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SUMMARY

The Supreme Court of Utah considered whether Utah residents who were shareholders in S
corporations could claim credits under Utah Code section 59-10-106 for corporate franchise taxes paid
by those corporations to Texas and California. The court held that the statutory phrase "on income"
includes taxes measured by or calculated according to income, regardless of whether they are labeled
franchise or excise taxes. The court affirmed summary judgment for the taxpayers and reversed the
Utah State Tax Commission's decisions.
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QUESTIONS PRESENTED

1. Whether Utah Code section 59-10-106 permits shareholders of S corporations to claim credits against
Utah individual income tax for their pro rata shares of franchise taxes paid by the corporations to other
states when those taxes are measured by income.

2. Whether the rule strictly construing tax credits against the taxpayer precludes the claimed credits.

HOLDINGS

1. The phrase 'on income' in Utah Code section 59-10-106 includes taxes measured by or calculated
according to income, even when those taxes are labeled franchise or excise taxes. Utah resident
shareholders may therefore claim credits for their pro rata shares of the qualifying corporate franchise
taxes paid to Texas and California.

2. Although tax-credit statutes may generally be strictly construed against taxpayers, that rule is a
secondary interpretive consideration and cannot be applied to defeat clear statutory language or manifest
legislative intent.

KEY QUOTATIONS

“What is dispositive is the effect the tax has on the taxpayer.” (¶ 17; 134 P.3d at 1120)

“We hold that the term "on income" in Utah Code section 59-10-106 includes taxes measured by or
calculated according to income.” (¶ 20; 134 P.3d at 1121)

FACTUAL BACKGROUND

The appellee taxpayers were Utah residents and shareholders of Utah S corporations conducting business in
California, Texas, or both. California and Texas imposed franchise taxes on the corporations, with the taxes
calculated by reference to corporate income; because the corporations were treated as C corporations in those
states, the taxes were imposed on the corporate entities but ultimately borne by the shareholders. The taxpayers
claimed pro rata Utah individual income-tax credits under Utah Code section 59-10-106, but the Tax
Commission disallowed the credits.

PROCEDURAL HISTORY

The Tax Commission denied the taxpayers' claimed credits under Utah Code section 59-10-106, concluding that
franchise taxes measured by income were not taxes imposed 'on income.' The Fourth Judicial District Court
granted summary judgment to the MTC Shareholders and the MacFarlanes. Barbara Baker and the Reagans



appealed directly from the Commission's decisions, and the Commission appealed the district court judgments.
The Utah Supreme Court consolidated the appeals.
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