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Attention: Mr. Laurence M. Wat-son 
Deputy 

(916) 445-8-125 

October 10, 1979 

· Mr. Adrian Kuyper 
Orange Cou.~ty coun~3l 

•·, .... P. o. Box 1379 
Sa.uta Ana, CA 92702 

Dear Mr. Watsori: 

This is in rcs?onse to.your ~aptomber 24, 1979 letter to 
Hr. Glenn L. Rigby ~ncerni.-ig the· a:,plicability of F~'7Cnue and 
Taxation Cede subsections 997 (a) and 997 (c) (~l) under ·the fol-
lowing cir;u:;mte.ncea: 

. The ta.~payer, amon~-r other t.."tinq~, conducts 
a. co;is•x::ier rer.orting bu.si11ess. :In the conduct 
of t!1is h~3inass, ~~~ t~~~~ye~ obtain~ credit 
information (data) conc-3rnL"l;J ~-my L'ltli•ritiual.s 
which it t:.Sas to make cradit reports t:o·its 
subscribers. It records a..~d stores this credit 
data in the for.:i of elcctro::1aqnct.ic b?ulscs on 
oetal~ic <liscs known as "disc p.:ic!~s 11 wllich it 
leases. 'Z'ha disc nacks ·are ph•:.r:1.icallv locatod 
in CO!:!?Utcr equipT-Cnt used to i."l:)Ut and retrieve 
tr.a data in accorcia.'lca wi tll _:).rC•Jra.:::!S written by 
the tax~,av~r. The disc n;.icks are not for sale. 
liowaver·, tlle data stored· t."-1-creon is · u::1ed to 
produce cr~dit reports which are sold. 

If the disc pa::ks are records which are held for·saie in the 
ordi.n,:u:-i' cou=s-= of .~t.siooss by the tax,-).::.ycr, the val.ua of t.i.e 
disc pac}~s sr1oul<l. inclu~e the valu.:? of thtl credit data encrY1jted 
thor3on (sU2Jsection S 9i (c) (4)). If t.ti~~Y are not ri:acords u:tic.ll 
arc hGld for sale in the crdinar-.1 cot!rse of business, howevnr, 
tl!.e "·alue o:i; the cisc pack5 shoultl exclude t.;,e valu:::, of tho 
credit data e:icrypted t..~ereon (s•.1bsection 997 (a)). 

U.!ving followec lissc.~ly nill !.:o. l.5u7 throug!l_ t..l\e legis
.la.tive proc-es~, t:-e believe tllat Chief Co.nsulta..'lt Doerr's 
!;ovc"'.'.ti,.er 21, 1977 l.t;)t:ter to sc~ator. ilrigry3, a coi;,y of which 
you fontarcied to us, acc-:irately sets fort.-i the background and 
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intent of ~ec1t.ion 997, with the result tlu!.t subsection 997 (a) 
ra~her than s1lbsection 997 (c) (4) ':'FOuld bi the a?r,licable sub
section. .section 997 t:as enacted. to nullify_ the court's 
decision in .ffsstsz,n 1'i.tta Guc:r<::nty Co. v. _County of StaniaZ.aue, 
41 cal. Ap?~ :3d 733, t..'-lat the inta--igiblt! valua of i..--ifo:nation 
C01:tpiled a.."ld :b1dcxed, A$ \>,ell as the value of the physical 
docur-~nts on which suc:-i i."lforr:iat.ion ".tas included, was ~roperly 
reflecteu in 1~le valuation of the com?any•s records for ad 
valorc.-a propc:r:ty t~: pur?()ses. Hence, the s-oecific provisions 
of subsection 997(a). As was the case in title pla.~t situa
tions, the taxpayer's record:, (disc p~cks) do have the ability 
to generate il1corns, but as indicated, it is the data stored 
thereon L"'l the~ for!!l of crcdi t re?()rts rather than the uisc 
packs the?::Sel ~was which is sold. 

Very truly yours, 

James !C. Mc.~gal,. Jr. 
Tax Counsel 

JKMart 

cc: Mr. Clenn Rigby 

be: Mr. Verne l·lalton (B. '.Florence) 
Legal Section 


