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Introduction

Tax Paid

Revenue for the
General Fund

The Franchise Tax Board, created by the Legislature in 1929, administers
the state’s Personal Income Tax Law, the Bank and Corporation Tax Law,
and the Homeowner and Renter Assistance Law.

During 1988, the three member board was chaired by Controller Kenneth
Cory. Board members were Richard Mevins, Chairman of the Board of
Equalization, and Jesse Hull, Direcior of the Deparimeni of Finance,

During 1286, Californians filed 11.9 million parsonal incoma tax returns
reporting tax lkabilities for the 1885 income year of 51006 billion in siate
income taxes. Taxes actually collected during 1986, including withholding
and estimale paymenis on 1985 income totaled 511.2 billion.

Banks and Corporations filed 388,243 tax returns in 1986, resulting in $3.3
billian in paid tax.

The programs administerad by the departmani collectad $16.2 billion, which
represents 56,0 parcent ol the General Fund revenue in calendar year 1986,

Personal Income Tax program accounted for 41.5 percant of the General
Fund lotal and the Bank and Corporation Tax program accounted for 14.5
percent,

General Fund Calendar Year Collections

Cash Basis *
N Vi8S 1985 Percent Change
Ar=oung Wool Amoun ol from ProrviDus
hlans) Total {Millisna) Tiofal Yienr
Parsonal income Tax 11,1106 408 §12.021 5 414 Az
Boank and Cospamation Taxos 37847 138 a&man 145 145
Subiolaks ST4E05 6 4T H16.241 4 E6.0 an
Rtail Sakes and Ueh Taxes & BEAFa I8 S100087 5 34T 1.7
Esiabe, Gifl, and inhavitance Taxes 568 08 i 04 B4
Insurance Company Tax AT 2 3.1 AZA.4 28 e
Cigarette Tax 1851 oy 163.3 sl -} =1.0
Alcoholic Severmge Excise Taxos 1336 05 1334 05 -2
Horse Racing Feos 176 I E 121.4 04 32
Cirer Agvonues Piua intnrest
on veEsimaniy 1.0467.5 19 1E12 a1 mr
Subrioiniy $123401 453 $1277TA5 440 A6
GRAND TOTAL ST AT 100 2002000 1000 B

* Darivad Irom manthly cashBow statament in Siale Budgel
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Personal Income Tax

Sample Data

Indexing

The 11.9 million Californks personal income tax refurns filed in 1986
represented an increase of 2.0 percent, or 226871 refurns over the number
filed in 1985, Tha amount of sell-assessed taxes increased by 8.3 parcent
to 5106 billion. Statewide median income lor single filers climbad (o
518,321 in 1985, a 4 percent increase from the previous year. For taxpayers
filimg jointly, the statewide median income rose from 530,410 in 1884 to
533,362 in 1885, a 8.7 percent increase.

The county data presentad in Tables 6 and 7 of the Appendix and the labla
in this saction illustrating woluntary contributions ware derived from the
Department’s master file which includes data from all 1885 taxable year
riturns. All ofher tables in this section and in the Personal Income Tax
Appendix wers generaled rom data gathered in a stratified random sample
of personal income tax returns filed during the 1286 filing season.

Sample selection was based on a combination of criteria including the
amount of Adjusted Gross Income (AGH), type of redurn form used, taxable
and non-taxable status, and whather remittance was included with the
raiurm,

The tolal number ol relurns selected lor the 1986 sample was 7B.228 of
which 77,795 records wers complaled and included on the sample.

Beginning with the 1978 taxable year, the Legislature provided for adjust-
ment of the tax brackets, standard deductions (herealler referred 10 as “zero
brackel amount™}, and personal credil amounis lo reduce the escalating
effect of inflation on tax liabilitles. Initially, the tax brackels ware adjusted by
the percentage change in the Callomia Consumer Price Indax In excess of
three parcent. Beginning in 1980 the threa percent threshold was removed.

For the 1985 taxable year, the inflation factor was 3.5 percent. Adjustments
for inflation raised the parsonal credits for joinl lilers from $50 in 1977, io
£B6 in 19835, The increase in the maximum tax rate threshold from 533,000
in 1977 to 557,580 in 1985, up 74 percent, was also due to the afiects of
adjustments for inflation.
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. Tolal Adjusted Gross Income [AGI) reported for the 1985 taxable WS
Adjusted Gross $306.0 billion. Adjustments were primarily lor expenses incurred mmng
Income income such as employee business expenses and moving expenses. Soma
adjustments ware designed to promote desirable social objectives such as
encouraging taxpayers to save for their retirament through individual and
sell-employed reliramant plans.

Baginning with 1984, the California tax liability for non-residents was
changed o a basis of Total AG| rather than California AGL Because of this,
the AGI valuas shown in the statistical appendices for 1984 and 1985 are
not strictly comparable to the walues shown in prévious yoars.

The California source AGI reporied for the 1985 taxable year was $296.1
billien, 5.8 percent over the comparable amount for 1984,

Personal Income Tax
Sources ol Reporied Adjusied Gross Income
1564 and 1985 Taxable Year

1585 INCOME YEAR

1884 Incomi ol Percent
Yaar Amourt  Amspund Todal Change
(Millions)  (Mdorm]  Incoms  1984- T0E5

CALIFORMNIA SOURCE INCOME:
Sadary and Wages S2020099 SIMMATIE TTE 54
Dirwidends. Ta0e 2 Th44 4 28 LA ]
Irrtgsd 22 EIGY 22.7TA8 TS5 0.6
Annyites and Pensions 1023008 121485 40 18.7
Med Sale of Copiln! Asami 11,5475 1447805 48 49
Aents ard Foyalites -2 2472 =2 2801 =08 T
Mot Business and Prodessional Gains 11,818 11,307 a9 0.7
Fasm income -1,086.3 =Bl 1 =03 186
Mot Parinprehip Gaing =G 2 =A55.0 =03 as
Ohar Incoms 13677 2EETH 08 =20.F
TOTAL CALIFORMNIA SOURCE INCOME S2B55754 S302EMY 1000 4.0
Total Adjusiments 1o come 5Ta1S 65128 134
TOTAL CALIFORMIA SOURCE AGI S2TREIZOD S2DE1148 58
Additipnad &G Reported on

