purpose of financial or pecuniary gain or profit” for income tax purposes. Previously, the company had been 
notified by the California Department of Tax and Fee Administration (CDTFA) that it was subject to California sales tax based on its in-
state physical presence from the same activities. Please contact us with any questions. 
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https://ota.ca.gov/wp-content/uploads/sites/54/2026/03/Fishbone-Apparel-Inc.pdf
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Colorado – DOR Publishes Updated Information on How and When Some Partnerships 
Must Report Federal Tax Adjustments 

Income Tax Topics: Partnership Audit Adjustments, Colo. Dept. of Rev. (rev. 2/26); Income Tax Topics: Administrative Adjustment Requests, Colo. 
Dept. of Rev. (rev. 3/26). Pursuant to legislation enacted in 2023 in response to changes in the federal partnership audit and adjustment 
process under the federal 2015 Bipartisan Budget Act [see H.B. 1277 (2023) and State Tax Matters, Issue 2023-23, for more details on this 
2023 legislation], updated Colorado Department of Revenue (Department) publications address how and when some partnerships must 
report final federal tax adjustments to the Department. The publications include information on state partnership representatives; 
notification, filing, and payment deadlines; rules applicable to tiered partners and indirect partners; and various filing and payment 
requirements – noting that Colorado’s requirements apply to every partnership that is audited by the Internal Revenue Service or 
files an Administrative Adjustment Request, regardless of whether “the partnership elects to pay any additional federal tax at the 
partnership level or ‘push out’ the adjustments to the partners.” Please contact us with any questions.
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New Jersey – U.S. Supreme Court Denies Taxpayer Request to Review Whether CBT 
Royalty Expense “Addback” Exception is Constitutional 

Docket No. 25-769, US (cert. denied 3/2/26). The U.S. Supreme Court denied the taxpayer’s request to review whether New Jersey’s scheme 
for taxing royalty payments violates the U.S. Constitution’s Commerce and Due Process Clauses. The underlying case involved New 
Jersey’s corporation business tax (CBT) intercompany royalty expense “addback” adjustment and corresponding regulation for tax 
periods before the implementation of mandatory combined CBT filing in New Jersey where, in 2025, the New Jersey Superior Court, 
Appellate Division affirmed that the 2020 amended version of the CBT regulation at issue retroactively cured constitutional violations 
[see Case No. A-000595-23-T04, N.J. Sup. Ct., App. Div. (4/29/25) and State Tax Matters, Issue 2025-17, for details on 2025 decision]. The 
taxpayer in the case had asked the U.S. Supreme Court whether New Jersey’s scheme for taxing royalty payments that i) “conditions 
the deductibility of related-party royalty payments on the extent of the royalty recipient’s in-state activity” burdens and discriminates 
against interstate commerce in violation of the Commerce Clause; and ii) “limits the deductibility of the royalty expense to the extent the 
royalty recipient pays tax in the state on the royalty income, indirectly taxes out-of-state activity with no connection to New Jersey” in 
violation of the Commerce or Due Process Clauses. Please contact us with any questions. 
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https://tax.colorado.gov/sites/tax/files/documents/ITT_Partnership_Audit_Adjustments_Feb_2026.pdf
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Ftax.colorado.gov%2Fsites%2Ftax%2Ffiles%2Fdocuments%2FITT_Administrative_Adjustment_Requests_Mar_2026.pdf&data=05%7C02%7Csponda%40deloitte.com%7Cc73c75766db34b2616d608de7a23ae47%7C36da45f1dd2c4d1faf135abe46b99921%7C0%7C0%7C639082491160465106%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=pYLG4orRnLP1d36Zj3o471KvLWeJcxIkJi2WLvNHFro%3D&reserved=0
https://leg.colorado.gov/bills/hb23-1277
https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2023/STM/230609_3.html?elqTrackId=0ff5ddebe78442d4b0aa3ea60cc61eae&elq=317a60371cfb4c0792ad7a09ddddfa93&elqaid=104640&elqat=1&elqCampaignId=
https://www.supremecourt.gov/search.aspx?filename=/docket/docketfiles/html/public/25-769.html
https://www.njcourts.gov/system/files/court-opinions/2025/a0595-23a0596-23.pdf
https://dhub.deloitte.com/Newsletters/Tax/2025/STM/250502_4.html?elqTrackId=8b261c8cd21d4f58ae0011316a90662e&elq=6b1e19b7d2eb4304a008054e7bbd9591&elqaid=118703&elqat=1&elqCampaignId=&elqak=8AF5998CF6F025220FCB5C38BDA7F2889B06B1C8828A01073464621C5EEDDAFCBB9C
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Michigan – Notice Explains State Law that Decouples from Several Provisions Under the 
One Big Beautiful Bill Act  

