Crawford H. Thomas, Esq. ’ -
Franchise Tax Foard

1925 P Street

Zacramento, Californiz 9E

Dear Mr., Thomas:

Thank you for your letter of Aoril 5, ¢.closing a copy of California's
adeption 0‘ the Uniform Division of 'ncome for Tax Purpcses Act, It is
encouraging to find such iz'zizpc-rtam ctates as Cahforﬁia being so cooperative
in solving this difficult problem of multistate businesses by vcluntary state

action.
Iam advising the members of cur Corm rn‘c’s ce of your action, and I

knov: they will as pleased as 1 a

Sincerely yours,
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Ap¥il 12, 1y6b

Memorandum to the sSpecial Committee on Uniform Division
of Income for Tax Purposes sAct,

I enclose a copy of a letter received from the Chief Counsel of the
Franchise Tax Board of the State of Califoraia,-and 2 copy of their Act
passed at this Session of the Legislature which, as the letter indicates,
they helieve 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 Uniiorin Act applicable
to public utilities and to {i..ancial corporations as well, The latter ,
addition was accomplished by omitting the definitions of public utilities
and financial corporations, so that the Act refers to Yany taxosayer'' having
business income,

Sincerely yours,

ADies , Allison Dunham
Enc, Executive Director
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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.

AD:es
Enc.

cc: William J. Pierce

Sincerely yours, |

A

Allison Dunham
Executive Director




STATE OF CALIFORNIA EDMUND G. BROWN, Governor

FRANCHISE TAX BOARD

1025 P STREET
SACRAMENTO, CALIFORNIA 95814

ALAN CRANSTON, State Controller—Chairman
HALE CHAMPION, Director of Finance
GEORGE R, REILLY, Chairman Board of Equalization

MARTIN HUFF, Executive Officer

April 5, 1966

Professor Allison Dunham

Executive Director

National Conference of Commissioners
on Uniform State Laws

1155 East 60th Street

Chicago, Illinois 60637

Dear Professor Dunham:

Attached is a copy of Assembly Bill No. 11 which passed the
California Legislature on April 4, 1966. We are certain
that the Governor will sign the Bill. '

Sections 25120 to 25139 contain the provisions of the Uniform
Division of Income for Tax Purposes Act. At the last moment,
a taxpayers' group insisted on amending the Bill by including
Section 25140. Although we @pposed any amendment, we do not
believe that this amendment makes any change in the Uniform
Act and it does not affect our present practices.

We have made the Uniform Act applicable to public utilities and
to financial corporations.

You may be interested to know that the original Bill was passed
by the California Assembly 61 to 0. It was passed as amended
by a vote of 31 to 0 in the Senate. The Assembly concurred in
the Senate amendment by a vote of 72 to 0. We thus have a
unanimous vote on the Bill. ’

It was a pleasure to work with you in Chicago last December and

we appreciate the courtesies shown to us by your Commissioners
and staff.

Very truly YOEEE*

C\a,u A e

Crawford H. Thomas
Chief Counsel

CHT:CAG
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GALIFORNIA LEGISLATURE—-']QGG REGULAR (BUDGET) SESS!ON

ASSEMBLY BILL

Dl In%fedﬁeed "by ‘Aséemblyman Petris . i LT

March 22,1966 . ¢ .

" REFERRED TO COMMITTEE ON REVENUE AND TAXATION - .i.

. Am-act to amend Sections 6092, 6094, 6242 and 25101 of, to-

7 add Section 6406 to, and to add an article heading to Chop- .

. ter 17 of* Part 11:of. Division 2, immediately to précede

- Section 25101 of, and to add Artwle 2 (commencing with

. Bectign, 1’20 ) o Chapter 17 of Part 11 of Division 2 of, the
nd Taxatwn Code Telatfmg to. taxatzon C e

N The people of the State of Cahforma do enact as follows

v SDGTION 1 Seetlon 6092 of the Revenue and Taxatlon

Code is amended to read : :
- 6092.- The certificate’ reheves the seller” from. llablhty f01
sales tax only if taken.in good faith from a person who is”
f.,onfrawcd in the business of selhng tdnglble personal property"
“and who lolds the permit provided for in Artlcle (com

mencing with Section 6066) of this ehapter

- SEc. 2. Section 6094 of said code is amended to read v

" 6094, If g purchaser who gives a certificate’ makes any’
use of the property other than retention, demonstration, or .
dlsplay Whlle holdmg 1t for Qale in the recrular course of

HO@@QQ&%&M@A

g

LFGISLATIVE COUNSEL’S DIGEST .

