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Memorandum to the Special Committee on Uniform Division
of Income for Tax Purposes Act.

I enclose a copy of a letter received from the Chief Counsel of the
Franchise Tax Board of the State of California, and a copy of their Act
passed at this Session of the Legislature which, as the letter indicates,
they believe constitutes the Uniform Act with the exception of the addition
to Section 25140, which is not in the Uniform Act.

It should also be noted that they made the Uniform Act applicable
to public utilities and to financial corporations as well. The latter
addition was accomplished by omitting the definitions of public utilities
and financial corporations, so that the Act refers to '"any taxpayer' having

business income.

.

Sincerely yours,

AD:es Allison Dunham
Executive Director

Enc.

cc: William J.' Pierce:
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' AMENDED IN SENATE APRIL 4, 1966
CALIFORNIA LEGISLATURE-—1966 REGULAR _(BUDGET) SESSION

ASSEMBLY BOL- - Noil -

Introduced .‘by ’Assérﬁblyﬁna'n' Petris

s March 22,1966

Ty

REFERRED TO COMMITTEE ON REVENUE AND TAXATION ~ °

Amnact to amend Sections 6092, 6094, 6242 and 25101 of, to .
add Section 6406 to,-and to add an article heading to Chap- .
ter 17 of Part 11 of Division 2, smmediately to precede -7 .
‘Section 25101 of, and to add Article 2 (commencing with . . - i
. Section 25,1.420) to Chapter 17 of Part 11 of Diviston 2 of, the R
Revenue and Tazation Code, relating to tazation. "

; .Th_é people. of the State of Califomm do enact as follows:

. SecTION 1. Seetion 6092 of the Reveﬁué' and Taxation~

1

5 Code is amended to read: '
"8 6092, The certificate relieves the seller from. liability for

4 sales tax only if taken .in good faith {rom-a person who is" .., ..
/5 engaged in the business of selling tangible personal property:. - B
¢ and who holds the permit provided for in Article 2 (com- 55
7 mencing with Seetion 6066) of this chapter. e

8  Sgc. 2. Section 6094 of said code is amended to read:

9 6094. If a purchaser who gives a certificate makes' any ;

10 use of the property other than retention, demonstration, or o
11 display while holding it for sale in the regular course of - . .

R ' LEGISLATIVE COUNSEL’S DIGEST ~
AB 11, as amended, Petris (Rev. & Tax.). Taxation.
Amends, adds, various secs., R. &TC. -~ '

Provides for an offsetting credit against California use tax for sales © - "

or use taxes paid to another state’on property to be used in, California. .-

Telieves retailer from sales tax liability when retailer- obtains in good .

" faith a valid resale certificate from buyer. . o oo

Establishes a uniform method for dividing corporate income between

: - states by adopting provisions of the Uniform Division of Income for- .
- Tax Purposes Act. " S e U S

" Vote—%; Appropria

fibni-Né , S‘t;a_";e : Expeﬁéé . No l ., -
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iasiness, the use shall be taxable to the purehaser under Chap-
Ter B (commencing with Section 6201) of this part as of the
Gaie 106 property s first used by him, and the sales price of
Vhe property to him shall be the measure of the tax.- :

Sue. 3. Section 6242 of said eode is amended to read:

6242. The certificate 1c]1eve% the person selling the prop-°
erty {rowm the duty of collecting the use tax only 11 taken in
eood faith from a person who is engaged in the business of
selling tangible porsmml property and Who holds the permit
provided fm b\ Article 2 (commcncnm with Section 6066) of
um nter 2 of this part: .

we. 4. S\,cunn 6406 is added to sald code, to read

(:40n A credit shall be allowed agamst but shall not et-'__ e

eced, the faxes imposed on any person by Chapter 3 (eqm-

meneing with Section 6201) of this part t and by any ordinance

cnacted pursnant to Part 1.5 (commencing with Section 7200)
of thiz division by recason of the storage, use, or other con--
sumption of tangible personal property in this state to the
extent that the person hias paid a retail sales or use tax, or
reimbursement therefor, imposed with respect to that property
by any other state, pohtlcal subdivision thereof, or the District
of Columbia pr jor to the storage, use, or other eonsnmptmn of
that property in this state. The eredlt shall be apportioied to
the taxes against which. it is~ allowed in proportlon to the -
amounts of those taxes.

Sre. B An article hoadm" 18 addcd to Chapter 17 of Part
11 of Division 2 of said wde mnnodmto]y to prcwdc boctlon
25101, to read: :

. Article 1. GeneraIProvisions

[ie. 6. Sectlon 20101 of @ald eode is amended to'vead :

