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BEFORE THE STATE BOARD OF EQUALIZATION
-OF THE STATE OF CALI FORNI A

In the Matter of the Appeal s of )

)
SI MONDS SAW AND STEEL COVPANY, )
S| MONDS ABRASI VE COVPANY, HELLER )
TOOL COVPANY, AND WEST COAST SAW)
& KNI FE COVPANY )

Appearances:

For Appellants: Richard C. 0fConnor
Attorney at Law

Charles F. Gilmore
Tax Representative

For Respondent: Peter S. Pierson
' Tax Counsel

These appeal s are made pursuant to section 25667
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on protests a ?alnst proposed assessnents

0

of additional franchise-tax as follows:

| ncome
Appel | ant. Year Assessnent
Si nonds Saw and Steel Conpany 1961 $ 95.49
Si nonds  Abrasi ve Conpany 1959 2,639,146
1960 1, 343 L1
1961 870 15
Heller Tool Conpany 1959 - 610,50
1960 343.93
_ 1961 5259k
West Coast Saw & Knife' 1959 9k45.32
conpany 1960 587 47
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Appeal s f' Simonds Saw 214 Steel Company, et 31,

The sole question for decision is whether appellants
and two affiliated Canadian corporations were all engaged in a
single unitary business during the years in question

Simonds Saw and Steel Conpany ghereafter_referred to
as the "parent co any"? owns all. of t he” stock of Sinonds
Abr asive Conpany (hereafter "Simonds Abrasive"), Heller Tool
Conpany (hereafter "Heller Tool"g, West Coast Saw & Knife
Cbnpan% (hereafter "West Coast") and Sinonds Canada Saw Co,
Ltd. (hereafter "Simonds Canada"3,. S.nmonds Abrasive owns the
entire capital stock of Sinmonds Canada Abrasive Co., Ltd.
(hereafter "Canada Abrasive"),

_ The parent company is a Massachusetts corporation
whi ch began doing business in California in 1923, |t manu-
factures and sells saws and a variety of other steel cutting
tools. |Its head office and principal manufacturing plant are
| ocated in Fitchburg, Mssachusetts, and it hgs branch offices
and warehouses in various cities in the United States, including
San Francisco and Los Angeles, California.

~ The parent company owns and operates a steel mll
| ocated in Lockport, New York, which manufactures a high-grade
steel required in the production of quality cutting tools.
AﬁprOX|nater one-hal f of the mill*s steel output I's used by
the parent conpan¥ and Sinmonds Canada in the manufacture of
their products. he remaining steel is sold to outsiders

_ Sinonds Abrasive, a Pennsglvania corporation, was.
acquired by the parent company in 1927, and it has done busi-
ness in California since 1954, It manufactures and sells
grinding wheels and abrasive products. The main office and
Br]nC|paI_nanufactur|ng plant of Sinonds Abrasive are in

Phi | adel phia, Pennsylvania, and it also has a saall plant

in El Mnte, California, which serves the West Coast narket.

_ “Heller Tool, a Massachusetts corporation, has done
business in California since 1955, the year in which it was
acquired by the parent conpany. |t manufactures and sells
metal files, saws, hammers, and other snall tools. Sone of
the products manufactured by Hel |l er Tool are sold under the
"Simoads" brand name. Hel{er Tool's principal of fices and
manufacturing plant are |ocated in Newcomerstowa, Chi o.

_ West Coast, a California corporation, was forned
in 1942 and began doing business here in that year. The
arent conpany acquired all of West Coast?s stock in 1947,
st Coast is a service corporation which repairs and stores

the products of the parent conpany and Heller Tool. Its head
office and warehouse are |ocated 1n San Francisco, California,
in facilities which are shared by the parent conpany and the
ot her appel |l ants,
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. Simonds Canada is a ' Canadi an corporation which
has its main office and plant in Granby, Province of Quebec
Canada,, It manufactures and sells a li'ne of products which
are simlar to those manufactured by the parent conpany,
al though the Sinonds Canada. line differs somewhat as a result
of the distinct Canadian market. Sinonds Canada has branch
of fices and warehouses in five major Canadian cities. It also
has a plant in Brockville, Province of Ontario, Canada, which
manufactures products simlar to those manufactured by Sinonds
Abrasive at its plant in Philadel phia, Pennsylvani a.