AB 11 as amended Petrls (Rev. & Tax.). Taxatlon

- Amends, adds, various seés., R. & T.C, b
, Prov1des for an offsetting eredit against Cahforma use tax. for sales :
or use taxes paid to another state on property tc be used in California.
‘Relieves retailer from sales tax liability when retaller obtams in good
faith a valid resale certificate from buyer. \

Establishes ‘a uniform method for dividing eorporate income between _
states by adopting prov1smns of the Unlform D1v1smn of Income fo; '
'Tax Purposes Act. R i

. Vote—%; Appropf'iation’" 0; State Expens_ —No
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";.‘quest of the taxpayer,
) reapportionment has been made.;

'%_‘:added to Chapter 1/ of Part 11 of DlVlSlOIl 2, of sald code, to. :
-.jread L S ‘. RS

A‘busmesq the use shall‘be taxable to ‘the purchaser under Chap- 1
“wter 3 (commeuenw ‘with Section 6201)%of this part as:of the

time the property is first used by him, ahd the sales prlce of

“the property to him shall be the measure of the tax.-

-Sme. 3. Section 6242 of said code is amended to read:
76242, The certificate relieves the person ‘selling the- prop-

{- erty from the duty, of coll ectmg the use tax only if taken 111‘
oood faith from a- pe1son who is engaged in the business of

aelhu@; tangible’'personal property-and who holds the permit

S provided for by Artlclc 2 (commenemOP with’ Sechon 6066) of
V,C;haptor 2 of this partil :

Smo..4, - Section (’406 is aaded to sa1d oode to read -
5406, A credit shall be allowecx against, but shall not ex-

éeed the taxes imposed on any person by Chapter 3 (com-
meneing with Section 6201) of this, part and by any ordinance

enacted pursuant to Part 1.5 (commencing with Seetion 7200)
of this division by reason of the storage, use, or other con-

- sumption of tangible-personal property in this state to:the
extent that the person has paid.a retail sdles or use tax, or - .’
_ reimbursement therefor, imposed with respect to that property
by any other state, p011t1ca1 subd1v1s1on thereof, or the District -
~-:;.of, Columbia prior to the storage; use, or other consumption of .
that property in this state. The credib shall be apportioned to
7 the taxes against. whicl
).amounts of thoce taxes.

it sy a]lowed in propertmn to the

SEc..5: . An article heédmg is added to ()hap1 er. 17 of Part .

"‘{:‘11 of Dwmoa 2 oi Smd code Jmmed]atdy to prccedc bectx()n o
’ 5101 tmead ‘ R

Greneral' P1 ovmons

» SECG Qeetmn 20101 of sald code is amended to’ 1ead

imposed under this part is’ derived from or attributable to
sources both . within and without the state .the tax shall be

36 reasured by the net income derived from or attributable to -

“sources within this state in decordance with the provisions of
.Article 2 (commenunw ‘“lth Section 25120 of this chapter;
Cprovided, however, that any. method of apportionment-shall

take into-acecount as income’ derwed from or attributable to:

sources without the state, income der ived from or attributable
- to transportation by sea or air without the state, whether or
~not. such transportation is located in or cubJect to the Juris-
“dietion of any o’ther State’ ’the Umted States .or anv’forelo"nb 4
= [(,ountrv g

If the Fzénclnse Tax Board Jreapportmns net 111come upon_"’

Yits examination of any. return, it shall; upon ‘the written re- -
dlsclose to it the ba,s1s upon Whlch 1ts e

Sme. 7. Article 25 (commencmrr ‘With® Qec’mon 25120) s

When the income of a taxpayer subject to the tax ‘
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©7 95120, As fised in Seetions 25120 th 95139; inclusive, which

- otherwise requires s 4i =" = i

+(a),‘‘Business ‘income’’ means income arising from  trans-:

©actions and activity in the regular course of the taxpayer’s -

trade -or- business. and includes income from tangible and in.
. tangible property if the ‘acquisition, management, and disposi- -

~-tion of the property constitute integral parts‘of the taxpayer’s .

© regular trade or business-operations. .-

“ (b)) ““Commereial domicile’’ means the principal place from 5,

“‘which the trade or business of the taxpayer is directed or man-

. (e). *“Compensation’’ “means’ wages, salaries, commissions”
vrand any other form: of remuneration -paid to employees for. :

“ personal services, - 1

.o (d) ““Nonbusiness ‘income’’ meais all -income. other than :
* business income. ¢ St e N
T (e) ““Sales’’ means all’ gross-receipts of the taxpayer not

‘,'-:39allocated under Sections 25123 through 25127 of this code:
o (£) ““State®” means any state of the United States, the Dig-

. triet- of Columbia,” the Commonwealth of  Puerto Rico, any

 territory or possession .of the United States, and any foreign -

J* country or"political subdivision thereof. © .

