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SERVOMATION CORP., ET AL,

For Appellants: Sidney H. Willner
Attorneyat Law
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FOor Respondent: Crawford H. Thomas
Chief Counsel

A, Ben Jacobsocn
Assocl ate Tsx Counsel

e pursuent to sections 2566
t

and 26077 of the Revehue and Texation Code from ths action
of the Frenchise Tex Board on procests ageinst proposed
assessments of additional franchise tex aﬂd on claims for
refund oif franchise tex as follows:
Taxable : Refund
Lopallent _ Year Ended Assessment Cleim
Servomation Corp. 6-30-61  $1,231.561
. . 6-30-62 1,231.61
6-30-63 1,388.91
Lrrownead Vending Machine Co. 6-30-63 107,15
Servenation Bay Cities, Inc, 6-30-63 L, 271,72
Servomstion Duchess, Inc. 6-30-63 9,286,9%
Szrvemstion Tri-Counties, Inc, 6-30-62 698,12
: 6-~30-63 698,12
Servenation Central 6-30-62 2,743,904
Celifcrnia, inc 6-30-63 2,743.9%
20th Century Cigerette Vendors 6-30-62 L 0671
6-30-63 L o67.41
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Anpeals of Servomation Corn.. et als

Taxable Refund
Aopellant Year fnded Assessment Claim
Servomation Western, Inc. 6-30-63 $2,554.03
Servomation Witbeck, Inc. - 6-30-63 223.95 k
Servomation Steuber, Inc. 6-30-62 gl Lol 06
6-30-63 L. %0k, 06

The sole issue raised by these a-ppeals is wh€theér
Servonationgorp, and the othe appellants were engaged in a
single unitary business ngmc the years in guestion.

Servomation Corp . (formerly named United Servomation
Corp., and referred 10 hereafter as "Servomation' or “the
parent") was incorporated under Delaware law on October 18,
1960, Its headquarters are in New York City. On December 28,
1960, it issued one milllon shares of its common stock to the
owners of 1.3. business enterprises which were engaged IN the
Op eration Of qutomatic vending machines in various parts of
the kited States . In return for the stock issued, Servomation
received all of the stock znd assets of those compe;qieso

Since that tine Servomation has become sole ovmer
of 43 other companies also engaged in the automatic vending
machine pusiness ., i n addition Servomation owns all of the
stock Of several corporations which engage N manual food
operations, such as food_ concessions) cafeterias and restaurants,
AA.A_ ellants are the parent company and those Servomation sub-
sidiaries which do business in Czlifornia.

For several years prior to the formation of Servoma-
tion, there had been some cooperative activity among this
nationwide groun Of separate owmers of automatic vending
rachine ,,ggmesseg, In 1957 they had formed a corporation
called Lol‘,-eued Jendors , Inc . ,waich thereafter engaged in
centra purchasmg of a portlon of the products gsold through
the machlnes of these various independeant operators . After
Somo wwtion was formed, Federated Vendors, Inc.becane a

ly-owaed subs Ld_LST‘y of Servomationand continued to en 1gage
.L"l pw'nasmb activities for the other Servomation subsidiaries .

Since its formation one O Servomation®s primary
orgenizational objectlves has been to retain the established
ement Of those companies which it acquired, In pursuit
S objective _sCrvommo“ has obtained long-term employment
C cte from wany of those exp rienced executives, 1-t also
has epproved an incentive como ation plan for those individuals
based upon the net lacome of ﬂ r narticular subsidiaries.
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Apoeals of Servomation Corp., el al,

Servomation's operating companies are grouped 1nTo

a system of six geographical regions. Each region has a
regional menagement board and.reglonal COOinQauOL7 all

selected from the V&IlOJb company executives. The coordinator
analyzes problems arising in his region but he has no direct
control over the actions of the individusl operators within

the regilon. Servomation has also or‘ anized a ojsuem of eignt
national committees which act in an advisory capacity only

and which a]e cemposed of executives of The variocus subsidiaries.

ervomationts board of directors is comoosbd of its pre31dc:t

nd a number of the chief executives of the subsidia ary companiesS,

5y U0

Within thils ovcrall scheme of coordination Servomation
has encouraged the chief executive and former owner of each
subsidiary to continue nls personal coace,- and initigtive

with respect to the oa51a ess of that subsidiary. The basic
responsibility aud au’ horwuy to meke onefating decisions lies
with those executives, and they operate thelr respective sub-
sidiaries with a considerable degree of autonomy.

