
STATE OF NEI^I YORK
STATE TAX COMI'{ISSION

In  the l " [a t ter  of  the Pet i t ion

o f
CHARLES H. ROBINSON and SUZANNE W.

ROBINSON
For a Redeterminat ion of a Def ic iency or
a Revision of a Determinat ion or a Refund
of Personal Income

AFFIDAVIT OF MAILING

Taxes under Art ic le (ql  22 of the
Tax Law,for the Year(s) qeffiX$gCI$ft L965
throueh 1970.

State of New York
County of A]bany

Bruce Batchelor
, being duly sworn, deposes and says Lhac

Xhe is an employee of the Department of Taxation and Finance, over 18 years of

age, and that on the 1st day of February ,  19 17, Xhe served t 'he within

Notice of Decision by (cert i f ied) mai l  upon Qhsrles H. Robinson and
Suzanne W.

Robinson W the petitie,ner in the within proceedingt

by enclosing a true copy thereof in a securely sealed postpald wrapper addressed

as fo l lows:  Mr .  &  Mrs .  Char les  H.  Rob inson.
1019 Chancery Lane
Nashv i l le ,  Tennessee 372L5

and by deposit ing same enclosed in a postpaid properly addressed wrapper ln a

(post of f ice or off ic ial  depository) under the e>rclusive care and custody of

the United States Postal  Service within the State of New York.

That deponent further says that the said adclressee is the fugrcggg(gfifrrg(

)6ruGO6I petitioner herein and that the address set forth on satd wraPPer is the

last known address of the (Metl t ioner.

Sworn to before me this

1st day of February

rA- 3 (217 6)

,  L977 .
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SgEtI"qgN", ot
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AFTIDAVIT OF MAILING

of the
Tax Law,for the Year(s)Xn&O*X*fi| Lg65
through lJ7O, -

State of New York
County of Albany

Bruce Batchelor ,  being duly sworn, deposes and says that

g[re is an employee of the Department of Taxation and Finance, over 18 years of

age, and that on the 1st day of February ,  L9 77r;ghe served the within

Not ice  o f  Dec is ion  by  (cer t i f ied)  ma i l  upon Eugene Chester ,  Esg.  and
Peter  K .
Lathrop,  Esq.  ( representat ive of )  the pet i t ioner  in  the wi th i .n  proceedlng '

by enclos ing a t . rue copy thereof  in  a securely  sealed postpaid wrapper addressed

as fol lows: Eugene Chester & Peter K. Lathrop, Esqs.
c/o Everett, Johnson & Breckenridge
20 Exchange P1-ace
New York, New York 10005

and by deposit ing same enclosed in a postpaid properLy addressed wrapper ln a

(posc off ice or off ic ial  depository) under the e:r :c lusive care and custody of

the United St,ates Postal  Service within the Stater of New York.

That tleponent further says that the said addlressee is the (representative

of the) peri t ioner herein and that the address s€rt ,  forth on said rrrapper ls the

Last known address of the (representat ive of the) peEit ioner.

Sworn to before me this

lst  day of February

rA-3 (2176)

,  L9 77,



STATE TAX COMMISSION

STATE OF NEW \TORK

DEPARTMENT OF TAXATIOINI AND FINANCE

TAX APPEALS BUREI/\U
S T A T E  C A M P U S

A L B A N Y ,  N . Y .  1 2 2 2 7

Fobnrnry l. 19'l?

A O D R E S S  Y O U R  R E P L Y  T O

TELEPH.NE:,r,.$$!:lH!

r P[r, & Wr*. *fuar]*a &. Hnbl,n*mr
1019 Chrnccry Lsrc
t{achvlllc, tonnorsro 3?115

S**r ffi. f* t4r*. So'bftrnmr

?l"ease take notice of the Di&#ISISfir
of  the State Tax Commission encLosed herewi th.

PLease take l-urther notice that pursuant to
Section(E) 6$0 of the Tax Law, any
proceeding in court to revie!il -an adl'erse deci-
sion must be commenced wirhin4 Wtf*b&
from the date of this not ice.

Inquiries concerning the computatiorr of tax
due or refund allowed in accordance with this
decision or concerning any other Tnat:ter relative
hereto rnay be addressed to the undel:signed. They
will be referred to the proper part5r for reply.

Pet i t ioner 's Representat ive:

Taxing Bureau t s Representativ(e :

rA -1 .12  (L /76 )



STATE OF NEW YORK

STATE TAX COMMISSION

In the Matter of the Petit ion

o f

CHARLES H. ROBINSON and SUZANNE l,il. ROB:TNSON

for Redetermination of a Deficiency or for
Refund of Personal Income Tax under AriEicle
22 of the Tax Law for the Years 1965 through
L970 .