F+1261210 - Any taxpayer- having income from business activity.
= which is taxable both within and without this state shall al-
- locate and apportion its net inconte as provided in this'act. . -
25122, For purposes- of allocation and ‘apportionment of:
incomeunder this act; a taxpayer is taxable in another state ;
-if (a) in that state it is subjeet to' a net income tax, a franchise ;
- tax measured by net income, a franchise tax for the privilege -
_of doing business, or a corporate stock tax, or (b) that stat
“has jurisdiction to’subjeet the taxpayer to a net income tax
“ régardlesssof whether; in fact, the state does or docs not. .

25123, Rents and royalties from real or tangible persona

property, capital gains, interest; dividends, or patent or copy-

39 “right royalties, to the extent that they constitiaute nonbusiness

+income, - shall.” be allocated as ‘provided in - Sections 25124 *
" through 25127 of this act.. - SETE T PRl e
25124, (a) Net. rents ‘and" royalties from,-real 'pr()perty’:

3 :*located in this state-are allocable to this state. i

-~ (b) Net rent and royalties from

~are allocable to this state:s'¥.. - - e
“ (1) If and to the extent that the property is utilized in =
" this state, or e T Pl
= 77(2) In their entirety if the taxpayer’s commerdial domicile
71718 in this state -and the taxpayer is not organized under the

“laws of or taxable in the state in which the property. is

tangible personal property

- shall hereafter be referred to as “this Act,’” unless the context B
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"L"‘V('.c)"; The extent of jlﬁlizatioﬁ of tangible personal pi'giperty _
“in a state is determined by multiplying thé rents and royalties .

rental or royalty period in the income:year and the denomina-
“tor of which is the number of days of -physical Jocation of-
. the property everywhere during all rental or royalty periods

- during the rental or royalty period is unknown or. unascer-
.“tainable by the taxpayer; tangible personal property is utilized ..
sin.the state in which the property. was located at the time the-

.. rental or royalty payor obtained possession. .. i iw ooy
¢ 95125, (a): Capital .gains -and Josses . from sales of real
- property:located in this state are allocable to this state.

property are allocable to this state if: oo :
(1) The property .h’ad a sit_us, in f(his state at /’(c.he time of "

. the sale, or . ™

. and the tazpayer is not: taxable in the state in which the
property had & situs. = fos o e o : ’

- commereial domicile is in this state. ..

. 25126. Interest and dividends are allocable to this state
- if the taxpayer’s commercial domicile is in this state.. Lo

2028127 (a). Patent and copyright royalties are alloeable to
" this state: = o0 Gl W . e .

. (1) If and to the extent that.the patent or: copyright is "
.. utilized by the payor in this state, or . - = -~ R
“oow (2) If and to the extent ‘that the patent or copyright is .

.-utilized by the payor in a state in which the taxpayer is:
ot taxable and the taxpayer’s commercial domicile is in -
this state. oo 5 2 :_j,, ;1‘ R - el o E
w(b) A patent is utilized in-a state to the extent that it is

- processing in the state or to the extent that a patented prod-

patent is utilized in the state in which the taxpayer’s com- . -
5 ‘mercial domicile is located. .. =* . - ' : - :
" (e) A copyright is utilized in- a state to the extent that
. printing or other publication originates in the state. If the -

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

. which the taxpayer’s .commercial domicile is located.:. .. .-

- 9251928, .. All business Income shall be apportioned to this

~by.a fraction, the numerator of which is the number of days "
- of physical location of the property ‘in the state during the - .-

+in the income.year. If the physical location of the property  ° N

(b) Capital gains and losses from sales of tangible personal . »,'bfj

(2) The taxpayei'"’s‘.t'éoimni'eféia] ‘domicile is in this state .

‘7. (c)- Capital gains and ]ossé;é"fzrf)xri: ‘sales of infa}i:gible'pef-'-" o
- ‘sonal property  are allocable to thig, state. if the taxpayer’s v

...employed in production; fabrication, manufacturing, or other .
" uet is produced in the state, If the basis of receipts from - .