Shortly after 1its 1p0000u ation tThe parent company
negotiated a large loan Ifrom an ¢n°urafce company for use ©
the operating companies. Subsidiaries are reguired to obtain
financing Tron the patent unless a better arrangement can be
made elsewhere, and for the most part The subsidiaries do all
their borrovwing from the parent, '

Servomation has setl up ‘a standard SYSueﬁ of sccounting

¢ most of 1itTs s“DsidﬁaWies follow in keeping thelr records.

sticnwide advanced management Traiaing program was Initiate

nt compeny during the period o; appeal, and most

xec t¢vos of the various subs dla?LeS hav partlici-
9]

I-h G)
(OIS

Each subsidiary retains 1ts owa legal counsel., Also
arent company has a general counsel wno represents it in
cms arising with relation to the entire group of corporation:

O
th

€

-

tilization by the various oneratipﬂ subsidiar
purchasing facility DfOVLdeQ by Federated Ver
ional., A little less than 20 percent of the
befdiba by Lﬁc grouwn, on the basis of sales
rough central PU'bP—SiQéo Also availeble on
is a group insurance plan for all employees o
its subsidiaries.
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fppellants may be divided into three groups, such

grouping being wmade on the basis of distinctions in the products
handled and the operation of the corporations within each group:
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Lppeals of Servomation Corp.. et al.

ants Servomation Bey Cities, Inc.,

California, Inc., Ser vomation Viestern,

ilbeck, Inc., and Servomation Steuber,

he "full-line auvtomatic vending service
oS ss, ' i the distribution and sale of food products,

hot and cold beverages, and toba p:odeets through coin
operated machines., The great ma “ty or uqc machines handled
by these corporations are placed in industrial plants, sehools7
and other institutional buildings. Sales by these five companies
and other Servomalion subsidlaries operating s inilarLy UﬂLOuoh
out the United States produce about 80 percent of Servomation?®s
total revenue. These COmpaﬂlOS utilize all or most of tThe

centralized facilities previously described.
ing Machine Co.,

eneral Cﬂgaeett
Ver dOrs are »r

2. Appellents Arrowhead Ven
Servomation Tri-Counties, Inc. (former
Service, Inc.), and 20th Century Cigar ci

pally e'gaged-in the distxibution and s ci “”etues f s}
auuonatlc vending machines throughout Califo Iﬁla at numerous
Moff-street” locations, i.e., in service stations, restaureants,
bars, etc., Arrowhead Vending Machine Co. sells only cigarettes.
Cigarettes constitute 82.5 percent of Servomation Tri-Counties,
Inc.¥s sales and 87.5 peccent of 20tn Century Cigarette Vendors?

(D !~J {.7_.

J'K‘,'(D

g
y Ge
tle
ale
ali

szles. The remainder of their business consistTs of machine
sales of confections and nOb end cold beverages at these Yorlf-
street" locations.

These companies do not purchase their cigarettes
through Servomation® S central purchasing facility, Some of
the items other than C|garettes wnich are sold b-y Servomation
Tri-Counties, Inc. and 20t h CeﬂbUT]Clgg!ebteVéﬂdO“S are
centrally purcnes These threecompanies do obtain financing
from the parent end their employees do participate in the
parentts group insurance plan,

3.. hppellant Servomation Duchess, Inc. (hereafter
referred TO &as ”“Jcnees”) is one of severesl corporations
acquired by fervomation wvhich engage in the manual food
business, It derives all of its income from the operation
of snack concessions at sporting events in the San Freancisco

Eay area.

uchess makes Vlbeaw*y no opurchases throug
tionls central pvfcqe31ng SJSbvmo It does not partici
the uniforn accounting system initiated by 1ts perent g
the years oin appeal Duchess did not borrow money Irom Servomation,
with the exception of one advance obtained To take care of &
sales tax deﬁicieecyo Duchess? chiefl executye is not a menber
of Servomstioa's board of directors. Duchess® employees do
perticlpate in The parent company’s group lasurance plan.
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re be determined
d

Lopellants filed their Californla francnise tax
returns on the basis of sepa?“be acco:nuwng for each corporsgtion,
Respondent determined that Servomation end all of
ovned subsidi Laries, including uﬁpcllaﬂbS: were engaged in a

¢ U
T

e
single unitary Dbusiness, and thal appellants
derived from California sources should there

B

of its Uhole—
the combined l1nconme ©

(D O

by a formula allocation of £ tho entire
group of Servomation companies. The proposed addi

P
assessments which resulted gave rise to these appe

In its decislons in §unerior 0il Co. v, Frasnchise
Tax Board, 60 Cal. 2& 406 [34 Cal. Rpt e 5L5, 385 P.2d 33
auQ UQnOTQiL 0il Cox o, v. Franchise Tax Board, 60 Cal. 24
L17 [3b Cal. Rptr 52, 386 P.2d LOj tq“ California Supreme
Court reallf 1”med tho Lﬂo tests which it has p“omujraLc for
determining the ellSLOQCd of a unztary business. The first
of those tests, origina y set forth in the case of Butler
Bros, v, dMcColgan, 17 Ca 24 664 111 P.2d 33 T, afftd, 315
ULS. bO“ [80 Lo gdo 99_4, pTOVluoS that a unluawj business
exists when there is unlty of ownership, ualty of Opofab"OQ

