INITIAL STATEMENT OF REASONS FOR THE AMENDMENT OF REGULATION
SECTION 25128 AND THE ADOPTION OF REGULATIONS SECTIONS
25128-1 AND 25128-2

PUBLIC PROBLEM, ADMINISTRATIVE REQUIREMENT, OR OTHER
CONDITION OR CIRCUMSTANCE THAT THE REGULATION IS INTENDED TO
ADDRESS

meansro#aneppomonmenteformma—Revenue and Taxatlon Code ssectlon 25128 was
amended in 1993,-1994,-1996.-and-1997-defines-the-applicable-formulas— to require For

most multijurisdictional corporations; to use a double-weighted sales factor in their
income apportlonmentthe—appheable formula—ls—a—fraetren—whese—nernerator—rs—the

isfour. However this sectlon contlnued to require the use of a smqle Welqhted sales
factor by H-the-corporations derivesing more than 50 percent of Hs-their gross business

recelpts from one or more quahﬁed business activities,” the-applicableformula-isa

speer&l—three-taeter—formela—arewhlch |nCIude “agncultural bus1ness act1v1ty,” and
extractwe busmess activity:.” “savitesand-Hoan-activity: - and-banking or-finaneial

Existing rRegulation section 25128 was adopted prior to the-1993 and does not reflect
current law.

SPECIFIC PURPOSE OF THE REGULATION

eeeet—a—three-taetoeapportlenment—fem&ta—The purpose of the proposed amendment to

rRegulation section 25128 and of the proposed adoption of new rRegulations sections
25128-1 and 25128-2 is to bring the regulations into conformity with the 1993 and later
amendments to section 25128 of the-cedeof the Revenue and Taxation Code and to

provide needed guidance te-taxpayers—in-particwlar-the regulatoryactionbeing-propesed
is-ntended-to-provide-gutdanceregarding: (1) the activities which constitute agricultural

and extractive business activities within the meaning of Revenue and Taxation Code
section 25128, (2) the effects on the classification of such business activity if the taxpayer
processes agricultural or extractive commaodities into finished products, and (3) the way
to compute gross business receipts from a taxpayer’s qualified and nonqualified business
activities.

NECESSITY



Existing Requlation section 25128 needs to be amended to reflect current law regarding
the general use of a double-weighted sales factor. In addition, the Franchise Tax Board
needs to provide guidance to help taxpayers decide whether they are required to use a

single-weighted sales factor instead of the generally applicable double-weighted factor.

TECHNICAL, THEORETICAL, AND/OR EMPIRICAL STUDIES, REPORTS, OR
DOCUMENTS

In proposing these requlatory changes, the Franchise Tax Board did not rely upon any
technical, theoretical, or empirical studies, reports, or documents, except for the
following: Standard Industrial Classification Manual (1987); Modern Petroleum (2d ed.),
by Bill D. Berger and Kenneth E. Anderson; and Petroleum Refining for the Nontechnical
Person (2d ed.), by William L. Leffler.

ALTERNATIVES TO THE PROPOSED REGULATORY ACTION THAT WOULD
LESSEN ANY ADVERSE IMPACT ON AFFECTED PRIVATE PERSONS OR
SMALL BUSINESS

In accordance with Government Code section 11346.5(a)(12), the Franchise Tax Board
has determined that no alternative considered by it would be more effective in carrying
out the purpose for which the action is proposed or would be as effective and less
burdensome to affected private persons than the proposed regulatory action. In addition,
because the proposed regulatory action pertains to multijurisdictional corporate taxpayers,
it will have only a minimal impact on small business and does not have any effect on
private persons.

ADVERSE ECONOMIC IMPACT ON BUSINESS

The Franchise Tax Board has determined that the proposed regulatory action will not

have a S|qn|f|cant adverse |mpact on busmess Iheupmpesed—amendmen%s—te—#egulaﬂen







