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MICHIGAN BUSINESS TAX 
APPORTIONMENT: SOURCING SALES OF TANGIBLE PERSONAL PROPERTY 

 
Pursuant to MCL 205.6a, a taxpayer may rely on a Revenue Administrative Bulletin issued by the Department of 
Treasury after September 30, 2006, and shall not be penalized for that reliance until the bulletin is revoked in 
writing.  However, reliance by the taxpayer is limited to issues addressed in the bulletin for tax periods up to the 
effective date of an amendment to the law upon which the bulletin is based or for tax periods up to the date of a final 
order of a court of competent jurisdiction for which all rights of appeal have been exhausted or have expired that 
overrules or modifies the law upon which the bulletin is based.  

 
RAB 2010-XX 
 
The purpose of this Revenue Administrative Bulletin is to (a) address how sales of tangible 
personal property are sourced within and without Michigan for purposes of the Michigan 
Business Tax ("MBT") apportionment formula sales factor, and (b) application of the sourcing 
test for sales where the purchaser receives its purchase at the seller's dock ("dock sales") and 
where the seller delivers the purchaser's sale directly to the purchaser's customer ("drop 
shipments").   
 
ISSUES 

 
1. How are sales of tangible personal property sourced within and without Michigan for 

purposes of the MBT apportionment formula sales factor? 
 
2. Does the method of pickup or delivery, or type of sale, e.g. dock sales or drop shipments, 

change the method of sourcing sales? 
 
3. How are sales between persons included in a unitary business group treated when 

calculating the apportionment formula sales factor? 
 
CONCLUSIONS 

 
1. For purposes of the MBT apportionment formula numerator, sales of tangible personal 

property are sourced to the location of the purchaser or the purchaser's designee using the 
destination test without regard of the free on board point or other conditions of the sale.  
Under this test, sales are sourced to the state where the shipment comes to rest.  A 
shipment comes to rest upon delivery of tangible personal property to the place where the 
goods are ultimately received by the initial purchaser or the initial purchaser's designee, 
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even if the purchaser subsequently transfers the property to another state.  The 
Department shall presume that a shipment comes to rest in the shipping state if the goods 
are not immediately shipped or picked up; if the goods are warehoused; or if the goods 
undergo additional value-added services in the shipping state. 

 
2.  No, the destination test is used when sourcing dock sales and drop shipments. It is the 
destination where the goods come to rest rather than the method of delivery that 
determines whether the sale is included in the numerator of the apportionment formula. 

 
3.  Sales between persons included in a unitary business group must be eliminated in 
calculating the sales factor. 

 
LAW & ANALYSIS 
 
Sales:  Analysis of the sourcing of sales of tangible personal property (“sales”)1 begins with a 
determination that a sale has taken place.  For purposes of the Michigan Business Tax, a sale is 
defined in part as:   
 

"Sale" or "sales" means, except as provided in subdivision (e), the amounts 
received by the taxpayer as consideration from the following: 
 

The transfer of title to, or possession of, property that is stock in trade or other property of a kind 
that would properly be included in the inventory of the taxpayer if on hand at the close of the tax 
period or property held by the taxpayer primarily for sale to customers in the ordinary course of 
the taxpayer's trade or business. . . .2   
 
Under this definition, a sale has taken place upon the transfer of title or possession of property 
that would be stock in trade or inventory of a taxpayer if on hand at the end of the year or 
property that is held by the taxpayer primarily for sale to customers in the ordinary course of its 
trade or business.  The determination of whether a sale has taken place is based on the facts and 
circumstances of the transaction in question.  Factors such as payment, risk of loss, and other 
contract terms may be relevant to this determination.   
 

Example 1: Print shop contracts with paper supplier for 100 rolls of 25,000 pound print 
stock.  Supplier is to ship the rolls to the print shop on a just-in-time basis.  Under the 
contract terms, the supplier removes the roll stock requested by the print shop from its 
inventory on an as needed basis and invoices the print shop for the rolls shipped.  At year 
end, 30 rolls had been shipped. Sales for 30 rolls should be recorded by the supplier.    

 
Example 2: Print shop contracts with paper supplier for 100 rolls of 25,000 pound print 
stock.  Supplier is to ship the rolls to the print shop on a just-in-time basis.  Title to the 
100 rolls transfers to the print shop and the supplier is required to warehouse the paper 
rolls for the print shop until shipped. At year end, 30 rolls had been shipped to the print 

                                                 
1 This RAB is limited to sales of tangible personal property under MCL 208.1305(1)9a) and does 
not address any other sales governed by Section 305.   
2 MCL 208.1115(1)(a).   
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shop. Sales for 100 rolls should be recorded by the supplier.  The remaining 70 rolls 
warehoused by the supplier for the print shop are inventory of the print shop. 