DECISION

Char les H.  Robinson and Suzanne W. Robinson,  res id i -ng at

f019 Chancery Lane,  Nashvi l le ,  Tennessree 37215,  f i led a

petit ion for redetermination of a defirciency or for refund of

personal income tax under Art icle 22 of the Tax Law for the

years  L965  th rough  L970 .  (F i1e  No .  11 t339 ;  .

A formal  hear ing was held on Apr iL  28,  1976,  4t  the of f ices

of  the State Tax Commiss ion,  Two Wor ld Trade Center ,  New York,

New York,  before Nigel  G.  I { r ight ,  Hear ing Of f icer .  The

pet i t ioners appeared by Everet t ,  Johns,on & Breckenr idge

(Eugene  Ches te r ,  Esq .  and  Pe te r  K .  La th rop ,  Esq .  o f  counse l ) .

The Income Tax Bureau appeared by Peter Crotty, Esq. (Solomon

S ies ,  Esq .  o f  counse l )  .

ISSUES

I. Wlrether the method of allocat:Lng income and expenses

attr ibutable to New York State,  includ:Lng the method of  a l locat ing

pr imary or underwri t ing prof i ts by pet:Lt ioner,  Char les H. Robinson's

partnership,  J.  C. Bradford & Co.,  an underwri ter  and dealer in
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secur i t ies was proper ,  when as par t  o f  a  publ ic  o f fer ing,  the

aforementioned partnership, as a membe:r of an underwrit ing

syndicate managed by a New York-based irnderwriter, enters into

an underwriLing conrnitment for the pur,chase of securit ies of an

issuing corporat ion.

I I .  l i lhat  is  the resul tant  e f fect  o f  such a l locat ions on

pet i t ioners ' ,  Char les H.  Robinson and Suzanne t r I .  Robinson,

personal  income tax l iab i l i ty?

FINDINGS OF FACI

1.  Pet i t ioners,  Char les H.  Robinson and Suzanne t r { .  Robinson,

f i led New York State nonresident income tax returns for the years

L965 through L970.

2.  On October  12,  L972,  the Inco 'me Tax Bureau issued a

Not ice of  Def ic iency against  the pet i t ioners,  Char les H.  Robinson

and Suzanne W. Robinson for  the years 1965 through L970.  Said

No t i ce  o f  De f i c i ency  was  based  on  Char les  H .  Rob inson ' s  sha re ,

as a partner, of partnership income from primary or underwrit ing

profi ts and stock brokerage cornrnission and trading income earned

by  J .  C .  B rad fo rd  &  Co . ,  du r ing  the  yea rs  i n  i ssue .  S ince  the

disposi t ion of  the pet i t ion of  Char les H.  Robinson and Suzanne W.

Robinson is contingent on the State Tax Cornrnission's determination

in  the  Pe t i t i on  o f  J .  C .  B rad fo rd  &  Co . ,  t he  "F ind ings  o f  Fac t "

in  sa id dec is ion are hereby adopted.
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3.  I t  was s t ipu lated at  the hear i .ng in  the Mat ter  o f

J .  C.  Brad ford  & Co. ,  tha t  the  aud i to r ' s  Schedu le  C - 'D is t r ibu t ion

to  Par tners"  correct ly  re f lects  the to ta l  Federa l  income each

par tner  of  J .  C.  Bradford & Co.  earned and/or  received f rom said

partnership during the years L964 through L970. It  was further

stipulated that the aforementioned amount of income of each

partner which is al locable to New York State shall  be equal to the

amount determined by inultiplying the anlount of such income by the

percentage of income allocable to New l lork as is ult imately

de te rm ined  i n  the  p roceed ings  re la t i ng  to  J .  C .  B rad fo rd  &  Co . ' s

unincorporated business tax.

CONCLUSIONS OF LAW

A. That the "Conclusions of Law" stated in the State Tax

Commiss ion  dec i s ion  i n  t he  Pe t i t i on  o f  J .  C .  B rad fo rd  &  Co .  ,

a copy of  which is at tached hereto,  arra hereby adopted.

B. That the pet i t ioners are l iab.Le for personal  income tax

due on Charles H. Robinson's proport ionate share of  the partnership,

J.  C. Bradford & Co. 's pr imary or unde:rwr i t ing and brokerage

cormnission and trading prof i ts al located to New York State for  the

years in issue, in the State Tax Conrnission decis ion in the

Pet i t ion  o f  J .  C .  Brad ford  & Co. ,  except  as  s ta ted  there in .
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C. That  the pet i t ion of  Char les l I .  Robinson and Suzanne W.

Robinson is granted to the extent indir:ated in Conclusion rrArr of

the  Pe t i t i on  o f  J .  C .  B rad fo rd  &  Co . ,  rand  i s  i n  a l l  o the r  respec ts

denied.