Notice: Decoupling Michigan’s Income Taxes from Certain Internal Revenue Code (IRC) Provisions, Mich. Dept. of Treasury (2/25/26). A Michigan 
Department of Treasury (Department) notice explains how legislation enacted in 2025 [see H.B. 4961 (2025 PA 24) and State Tax 
Matters, Issue 2025-39, for more details on this 2025 legislation] updated Michigan’s conformity to the Internal Revenue Code (IRC) and 
“decoupled” from several IRC provisions enacted by the federal One Big Beautiful Bill Act (commonly referenced as “OBBBA” and more 
formally as P.L. 119-21). Specifically, the notice addresses how taxpayers must adjust income reported under Michigan corporate 
income, individual income, and elective flow-through entity taxes – “generally starting with tax year 2025” – related to the following 
provisions in the OBBBA:

	• immediate deduction of research and experimental (R&D) expenses under IRC section 174A;

	• special depreciation of certain production property under IRC section 168(n);

	• bonus depreciation allowing for the deduction of 100% of the cost of equipment in the first year under IRC section 168(k);

	• business interest deduction increase under IRC section 163(j); and

	• increased limit on depreciable business assets deduction under IRC section 179.
 
The Department notes that Michigan taxpayers must report decoupling adjustments on “miscellaneous lines” for 2025 forms and 
maintain adequate records to support decoupling adjustments reported on any Michigan return. The notice also explains that a 
member of a flow-through entity must report its share of the flow-through entity’s decoupling adjustments on the member’s Michigan 
income tax return; consequently, “a flow-through entity must report to each of its members specific information about that member’s 
share of any decoupling adjustments.” Please contact us with any questions.  
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https://www.michigan.gov/treasury/reference/taxpayer-notices/decoupling-michigan-income-taxes-from-certain-internal-revenue-code-provisions
https://www.legislature.mi.gov/Bills/Bill?ObjectName=2025-HB-4961
https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2025/us-tax-statetaxmatters-10102025.pdf
https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2025/us-tax-statetaxmatters-10102025.pdf


6

State Tax Matters / The power of knowing� | March 6, 2026

South Carolina – ALJ Remands Case Involving Alternative Apportionment and Combined 
Reporting

Case No. 25-ALJ-17-0256-CC, S.C. Admin. Law Ct. (2/27/26). In a case involving the South Carolina Department of Revenue’s (Department) 
authority to mandate an alternative apportionment method (e.g., forced combination) related to its audit of a taxpayer’s South Carolina 
corporate income and license fees for certain prior years at issue, the chief administrative law judge with the South Carolina
Administrative Law Court (Court) remanded the case back to the Department to consider 2024 legislative amendments mandating 
additional standards and procedures for the Department to “effectuate an equitable allocation and apportionment” of a corporate 
taxpayer’s South Carolina income [see S.B. 298 (2024) and previously issued Multistate Tax Alert for more details on these 2024 legislative 
amendments]. In doing so, the Court gave the Department three months to issue a new final determination and address the taxpayer’s 
concerns – specifically, the taxpayer’s opposition of the Department’s alternative apportionment method of sub-combination. The Court 
also rejected the taxpayer’s petition to completely void the underlying tax assessment, reasoning that a complete void would lead to 
an impractical result given that the parties disagreed on the amount of the company’s tax liability for the audit years at issue. Please 
contact us with any questions. 
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West Virginia – New Law Generally Updates State Conformity to Internal Revenue Code, 
Including OBBBA Conformity  