Non-Regsdent Retum $ 102607 § OEERI1 =3.7
TOTAL AGI REPORTED £2001038 LROE00ST 55
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Personal Income Tax
Redurns by Income Class
1884 and 1985 Taxable Years

1084 1885 Parcan
Adyuabed Grokd Tazabla a&t ThxkbA Vi Changs
Inooma Clasa Raturms Fiturna 1064~ 1865
Less B 35,000 2 040 0DRE 2073136 112
£.000 1o 10,000 1.7 1,775,652 10
10,000 8o 15,000 1,400 2R 14082278 -0.3
15,000 1o 20,000 1,280,505 1.257 550 -0.2
F0.000 1o 245,000 1,0 B2 SIS 580 -4
25,000 1o 30,000 878 TES BES (84 =12
30,000 1o 40,000 1,280,823 1,330,640 18
40,000 1o &0,000 TE1,THD TRARLA i k]
50,000 and over 1,134 581 1,268 408 135
TOTALS 11,630,320 11,857 200 20

STl rerr =

The total dollar amount of deductions taken by California tax filers for the
Deductions 1985 taxable year was $55.1 billion. This figure represents a 10.8 percent
increase from the prévious year,

Tha rero bracket amount for 1985 was $1,710 for taxpayers filing single,
married filing separately and joint custody head of household, Joint, head
of household, and surviving spouse with dependent children filers were
allowed a 53470 rero bracket amount

Deductions from adjusied gross income were provided to exclude cerlain
expendilures from the measure of the tax, Some expensas impaired the
laxpayer's ability lo pay taxes, such as large medical costs and casualty
losaes. Other deductions were used as incentives, such as the promation of
charitable contributions. H lemized deductions exceeded the zero brackel
amaount, the excass amouni could have been claimed in addition o the zero
bracket amount.

Roughly 40.3 percent of returns filed for the 18985 laxable year (4,781,524
returns) claimed deductions in excess of the zero bracket amount This
represants a 2.3 percent increase in the number of returns claiming lemized
deductions compared lo the previous year.
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Personal Income Tax

ltemized Deduciions by Type
1285 Taxable Year
Amouni Percem
Bumbes ol Clasmed AviFage ol
Typa ol Deaduction Agtuing [LERIETE U] Armgnd Tkl
MEDICAL DEDUCTIONS 1.405.545 § a2 § 23483 G0
Hesal Eftane Taxes 3.TE3R832 38540 5 1.02T 7o
Sales Tax &5 564 1B 5 GATA a8
Aulp Ligense T 2832540 T467 § 185 14
O Tas 605 T4 1718 § 84 03
GEMMCTIBLE TAXES
SLUBTOTAL AT0ATZ 5 B0124 5 1.EET 145
Cash 268178 5 AETS 5 1004 a5
Mon-cash 2002 B0 14851 5 TaZ a7
Cafryorr From Pral Yaar 58381 10874 518318 20
Excess Carned Foreard o
Fubarg Years 109039 -1 05 -S14.B62 -9
NET CONTRIBUTIONS 4,387 634 § 56208 § 1282 102
POLITICAL CONTRIBUTIONS 48,204 £ Aar £ o0& 0.0
Morigage 3,503,817 AT § AsEA &20
Ot 4. 3003%5 10,6085 1 g 2533 194
INTEREST SUBTOTAL 4528510 A TER 2 $ TAE0 13
MESC. DEDUCTM NS i 155 344 g 43257 % 1,041 TE
TOTALS o TR 524 E55088T .5 10000

In the 1985 taxable year, the tolal amount of personal income tax liability
Tax Collections paid through withholding was $8.1 billion, a 6.5 percent increase over the
and Refunds 1984 taxable year. Withholding was reported on 8.0 million returns and
accounted for 62.3 percent of I0lal tax callacted,

Estimate payments for 1985 amounted 1o $3.2 billion, reported on 1.3 million
refums.

Final payments made at the time of filing amounted to $1.7 billion.
Refunds were issued to 8.5 million taxpayers amounting 1o $2.6 billion.
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p— The preference fax is a tax in addition to income tax on those wha benelit
Preference Tax substantially from various forms of tax-free income or deductions under the
reqular income tax rules. In 1285, there were 224,158 California tax filers
who paid $464,1 million in preference tax. llems subject io this tax include
untaxed capilal gains (in excess ol certain limits), excess itemized deduc-
tions (certain deductions which exceed 80 parceni ol adjusied gross
income), accelérated depreciation on real and personal property, Bxcess
intangible drilling costs, excess farm losses and olher amounis.

In concept the California preference tax is similar o the federal "allernative
minimum fax”, but the method of computation is entirely different.

Income averaging benelils those laxpayers whose incomes have increased
Income ﬁh‘ﬂﬁlﬂ:illﬂ more than one-third over the prior years' income. California Incoma
Averaging is similar to federal law with some exceptions. In California,
income averaging is based on a differant lime pericd and uses tha
California definiticn of AGL
Dwring the 1885 taxable year 553,131 returns wera filed using income
averaging o reduce tax. The average reduction in fax was S287 per refurn
making a iotal revenue loss 1o the State of 51590 millicn. This represants an
increase in revenua loss o the State of 5.8 percent over the pravious year,

Personal Income Tax

Income Averaging

10-Year Comparison by Tax Years 1876-1585 Taxable Years

Wumbser af Tax Average Tas

Tax Year Paturna Reduchora Faducans
1878 375,253 & &B845 204 Liga
1877 355, B58 § 70,691,120 §iga
1878 360,271 § BO.801,142 §103
1878 L40 DRR § B7.B95271 $108
1680 53045 $ 90577053 LRl
1881 B30 7ET § 80317718 $i58
1682 S51.781 § 03,258,008 $180
1583 s22 402 $111 582,142 £213
1884 561,573 $150,810,258 $268
185 SEX 13 &1 50 013, 0B g2a7
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Voluntary
Contributions

Fage 12

in 1982 the California Election Campaign Fund Act (Stats. 1982, Chapter
1188} was enacted. it gave Callfornia laxpayers the option of donating 1o
qualified political parties by adding the desired amount to their tax lability
when computing refund or balance due. In 1983 this process was axpanded
12 include the California Seniors Fund, Endangered Species Act, State
Children's Trust Fund, and the U.S, Olympic Commities,

For the 1385 taxable year, 435,812 contributions were mada, totalling 52.5
millipn for the various funds, a 2.5 perceant increase from 1984,