DATED: Albany, New York
February 1,  L977

COMMISSION



STATE OF NEW YORK

STATE TAX COMMISSION

In  the  Ma t te r  o f  t he  Pe t i t l on

o f

J.  c .  BRADFORD s Fo.
I

f o r  Rede te rm lna t i on  o f  a  De f i c i ency  o r  f o r
Refund of  Unincorporated Business Ta:r  under
A r t i c l e  23  o f  t he  Tax  Law  fo r  t he  Yea rs  1964
th rough  L970 .

DECTSION

J .  C .  Brad fo rd  &  Co. ,  170  Four t l :  Avenue  Nor th ,  Nashv i l l e ,

Tennessee  
"72L9 ,  

f i l ed  a  pe t i t i on  u r rder  Ar t i c le  23  o f  the  TaxJ I

Law fo r  rede te rm ina t i on  o f  a  de f i c i ency  o r  f o r  re fund  o f

un inco rpo ra ted  bus iness  tax  under  A r1 : i c l e  23  o f  t he  Tax  Law fo r

the  yea rs  L964  th rough  1920 .

A  hea r i ng  was  he ld  on  Ap r i l  28 ,1976 ,  d t  9 : I 5  A .M .  a t  t he

o f f i - ces  o f  t he  s ta te  Tax  commiss ion ,  Two  wor rd  r rade  cen te r ,

New York ,  New York ,  be fo re  N ige l  G .  \ r l r i gh t ,  Hear i -ng  O f f i ce r .

The  pe t l t i one r  appea red  by  Eve re t t ,  i t ohnson  &  B recken r l dge ,  Esqs . ,

(Eugene  Ches te r ,  Esq .  and  Pe te r  K .  La th rop ,  Esq .  o f  counse l ) .

The  Income Tax  Bureau  appeared  by  pe i ;e r  C ro t t y ,  Ese . ,  (So lomon

S ies ,  Esq .  o f  counse l ) .

ISSUES

l .  Whe the r  t he  pe t i t j _one r ,  a f l  unde rwr i t e r  and  dea le r  i n

secu r i t i es ,  used  the  p rope r  me thod .  o i l  a l l oca t i ng  p r imary  o r

r r n r l a r r . r n i  + i  n m  ru r rL re rw ! ' r r , r i l g  p ro f  i t s ,  when  as  pa r t  o t l  a  pub l i c  o f  f  e r i ng ,  pe t i t l one r ,

as a member of  an underwr i t ing syndi -eate managed by o New York-based

underwr i t e r ^  en te rs  i n to  an  underwr i t i - ng  commi tmen t  f o r  t hev Y 4  4 v v r  ,
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purchase of securit ies of an issuing co:rporation.

a. The rncome Tax Bureau asserts Ehat such primary and

undernrrit ing profit is allocable to New york state in those

instances where the r:ndernrrit ing activity occurred in this. State

and is to be distinguished from the secondary profit which is

measured by the amount of profiu made b,y an ind.epend,ent dealer

on shares sold to the public and which are allocated to the branch

off ice f rom which the secur i t ies were sold.

b.  Pet i t ioner asserts that  the toEal prof i t  f rom both the

undenrrrit ing and sale of the securit ies, (the primary and second-

ary prof i ts)  a lLernat ively should be al located to the of f ice

where the shares were sold, oE that the underrrrit ing or primary

prof i t  should be al located to Nashvi l le,  Tennessee where i ts pr in-

c ipa l  o f f i ce  i s  loca ted .

rr .  wtrether the pet i t ioner proper l .y al located income by

using the three factor formura as provided in subsection (c)

section 707 of the Tax Law or whether tlhe rncome Tax Bureau

proper ly al located pet i t ioner 's income hy using the direct  method

of accor:nt ing by pet i t ioner 's books, 4s provided in subsect ion (b)

of  sect ion 707 of  the Tax Law.

rrr. i,trhether the percentage allocat,lon of stock brokerage

cormtission income as provided for in the Income Tax Regulations

was proper.

Iv. tr ' I lrether the allocation of direct and indirecE expenses

was Proper
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FINDTNGS OF FIICT

1.  The  pe t i_ t ioner ,  J .  C .  Brad f . rd  &  Co. ,  f i l ed

partnershlp and unlncorporated business income tax returns

for  the  years  1964 th rough r9To.  Th*  pe t i t ioner  executed

consents  ex tend ing  the  t lme w i th in  wt r l ch  to  l ssue assessments

to  Oetober  31 ,  19T2.  On Oc tober  !2 ,  ITTZ,  the  fncome Tax

Bureau lssued a statement of  Audi t  changes agalnst  the

par tnersh ip  in  the  amount  o f  $ lg8 r4BCr ,00  p lus  ln te res t  1n

the  amount  o f  $38 ,986 .42  fo r  a  to ta l  o f  $ZZ7r \66 ,42 ,  and

accord ing ly  i ssued a  Not ice  o f  Def lc i .ency  there for .