 
Sales should be recognized using the seller's elected or approved method of accounting.  
 
Apportionment:  When sales of tangible personal property are made to customers within and 
without Michigan, the issue becomes to which state the sale or sales should be sourced.  The 
apportionment formula used in the MBT is based on a single sales factor.3  The sales factor is a 
fraction.  The numerator is the taxpayer's total Michigan sales during the year.  The denominator 
is the taxpayer's total sales everywhere during the tax year.4 
 
Sourcing Sales of Tangible Personal Property:  For purposes of computing the numerator in 
the apportionment formula, Michigan sales of tangible personal property are determined using a 
destination test as follows: 
 

(1) Sales of the taxpayer in this state are determined as follows: 
 

(a) Sales of tangible personal property are in this state if the property is shipped or 
delivered, or, in the case of electricity and gas, the contract requires the property 
to be shipped or delivered, to any purchaser within this state based on the ultimate 
destination at the point that the property comes to rest regardless of the free on 
board point or other conditions of the sales.5   

 
In other words, a sale, other than gas or electricity, is in Michigan if the tangible personal 
property is shipped or delivered to a purchaser or its designee in Michigan at the point the 
product comes to rest.    This determination is made regardless of the shipping terms or other 
conditions of the sale. Factors such as corporate domicile and passage of legal title are generally 
not relevant in determining proper sourcing of sales of tangible personal property.6   
 
Destination Sales:  "Destination sales" generally refer to the sale of tangible personal property 
in which the seller is located in one state but the purchaser is located in another.  Destination 
sales include sales where the seller arranges for the shipment or delivery of the goods to the 
purchaser as well as "dock sales" and "drop shipments."   
 
"Dock sales" are characterized by a purchaser that uses its own or rented vehicles, or makes 
arrangements with a common carrier, to pick up the property at the seller's shipping dock.  
Simply put, the purchaser provides the shipping means and picks up the property.  A dock sale 
involves one seller and one purchaser.   
 

                                                 
3 MCL 208.1301(2).   
4 MCL 208.1303(1).   
5 MCL 208.1305.  
6 One exception to this general rule is apportionment for foreign persons, since sales in which 
title passes outside the United States are neither included in the tax bases or the apportionment 
formula.  See MCL 208.1207(7).   
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A "drop shipment" is characterized by a seller that ships the property directly to the purchaser's 
customer at the direction of the purchaser.  The purchaser never takes possession.  A drop 
shipment involves three parties, the (1) seller, (2) purchaser, and (3) the purchaser's customer.    
 
Treatment of Destination Sales:  Under MCL 208.1305, a sale is in Michigan if the property is 
shipped or delivered to a purchaser within Michigan based on the ultimate destination at the 
point the property comes to rest regardless of the shipping terms or other conditions of the sale.  
"Based on the ultimate destination" means that – through MCL 208.1305 – the MBT has 
expressly adopted the "delivery test" for sourcing of tangible personal property as opposed to 
contrary rules, such as the place of origin or place of delivery rules.7  Goods come to rest in 
Michigan when the goods reach a destination and are not immediately shipped or picked up, are 
warehoused, or undergo additional value added services in Michigan.  If property is immediately 
delivered or shipped to a purchaser in another state, the sale is not a Michigan sale.  Put another 
way, the sale is assigned to the state where the tangible personal property comes to rest and is 
received by a purchaser or the purchaser’s designee, regardless of the conditions of the sale.   
 
Thus, property received by a purchaser or purchaser's designee at its Michigan headquarters is 
clearly property shipped or delivered to a purchaser "within this state" and is a Michigan sale.  
However, property received by a purchaser or purchaser's designee in Michigan for the sole 
purpose of immediate transportation to another state – as in the case of a dock sale – is not 
property "shipped or delivered" to a purchaser within Michigan for the reason that the delivery is 
to a location outside of Michigan and the property has not yet come to rest.  In the case of a dock 
sale, the transportation provided by the purchaser is the first step in a shipping process that 
culminates in a delivery to a destination outside of Michigan.   
 
In contrast, where property is received by a purchaser or purchaser's designee in Michigan for 
any purpose other than immediate transportation to another state, such as warehousing or 
performance of value added services, the shipment is destined for and terminates in Michigan, 
the state of receipt.  That is, the property has come to rest in Michigan and is thus shipped or 
delivered to the purchaser within this state.  There is no requirement that the purchaser must 
receive the property at its headquarters or place of business.  
 
