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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 )
MARVI N AND ALI CE BAI NBRI DGE )

Appear ances:

For Appellants: Marvin Bainbridge
in pro. per.

For Respondent: James T. Philbin
Supervi sing Counsel

OPI1 NI ON

This appeal is made pursuant to section 18593
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Marvin and Alice
Bai nbri dge agai nst a proposed assessment of additional
personal incone tax in the amount of $386.30 for the
year 1977.
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Appeal of Marvin and Alice Bainbridge

The sol e issue to be determ ned is whether
appellants are entitled to a credit against California
personal incone tax for personal.incone tax paid to the
State of Hawaii on certalin interest incone.

In 1975, while residents of Bangkok, Thail and,
appel l ants Marvin and Alice Bainbridge executed an
"agreenent of sale" wherein they agreed to convey a
certain parcel of land situated in the State of Hawaii .
Thi s agreenment contai ned %rovisions for the payment of
interest and penalties. hey subsequently becane
residents of California.

Under the ternms of the agreenent, appellants
received $11,075.00 in interest income in 1977. They
reported this anpunt on their California return. Appel-
lants paid Hawaii state income taxes on the interest
received and clained a tax credit therefor on their
California return. Respondent denied the claim
resulting in this appeal

Subject to certain conditions, section 18001
of the Revenue and Taxation Code allows a credit to
California residents for net income taxes paid to other
states on income also taxable in California. One of the
several limtations on the availability of the credit is
set forth in subdivision (a) of section 18001, which
provides in pertinent portion:

The credit shall be allowed only for
taxes paid to the other state on incone
derived fromsources within that state which
1s taxable under 1ts laws irrespective of
the residence or domcile of the recipient.
(Enphasi s added)

The credit does not apply to incone derived froma
California source.

Respondent has taken the position that the
incone at issue is derived froma California source.
Respondent's argument is that since the interest incone
flows froman agreenent of sale and the debt which arose
therefrom it constitutes income fromintangible
property, Wwhich has its source at the appellants'
residence. Respondent concludes, therefore, that
appel lants' California residency established a
California source for the interest inconme and
consequently, no credit was allowable for income taxes
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paid to Hawaii . For the reasons hereinafter stated, we
must agree w th respondent.

The issue presented by this appeal was

addressed by the California Suprene Court decision

of Mller v. MColgan, 17 cal.2d 432 [110 P.2d 419]
(1941). The question before the court in that case was
whether a credit was allowable for a Philippine incone
tax paid on dividends and gains received by a California
resident fromhis stock in a corporation |located in the
Philippine Islands. The court determined that no credit
was avail able under the predecessor of section 18001

The reasoni ng behind the decision was that the dividends
and gains had their source in the stock itself, and that
the situs of that stock was the residence of its owner.
In reaching that conclusion the court applied the conmmon
| aw doctrine often followed in determ ning the taxable
situs of intangi ble assets, nobilia sequunter personam
i.e., "movables follow the person.* W have consistent-
ly followed the views set forth in MIler v. MCol gan,
(See, e.g., Appeal of Muude Peterson, Cal. St. Bd. of
Equal ., Dec. 5, 1978; Appeal of Stanley K. and Beatrice
L. Wong,cal. St. Bd. of Equal.,-May 4, 1978; Appeal_ of
ohn K and Patricia J. Wthers, Cal. St. Bd. of Equal.
SFpt. LI 1966; Appeals of Hugh s. and Nina J. Livie, et.
al., Cal. St. Bd. of Equal., Oct. 28, 1964; %?Qeal of
qgééif L. Bills, Cal. St. Bd. of Equal., April 5,

Appel l ants' argunent is that when determ ning
the source of interest incone, a distinction exists
bet ween income arising froman "agreenent of sale" and
that arising from an "installment contract." They state
that under Hawaii law, the former transaction causes
interest derived thereunder to be traceable to the |and
itself. Appellants maintain that here, the transaction
i nvol ved was in the formof such an "agreenent of sale"
and consequently, the incone on which the tax was |evied
SPOHgd_be determ ned as having its source in the State
0 wai i .

I n support of their position, appellants have
relied upon a letter opinion by the Attorney General's
Ofice of the State of Hawaii. W believe appel | ant's
have m sconstrued that letter. Qur conclusion is based
on the statenent contained in the final paragraph of
t hat opinion which states that "the interest income is
not derived fromthe sale of the land (for such a sale
woul d yield no interest but merely the purchase price)
butinstead from a contractual agreement ..." This
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statement nmakes it clear that appellants' interest
income was derived froman intangible asset, i.e. the
contract and resulting debt rather than fromthe |and.

Even assuming, arguendo, that Hawaii law is as
appel l ants represent, California would not be bound by
Hawaii's determnation. In Christman v. Franchise Tax

Board, 64 Cal.App.3d 751 [134 Cal.Rptr. 725] (1976), It
was deternined that in matters of this sort California
law is controlling, even if a foreign state's
characterization of the income of a California resident
is contrary to the characterization of the same incone
under the laws of California. Under California |aw,
contracts for the sale of land are not subject to the
di stinction clained by appellants. Rather,. all such
contracts, generally, are treated as intangible property
having its situs at the residence of the owner. As we
stated in Appeal of Wng, supra, "the immediate source
of interest 1Tncone on a debt is the debt itself....”
and "[s]ince the debt instrument is an intangible asset
wth its situs at the residence of the owner, the
creditor, the interest has its source at the sane place
under the nobilia rule.”

Based upon the foregoing, we conclude that
the interest incone received during 1977 by appellants
was froma California source. Therefore, they had no
entitlement to a credit against their California tax
for taxes paid to Hawaii on such incone.
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ORDER

Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing therefor,

| T IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 18595 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board on the
protest of Marvin and Alice Bainbridge against a
proposed assessment of additional personal incone tax in
t he amount of $386.30 for the year 1977, be and the sane
i's hereby sustained.

Done at Sacranento, California, this 19th day
of  May , 1981, by the State Board of Equalization
with all Board menbers present.

Ernest J. Dronenburg, Jr. , Chairman
Ceorge R _Reilly , Menber
W1 liam M. Bennett » Member
Ri chard Nevins » Member

Kenneth Cory ,  Menber

- 187 -