25101, When the income of a taxpayer. subject to the tax
fniposed under this part is derived from or attributable to
sources both within and: without the state the tax shall be
measured by the net income derived from or attributable.to
sources within this state in accordanee with the provisions of
Articie 2 (commencing with Section 25120 of this chapter;
pr ovided, however, that any method of apportionment shall
*ake into-acconut as income derived from or. attributable to
sonrees withont the state, inecome der ived from or attributable
to transportation by sea or-air without the state, whether or

ot sueh transportation is located in or subject to the juris- -

~diction of any other -state, ’the Lmted qtate% or auy foreign
conntry. - N -
If the I‘ranc.nse Ta\ Board reapportlons net ‘income upon
' its examination of any return, it shall, upon.the written re-
quest of the m\payer, disclose to it the basm upon Whlch 1ts.
1*c<1pport1011ment 118 been made. . )
Szc. 7. ~Article 2x(commencmg Wlth Section 25120) 1s'_
added to Chapter 17 of Part 11 of D1v1s1on 2 of sald code, to
read B :
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Article 2. Uniform Division of Income
' “ Tor Tax Purposes Act

95120. As used in Scetions 25120 to 25139, inclusive, which
<hall Liereafter be referred to as *“this Act,”” unless the context
otherwise vequires: . . S

(a) “‘Business income’’ means ineome arising from tramns-
actions and activity in the regular course of the taxpayer’s
trade or business and ineludes income from tangible and in-
tangible property if the aequisition, management. and disposi-
tion of the property constitute integral parts of the taxpayer’s’

- reeular trade or business operations.
Q) N

(b) ‘“Commerecial domicile’’ means the principal place from -
which the trade or business of the taxpayer 18 directed or man-

-aged. o '

(¢) ‘“Compensation’ means wages, galaries, commissions

- and any other form of remuneration paid to employees for.

personal serviees. , R :
(d) ‘“Nonbusiness income’’ means all income other than

Duginess income.

(e) ““Sales’ means all gross receipts of the taxpayer not

allocated under Sections 25123 throngh 25127 of this code.

- (£) ““State’’means any state of the United States, the Dis-
ipict of Clolumbia, the Commonwealth of Puerto Rico, any
territory or possession of the United States, and wny forcign
country or political subdivision thereof. :

95121,  Any taxpayer having income from business activity

which is taxable both within and without this state shall al-

Tocate and apportion its net income as provided in this-act.
25122, Ior purposes of allocation and apportionment of-
ineome under this act, a taxpayer is taxable in another state
if () in that state it is subjeet to'a net income tax; a franchise
tax mezsured by net income, a franchise tax for the privilege
of doing business, or-a corporate stock tax, or (h) that state
has jurisdietion to subject the taxpayer to a net ineome tax”
regardliess;of whether, in fact, the state does or decs not..
95193. Rents and royalties from real or tangible personal -
property, capital gains, interest, dividends, or patent or copy-
right royalties, to the extent that they constitute nonbusiness.

“inecome, shall. be  allocated as provided in . Sections 25124

through 25127 of this act.. I .
95124. - (a) Net rents and royalties from real property.
located in this state are allocable to this state. .
- (b) Net rent and royalties from tangible personal property -
(1) If and to the extent that the property is utilized in -
this state, or . I e o S

-(2) In their entirety if the té.xpaYer ’s‘eommereial' domicile -~
isiin this state and the taxpayer is not organized under the . -

lasws of or taxable in the state in which the property. is N
utilized. ST e T LT e
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{¢) The extent of utilization of tangible personal property
in a state is determined by mulhplvnw the rents and royalties
by a fraction, the numerator of which is the number of days
f phiysical location of the propérty in the state durmg the
rental or royalty period in the inconie year and the denomina-
tor of which is the nnmber of days of ‘physical location of

the property cverywhere during all rental or royalty periods
i the juecome year. If the plivsical location of the property -

duving the 1 mf.xl or royalty perviod is unkuown or unascer-
“tainsble by the taxpayer, tangible personal property-is utilized
in the state in which the property was located at the time the
rental or royalty payor obtained possession.

25125. . (al; Ca ntal gains and losses .from sa]es of real
property located in this state are allocable to this state.

(b) Capital gains and losses from sales of tangible personal
property are a]locable to this state if:

(1) The pronerty had a s1’ms in ’(hls statc at the txme of_

the sale, or-

(2) The u’lYpJVGI‘ s commerclal dmmule is in this state

and the taxpayer is not' taxable in the state in whlch the
property had a situs.
(e¢) Capital gains and losses from sales of mt:mmble per-

sonal property are allocable to thig state if the ta\payer s

commercial domicile is in this state.
25126. Interest and dividends are alloecable to thls state
if the taxpayer’s commercial domieile is in this state..
25127. (a) I atent and copyrlght royalties are allocable to
this state:
(1) If and To 1hc extent thfxt the patent or copyllnh’r is
utilized by the payor in this state, or

(2) If and to the extent that the patent or copyrlght is .
utilized by the payor in a state in which the t taxpayer is -

not taxable and the taxpaver s commercial domicile is in

this state. .