2 .  J .  c .  B rad fo rd  &  co .  1s  a  r im i ted  par tnersh lp

cons ls t ing  o f  15  genera l  par tners  and one l i rn i ted  par tner

w i th  i t s  p r inc ipa l  o f f i ce  loca ted .  in  Nashv l l - re ,  Tennessee and
branch o f f i ces  loca ted  1n  Memphls ,  Knoxv1 l1e ,  K ingspor t ,

Johnson c i ty ,  Jackson,  c la rksv i l le  and chat tanoga,  a l l  in
T e n n o q e a a .  Q nre{ r r rs : ;DDsEr opaf tanbUfg and.  GfeenVi l le  in  SOUth CarOl i_na1

cleveland and co lumbus in  ohio;  B i rmingham, Alabama;  For t

Laude rdaLe  and  Jacksonv i l l e ,  F l o r i da  (oo tn  c l osed  i n  r g6B) ;

I  b ranch  o f f i ces  l oca ted  i n  A t l an ta  and  one  i n  Da l ton ,  a r l

l n  Geo rg ia ;  Bos ton ,  Massachuse t t s ;  Co lumbus ,  Gu l f po r t ,

Jackson  and  Mer i d . i an ,  a l l  i n  M i ss . ;  G reensbo ro ,  No r th

ca ro l - i na  and  New yo rk  c i t y ,  New yo rk .  The  pe t i t i one r  was

engaged  in  bus iness  as  a  b roke r  and  dea l -e r  o f  secu r i t i es .
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3 .  The  pe t i t l one r  du r lng  the  yea rs  i n  l ssue  was  and

s f i l l  1s  a  member  o f  t he  New York  S tock  Exchange ,  t he  Amer i can

Stock Exchange and other  secur i - ty  and commodi ty  exchanges.

One  o f  t he  pe t i t i one r t s  genera l  pa r t , ne rs  spends  a l l  o f  h l s

t lme  exeeu t ing  the  f i rm t  s  New York  S tock  Exchange  o rde rs .

The pet i t ioner  does not  have a f loor  par tner  on the Amer lcan

Exchange but  re ta ins another  f l rm to execute 1ts  orders on that

exchange .

4 .  The  pe t i t l one r r s  bus lness  1 :nc l udes  t he  pu rchase

and  sa1e ,  as  agen t  f o r  i t s  cus tomers . ,  o f  secu r l t i . es  l i s ted  on

the var j -ous exchanges inc lud ing the ,New York Stock Exchange

and  the  Amer i can  S tock  Exchange .  f n  add i t i on ,  t he  pe t l t l one r

acts  as agent  cn pr i .nc ipa l  in  eonnec 'b ion wi th  the purchase

and  sa le  by  i t s  cus tomers  o f  r rove r - the -coun te r r r  o r  un l l s ted

secu r i t i es ,  mu tua l  f unds ,  mun ic ipa l  bonds ,  i ndus t r l a l

revenue bonds and cornmodi t ies.

5 .  Du r i ng  t he  yea rs  i n  l s sue  J .  C .  B rad fo rd  &  Co .

pa r t i c l pa ted  and  s t i l l -  pa r t i c i pa tes  : i n  pub l i c  underwr i t l ngs

o f  co rpo ra te  s tocks  and  bonds ,  mun ic - l pa l  bonds  and  i ndus t r i a l

revenue  bonds .  The  pa r tne rsh ip  a l so  o r i g ina tes  and  manages

i t s  own  underwr i t i ngs  and  synd ica tes  the  i ssues to  o the r

underwr i - ters  and se l l ing group par t ' lc ipants.



5-

6. Many corporate und.erwrit ings are managed by an

underwri ter  or  underwrl ters lccated .Ln New York Ci ty.  To

keep abreast of  developments wl th respect to underwrl t lng,

one o f  the  pe t i t ioner rs  par tners  i s  a t tached to  the  New York

o f f i ce .  H is  du t les  a re  to  a t , tend pr : l ce  meet lngs ,  to  s lgn

underwrl t ing agreements and to keep 'bhe f i rmrs pr incl-pa1

off ice informed of  any developments : re lated to the underwri t ing.

