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BEFORE THE STATE BOARD OF E(UALIZATION
OF THE STATE OF CALIFORNIA

In the Matter of the Appeal of )
TRI - STATE LI VESTOCK CREDI T CORPORATI ON )

Appear ances:
For Appel | ant: Charles D. Sooy, Attorney at Law
For Respondent: John S. Warren, Associate Tax Counsel

OPLNLON
This appeal is made pursuant to Section 25667 of the
Revenue and Taxation Code from the action of the Franchise Tax
Board on the protest of Tri-State Li'vestock Credit Corporation
to proposed assessnents of additional franchise tax in the
amounts of $169.15, $2,334.24, $1,243,73 and $1,658,73 for the
I ncome years 1949, 1950, 1951 an& 1952, respectively,

_ Appellant is a California corporation with its only office
In San krancisco. During the years in question, it was engaged
in the business of nmaking [oans to producers of Iivestock in
California,‘.Arizona, Nevada and Oregon. The |oans were secured
by chattel mortgages on the |ivestock of the borrowers. (ccas-
ionall'y Appellant took a nortgage or trust deed on real prop-
erty as additional security.

Appel I ant._had enployes in the various states in which it
made |oans. These enployees solicited the |oans, appraised
the security and prepared the applications which were sent to
Appel lant's office in San Francisco. The |oan papers were
Prepared there and mailed to the borrowers for signing. All

oan and interest paynents were received by ApPeIIant at its
San Francisco office. Aﬁpellant obtained the funds which it

| ent by borrowing fromthe Federal Internediate Credit Bank of
Berkel ey, pledging its |oan paper and governnment bonds as
security.

For the incone years involved herein, Appellant conputed
the percentage of the total interest income which was paid by
borrowers residing in California, It then deducted the sane
percentage of its total expenses to arrive at the California
"portion of net income from | oans.

Respondent determ ned Appellant's taxable income from

sources in California by applying an allocation formula to
' Pornula consisted of three

Appellant's total incone, The
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factors: (1) average value of outstanding |oans; (2) payroll;
and(3) i nterest income. The outstanding |oans factor was
used for Appellant's financial business in lieu of the tan-

I ble propert¥z factor used for manufacturing and nercantile
US| Nesses. espondent included all of Appellant's |oans as
California |oans; i.e., in the nunerator of the first factor.
The interest income factor was used in lieu of the sales
factor used for manufacturing and nmercantile businesses, For
purposes of this factor. the'interest incone was_assigned to.
the placeswhere the emplovees solicited 1oans:.generally.,-the-
amounts~being=assigned to the States in Whith-the.debtors
reﬁ“i‘d‘ed -

Appel | ant contends that the inclusion of all outstanding
oans as California loans is arbitrary and unreasonable and
hat either of the followng two fornulas should be applied:
ll) a two-factor formula consisting of interest incone and
alaries; or (2) a three-factor formula enploying the two
actors used in El) plus outstanding |oans, provided that the
al l ocation of outstanding |oans be on the basis of the resi-
ence of the debtor.

—h oy ——t—

Respondent states that, upon the theory that a |oan has
a business situs where it is serviced, the practice has been
to apportion outstanding loans to the location of the tax-
.Iayer's of fice where thi's occurs. The assu};nment_ of Appel -
~ant's loans to California i's consistent with this theory and
ractice. It recognizes the fact that the evidencesof in-
debtedness are pledged here to obtain funds out of which such
| oans are made.  Thé notes given to Appellant by its borrowers
«_are assets used in California to enable the taxpayer to carry
on its business both within and without the State.

The Franchise Tax Board has been given broad discretion

gld%si? a formula for tf&lallggatlon of |r&<_:on‘e. (W
[KS v.MdévdLgan, 3 : 731.2pp. dirsm 340 U S

801, 885; Pacific %iruit %X ress Co. v.pIVIch:Lcha.n,w %al. Ap(P
2d 93,) 'By sfafufe, Jhe Tornmula nust be Wfairly cal cul ateq"
to determne the income fromthis State, (Section 25101 of
the Revenue and Taxation Code, formerly Section 24301 of the
Code &nd.Seetion 10 of the Bank and Corporation Franchise Tax
fct.) It has been recoghized, however, that any method of
411ocation nMust be nore or'less arbitrary and fictitious and.
that rough a(g_)prom mation rather. than precCision is sufficient.
El Dosado O Wrks v. McColgan, supra.) One who attacks-a
ormula of appertionment carries a distinct burden of-show ng
bg cl ear and cogent evidence that it resylts in- extraterri-
torial-values being taxed. (Butler Brothers v. McColgan,
315 U. S. 501.)
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The factor of "outstanding loans" reflects the capital
enpl oyed in a loan business and is obviously an inportant
I nconme produci ng-el enent of suck an enterprise. A loan is an
i ntangi bl e thing and as such, any assignment of it to a
physical location nust be nore of less fictitious.

_ In assigning a situs to an intangible for tax purposes.
in general under the rule followed in this State, the 1ocation
of the owner or the use that he makes of the intangible in his
business is inportant, wndt the |ocation of the payor or debtor.
(MIler v, McColgan, 17 Cal. 2d 432.)

The Supreme Court of Oregon has approved the use of the
factors of "outstanding loans™ and "interest received" in
allocating the income of a unitary |oan business. (Beneficia
Loan_Soci ety of Oregon v, State Tax Conmmi ssion, 95 Pac. 2zd
429.) Tn that case, there were oifrces In several states and
the loans and the interest were assigned to the respective
offices that made the | oans and received the interest. No
3p€f|f|c consi deration was given to the location of the

ebt ors.

A}

A factor of "average monthly outstanding |oan bal ances in
the various offices in €ach state, » in addition to a payrol
factor, has been reconmrended by an econom st for adoption by
all states for use in an apportionnent formula applicable to
uni tary personal Ioan conpani es. (John_A. WIKkie, A;])porti on-
nment for Unitary Finance and Insurance Businesses, 37 Taxes
9L0.,)"WTh respect to a comerclal finaace cOrporation, M.
Wl kie recommends a fornula conposed of the factors of in-
terest, to be assigned to the place where the interest is
received, and payroll. At no point in this article does
M. WIkie indicate that the |ocation of the borrower is
significant in itself.

The formula used by the Franchise Tax Board does give
effect to the location of the borrower indirectly through the
two factors of interest received and payroll. |n view of the
authorities which we have considered, we cannot say that the
fornula is unreasonable because it does not also give effect
}o the location of the borrower in the factor of outstanding

oans.
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ORDER

Pursuant to the views expressed in the Opinion of the
tBﬁard]c on file in this proceeding, and good cause appearing
eref or,

1T IS HEREBY ORDERED, ADJUDGED AND DECREED, pursuant to
Section 25667 of the Revenue and Taxation Code, that the action
of the Franchise Tax Board in denying the protests of Tri-State
Livestock Credit Corporation to proposed assessnments of addi-
tional franchise tax in the amounts of $169.15, §2,334.24,
$1,243.73 and $1,658,73 for the income years 1949, 1950, 1951
and 1952, respectively, be, and the sanme is hereby, sustained.

Done at Los Angeles, California,this 4th day of April,
1960, by the State Eocard of Equalization.

John W _Lynch , Chairman
CGeorge R. Reilly Member
R chard_Nevins - __ , Menber
Member
Menber
ATTEST: Dixwell L, Pierce , Secretary