Personal Income Tax

Contribubions Checkolis
19841085 Taxabie Years®
1584 TAXNABLE YEAR
Average
Mumber of Amant Amount par
Contnbution Contribuiorns Contributsd Condniburtiosn
GALIFORNLA ELECTION CAMPAIGH FURD
) AFETERN Ndapendar i £ 1230 185
B Democrabc Fa i P 110011 7T
€} Libartmian 435 T8 a7
d) Peace & Fresdom Lty 3an 56 40
o} Aspublcan 1.308 114508 $5.37
1] Mo Party Specified _Saaa 42471 5
SUBTOTAL 4 D63 § TS TAT $502
CALIFOBNIA SEMIDRS FUND 45 T8 177 528 ful
ENDAMGERED SMECIES FUMD 145 QT THE 200 £538
STATE CHILDIENS TRUST FUND 153.0M B30.832 S840
UE OLYMPIC COMMITTEE !_-l_l.]'_!-ﬂ _1_5?.'.!1._?‘ £360
TOTAL 454 445 2 208 BB 499
1505 TAXABLE YEAR
Mrsraga
Mumbser af Amsgunt Amour per
Coriribution Contrbiiorms Conbibuted Coniribution
CALIFORMNA ELECTION CAMPARIGH FUMD

al Amarican Indepandent 405 3 1,458 305
bl Democrabc 27 348 TIT, 1B L4858
&) Libestarian a2 3388 &7 88
dl Peace & Fresdom 1.1 A 565 £A.08
&) Repubdican 28 DaT 130 408 L4 80
I} Mo Purty Specilied 11,422 41,281 381
SUBTOTAL 65 240 £ 2072 56
CALIFORMNIA SEMNDRS FUMD o8 TE &35 58N 5 55
ENDAKNGERED SPECIES FusiD 15017 1878 85 .58
ETATE CHILDRENS THUST FUND 11 253 TR A0 £5.57
UL OLYMPIC COMMITTEE 5654 ___E‘E‘-'I.JE $182
TOTAL 435812 £2.4BE 87T £502

*Fagurns do nol mchude adménisiraive cost adjusiment
Sourge: FTE Withhold master file
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Section 19289.5 of the Revenue and Taxation Code requires the annual
High Income publication of a report of high-income Californians who pay no California
Tax Returns income tax. The report must also cover the relative importance of the various
tax provisions permitting these persons 1o avoid taxation. Siatistical data
were taken from all relurns with adjusted gross income of $200,000 or more.

Descriptive tables are provided in the Stalistical Appendix (Tables 8 and BA)
and are based on lour measures of ncome:

1. Adjusted gross income.

2 Expanded income, an aliernative definition of income which includes
shellered capital gains and other tax preference items and excludes
personal investment expenses to the extant that they do not axceed
investment income. As & measure for “personal investment expenses,”
raporied inferest expense deductions, excluding home maortgage interest,
was used. Investment income was assumed to equal the sum of
dividends, interesl, capital gains and other preference income.

3. Adjusted gross income plus tax preference income.

4. Adjusted gross income less investment axpenses.

The last two income concapls are provided 1o llustrate the separale eflect
of each factor on expanded incom.

The solar and energy conservation credits were the largest ilems attributed
to tax reductions for these taxpayers.

Taxable year 1981 was the mark of an increasing trend of non-taxed
returns with income over $200,000. These increases have been attributed to
a growing number of taxpayers claiming windmills as a solar energy credit
In 1885 there were significant changes in tax law reducing the amount of
allowable credits which could be claimed per tax year. These changes in
tax law were primarily responsible lor the 1985 reduction of non-taxed
returns with expanded incoma over $200,000.

The foliowing is a summary of data from appendix Table 8 and BA

Perzonal Income Tax

High Income Returns With Expanded lncome Over 5200000
1977-1965 Taxable Years

Taxabdo ¥oar Total Reburns Nortamed Feharns Parcent of Todal
17T pana 2 oo
1478 11,821 b | oo
1678 20,476 a o0
18a0 22,002 i oo
1881 24 560 20 (1} ]
18&2 31,363 81 L1k
1083 9,100 B 0.2
1864 50,180 158 07
- 1885 B3, BBE T (15
e — e
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Bank and Corporation Tax

For the 1985 income year 388 244 banks and corporations filed franchise
tax returns and paid almost $3.36 billion in tax. This representad a 9.08
parcent increasse in tax over 1984,

Tables appearing in the texi and the statistical appendix are based on a
siratified sample ol the corporate returns filed. The sample includes all
large corporations (Corporations with state net income greater than

55 million and corporations which paid $100,000 or more for combined
personal property and business license laxes) and two percent of all other
corporations. The sample for 1985 consisied of 1,089 large corporations
and 7,285 othar corporations. The tables provide summary statistics for all
corporations including apportioning corporalions subject to the franchisa
e

Corporations organized and operating within California and out-of-state
Taxation of corporations doing busineas in California pay a franchisa tax. Ciher
Corporations corporations deriving income from California sources but not sufficiently
present to be classified as “doing business” in Cahifornia pay tha
corporation income tax at the same rate of 9.6 percant

The tax rate is applied against net income earned in or attributable to

Tax Rates California. Al corporations subject to the franchise lax must pay a minimum
tax ol $200. Corporations subject to the income tax are nol required lo pay
ihe minimum ax nor are they subject to tax on interest from obligations of
the United States, the State of California, or itz political subdivisions,
Financial corporations paid an additional tax of 1.22 percent of thelr income
io make up for the fact that they receive exempticns from certain local levies
not available to non-financial corporations.

: The phrase “income attributable to California” refers to situations in which a
Unitary Method corporation s doing business both within and without the state and the
operabons oulside are closaly integrated or “unitary™ with the business
activity within the state. This connection can take several forms which
commay a high degres ol inlerdependance batween operations, such as
centralizing decision making, purchasing. selfling, accounting, and financing.
In such cases, California’s share of worldwide operations is determinad by
an apporbonment formula which s the arithmetic average of the ratios of
California sales to total unitary sales, California payrolls to total unitary
payroll, and California property 10 total unitary property value.