S.B. 393; S.B. 400, signed by gov. 3/2/26. Effective from passage, new law generally adopts all amendments made to federal law after 
December 31, 2024, but prior to January 1, 2026, for West Virginia corporation net income and personal income tax purposes “to the 
same extent those changes are allowed for federal income tax purposes, whether the changes are retroactive or prospective.” However, 
“no amendment to the laws of the United States made on or after January 1, 2026, shall be given any effect.” The law provides that these 
amendments are retroactive to the extent allowable under federal income tax law, and it also states that “with respect to taxable years 
that began prior to January 1, 2026, the law in effect for each of those years shall be fully preserved as to that year” except as otherwise 
provided. The legislation does not contain language that specifically “decouples” from any provisions enacted by the federal One Big 
Beautiful Bill Act (commonly referenced as “OBBBA” and more formally as P.L. 119-21). Please contact us with any questions.
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https://www.decisions.scalc.net/
https://www.scstatehouse.gov/billsearch.php?billnumbers=298&session125&summary=B
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/Tax/us-tax-multistate-tax-alert-south-carolina-limits-department-of-revenue-use-of-combined-reporting-as-alternative-apportionment-method.pdf
https://www.wvlegislature.gov/Bill_Status/Bills_history.cfm?input=393&year=2026&sessiontype=RS&btype=bill
https://www.wvlegislature.gov/Bill_Status/Bills_history.cfm?input=400&year=2026&sessiontype=RS&btype=bill


Gross Receipts  
Washington – DOR Addresses Terminated Penny Production and Resulting B&O Taxation 
of Rounding Gains 

Interim guidance statement regarding the elimination of the penny, Wash. Dept. of Rev. (2/26/26). Referencing the federal government’s 
decision to end production of the penny, the Washington Department of Revenue (Department) posted interim guidance addressing 
the resulting state business and occupation (B&O) and sales tax implications for general sellers and retailers that choose to round the 
amount collected on cash transactions. For B&O tax purposes, the guidance explains that when any rounding results in a gain to the 
seller, the gain generally is considered taxable gross income of the business under the “Service & Other Activities” tax classification; 
however, because the Department is “aware of legislation that may affect the B&O taxability of gains or losses from rounding” and 
“the unique circumstances concerning the elimination of the penny,” the guidance states that it will not take action to enforce B&O tax 
liability on gains from rounding “on a prospective basis following the publication of final guidance.” The Department also notes that 
any resulting rounding losses are simply a cost of doing business and may not be deducted from the seller’s gross income for B&O tax 
purposes. Illustrative examples are provided. 

Regarding Washington sales tax, the guidance explains that for retailers choosing to round the amount collected on cash transactions 
due to the shortage of pennies, such rounding does not alter the sales tax calculation itself – that is, “sales tax remains due on the 
sales price prior to the retailer applying rounding due to the lack of pennies.” The guidance notes that these retailers may choose their 
own rounding procedures and may round up or down to the nearest nickel, round all transactions up to the nearest nickel, or round all 
transactions down to the nearest nickel. Lastly, the Department states that, overall, it will “continue to review these issues for purposes 
of developing final guidance,” and this interim guidance statement will remain in effect until it issues final guidance, cancels this interim 
statement, or new legislation is enacted. Please contact us with any questions.
 

