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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of ;
CUSTOM COVPONENT SW TCHES, | NC.)

For Appel | ant: Kurt J. Lewin
Attorney at Law

For Respondent: Bruce W \Wal ker
Chi ef Counsel

Paul J. Petrozzi
Counsel

OPIl NI ON

This appeal is made pursuant to section 25667 of
the Revenue and Taxation Code from the action of the
Franchi se Tax Board on the protest of Custom Conponent
Switches, Inc., against proposed assessments of additional
franchise tax in the anounts of $12,292.77, $19,062.25, and
$16,111.82 for the income years 1967, 1968, and 1969,
respectively.
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Appeal of Custom Conponent Switches, Inc..

_ . The question presented is whether, .in conputing
.its incone subject to taxation by California, appellant, a
California co-rporation, nmay deduct the entire amount of the
distributive partnership |osses incurred by a partnership
in which appellant is a general partner

APpeIIant's maj or corporate business.activity S
t he manufacture and sal e of sPeC|aI!zed el ectrical swtches
and related conponents. Appellant is also a general partner
in a partnership known as Plynouth Realty Conpany (Plymouth).
The sole activity of Plymouth is the ownership and rental
of real proRerty, primarily factory buildings and shopping
centers. The properties are |ocated both wthin and w thout
California. None of Plymouth's properties were rented to
appel lant or used in connection with appellant's business.

During each of the years in issue, Plynouth in-
curred substantial losses from its business operations.
These | osses were generated, primarily, by depreciation
expenses associated with Plymouth's renta Pro erties
Appel lant included its distributive share of Plynouth's
business 'losses in its return of incone for the years in
issue. Respondent allowed the partnership |osseS to the
extent that they were generated by property located within
the state arnd, therefore, attributable to'a California
source. However, to the extent the partnership | osses were
attributable to property located out of state, respondent
deni ed the deductions on the basis that they were from
sources outside California

_ The net income by which the franchise tax is nea-
sured is restricted to net income from California sources.
(Rev. & Tax. Code, § 25101.) Incone from California sources
i ncludes incone fromtangible or intangible property |ocated,
or having a situs in this state, and any incone from activities
carried on here. (Rev. & Tax. Code, § 23040.) Conversely,
any |losses from California sources are deductible while
| osses attributable to out of state sources are not
deductible. (See Appeal of H. F. Ahnmanson & Co., Cal. St.
Rd. of Equal., April 5, 1965.)
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Appeal of Custom Conponent Sw tches, |nc.

The Appeal of H F. Ahmanson & Co., supra,
presented a very simlar rssue. I'n Ahmanson the corporate
appel lant was primarily engaged in the insurance busi ness.
However, the appellant was also a [imted partner in_two
partnershi ps engaged in oil exploration in Turkey. The
partnerships incurred [osses in the oil venture and
apPeIIant attenpted to deduct those |losses fromits _
California income. In denying the appellant's claim this
board concluded that the source of a partner's income is
where the property of the partnership is located and where
the partnership activity is carried on.

The only difference between Ahnmanson and the _
present appeal is that in the forner none of the partnership
property was located in California while in the latter sone
property was |ocated in this state. However, as noted above,
al  owance was made for that portion of the partnership's
Egﬁsfs associated with partnership property |ocated wthin

i forni a.

In view of the principles announced in Ahnmanson
‘ It is apparent that onl% |pncorrepor loss attributable to

California sources can be included in determning income
taxable by California. Since the deductions in question
arose only from partnership property |ocated outside
California, it follows that respondent's action in
di sal | owi ng the deductions was correct and nust be
sust ai ned.

ORDER
Pursuant to the views expressed in the opinion

| of the board on file in this proceeding, and good cause
' appearing therefor,
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Appeal of Custom Conponent Switches, Inc.

| T 1'S HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of the Revenue and, Taxation Code,
that the action of the Franchise Tax Board on the' protest
of Custom Conponent Switches, Inc.,. against pronosed
assessments of additional franchise tax in the amounts of
$12,292,77, $§19,062.25, and $16,111.82 for the INcComMe years
1967, 1968, and 1969, respectively, be and the Same IS
hereby sustai ned. .

Done at Sacramento, California, this 3rdday of
February, 1971 by the State Board of Equalization.

& ‘ » Chai rman
» Menber
] , Member
2. % .z , I\/larr‘oeaL
» Menber

ATTEST: % // M___, Executive Secretary
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