A corporation, though owned and controlled by individuals, is a separale
entity lor lax purposes. Expenses incurred in the course of doing busingess
which are aftributable to Calilornia operations are deductible in determining
slate net income.
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Corporations subject 1o the franchise tax are required 1o pay their tax on a
Estimated Tax current basis for the privilege of exarcising their ranchise o do business in
California. Corporations file declarations of astimated tax and pay the asti-
mated tax in quarterty installments during the incoma year. The first quarerly
instalimant must amount 1o at laast the minimum franchisae tax of 5200,

Certain incorporaled organizations are exempt from the corporate tax.
Exempt These exempl corporations are organized and oparated for nonprofil
Corporations purposes under specific sections of the law. They includa iraternal societies,
churches, charitable and educational organizations, civic leagues, social
clubs, and others. These organizalions are not included in data presanied in
this report.

Ol the 388 244 returns filed lor calendar and fiscal years anding in 1985,
Returns Filed only 0.8 percent had state net income exceeding $1 million, but these
corporations accounted for 73.2 percent of the todal laxes pald. Corporations
with less than 525,000 in state nel income comprised 81.5 percent of all
returns filed but accounted for only 4.9 percent of total taxes paid.

Statistics by industry show service Indusiries accounting for 37.9 percant of
net incoma returns filed, trade industries accounting for 25.5 percent, and
finance, insurance, and real estate indusiries accounting for 13,3 percent
The remaining Industries accounted for 23.3 percent of nel income returns.

For the 1985 income year, preference tax was reported on 564 conporation
Tax on retutns, for a total tax of $6.2 million.

Preference income consisis of business deductions In excess of specified
Income amounis. The Bank and Corporation Tax Law provided for a prelerence tax
of 2.5 percent on the ollowing tems of income:

* Acceleraled depreciation of real propery, to the extent it exceads
depreciation allowable for the year under the straight-line method.

» Expess deductions lor additions 10 reserves for bad debt in excess ol
Ioss exparience.

= Percentage depletion in excess of the adjusted cost (before depletion) of
the rescurce producing property al the end of the year.

Belore application of the 2.5 percent tax rate, prelerence income Is reduced
by a $30,000 exclusion and any net |oss incurred for the year. The exclusion
is allowed for sach membar of an affiliated group of controlled corporations

| if they are actively doing business in the siale
—— e
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Income and
Deductions

Based on the sample, corporations reported approximately $1.4 trillion in
gross incoma Tor 1985, This amount is a combination of gross receipts (531
frillion) leas cost of goods sold ($2.1 trillion), plus olher income. Ciher
income iotaled $377.2 billion and consisted of dividends, interast, rents,
royalties, capital gains, and miscellaneous sources.

Bank and Corporalion Tazes
Sources of Gross Income
1884 and 1885 Income Yoars

b4 INCOME YEAR 15&5 INCOME YEAR Petoern
Armouri Amound O Change
Aeturns (100 Faturna L] In Amournt
Gres Feceipts 200735 BT RS B Fo4EA1 SDEIATT O -T.8
Ly Coost of Goads Soid 177605 _{E—.ﬂ'ﬂm 1T 520 D0, TAT T2 =85
Gross Prolit 200 TS I-1.I:IH_'.3'.’£.'1_E FAEN1T 5073560,204 81 ]
Dividends 27 564 SRESH01] TE2ET2 £50.071.760 =2 1
Irderest 200,024 114,304 578 20287 TELE0Ea2 &0.7
Ot Incoms 178, TS 1H.HJE 108G 143 202 512 51
Todal Gross Ingoms HSBEE H1AT80113 HEEE BN0E0EET =15

Total corporate deductions were approximalely 51.3 trillion in 1985, The
largest single category of expenses was lor salaries, wages and
compensation of officers, followed by interes! expenses. The large “other
deductions” calegory included administrative and sales expenses, bonuses
and commissions, freight and delivery expenses, sales discounts, travel and
entertainment expenses, unrealized prolil on current year installment sales,
and some losses resulling from thef, fire, storm, atc.

Bank and Corporation Taxes
Deducilions by Type
1985 Income Year
Amaguni
Musmbsr 0004
Companaailen of Oflicers & Satary and Woges 2502645 S205 600 667
Basd Dabas 75,70 15,149,176
Insaraat 215 8654 20ATAT B4R
Carributang 71,348 2571 953
Penaions and Prahl Sharing Flans TT D 18169878
Empleyas Banalits Plans TO526 32,081,008
Oirer Dpductions 350,680 BT TiP 359

Total Deductions F5T.04 £1.256.325973

Corporations report income sources and deductions on the basis of federal
law, Howewver, certain adjustments mus! be made o rallect dilerences
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Income and
Deductions
(continued)

Apportionment
ol Income

between the federal and stale tax laws. Typical state adjustments for federal
law differences include the deletion of the federal deduction for taxes on or
measured by profits, the inclusion of interest received on governmeant
obligations, and the exclusion of intercompany dividend paymenis as
income for unitary companies,

Bank and Corporation Taxes

Net Income, Adjusiments and Taxes
1885 Income Year

Armury| {000y

Geoas Mcome £1,300 805, 187
Diedsctions - 1,258 325973
ket Incomas (Bedore Staie Adjusiments) S138473 204
Stale Adjustments

Additions . SEO0AT D54

Deducticne - g O SR
Met Incame (Aler Stale Adjustments) 5154643 204
Samie Met Incoms ==

MHonallocaling 2.574 B0

Allocating 18,544 505
Total Sinde Mol Incoma LSRR ]
Staie Tax 3471346
Addiionnl Tax for Prelesence income + 5730
Tax Cradis - BT 454
Mot Staie Taa 135861

Total state net income (otal of net profit less net losses reporied) was $21.1
biflign, for a todal tax assessed of 53.4 billion.

Corporations engaged in a unitary business within and without the state are
required 1o complete Schedule R. Schedule of Apportionment and Allocation
ol Income. “"Nonbusiness™ adjustments represent transactions not normalty
considered an integral part of the regular business operation and, thus, are
allocated entirely to the state ol commercial domicile or situs. The sum of
the items of nonbusiness income completely allocable 1o California, plus the
amount of business income attributable 1o California by the apportionment
lormula, constitule the amount of a corporation’s entire net Income subject
to the tax. For 1985, there wera 19,817 corporations with multistate and/or
multinational activity thal resulted in $18.5 billlon in state net income.