7  .  The pe t i t loner  a lso  per r t i c l l ca ted  ln  underwr l t ings

outs ide  the  Sta te  o f  New York .  fn  t .hose ins tances  where  the

pet i t ioner was the managing underwrlber,  the syndicat lon

would be handled by the Nashvl l le of f ice and the New York

braneh o f f i ce  was no t  invoLved, ,

B .  Dur ing  the  years  in  i ssue,  Lhe pe t i t loner  was a

member of  underwri t ing syndicafes where the manager was located

wi th in  the  s ta te  o f  New York .  The underwr l t ing  agreements

entered  ln to  by  such members  o l l  the  synd ica te  a re  re ta ined

by  the  undenwr i - t ing  managers .  The se t t lement  and d is t r lbu t ion

o f  p ro f i t s  a r i s ing  f rom the  d ls t r ibu t ion  o f  secur i t l es  i s

usua l ly  made in  the  manager?s  o f f i ce  bu t  may be  made in  another

place determlned by such manag.Lng underwri ters.  Such

underwr i t ing  agreements  were  approved by  the  pr inc ipa l  o f f l ce

and s igned by  a  par tner  sss igned to  the  New York  b ranch o f f i ce

fo r  tha t  purpose,  o r  some o the : r  par tner  in  the  pr inc ipa l

o f f i ce ,  and then re tu rned to  the  manag lng  underwr i te r  o r

underwri- ters 1n New York.
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9,  The underwr i t ing agreements were entered in to

fo r  t he  pu rpose  o f  f ac i l i t a t i ng  the  sa le  to  the  pub1 lc  o f

secu r i t l es  i ssued  by  an  l ssu lng  co rpo ra t i on .  These

agreemen ts  were  sub jec t  t o  t he  regu la t i ons  o f  t he  Seeur l t i es

and,  Exchange Commi-ss lon.  The d i f ference ln  pr ice between

tha t  a t  wh lch  the  sha res  a re  i ssued ,  t ha t  a t  wh lch  they  a re

pu rchased  f rom the  i ssu ing  co rpo ra t l ons  and  the  p r l ce  a t

wh ich  they  a re  to  be  o f fe red  to  the  pub l l c  i s  ca l l ed  the

sp read .  A  ce r ta ln  po r t i on  o f  t he  sp read  i - s  t o  be  re tu rned

to the managing underwriter or underwriters as their underwrit ing

fee .  Ano the r  po r t i on  1s  re ta ined .  by  the  under rwr l t e r  as

h i s  underwr j - t i ng  p ro f i t s ,  as  compens ia t i on  fo r  be ing  pa r t  o f  t he

underwr i t i ng  synd ica te .  The  ba lance  o f  t he  sp read ,  name ly

the  secondary  p ro f l t s ,  a re  re ta ined  l cy  the  se l l e rs  o f  t he

s tock  to  the  pub l i e ,  whe the r  t hey  a re  so ld  to  the  pub l i c

by the underwr l ters  through the i . r  branch of f j -ces or  a

sel l ing group of  whlch the underwr i ter  may or  may not  be a

pa r t ,  o r  by  any  dea le rs  i nv i t ed  by  the  manag ing  underwr i t e r

who have so ld the shares of  s tock.  The underwr i t ing

agreement  prov ides for  a  commitment  by each underwr i ter

to  pu rchase  a  ce r ta in  amoun t  o f  t he  i ssued  secu r i - t i es .

The underwr i t ing agreement  may prov ide that  a  cer ta in  por t ion

o f  t he  secu r i t i es  to  wh ich  the  underwr i t i ng  member  has  commi t ted

h imse l f  may  be  rese rved  by  the  managemen t  to  be  so ld  to  members

o f  a  se I l l ng  g roup  who  a re  no t  pa r t i es  to  the  underwr l t i ng

ag reemen t  and  wou ld  be  en t i t l ed  on l y  to  the i r  "dea le r t s

concess ion r t "  t he  seconda ry  p ro f i t s .
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These members may be inv l ted by the underwr l t ing manager

o r  t hey  may  reques t  t he  manager  to  be  a l l owed  to  pa r t l c l pa te .

Each dealer  who has been inv i ted or  has requested an

lnv l ta t ion f rqn a member of  such a group may enter  in to a

legal  commitment  to  purchase lssued shares.  rn  cer ta in

instances,  the und.erwr i ter  may request  to  become a member

of  the se l l ing group whenever  a member underwr l ter  f inds

i t se l f  i n  a  pos i t i on  to  be  ab le  to  se1 l  more  than  the

shares  a ] l o t t ed  to  i t .  r n  t ha t  even t ,  w i th  respec t  t o

the  sha res  so ld  on ry  as  a  member  o f  t he  se l l l ng  g roup ,  on l y

the  dea le r r s  concess ion  i s  a1 .1owed .  
'The  

advan tage  o f  be ing  an

underwr l ter  ra ther  than a member of  the se l l ing group 1 les in

the  fac t  t ha t  t he  und .e rwr i t e r ,  by  se111ng  d i rec t l y  t o  t h9

pub l i c ,  w i l l  be  ab le  to  rece i ve  no t  on l y  t he  secondary  p ro f l t s

which l  are mad'e by a dealer  but  the underwr i t lng prof i ts  as wel1.