With respect to dock sales, many states that have considered the dock sale issue have either 
adopted a place of delivery rule or the destination test. Under the place of delivery rule, sales 
would be attributed to the state where the seller's dock is located.  In contrast, the destination rule 
attributes the sale to the purchaser's location.  As noted above, the MBT expressly adopts the 
destination test by stating that the sale is sourced to a purchaser "based on the ultimate 
destination.”8  Therefore, dock sales are sourced using the destination test.  Dock sales will be 
sourced to the purchaser's destination state unless the purchaser otherwise terminates the 

                                                 
7 For a discussion of the term “ultimate destination,” the delivery test, and other sourcing rules, 
see Pennsylvania v Gilmour Manufacturing Co, 822 A2d 676 (Pa 2003); Olympia Brewing Co v 
Minnesota Comm’r of Revenue, 326 NW2d 642 (Minn 1982); Hellerstein & Hellerstein, State 
Taxation, ¶9.18 (3rd ed. 2009).   
8 States with statutory language similar to MCL 208.1305 that have adopted the destination test 
and source dock sales to the state of destination include California, Connecticut, Georgia, 
Illinois, Kentucky, Minnesota, Pennsylvania, Tennessee, and Wisconsin.  See generally Healy 
and Schadewald, Multistate Corporate Tax Guide, Vol. I, 2008.   
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shipment in Michigan.  The Department will presume that a shipment comes to rest and 
terminates in Michigan if the goods are not immediately shipped or picked up; if the goods are 
warehoused; or if the goods undergo additional value-added services in Michigan.   
 
The Department will apply the destination test consistent with the following interpretation of 
MCL 208.1305:  
 

(1) Destination sales shall be assigned to the state in which the shipment comes to 
rest. 

 
(2) A shipment comes to rest upon delivery of tangible personal property ("goods") 

by common carrier or by other means of transportation, including transportation 
by the purchaser, to the place where the goods are ultimately received by the 
initial purchaser or the initial purchaser's designee, even if the purchaser 
subsequently transfers the property to another state.  The location of the final 
consumer after resale is irrelevant. 

 
(3) The Department shall presume that a shipment comes to rest in the shipping state 

if the goods are not immediately shipped or picked up; if the goods are 
warehoused; or if the goods undergo additional value-added services in the 
shipping state. 

 
(4) The Department shall presume that a dock sale made in Michigan comes to rest in 

this state if the purchaser or the purchaser's designee takes possession or control 
of the goods in Michigan, unless the vendor can substantiate, to the satisfaction of 
the Department that, (a) the purchaser immediately removed the property from the 
state; and (b) no use of the property was made in Michigan other than the exercise 
of control for the purpose of shipment.  The vendor must maintain records 
showing that the actual destination of the goods is outside of Michigan, such as a 
purchaser's affidavit provided at the time of sale and accepted by the vendor in 
good faith; a bill of lading or other shipping document designating the destination 
location, regardless of the FOB point or other conditions of the sale; or a purchase 
invoice designating the destination location outside of Michigan.   

 
(5) For purposes of defining "immediate" in the context of destination sales, the 

Department adopts a facts and circumstances test.  The Department recognizes 
that what is immediate may vary by the nature of the goods sold and industry 
practices, and is highly factual.  For example, immediate in the context of 
perishable produce would likely be measured in hours or days.  In contrast, 
immediate in the context of a dock sale from a bonded warehouse would be 
determined by the amount of time customs requires to inspect and release the 
goods.  The taxpayer bears the burden of proving to the satisfaction of the 
Department that the shipment was immediate using published or customary 
industry standards, or by establishing other facts and circumstances.   

 
In each of the examples below, Seller manufacturers widgets in Michigan and sells the widgets 
to a Purchaser with offices in State X and State Y.   
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Example 1:  Seller ships the widgets to Purchaser via common carrier to its 
warehouse in State X.    

 
Ruling:  The shipment comes to rest in State X.  The sale is sourced to State X.   

 
Example 2:  Purchaser picks up the widgets from Seller's dock immediately after 
the sale and transports the widgets to State X.   

 
Ruling:  The pick up and transportation of the widgets by the Purchaser 
constitutes shipment under MCL 208.1305.  The widgets are ultimately received 
by the Purchaser in State X.  The shipment comes to rest in State X.  The sale is 
sourced to State X.   

 
Example 3:  Purchaser maintains a central warehouse in Michigan at which all 
widgets are received for storage until requisitioned.  Purchaser then reships the 
widgets to branch offices in State X and State Y.   