The three facior apportionment formula (sales, payroll and property) is used
only to compute a percentage, which is then appliad to the lotal business
income o determine the portion taxable in Calilornia. For each taclor the
total amount within and withowt the state s calculated, The composita
average constitutes the apportionment factor.
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Apportionmentl
of Income
(continued)

Bank and Corporation Taxes
of Siale Net Income
1085 Incame ¥aar
Amaownk

NET INCOME (ARor State Ad|ustmants) 20,418 $155023 208
ROMNBUSINESS INCOME (OR LOSS)

Deividmnds 1,238 § Taama

Inforesd 3045 v

Proporty Rental Incoms (or Loss) 610 188317

Foyastien a2 350353

Gain |or Loss) From Sale ol Assels 2029 e kY

Parinarship Income {or Losa) asg =167 257

Miscalinneous incomae jor Loes) w3 5,554,581
TOTAL HNONBUSINESS COME (OR LOSS) s667 § 19316535

- .1

BALANCE OF MET INCOME 20418 £136 706,781
PLUS WTEREST OFFSET 1a57 4,167,516
TOTAL BUSINESS INCOME 20416 14D 558 2TT
APPORTIONED BUSIMNESS ATTRIBUTABLE

T CALNFORMNLA 20418 § 17420814
MONBLUSINESS IRCOME [OF LOSS) WHOLLY

ATTRIBUTABLE TO CALIFTEMNLA

Hvidands 3T 1 135,775

Inbarost s 160,875

Propaty Rantal Incoms (or Loss) 104 2173

Aoyalies -] B35

Gain jor Loas) From Sale of Assels 5 133, B0

Partnership Incoma (or Loss) B2 -17.118

MiscoRarocun Income (or Loss) m B26.180
TOTAL * 19,763 § 1BETEAZ2
MINUS INTEREST OFFSET e 164 B36
BALAMCE OF NET INGOME 20418 § 18510596
CONTRIBUTION ADJUSTMENT 3118 34 399
TOTAL STATE NET INCOME

(Afor Apparionman) 19,817 § 18 %E

* InGluies apgorlicnisd Dulindss anribathbie o Calilarmis

California proparty olaled 5575.0 billion for all apportioning corporations,
reprasenting 16.1 percent of thalr worldwide property. Salary and wages
amounted to 5306 billion, 13.5 percant of their worldwide total, while sales
for California amounted to 5414.3 billlon, 126 parcent of their worldwide
sales, The net efect of the three factors lor corporations was fo apportion,
on the average, 14.1 percent ol worldwide unitary income to California.
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of Income
(continued)

Bank and Corporation Tares
A pporflonmenl Formil
1885 Income Year
Aregiang
Nuenbssr flee

Total Proparty Values

Wi and Witkpaut the Siate 146,505 $3,560 540,268

Within e Statw 17385 $574.982, 702
Siatpwide Averagn 16.1%
Totnl Wages and Salaries

‘Within snd 'Without he Stale 19,056 S6E0 910878

Wishin the Siais 15,860 S50 642 046
Satiwdd Avdrage 13.5%
Toanl Sales

Wilthin and 'Without tha Sate 20077 531,396 26T 387

Wiahin the Sinie 18924 $414.324619
Simiweide Avarage 12.6%
OVERALL AVERAGE 14, 1%

e
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Homeowner and Renter Assistance

HRA Program
Summary

California has provided tax relief Io senior cilizens in the form of property
tax assisiance since 1968, Legisiation effective for the 1872 program
reduced the requirement from the original age minimum of 65 years to 62
years. The program was exiended to renters in 1977 and was based on a
property tax equivalent amount presumed to be paid by renters. Beginning
in 1979 aligibility for tolally disabled homeowners and renters, imespective
ol age, was added 1o the program.

Assistance represents partial reimbursement of local property taxes on
personal residences paid directly by homeowners and indirectly by renters
the previous fiscal year, For renlers, a 3250 property tax iz assumed. To be
eligible lor assitance, the clamant's household income from all sources
during the prior calendar year cannol exceed 8 maximum income amount
of $12,000.

Ralial for both homeowners and renlers B based on applying a carain
percentage o the property tax amount. This percentage varies inversaly
with the applicants’ income lavels, ranging from 4 percent 1o 96 percent.

The incomea meaasuremeant used is household incomea which cormesponds 1o
adjusted gross income for tax purposas but is increased for such
nontaxable sources as social security, cash public assistance, pensions
and annuities (not otherwise taxable), unemployment insurance, tax-axempl
interest, life insurance proceeds, gifts in excess of £300, and worker's
compeansation,

The filing period for assistance is from May 16 of the fiscal year for which
assistance is claimed through August 31 of the subsaquent fiscal year. Tha
Franchise Tax Board may accept claims through Juna 30 of the fiscal year
following that for which assistanca is claimed.

During 1986, 264,095 qualified homeowners and renters received $20.1
million in residential property tax assistance under the Homeowner and
Renter Assistance Program. This represenied a 15.7 percent decreass in
assistance from the previous claim year. The average assistance payment
for 1988 was 5110, versus 5115 for 1985. This decline occuned primarily
because the housahold income brackat aslablished for reliel purposes ane
not indexed for the effects to inflation.
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Renters made up the majority of the program claimants, filing 78.3 percent
HRA Program of all claims. Renter claimants received distributions of $24.0 million
EI.II'I'II'I"IE‘I']I' through this assistance program representing 82.4 percent of the lotal
(continued) amount pald. Average assistance for renter claimanis was $116 compared to

399 for homeowners. The larger average assistance for renters reflacted
generally lower income levels in this group. The average housshold income
of renters was 56,523 compared o $6,978 for homeowners. Claimants in the
$5,000-57,000 income class received 71.3 percent of assistance. Social
security income accouniad for 88.3 percent of all household Income
reponed. Public assistance accounted for 9.2 percent, interest and dividends
accounted for 11.4 percent, and pensions and annuities accounted for 8.1
percenl. The remaining 2.6 percent of total household income consisted of
rental income, nat business income, insurance proceeds, death benefits,
wages, gilts, and income from other household membars.