10 '  The  pe t i t i one r  ma in ta ined  i t s  books  and  reco rds  a t  l t s

p r i -nc ipa l  o f f i ce  i n  Nashv i l l e ,  Tennessee .  The  pa r tne rsh ip , s

income p roduc ing  depar tmen ts  i nc lude  the  p r i nc ipa l  o f f i ce  sa les ,

B ranch  o f f i ce  sa les ,  rns t i t u t i ona l ,  t he  T rad lng  Depar tmen ts_ ,  t he

Corporate Und'erwr i t ing Depar tment  and the Munic ipa l  Depar tment .

Trading Depar tments are mainta i -ned in  Nashvi l le  and Memphis,

Tennessee  and  A t l an ta ,  Georg ia .  un t i l  1968  the re  was  a  T rad ing

Depar tment  mainta i -ned at  the New york c i ry  branch of f lee.  The

Adminis t rat ion and Serv ice Depar tments,  located in  thre pr inc ipa l

o f f i ce ,  i nc lude  the  Accoun t ing  Depar tmen t ,  t he  comp l iance

D p n r r r l - m a n { -  + lusve tu , r s r r t / r  une  Research  Depar tmen t  and  the  Opera t l ons  Depar tmen t .
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The Operat lons Depar tment  is  made up of  the fo l lowlng

depar tmen ts :  Pe rsonne l  and  O f f i ce  Se rv i ces  Depar tmen t ,

In ternal  Audi tor  Div ldend Depar tment ,  Marg in Depar tment ,

Brokex/Dealer t  s  Cashler t  s  Depar tnent ,  fnst l tu t ional

Depar tment ,  System and Communicat ions Depar tment  and

New York Operat lons Depar tment .  The Systems and Communieat lons

Depar tmen t ,  l oca ted  i n  t he  p r i nc ipa l  o f f l ce  i nc ludes  the  Ma i l

and Dupl lcat ion Depar tment ,  the Wire and Order  Depar tment ,  the

Purchase  and  Sa le  Depar tmen t  and  the  Da ta  P rocess ing  Depar tmen t .

The  Wi re  and  Orde r  Depar tmen t  i s  eonnec ted  by  te le t ype  to

each  o f  t he .  f i rmrs  b ranch  o f f i . ces  and  to  the  f l oo rs  o f  t he

New York  and  Amer l can  S tock  Exchanges .

11 .  The  New York  Opera t i ons  Depar tmen t  l oca ted  i n  t he

New York  C i t y  b ranch  o f f i ce  i s  respons ib le  fo r  ve r i f y i ng  the

par tne rsh ip t s  t ransac t i ons  on  the  New York  and  Amer i can  S tock

Exchanges .  I n  add i t i on ,  i t  ma ln ta lns  reco rds  o f  f l oo r

b roke rage  commiss j -ons  due  to  o r  f rom o the r  b roke rs ,  and

rece ives  and  de l i ve rs  secu r i t i es  due  to  o r  f rom o the r  b roke rs .

L2 .  The  pe t i t l one r rs  b ranch  o f f l ce  i n  New York  C i t y

i -s  under  the management  of  a  res ident  par tner .  I ts  reg i -s tered

rep resen ta t i ves  buy  and  se11  secu r i t i es  fo r  cus tomers  o f  t he

f l rm .  The  New York  o f f i ce  as  we l -1  as  the  o the r  b ranch  o f f l ces

ma in ta i -n  a  r rb lo t te r r r  reco rd  o f  t he  t ransac t i ons  w i th ln  tha t

pa r t i eu la r  b ranch  o f f i ce .  Repor t s  o f  t he  execu t i on  a re

s imu l taneous ly  sen t  t o  Nashv i l l e  t h rough  the  Wi re  and  Orde r

T ronqn l -man i -  I t  wou ld  then  be  en te red  i n to  the  compu te rs  ma ln ta lned

J  n  n h i  ^ ^ ^ ^  Tr - r r  u r r r sago ,  r l l 1no l s .  Orde rs  to  buy  and  se l l  ove r - the -coun te r

secu r l t i es  o r i g lna t i ng  i n  t he  New York  o f f i ce  wou ld  be  e red l ted

to  t ha t  o f f i ce .
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13.  The pe t i t ioner  repor ted  no  New York  income f rom e l ther

the  underwr l t ing  o f  secur i t ies  o r  the  d is t r tbu t ion  o f  underwr l t ten

secur i t ies '  The pe t i t ioner  a l ioca ted .  i t s  i -neome on the  bas ls

o f  the  th ree  fac to r  fo rmula  as  prov ided fo r  in  sec t ion  T0T

subsec t ion  (c )  o f  the  Tax  Law.  fhe  pe t i t ioner  a lso  a l loca ted

the salary of  the f loor partner on thre New York Stoek Exchange

to  the  p r inc ipa l  o f f i ce  in  Nashv i l l _e ,  Tennessee .

