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This is in reply to your memorandum dated December 31, 1974,

in which you inquire as to the sales and use tax conseguences

of a change in business form of subject taxpayer from a partner-
ship to a close corporation.

We understand that +ev~~---— yas originally a partmership com-
posed Of - wm . e —mmwd, successor to the interest of
e . and . Zach of the two

partners had an equal interest in the partnership. The partner-
ship was prirarily engaged in the business of producing materials
wvhich are used in the production of plastic resins. Because

. wished to make a substantial additional invest-
ment to improve the profitability of the partnership and
vas unwilling to increase its investment in the partnership, the
business was reorganized.

In accordance with the terms of an agreement between the partners,
a corporation was formed, and all assets and lisbllitles of the
partnership were transferred to the commencing corporation in
exchange for stock ida the corporaticn. Three classes of stock
were issued: Class A Common Stock representing 50% of the capi-
talization of the corporation, Class B Common Stock representing
123% of the capitalization of the corporation, and Preferred
Stock representing 374% of the capitalization of the corporation.
The holders of Class B Common Stock were entitled to elect one
and only one member of the Board of Directors of the corporation.
Included in the agreement and in the Articles of Incorporation
was provision for redemption of the Breferred Stock and of the
Class B Common Stock under certain specified,business conditions
at the option of the corporation. The redemption option expires
December 31, 1980. The stock as noted was issued to the partner-
ship, which then was dissolved. On dissolution_of the vartnership
the élass A Common Stock was distributed tc _  _____ _ _ e
and the Preferred Stock and the Class B Common Stock was distri-

buted tC¢
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It ig our opinion that the transfer of property from the partnere
ship to the corporaticn was 8n occasional sale end thus exempt
from tax.

Section 6006.5(b) of the Revenue and Taxsticn Code prowides that
"occagional sale" includes the transfer of a1l or substantially

all the property held or used in the course of activities for

which a seller's permit is required vhen after such transfer the
real or ultimate ownership of such prorerty is substantially

similar to that which existed before such transfer. The partoership
transferred all of its propetty to the cornoraticn, thus reetw

ing the first requirement. Y apd sach
ovned identical 50 percent interests in the pertnarship hmfcre the
transfer, Subseguaent to the transfer, ™ cvned s

stock representing 50 percent ¢f the vquity of tne corocration,
and because of the methcd of classification of the stoeck, it also
controlled the Boerd cof Directors. 1In additicn, hescause cof the
provision for radermpticn of the cother classes of stock, it was

pessible that .. ; M could become the scle stockholder
in the corncration st some time in the future. Subseguent to the
transfer _ owned stock representing 50 percent of the eguity

of the corporation, &2l]l of which was subject to redempticn under
the ccpditicns specified. Although the partners did not receive
identical interests in the corporaticn, the ultimste cvnership
s substantially similar teo that which sxisted befcore such trang-
fer. There was a leglitimate businasss purpose for the rsorgani-
zation other than tax avoldance. There vas no certainty that
shares would be redeemed, and = cculd
not directly cause to occur those ccnditions that "would vermit
redemption. The corporation was not merely a ccnduit created to
permit easy acquisition of  ____ interest in the businsss,
Finelly, subsequent to the transfer and for some finite time
period thereafter, each partner did in fact have equal real and
ultimate ownership in the ccrporaticn including the tangible
personel property that was transferred from the partoership.
The transfer therefore cualifies as an occasgicnal sale. Section
6367 exempts from tax the gross receipts from cccasional sales.
The transaction was therefore exempt.

The transcaction cculd also qualify ss & transfer solely in exchange
fer first izsue stock. However, since the corporaticn assuzed
1iability for the partnership oblizctions, tax vould apply to that
amount of the cbligaticns assumed that is sttributed to the
tangible personal property transferred.
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