Homeowner - Renter Assisfance

19686 Claims
Total Avmrage Tkl Total AnErmge
MHumber of Household Househald ABRisEAnCE Avorage Progsty Praparty
Claimanis Income incoma Paid Assistance Taces Taxes
(Thaousards) [Thousands) (Theusands)
HomBowners
Senior Cilizans L ] 5 388404 §r.E 5 4744 £ B8 £15.154 L3
Desabbad 3515 :rams 6,726 38R $110 1.128 2319
Subtolad G725 5 412208 S5.0978 551 5 89 16282 301
RAenters
Banior Ciizons 148,214 % GE1E9 L5625 $16,835 114 £37.054 §250
Dbt ol 62T 6T, 0 §6.267 7.1 122 14,857 £250
Bubsoinl 206 B4 51,349,302 $6.573 £23.066 e £51,711 £250
GRAND TOTAL 264 005 51,781,547 £5ETD £29.008 110 S5T 993 §257

=

* 3250 Renter Statutary Property Tan Equivalen

Additional statistical information is availabie in the appendix section.
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Legislation and Litigation

____ﬁ_—____

Personal
Income Tax
Law Changes

Significant legisiation enacted in 1986 which aflected the various laws
administered by the department

Beverage Coniainers — Redemplion and Recycling Values

AB 2020 (Chapter 1290)

Excluded from a consumer’s gross income any amount recaived for empty
beverage containers from a recycling cenfer or recycling location. Required
the departmant 1o submit a report to the Legislature on or before December
31, 1982, describing whether taxpayers who entered inlo collection and
redemption activites for profit received significant payments of redamplion
values and redemplion bonuses, and if the paymenis were baing propery
included in thelr gross neome.

Dizsaster Reliel

AB 2536 (Chapter 16)

Allowed carryover (up 1o five years) of unused casualty losses, In
Presidentially deciared disaster areas, from forest fire or other related
casualty occurring in Calitornia in 19835, or from storm, flooding, or other
redaled casualty occumring in California in 1986. Also, casualty losses
sustained in 1986 from storm, flooding, or other related casualty in any
county in California which the Governor proclaimed to be in a state of
disaster, even through not a Presidentially declared disaster area, qualified
for the carryover. Taxpayers, other than corporations, could take the
February 1986 casualty losses on their 1985 returns.

Franchise Tax Board Writlen Advice — Interest Reliel

AB 2615 (Chapter 535)

Provided reliel from addition 1o tax [such as chargas for failure 1o pay
estimated tax), penalties, and inferest for taxpayers who did not pay tax
bacause thay relied on written advice from the depariment. The tax liability
wis not waived. Relief was granted only if specified requirements weare met
Reliel did not apply if the taxpayer's request contained a misrepresentation
of ona of more malerial facts.

IRC Specified Data Change

AB 2620 (Chaptar 183)

Moved forward one year to January 1, 1986, Calfiornia’s date of referance to
the Internal Revenue Code. Adopted the new federal Internal Revenue Code
specified date, but expressly excluded conformity to the treatment of debi
instrumants.
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Check-Off Contribution — Deduction Alowed

AB 2754 (Chapter 897)

Allowed deductions for amounts contributed to the designated check-off
funds specified on individual income lax returns, These deductions wera not
allowable on tha return where the designations were made, but rather were
allowed for the taxable year In which the return was filed,

Miscelianeous Enforcement Provisions

AB 3060 (Chapler 1361)

Enhanced the department’s ability 1o ientify tax evaders, enlorce the tax
laws, and more equitably apply certain penalties. Required persons seeking
professional or occupational licenses to provide thair social security
numbers or federal employer identification numbers, Allowed the department
10 seize and sell off-sale and on-sale general liquor licenses when a
business terminated and delinquent taxes were due and payable. Provided
that when a taxpayer was more than 80 days delinquent in filing an incoma
tax return, the minimum amount of penalty that could be assessed was the
lesser of $100 or 100 percent of the tax due alter applying payments and
credits. Allowed an individual taxpayer, whom the depariment determined to
have financial hardship, to pay his or her tax, penalties, and Interest in
installmeants.

Walver of Inleresi

AB 3401 (Chapler 825}

Provided the department with the discretion to walve inlerest if a tax
debtor's inability to pay interest was due solely to extreme financial
hardships experienced by the tax debior because of a significant disability
or other catastrophic circumstances.

Diversified and Nondiversified Management Companies — Exempl! Interest
Dividends

AB 4278 (Chapter 1156)

Authorized a management company 1o pay exempt interes! dividends 1o its
shareholders il, at the close ol each gquarter of its taxable year at least 50
percent of the value of its lotal assets or a segregated “series™ consisls of
qualified obligations. Defined a “series” as a segregated portlolio of assets,
the beneficial interest in which is owned by a class or series of stock of the
management company that is exclusive of all other classes or series with
respect to that portiolio of assels. Expanded the definition of mangement
companies eligible to pay exempt interest dividends.
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Gross Income Exclusion — National Guard Emergency Duly Pay

AB 4419 (Chapter 779)

Excluded from income the compensation and allowances received for active
duty services in the California National Guard and State Military Reserve for
any month during which the member served because of a declaration of
emeargency or was hospitalized while under a declaration of emergency.
Commissioned olficers of the gualilied organizations were limited 1o a 5500
exclusion each month.

Nel Operating Loss Carryovers — Farm

S8 55 (Chapler 54)

Allowed taxpayers engaged in fhe business ol farming o camyover ml
operaling losses from farming for fifteen years.

Job Tax Credits

S8 1674 (Chapter 108T)

Extended the jobs tax credit to December 31, 1988, Provided the election or
revocation of the election to 1ake the credit at any time during the four year
statule of limitations for that year. Provided that any individual who, at the
time of his or her hiring, was registered under the Greater Avenues of
Independence Act of 1985 gualified the employer/applicant for this credit

Ridesharing: Employer Credit — Employee Benefit Exclusion

SB 1794 (Chapler 1444)

Extended the sunset date from December 31, 1986 to December 31, 1980,
lor thie ridesharing tax credit allowed 1o employers for the cost of qualified
vighicles provided under an employer sponsored ridesharing incentiva
program. Added a new tax credit for vehicles purchased or leasad and used
in @ third party ridesharing program, Reinstated (untl January 1, 1831) the
gross income exclusion allowed employees for compensation received for
thia costs of participating in an employer's ridesharnng program.

Beverage Conlainers — Redemplion and Recycling Values

Bank and AB 2020 (Chapler 1290)
Corporation Tax See summary under "Personal Income Tax Law™,
Law Changes Disaster Relief

AB 2536 (Chapter 16)

Sea summary under “Personal Income Tax Law”.