(h) A patent is utilized in a state to the extent that it is
employed in production; fabrication, manufacturing, or other
processing in the state or to the extent that a patonted prod-

uet is produced in the state. If the hasis of receipts from . -
patent royalties does not permit allocation to states or if the =~
~aceounting procedures do not reflect states of utilization, the.

patent is utilized in the state . wnlch the taxpayer’s com-
mer cial domicile is Iocated.
(¢) A copyright is utilized in a state to the extent that

printinp; or other publication originates in the state. If the -
basis of receipts. from copyright royalties does not permit al- -

- location to states or if the accounting proeedures do not reflect

states of utilization, the copyright is utilized in the state in

which the taxpayer’s: commercial domicile is located.
25128. All business incomé shall be apportioned to this

state by multiplying the inecome by a fraction, the numerator"

of which is the property factor plus the payroll factor plus
the sales factor, and the denominator of which is three.
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The property factor is a fraction, the numerator of
is the average value of the taxpayer’s real and tangible
tl property owned or rented and used in this state dur
income year and the denominator of which is the aver-
aze vilue of all the taxpayer’s real and. taugible personal
properiy owned or rented and uvsed during the income year.
fa0. Property owned by the taxpayer is valued at its.
nal cost. Property rented by the taxpayer is-valued at
cight times the net annnal rental rate. Net annual rental rate
is the annual rental rate paid by the taxpayer less any annual -
rental rate received by the taxpayer from subrentals. ‘
256131, . The average value of property shall be determined
by avefaging the values at the beginning and ending of the

~income year but the Franchise Tax Board may require the

averaging of monthly values during the income vear if rea- -
sonably 1equixed to reflect properly the average Value'of ‘the -
taxpayer’s property. ;

25132, The payroll factor is a lractlon, the numerator of
which is the tom,L amount paid in this state during the income’
vear by the taxpayer for ecompensation, and the denominator .
of wlich is the total compensahon pald everyWhelc during the
income year.

25138, Componsahon is paid i in this state 1f

N

die
{a) The in dlvldaal 5 service: 1§ perfo”med entirely Wlthlll

" the s‘nue or

b)) The md]v]dual’s service is performed both within and

“without the state, but the service performed without the state . -

is incidental to the individual’s service within the state; or
(c) Some of the service is performed in the state a’ld (D

_the base of opcr wtions or, if there is no base of opcrahons, the

place from which the service is dirvected or eontrolled is in the

‘state, or (2) the base of operations or the place from which

erviee is divected or controlled is not in any state in which
part of ’me service is p(.rfor*ned buu the individual’s
,1CC is in this state.

34, The' sales faetor-is a fraction, the nulnerator of
which is the total sales of the taxpayer in this state during
the income year, and the denominator of which is the total
sales 0, the ‘m\pa; er everywhere during the.income year.

25 Sales of tanmble personnl property -are in this

pAsh .
state if:
(a) The property i dehvered Qr shipped to a purchaser, B
other than the United States government, within this state -

“regardless of the f.0.b, point or other condl’mons of the sale; or.

(h) The property is °h1pped from an offiee, store, Warohoube

faciory, or other place of storage in this: state and (1 the s

purchaser is the United States government or (2) the ta:spayer', i
is not taxable in the state of the purchaser.. - - o

25136. Sales; other than sales of tanmble personal properuy,’" -
arelnthlsstatelf S e e
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a) The income- -producing - activity - is performed in this
s’catc or

& et

3 (b j The income-pr oduunrr activity is periormed both 1in
4 und outside this state and a greater proportion of the inéome-
5 producing activity is per iormcd m this state than in any other
5 state, based on costs of performanc
7 ; 25137. If the s allocation and cxp“)olt;onmeut provisions of
S thiis act do not xalﬂy represent the extent of the taxpayer’s
U business activity in this state, the taxpayer may petition for
16 or the Franchise Tax Board may require, in respeect to.all or
i1 any part of the t l\paycr bh.smosg activity, it reasonable:
12 (a) Heparate accounting ;
13 (h) "The exclusion o any one or more of the factors; :
14 {e¢) The inclusion of one or rniore additiotal factors. Whmh
15 will fairly reprcsent the taxpayer “business activity in this
165 state; or : :

7 ( d) The employment of any other method to effectuate an
equitable’ al‘ocatlon and apportwnment of ’rhe taxpayer’s in-
come, '
95138, This act shall be so construed as to effectnate its gen-
eral pur oos\, to make uniform the law of those states which

enact it.
25154, Sections 25120 to 25139, inclusive, may be cited
. )

as the Uniform Division' of dncome for Tax Purposes Act.
25140, It 4s mot the intention of the Legislature in enact-
z'nr/ this article to provide for the texation of inteicorporate
dividends except i the state of comme ercial dowmicile of the
mccumu/ ompomfwn ' ‘
Sre. 8. The provisions of this act effecting changes in the -
computat tion of taxes shall be anp’lic for the purpose of the
taxes nnp()\ea under Chapter 2 (LO}H"]OPCH’]{P; with Section
23101) of Part 11 of Division 2 the Revenue and Taxation
53 Code, in ‘dze computation of ‘ram measured by income for

34 Iincome years beginuing after Deeember 33, 1956, qu for the
35 purpose of the tax imposca mder (,napi.ur 3 &r'o NIeneing

%G - with Secetion 23501) of Part 11 of Division 2 of the Revenue
57 and Taxation Code, for tazable years beginning after Decem-
58 ber 81, 19566, and the remaining provmons of this aet shall
20 become cifective on quV 1, 1981 : :