A

as ev1denced by central purchasing, 8&Vo~bLb“£ aCCOuﬂ“lQ‘
Q

and unity of use in a central ea recutive

+ 13
O
CX‘

kife) nd t;e general Sijem of operation. Jac“ﬂ uﬂe secon
test, as 1t was expressed in Iuiﬁ@ﬁ California Stores. Inc. Ve
McColean, 30 Cal. 24 472 [183 P.2d 16}, a ousiness is Toi ter ry
when the operztion of the 90£u'oa o° the bh<1nebs done within
the stTate is dcpvadent upon or contributes to the operaticn

of the business without the state.

When these tests are applied to.the facts of the
instant sppeals, we conclude that during the years in question
all of the appellants except Duchess were engaged iln a unitary
business with the other Servomation companies doing business

througnout tne United States.

"O

S

All of the appellants ere whol ly ovned supsidlaries
" Servomation., With the exception of Duchess, all are engaged
ale of various products L‘TOﬂﬁh automatic vending

ts a result of this similerity of sales method
ese companies are faced with similar sales and distri-
z v?obWCWG bj means of Servomation’s regional and
o vems of coordination, end the o“oucnce on 1
tors of tThe chiel e-ecaclvcs of many of tTn
neir common problems can be Sﬁ&fcd and re

X]

It is True that three of The gppellants are prirerily
involved in the sale of cigarettes, ralher than in a full-line
vending machine operation. However, two of those three -
copenies Go sell some confections and beverages in addition
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ney are engaged in the

to cigarettes, and to thatl extent, Th
Jar to Tthose handled by
¥
ar

distribution and sale of 1tems sinl
the full-line operators. Conversel
vending machine businesses sell cig
products.

a1l of the full-line
ettes and other tobacco

\.9

ally all of the appella acguire some
portion of ir products through Fede fated Veﬂd TS, Inc°°
the parent company®s central purchasing facility. The land~

mark Butler Bros, and Eq}qog cases have both recognized thet
central purchasing aand the savings thereby re allzeq are siroag
1@Q1ca310ﬁs of the existence of a unitdﬁy business. Such

acguisitions by Duchess were de mininis.

In an attempt to detract from The significance of
this central purchasing activity eppellants coatend that prior
to their affiliation with Servomation they made tThe same use
of Federated Veno\mb5 inc, and received the same Tull quantity
discounts as a result of the cooperative owaership of that
facility. This, however, does not alter the fact or the
relevance of the fact that since Federated Vendors,Inc. and
the other compeanies became Servomation subsidiaries the
econonies inherent in C@Ju?all7bd.0u“anb’ﬂ5 have accrued to
the group as commonly owned corporations.

A1l of the aope71aﬁbs exceopt Duchess obltain most of
thelr financing from the parcnt comp any and all except Duchess
participate in the uniform accounting systen 1n1u1aued by
Servomation., :

believe that all of these facts indicate a sub-
ee of mutual aeoendcncy aad contribution among
O’h

o

T
Ehe various Servomation companies engaged in The automatic
vending machkine business.

Such contribultion and depen ejcy seen 1O be la ckl—o,
however, where Duchess 1s concerned. ItTs manual food operation
is not the ssue as The cperations of the other gppellanis.
Methols of oreparation and handling of pIOQQCbS7 the markets
served, and other vroblems Taced by the operabors of snack
concessions at sporting events would seem to differ from those
preseated in the automatic vending machine business. Woen
tnese distinctlons are considered aloag W1un the almost complet
avtonony of Duchess?! operation and 1ts lack of participation in
its p ~tis centralized functions, we do not think it can be
said Duchess was & part of The ualtary business to which
the o eppellants were attached.

The record indlicates that several other Servomation
subsidiaries were also eangaged in menual food operations., In
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9

of evidence con el ing the manner in which they
Led, however, we 7ill not disturb respoandents
ion that they voru a part of the unitary business.

Y‘CT@
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Pursuant to the views expressed in the o
d oa file in this proceeding, and good caus
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IT IS HERE3Y ORDE ?E>, ADJUDGE ATD DECRETD, pursuant
to sections 2566 7 and 26077 of the Revenue and Taxation Code,
that the action of the Tfaachlse Tax Board on protests against
pfcaouba a05655moaus of adaltﬁowal franchise tax and on claims
2or refund of franchise tax be modified by treating Servomation
Ducness, Invos as cqoaoea in a separate businesgs and by recom-
puting c e tax acco“dlngiyo In 211 other respects, the action

of the Franchise Tax Board is sustained,
Done at Sacramento , California, this 7th day
of July , 1987, by the "State Board of Equalization.

Chairman

Member

Menber
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