Franchise Tax Board Writlen Advice — Inleres! Refief
AB 2615 (Chapter 535)
Ses summary under “Personal Income Tax Law”.
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Tax Appeals

Miscellaneous Enforcemen! Provisions
AB 3060 (Chapter 1361)
Sea summary under “Personal Income Tax Law”,

Managemenl Companies — Exempi Inteves! Dividends

AB 4278 (Chapter 1156)

Expanded the definition of management companies eligible to pay axempt
imerest dividends to include business trusts and other regulated organiza-
tions and nondiversified managemeant companies.

Net Operaling Loss Carryovers — Farms
5B 55 [Chapter 54)
See summary under “Personal Income Tax Laws™.

Unitary Business — Waler's Edge Election

5B 85 {Chapter 660}

Allowed certain qualified banks and corporations to elect o determing thair
income desived from or atiributable to sources within California under a
water's edge method. Also, allowed these banks and corporations to deduct
specified portions of qualifying dividends, Eliminated the bad debt reserve
method for all corporations (other than savings and loan associations,
banks, and financial institutions), and for dealers in real and tangible
personal property who ans endorsens, guarantors of indemnilors; and limited
the use of the installment method of accounting.

Job Tax Credits
SB 1614 (Chapter 1087)
Set summary under “Personal Income Tax Law™,

Ridesharing — Employer Cradil
SB 1794 (Chapter 1444)
See summary under “Personal Incoma Tax Law™,

Taxpayers who disagree with the department’s action on thair protest or
claim for refund may appeal the decision 1o the State Board of Equalization.
The Franchise Tax Board Appaeals Bureau s responsible for represanting
ihe depariment’s position.

In 1986, 1,892 appeals involving $32.3 million in revenue wara filed,
compared to 1,355 and $31.4 million in 1985,

During 1886, 1,993 appeals wera completad. The Board of Equalization
issued decisions in 451 of the completed cases.
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Tax Prelerence:
Lmall Business

Parinership Gain

Appeal of Foothill Publishing Company and the Record Ledger (2-4-B6)
The taxpayer was subject to combined reperting even though activities in
other states were protected by Public Law BE-272 and no formula faciors
exisied oulside of California.

Appeal of Speciality Restavrants Corp (9-10-86)

To utilize combined reporting procedures, the parent taxpayer must show
that a subsidiary’s diverse business aclivities are functionally integraled and
not an unredated investment The axistence of common officers and
directors, facilities and centralized accounting and staff services without
other unitary faciors are insufficient facts to establish operational intagration.

Appeal of Magnus F. and Denise Hagen (4-9-86)
Capital gain adjustment sales of qualitying “small business stock™ is not an
itern ol tax prelerence, regardiess of the date ol stock acquisition

Appeal of Holiday Inns, Inc. (4-9-88)

Gain on sale of parinership inlerest in a partnership whose activities were
nol unitary was characterized as income from intangible property reportable
al corporate partners non-California commercial domicile.

Appweal of John J. and Rosemary Levine (7-28-86)

Employment related absence that was expected lo last only two years was
rol sufficient 1o establish nonresident status.

Appeal of Young's Marke! Company (11-19-B6]
Earnings and profits available for dividend distributions are determined on
thie basis of separate accounting, rather than unitary apportionment method,

During 1986, 11 suits for refund were filed against the Franchise Tax Board
and 16 cases were closed. The total number of pending cases decreased o

The moast significant lawsuits filed against the deparimen! were:

Residency
Separate
Accounting
Liligaliun
131.
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Foreign Parent Shiseido Cosmelics [America), Lid. v Franchise Tax Board. The issue is
whether the delendant's combination of a foredgn parent with its domestic
subsidiary violales the Dus Process and/or Commerce Clausa(s) of the
Unitad States Constitution.

Combinad Camsco Foundry, Ing. el al. v Franchise Tax Board. The issus is whether
Reporting plaintitts met the ownership requirement under the unitary thaory in order 1o
entitle them to file a combined report

Apportioning Pfizer, lnc. v Franchise Tax Board. The issues are (1) whethar plaintift and

Income its domestic subsidiaries were engaged in a single unitary business during
the litigation years, and (2) whether defendan! properly applied the
three-factor apportionment formula to determing the net income of plaintiff
derived from sources within California

Unitary Business in 1988, of the 18 cases closaed, the most significant was Siride Rile Retall
Corporalion v Franchise Tax Board. The Superior Counl of Los Angeles
County held plaintiff was engaged in a unitary business with its parent and
other subsidiaries.
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Appendix
Major Tax Law Changes

Table 1A
Personal Income Tax
SYNOPSIS OF TAX RATES
Married Persons Filing Joint Returns
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Table 18 Personal Income Tax

SYNOPSIS OF TAX RATES
Single F-rnm and Married Persons Filing Separately 1935-19731{
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Table 2
Parsonal income Tax
PERSOMAL AND DEPENDENT ALLOWAMNCES
AMND STANDARD DEDUCTION
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Table 3
Bank and Corporation Taxes
SYNOPSIS OF TAX RATE CHANGES
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e | m| | | e8| e | uk me| wol| wi| e ms
IV, Conpenuisons mibgeet 8=~
it ik wnal il e
franchiss tan
5 Tax reie® = = = % 1% d%| 1A% Th| 78% A% L AN Re%

'"The bank and corpoution franchise tas was extended 1o poblic ities which hereiofore had bees tameidl oy roas

’Tmmmdh*ﬂ%llmmmm“hummumw wluch ciftunriemd warh
December 31, 943 inoome year returns, was renewed in 1043, (94T, and 1948 bui was sllowed o laps in with imeome years endisg on of kefors
Movember B, 1845,

" The rete increase was effective for inoome sarned on and after Jansary 1. 990 The minimmam s was ineressed 10 K100 and mbsequently tedoeed b 553
Tor orelit unsoss anth BN or lew gross imoome and gold mining companies insctive snos 19560

*The tay rute increwss was effective for income eemed oo end alier Jansary 1, 1567,

"The tax rete increse was effective for Swome yoany onding after Devember 31, 1971, The minimsmm ian increass from 900 o 600 (Stais. 1971, Fira
Fatrsordimary' Seminn, Th. 1)