Robert Wood (Seattle)
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Tax Senior Manager
Deloitte Tax LLP
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https://dor.wa.gov/laws-rules/interim_guidance_statements/interim-guidance-statement-regarding-elimination-penny
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Washington – Receipts from Remote Title Service Transactions Deemed Sourced to 
Location of Purchasers’ In-State Real Property   

Case No. 59809-4-II, Wash. Ct. App. (3/3/26). In a state business and occupation (B&O) tax receipts sourcing case involving a national title 
insurance/escrow service company that provides its services remotely through out-of-state affiliated agencies in connection with the 
sale or refinancing of real property, a Washington Court of Appeals (Court) reversed and remanded a trial court’s ruling with instructions 
to enter summary judgment in the Washington Department of Revenue’s favor for the January 1, 2009, through December 31, 2012 audit 
periods at issue. In doing so, the Court held that the receipts at issue must be sourced to Washington under Rev. Code Wash. section 
82.32.730(1)(b) as remote transactions because purchasers “receive” or “make first use of” the services in Washington at the underlying 
real property’s in-state location, rather than outside Washington at a remote agent’s closing office pursuant to Rev. Code Wash. section 
82.32.730(1)(a). The Court explained that Rev. Code Wash. section 82.32.730(1)(a) does not apply in this case as it was undisputed that 
all the services at issue were provided remotely – that is, all services provided by the company’s affiliated agencies occurred outside 
Washington at various remote closing offices, and there was no showing that a purchaser ever went to the out-of-state offices to meet 
with the company’s affiliated agencies in person. Among its unsuccessful claims to the contrary, the company argued that the sourcing 
provisions under Rev. Code Wash. section 82.32.730(1)(a) do not require a customer’s physical presence at the seller’s business location 
and that, based on this statutory provision, the purchasers in this case effectively received the services at the respective out-of-state 
closing offices. Please contact us with any questions.
 

Robert Wood (Seattle)
Tax Principal
Deloitte Tax LLP
robwood@deloitte.com                    

Angela Deamico (Seattle)
Tax Senior Manager
Deloitte Tax LLP
adeamico@deloitte.com                 

https://www.courts.wa.gov/opinions/pdf/D2 59809-4-II Published Opinion.pdf


Sales/Use/Indirect 
Arizona – State High Court Vacates Appellate Court to Hold that Linen Rental Company 
Qualifies for Use Tax Manufacturing Exemption   

Case No. CV-24-0288-PR, Ariz. (3/3/26). The Arizona Supreme Court (Court) vacated a 2024 Arizona Court of Appeals decision [see Case 
No. 1 CA-TX 23-0003, Ariz. Ct. App. (11/7/24) and State Tax Matters, Issue 2024-46, for more details on the lower court’s decision in this case] 
to hold for a company that cleans and sanitizes hundreds of thousands of pounds of textiles (linens) on a weekly basis and rents them 
to customers in the healthcare industry by concluding that its sanitization equipment qualified for Arizona’s use tax manufacturing 
exemption. The Court reasoned that “processing operations” under this statutory use tax exemption applies to machinery and 
equipment that an entity uses to change the marketability of a product, and because the industrial healthcare textile laundry facility 
at issue changes the marketability of the textiles it markets, it qualified for the exemption. Under the facts, the company’s equipment 
performs mechanical and chemical sanitization on linens that it owns, rents, delivers, and then re-collects to be cleaned and sanitized 
again. In ruling for the company, the Court considered whether the downstream transactions of a taxpayer’s business – that is, whether 
it sells or rents a product – are relevant to the taxpayer’s eligibility for this exemption and concluded that such downstream transactions 
are irrelevant to the “processing operation” inquiry, “which only examines distinct operations within the entire business.” Please contact 
us with any questions.
 