14 .  The ne t i t ioner .  es t imated .  tha t  the  pr imary  underwr l t ing

pro f i t s  a t tn ibu tab le  to  New york  sources  (where  the  manag ing

underwr i te r  was  loca ted  in  New york  and D is t r ibu t ion  o f

underwr i t ten  secur l t ies  takes  p lace  '1 .n  New york )  represented

?7% of  i t s  corpora te  t rad . i -ng  lncome.  such a  pereentage was

based.  on  the  f igures  o f  the  pe t i t lo re r  by  d iv id ing  gross

cornora te  ina6s ls  by  the  pr imary  p ro f l t  less  the  pr imaryv  4 r r v

pro f l t  a l ready  i nc luded  i n  New yo rk  sa1es .  The  aud . i t o r

ranan l -  a r r  q r ra rT  es t lma tes  i n  eompu t ing  p r imary  underwr i_ t l ngv q 9 t l

pro f i t  a t t r i bu tab le  to  New yo rk  sou rces .  ,  The  p r imary

p ro f i t  on  underwr i t i ngs  where  the  manager  was  l oca ted  ou ts id .e

New York  was  no t  cons i -de red  i ncome a t t r i bu tab le  to  New yo rk

sou rces .

15 .  The  pe t i t i one r  d i d  no t  a l l oca te  t o  New Yo rk  sou rces

the  ove r - the -coun te r  t rades  consummated  o r  execu ted  i n  New York .

I t  es t ima ted  such  t r ades  t o  be  ZO% o f  i t s  t o ta l  commiss ions

f rom un l i s ted  secu r l t i es .  The  aud i to r  e r roneous ly  a l l oca ted .

L00% o f  such  commiss ions  i ns tead  o f  50% the reo f ,  o r  LO% o f

the  to ta l  commiss ion  o f  ove r - the -coun te r  t rad .es .
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16 .  Assessmen ts  o f  add l tLona l  i ncome fo r  t he  yea rs  l n  i ssue

lnc luded  l ncome o r ig ina t l ng  i n  t he  pe t l t i one r ' s  New York  o f f l ce

under  the headings t tTrading-Other t t .  For  the year  f965 the

audl tor  er roneously  inc luded und.er  the aforemenl loned heading

a  p ro f i t  i n  t he  amoun t  o f  $119 ,382 .00 ,  l ns tead  o f  a  l oss

in that amount.

17 .  The  f l gu res  on  the  schedu les  o f  t he  aud i to r  wh ich

a re  a t tached  to  the  S ta temen t  o f  Aud :L t  Changes  were  based  on

the  f l gu res  as  re f l ec ted  on  the  books  and  reco rds  o f  t he

n a , { - i  1 - I  n n a v ,
v v v !

18.  In  20  NYORR 207 ,1 (c ) ( r )  and  (2 )  i t  i s  p rov idedz

c .  Spec ia l  ru le  fo r  secu r : i t f  and  commod i t y  b roke rs .

In  any  rne thod  o f  a l l oca t l on  pe rm i t t ed  o r  requ i red

in  the  case  o f  secu r i t y  and  commod i t y  b roke rs

do ing  bus iness  w i th in  and  w i thou t  New York  S ta te  '

t he  commiss i -ons  de r i ved  f rom the  execu t l on  o f

pu rchase  o r  sa les  o rde rs  fo r  t he  accoun t  o f

cus tomers  sha1 l  be  a l l oca ted  on  the  fo l l ow lng

bas i s :

1 .  I f  t he  o rde r  rece i ved  a t  t he  New York  S ta te

p lace  o f  bus iness  f o r  execu t i on  on  a  New

York State exchange or ig i -nates at  a  bona f ide

es tab l i shed  o f f i ce  o f  t he  b roke r  l oca ted

ou ts i - de  t he  S ta te ,  4O  pe rcen t  o f  t he  commiss ion

in  t he  case  o f  s t ocks  and  50  pe rcen t  o f  t he

commiss ion  i n  t he  case  o f  bonds  and  commod. i t i es
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sha1 I  be  a l l oca ted  to  the  S ta te  o f  New York

and lne luded 1n gross income at t r ibutable

to  New York  S ta te .