~ patent royalties does not permit alloeation to states or if the®
~accounting proeedures do.not reflect states of utilization, the,

Dasis of Teceipts. froln copyright royalties does not permit. al- e
" states of utilization, the copyright is utilized in the state in.
state by multiplying the income 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.... =~ .. i
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The property. factor is a.fraction,sthe nnmerator of
~which is the average value of the taxpayer’s real and tangible
. personal property owned or rented and tsed in this state dur-

ing the income year and the denominator of which is the aver-
age value of all the taxpayer’s real and. tangible personal
property owned or rented and used during the ineome year. '
T 25130, - Property owned by - the taxpayer is valued at its.
© original cost. Property renteg’ by the taxpayer is-valued at
-eight times the net annual 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: i
" 25131, The average value of property shall be determined -
by averaging 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 year if rea-
sonably required to reflect Pproperly the average value of the
- taxpayer’s property. L _ T ;
© 7 25132, The payroll factor is a fraction, the numerator of
" which is the total amount paid in thig state during-the income
_ year by the taxpayer for compensation, and the denominator
of which is the total compensation paid everywhere during the
income year. : . ' o
. 25133. Compensation is paid in this state if : R
- (a) The individual’s 'servicee'ﬁié"ipérfOMed entirely within
" the state; or A B T
5 (b) The individual’s service is performed both ‘within and
7. without the state, but the service performed without the state
is incidental to the Individual’s service within the state; or
“-.i(e) Some of the service is performed in the state and (1)
~the base of ‘operations or, if there is no base of operations, the -
place from which the service is directed or controlled is in the
state, or (2). the bage of operations or' the place from which
the serviee is directed or controlled 4is not in any state in which - _
Some part of the service ig performed, but the individual’s -
residence is in this state. e . v
. 25134, The sales factor is a fraction, the numerator of
which is the total saleg of the taxpayer in this state during
the income year; and the deneminator of which is the tota] =
sales of the taxpayer everywheres during the. income year.
25135. Sales of tangible personal . property ‘are in this
state if : , : R
" (a) The broperty is delivered or. shipped to g’ purchaser, . -
other than the United States government, within this state .~
regardless of the f.o.b. point. or other conditions of the sale; or -
(b) The broperty is shipped from an office, store, warehouse,
- factory, or other place of storage in this state and (1) the -
purchaser is the United States government or (2) the taxpayer
" is not taxable in the state of the purchaser.. - s
25136. Sales; other than sales of tangible bersonal property,
are in this state if : o S ~ s

3
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i
~this act' .do not falhy represem ‘the extent of the taxpayer 8 =

@oo_-nmonpc,omf—'-t . -

" as the Umfonn Di¥ .
: 1t 1s mot ihe intention of the:Legislature in enact- - -

ing this article to provide for the tamtwn of intercorporate,

i dividends. except .in the state o, COH?’)TL@?CLCLZ dom?cde of tha i
% 7“66617/2719 corporation.: '
< The provlszom 0\“ thxs act effectmo changes in the BT
. computatlon of taxes shall"be .applied; for the purpose of the = ¢

T

(a) Theu mco' é- produemg act1v1ty s performed 111 thls"
state or'

(b) The mcome-producmg act1v1tv is performed both in
“and -outside this state and-a greater proportion. of the income-
produemg activity is performed in this state than in any other
state, based on’ costs of performance. .

If the. allocation” and apportlonment prov1s1ons of

business activity in this state, the ‘taxpayer may petition for
or the Franchise Tax Board may require, in respect to all or
any part of the taxpayer’s busmess ac’rlwtv 1f reasonable :

- (a) Separate aecountmg, PR

" (b) The exclusion of any one or more: -of uhe faetors ,

‘(¢) The inclusion of one or more additional factors. Wthh.
Wlll fairly represent ’che taxpayer S: busmess act1v1ty 111 thls_
_state; or.ii
(d) The employment of any other metho& to effectuate an

“requitable all oca‘uon and apportlonment of the taxpayer’s in-
eome. v i !

251380 ThlS act shaTl be 80 construed as to eFfeuuate its gen-
“eral purpose to make. Un1f01m the law of those states which-

enact it.
- 25139

'120 to 29139, meluawc mav be cited
n- of #ncome for Tax P urposes Act.

. Sections

25140.

Swec: 8

~-taxes 1mposed under Chapter 2: (co*nmeLcmg swith Section
4310]) of Part 11 of Dlv1s1on 2 of the Revenue and Taxation
Codc, in the computation of taxes measuréd by income- for
income years beginning after December 31, 1966 and for the
purpose, of the tax imposed-under Cmpter :3 (eommﬂnemg
with Section 23501) of Part 11 of Division 2 of the Revenue
and Taxation Code, for taxable yeéars 1)e0"11111:ng after Decem-
“ber 31, 1966, and the:remaining prov1310ns of this aet shaH ‘
become effectwe on Julv 1 1951 . o : ‘