Scott Schiefelbein (Portland)
Tax Managing Director
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Missouri – Amended Rule Reflects Caselaw Disqualifying Temporary Storage Exemption 
Due to In-State Testing and Certification   

Amended 12 CSR 10-113.300, Temporary Storage, Mo. Dept. of Rev. (3/2/26). The Missouri Department of Revenue amended its rule on 
Missouri’s temporary storage exemption to include reference to a 2012 Missouri Supreme Court decision, which held that a taxpayer 
did not qualify for this sales and use tax exemption because its in-state testing and certification process on the purchased parts at issue 
“went beyond mere temporary storage and constituted a taxable use.” The amended rule has been adopted as originally proposed in 
November 2025; no changes were made to the text of the proposed amendments [see State Tax Matters, Issue 2025-44, for details on the 
revised text]. The amended rule takes effect 30 days after its March 2, 2026 publication in the Missouri Register. Please contact us with 
any questions.
 

Kathy Saxton (Atlanta) 
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https://www.azcourts.gov/Portals/0/OpinionFiles/Supreme/2026/CV240288PR.pdf?ver=UBlr9imd0df2yVJC_sWIJg%3d%3d
https://www.azcourts.gov/Portals/0/OpinionFiles/Div1/2024/1 CA-TX 23-0003 9WHalo v. ADOR.pdf
https://www.azcourts.gov/Portals/0/OpinionFiles/Div1/2024/1 CA-TX 23-0003 9WHalo v. ADOR.pdf
https://dhub.deloitte.com/Newsletters/Tax/2024/STM/241115_3.html?elqTrackId=937b470f863e4bec9ab7a8eac3c56467&elq=1ac7fa7098894b74be422804d27b3739&elqaid=115685&elqat=1&elqCampaignId=&elqak=8AF5485C5C0592E63E66AF3046C9C07C35D7FAA74F93797CBEA2068875237B2B9208
https://www.sos.mo.gov/CMSImages/AdRules/moreg/2026/v51n5March1/v51n5.pdf
https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/2025/us-tax-statetaxmatters-11142025.pdf


Washington – DOR Announces Temporary Program Offering Potential Penalty Waiver on 
Newly Taxable Services   

ESSB 5814 Penalty Relief Program, Wash. Dept. of Rev. (3/4/26). Referencing specific legislation enacted in 2025 that took effect on 
October 1, 2025 [see ESSB 5814 (2025), and previously issued Multistate Tax Alert for more details on this new law], and which expands 
Washington’s sales and use tax base to include additional services – such as defined advertising services (including all digital and 
nondigital services related to the creation, preparation, production, or dissemination of advertisements), information technology 
training services, technical support, and various other services including but not limited to network operations and support assistance, 
help desk services, in-person software and hardware training, and custom website development services – the Washington Department 
of Revenue (Department) announced that it is “offering a temporary program to waive certain penalties for businesses that voluntarily 
report and pay retail sales and use taxes for these services.” In doing so, the Department explains that it recognizes these recent 
legislative changes were “challenging for many businesses to understand and follow before the law took effect.” The Department states 
that this temporary program potentially waives certain penalties (i.e., not including evasion, negligence, and tax avoidance penalties) for:

	• uncollected Washington retail sales tax and unpaid Washington use tax caused by ESSB 5814 changes; and

	• reporting periods from October 1, 2025, through December 31, 2026.
 
Additionally, to qualify, taxpayers must owe Washington retail sales tax or use tax because of the changes enacted under ESSB 5814 
and submit an application for penalty relief by September 30, 2027. For preexisting contracts with temporary sales tax relief, the 
Department explains that any provided penalty relief “starts when the contract no longer qualifies for temporary relief or on April 1, 
2026, whichever comes first,” and that such relief would end on December 31, 2026. Please contact us with any questions.
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https://dor.wa.gov/taxes-rates/retail-sales-tax/services-newly-subject-retail-sales-tax/essb-5814-penalty-relief-program
https://app.leg.wa.gov/BillSummary/?BillNumber=5814&Year=2025&Initiative=false
https://www.deloitte.com/content/dam/assets-zone3/us/en/docs/services/tax/multistate-tax-alert-washington-expands-sales-and-use-tax-to-select-services.pdf
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