2 .  f f  t he  o rde r  o r l g lna tes  aE  the  New York  S ta te

p lace  o f  bus iness  and  i s  t ransmi t ted  to  a

bona  f l de  es tab l i shed  o f f i ce  o f  t he  b roke r

fo r  execu t i on  on  an  exchange  loea ted  i n

ano the r  S ta te ,  60  pe rcen t  o f  t he  commlss ion

in  the  case  o f  s tocks  and  l 0  pe rcen t  o f  t he

commiss ion  l n  t he  case  o f  bonds  and

commod i t i es  sha l1  be  a l l oca ted  to  the  S ta te  o f  New

York and inc luded in  gross lncome at t r lbutable

to  New York  S ta te .

19 .  t . n "  I 'Schedu le  B r r  a t tached  to  the  S ta temen t  o f  Aud i t

Changes  i -nc luded  d i rec t  and  i nd i rec t  expenses  a t t r l bu tab le  to

New York  sou rces .  The  d i rec t  expenses  i nc luded  a l l  o f  t he

ac tua l  expenses  i ncu r red  by  the  New York  o f f i ce  i nc lud lng

sa la r i es ,  r en t ,  t axes ,  d .ep rec ia t i on ,  w i res ,  t i c ke t s ,  f l oo r

b roke rage ,  o the r  b roke rage ,  c lea rance  cha rges  and  ma ln tenance

charges .  A11  o f  t hese  expenses  were  re f l ec ted  on  the  books

o f  t he  pa r t ne rsh ip .

The  i nd l rec t  expenses  were  a l l oca ted  on  the  bas i s  o f  a

pe rcen tage  o f  t o ta l  New York  i - ncome d i v ided  by  the  to ta l  i ncome

o f  t he  pa r tne rsh ip .  The  pe rcen tage  o f  such  i nd i rec t  expenses

amoun ted  t o  28 .597% fo r  1964 t  zT .Boz% fo r  I 96 j ;  30 .169% fo r  t 966 ;

29 .639 / "  f o r  l - 967 t  29 .482% fo r  1968  t  28 .613 / "  f o r  L96g  and .  30 .033 / "  f o r

I  O 7 n
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CONCTUSIONS OF LAW

A. That the Income Tax Bureau is directed to recompute

the taxes due on the basls of  the errors on audi t  as set  for th

in  F ind ings  (15)  and  ( f6 ; ,  supra .

B. That al though the total  prof i ts made from the

und.erwri t ing,  d. lstr ibut lon and sale of  secur l t les include

both  underwr i - t lng  pro f l t s  and secondary  p ro f i t s ,  the

underwri t ing prof i ts are separate and dist lnct  f rom the

secondary  p ro f i t s .  Each o f  the  pro f l t s  i s  requ l red  to

be a l loca ted  to  the  source  o f  such pro f i t s .  The source

of the pr imary and underwrl t ing prof l ts was the pr lncipal  of f j .ee

of the managing underwri ter  of  the underwri t ing syndicate

and not the pr inclpal  of f ice of  the taxpayer or any of f ices

o f  the  taxpayer  where  the  shares  were  so1d.

C. That the Income Tax Bureau proper ly al located

to New York al l  underwrl t ing or pr imary prof i ts recelved by

the taxpayer as a member of  an underwrl t ing syndicate

managed by a New York underwri t ing manager.

D.  That  the  ne t  bus iness  income o f  the  pe t i t ioner

al l -ocable to New York state was properry determined pursuant

to  the  p rov ls ions  o f  subsec t lon  (b )  sec t ion  707  o f  the

Tax Law and 20 NYCRR 207.3 (Piper Jaf f ray and Hopwood v.

S ta . te  Tax  Comry l l s isn ,  42  AD Zd 381,  348 NyS Zd Z4Z.
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E.  That  the  a l loca t ion  o f  commlss lon  lncome on l i s ted

secur i t ies  executed  on  the  exchanges loca ted  in  New York

pursuan t  to  2ONYCRR 2AT.5 (c ) (1 )  and  (2 )  was  p roper  and  no t

discr lminatory or arbi t r"ary.

F .  That  the  a l loca t ion  o f  commlss i -ons  on  over - the-counter

(unl isted) secur i - t ies consumma-ted within the State of  New York

was proper ly  a l loca ted  50% to  New York  and 50% to  the

pr inc ipa l  o f f i ce  in  Nashv i l le ,  Tennessee.

G.  That  the  a l loca t ion  o f  exoenses  a t t r lbu tab le  to

New York  sources  was proper .

H.  That  the  pe t i t lon  o f  J .  C .  Brad ford  & Co.  i s

gran ted .  to  the  ex ten t  ind ica ted  in  Conc lus ion  (A)  supra

and 1s  in  a l l  o ther  respec ts  den ied .

DATED: Albany, New York STATE TAX COMMISSTON

February 1, L977

\au*.-*-.._'
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