 
Ruling:  The shipment comes to rest in Michigan.  The sale is sourced to 
Michigan.   

 
Example 4:  Purchaser maintains a substantial facility in Michigan.  Purchaser 
picks up the widgets from Seller's dock immediately after the sale and transports 
the widgets to State X.   

 
Ruling:  The shipment comes to rest in State X.  The sale is sourced to State X.   

 
Example 5:  Purchaser picks up widgets from Seller's bonded warehouse two 
weeks after the sale is complete and customs has inspected and released the 
widgets and transports the widgets to State Y.   

 
Ruling:  The facts and circumstances in this case strongly suggest that the pick up 
and shipment of the widgets to State Y after the sale was not immediate.  The 
shipment is presumed to come to rest in Michigan.  Purchaser bears the burden of 
demonstrating otherwise.   

 
Example 6:  Purchaser maintains a warehouse in Michigan.  Seller ships widgets 
to Purchaser in State Y.  While en route, the purchaser has the widgets diverted to 
its warehouse in Michigan.   

 
Ruling:  Although the shipment was intended for the Purchaser in State Y, the 
goods were diverted while in transit.  The shipment did not come to rest in State 
Y.  The shipment comes to rest in Michigan.  The sale is sourced to Michigan.   

 
Example 7:  Seller transfers title to widgets to Purchaser in Michigan while the 
widgets remain in Michigan.  Purchaser directs Seller or Third-Party to add 
accessories to the widgets or Purchaser adds accessories on its own while the 
widgets remain in Michigan.  Widgets are then either shipped to Purchaser in 
State X via common carrier or Purchaser transports the widgets to State X.   
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Ruling:  Because the Purchaser or Purchaser's Designee performed value-added 
services on goods in Michigan, the shipment comes to rest in Michigan.  The sale 
is sourced to Michigan.   
 
Example 8:  Seller, a Michigan manufacturer, sells widgets to Purchaser and 
stages widgets in Seller's warehouse.  Purchaser then sells widgets to customers in 
State X and directs Seller to ship widgets from its warehouse to State X.   
 
Ruling:  Two sales have occurred.  The first sale was between Seller and 
Purchaser.  In this sale, the goods were delivered to the Seller's warehouse – the 
Purchaser's designee.  The second sale was between Purchaser and its customers.  
This sale was delivered to State X.  The first sale is sourced to Michigan, the 
second to State X.   

 
While the examples above, describing general destination sales and dock sales, are 
distinguishable from the typical facts of a drop shipment, the analysis for sourcing a drop 
shipment sale is also made under the "destination test."  The controlling factor in sourcing the 
sale is where the seller, at the direction of its purchaser, ships or delivers the goods. 
 

Example 9:  Purchaser located in State P buys widgets from Seller and directs 
Seller to ship widgets to Purchaser's Customer in State Y.  Seller does not stage or 
warehouse widgets on behalf of Purchaser after the sale.   

 
Ruling:  The shipment comes to rest in State Y, the state of the Purchaser's 
Designee.  The sale is sourced to State Y.   

 
Unitary Business Groups: Taxpayers that are a Unitary Business Group (“UBG”)9 must 
eliminate inter-company sales when calculating the sales factor.  Section 303 provides:   
 

(2) Except as otherwise provided under this subsection, for a taxpayer that is a 
unitary business group, sales include sales in this state of every person included in 
the unitary business group without regard to whether the person has nexus in this 
state. Sales between persons included in a unitary business group must be 
eliminated in calculating the sales factor. 
 
Example 10:  P Corporation is the sole owner of S Corporation.  P and S meet the control 
test and the relationship test and are a UBG.  P Corporation is located in Michigan and S 
Corporation is located in State I.  To ensure a steady supply of widget inventory, P 
Corporation purchases widgets from S Corporation.  Over the course of the tax year, S 
Corporation ships $1,000,000.00 worth of widgets to P Corporation.  S Corporation 
records the sales as Michigan sales.  Because P Corporation and S Corporation are part of 
a UBG, the inter-company sales of $1,000,000.00 are eliminated from the taxpayer's 
apportionment formula numerator and denominator.    

                                                 
9 A “unitary business group” means a group of United States persons, other than a foreign 
operating entity, that meet a control test and one of two alternate relationship tests.  See MCL 
208.117(6).   
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Gas and Electricity:  Sales of electricity or gas are sourced to Michigan if the contract requires 
shipment or delivery to a purchaser in Michigan.  If the contract requires the electricity or gas to 
be delivered or shipped to a purchaser in another state, the sale is not a Michigan sale.10 

                                                 
10 There are no throwback sales under the Michigan Business Tax.  