* The general corperabion bax rabe woas meresss] From T8 pereent b 9 peeeesd on July 1. P97 bo iescks The Full ¥ percent. on s monthly prorsied basis, with
h-rmh Immumlnhm-ﬂ.lﬂilﬂ thereafter. For TS calendsr ywar comporstion, the ta rele wa B3 percent general and 183 pevcent limancial
i }

* The minsmait ta dist it apply b cedfporaliond subdect 16t income tar rather tban the franchise tax. Banks wers evemgsted fiom the minismm ta msiil

1

! Computed imdieu rmies dropped  below the maximwam 4 percent for these yeare 1070 = 2975 1973 = 397T8%; 1976 = 1TTES; 1T = 1485%;
197E = 27N 19T = [AINE; FUED = DO307; 1ON3 s )00 1994 = | 300, aad 1965 = | VU

¥ The mdieu rabe was e stafuioridy s & pescent for inoomes vears ending in 1880 snd 1981 (AD &6, Siwis 1979, Ol 10000,

“MmﬂhﬂlI'I.r-'rull'l..-tbuﬂﬁnpmdhmhnrhﬂmﬂhmmnmmmﬂmﬂuﬂdhnﬂnﬂ
stuie lmn by the mmount of these kocal bevies s bng o the offective pet G mie doss oot drop below the geneml corporstion isle. Reginnmg in 1%,
luraevor, these viber financials received the mme protection from loosl levies o banke. i eliminsting their offset (AN 86, St 1979, Ch 1150),

Page 32



Appendix

Personal Income Tax

Page 33






TABLE 1t

Personal Incoma Tax Statistics

COMPARISON BY INCOME YEARS
1935 through 1985 Taxable Years

HUMBER OF ADJUSTED" TAXARLE T
RETURMNST GROSS INCOME INCOME? ASSFSSFD
O e e, 11,857 200 £306 005 B34 450 §240,023,247 501 $10,638,0687, 730
T bbb daaana s 11,630,358 200, 100,630, 585 5220 558 636, 750 22,517 205 604
1 - R P T 10,950,080 244 257 401,706 166,843, 750,590 B A4 1 402
[ - e e e R e R A LR LT 10,721,424 224 Ak 25T TH2 175,605 696,681 T a0 B 508
e AR R T M ey dot 10,661,918 200,941 951,085 165,128, 74,432 6,774, 148 612
L R P L o L e e R 10335674 188,206,754 718 150455 415513 6,205,907 550
W b i b AT S R 10,990,363 168, 78T 241,730 136,601 543954 £.072.284, 156
R e T e e e BA4ET10 140,103,845, 736 119,658,732 974 4,174,010,707
| 7 L S g BSBE.TAT 132 180,575 587 105,756,244 982 4,224 500, 738
T Livvaasin BAI02a5 115,808,235 787 81,731, 548,822 3355 S50 AN
1978 . innane 8,124,200 100 587 B4E T30 50.476.279.933 TR ATE S0
|1 R . 7,929 307 03,727 DS 181 T3.914.530.370 2380, TE3 B30
] - T e 7,490,200 BSAIAEIN 502 66 551 650 268 1,536,631.957
[ ST RN R R e Y 6,072 4540 TAAT1 54T ATA 60 Bl T4 504 1,661, 312,440
L[ 7.4 TR [ ——— 5690817 BT TR4 50,122 52618642 B0 1,032,500 455
1570 e Y 5,554 267 3,189 563017 AQE34 A50E4D 1,202,386 611
1968 ... S = 5 566,540 50874377106 47 SB36A9 281 1,088,974, 303
168 ...... PR s 53, 036 6,636,453 088, 44 563 416 526 1,061, 700, 538
BT ovvennns Fiiaik 5,440,456 52 B2T 14304 43,252 B0.005 47 B4 G50
i1 i s 5445732 &0 65 542,91 3442 4 S8 ATA.TS6.37A
1965 ..... . , ey 5167520 45,234 005,808 21 088 D00 268 412 BBE 440
| A — fw 4981588 4213337807 19,411,711 965 B, a4 528
1963 ...... R - 4 851,770 3838 004005 17,252 195,763 338,006 938
AR iviininns ey 4 558 588 35 478383083 15,833 652013 304306 656
T s e A & 454 B3 b T I 14,824 BTE BT 20676930
- T el 4,230,060 31,234 014,506 13,337 515.726 256,450 535
17 R T 4,008,723 246,612, 430,080 12.722.307.940 250,566 813
SRR reveaaans 2,480,580 26,501 B0 925 10131 417970 VA, 548 B39
¢ -] i T T 2384 330 24,060 835,748 9433007 532 130 43 AT
1 e A SR L S S 32181058 22482156 836 B, TES 4R8 204 135,477 B15
p 1 R LI RO cE e F 20,320 10,757 447 745 T.561,804 730 1200e3AS
OB i : 2008 8RS 17113383 847 6,408, 171.525 BAE5NTH
[ [t P . . 240022 15,556,088 524 5,784,685 412 BO.04A0.281
[ o d 2252347 10027 B0 156 it 85,108,713
-, 1,084 716 1 STT A8 801 i B1.051 828
[ R A 1,584 514 BFIBI5TES 1 TAZR2E5T
1949 | . A — 1,421,047 7691220000 ft 56,553,330
1048 ..... Ry PR BES R, RT ) 5 940,851,000 H 4T 452,061
AT . ; PR T&4,700 5,323.211,000 4 45,424 549
1046 ... 2R TA5.45T 5. 168,840.000 4 40, 376.004
1045 ... e BRI T0 4 T 055 000 4 43380443
TO " s b b bl e 1,014 51 5,691 454 000 11 45388 760
1 7 1 CBA S0 5,551 474,000 1 0,320,186
L[ 7 - R ; 1,197,700 4,571, 110,000 1 A1025.78
Y e e AR R L 239 063 3.266,210,000 + 28727574
[T T R ) : TTRS 14 2545 67 000 i 12T 78
R T e LI LY HT1.274 2030576000 H 16853630
| A e Aty CR I G A5 THR 1.EIE ST 1.000 Tt 178345610
|- | T N S AT5479 1,508, 435 000 L] 05600 580
A L L e T g 423420 1.751.781.000 t 19,607 851
1935 PEPPPTTTTTR 372 836 1377366000 1 11,782.271
FOOTHOTES FOLLOW THIS
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