B Canada Abrasivws .a.fanadian corporation, has its
' headquacters i n Arvida, Province of Quebec, Canada, It
produces crude abrasive materials.

~Appellants and the two - Canadi an conpani es each have
an executive officer who is in charge of the day-to-day opera-
tions of his conpany. In the gears In question a nmajority of
the officers and directors of the parent conpany al so served
as officers or directors of Sinonds Abrasive, Heller Tool
Simonds Canada, and Canada Abrasive. None of the officers
and directors of West Coast served in a simlar capacity in
any of the other Sinobnds conpanies.

, During the years on appeal the parent conpany pur-
chased netal files for resale fromHeller Tool, at a price

+ 20 percent below the aistributors® |ist prices. Both the

» parent company and Hel | er Tool purchased grinding wheels

, from Sinonds Abrasive for use in their manufacturing operations.
Hel | er Tool purchased saws and die steel for-resale fromthe
parent conpany at a discounted price. A portion of the out-

: put of the parent company’s steel m |l was sold to Sinonds
Canada. Substantially all of the crude abrasive materials
produced by Canada Abrasive were purchased by Sinonds Abrasive
for use in manufacturing grinding wheels.

These various interconpany sales totalled 5,803 898,
$6,424,285, and $6,523,22% in the years 1959,1960,and 1961,
respec tvel'y. These figures represent approxi mately 10 percent
of the conmpaniest total sales in each year.

~Each corporation nmaintained its own purchasing depart -
ment and its separate sales force. Each conpany handl ed t he
training of its own sales personnel. Research facilities were
: mai ntai ned by each corporation, but research findings were
transferred between conpani es when such findings would be
beneficial to one of the other corporations.

| ndi vi dual accounting departnments were maintained
IC

" by each comnpany, although perio reports were nmade to the
parent conpany So that the parentts accounting departnment
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Appenlsof Si_nonds_Saw and _Steel. Commeuny, A, al,

_could make consoljdated reports and prepare the tax returns

of each corporation. A wire network system centered at the
parent company?s head office interconnécted all branch offices
and factories located in the United States. The payroll was
handl ed separately by each conpany. The enployees of the
various conpani es were covered by several différent insurance
and pension plans.

_ Section 25101 of the Revenue and Taxation Code
provi des that when the income of a taxpayer is derived from
or attributable to sources both within and wthout California,
the franchise tax shall be measured fromthe net incone derived
fromor attributable to sources within this state,, The conbined
net income of affiliated corporations is subject to apportion-
ment by formula where the business conducted by such corpora-
tions c%nst|tutes a un|tar()bg§‘ne%iil+(Edi%m1 California
Stores, Inc. v, McColgan . 72 [183 P.,2d 1675
John Deere Plow Co, v. Franchise Tax Board, 38 Cal. 23 214
[238 P.2d 569, appeal dismissed, 343 U.S. 939 [96 L. Ed. 1345j.)

In the franchise tax returns which appellants filed
for the years in question, the parent conpany, Sinonds Abrasive,
and Heller Tool each used a three-factor fornula of property,
payroll, and sales to determne that portion of their net
Income which was attributable to California. The entire net
I ncone of West Coast was reported as California income., Sinonds
Canada and Canada Abrasive did not file California franchise tax
returns.

_ Respondent determ ned that appellants and their two
Canadian affiliates were engaged in a single unitary business
during the years in question. Respondent accordingly recom
put ed aBpe[ ants! net income derived from California sources
on the basis of the conbined operations of all of the corpora-
tions, The resulting proposed additional assessnents gave rise
to these appeals.

In its decisions in Superior G| Co. v. Franchise

Tax Board, 60 Cal. 2d 406 [34 Cal. Rptr. 545, 386 P.2d 337
and Honolulu 0il Corp, V. .Franchise Tay, Bﬂﬁrﬂu,ﬁﬂ, Cal. 2d 417
[34 Cal. Rptr, 552,°386 P,2d 40], the California Supreme Court
reaffirmed the two tests which if has promul gated for deter-
mning the existence of a unitary business. The first of these
tests, orlggnally set forth in the case of Butler Bros v.
McColgan, 17 Cal. 2d 664 [111 p.2d 3343, affTd, 315 U.S. 501
EBE‘L._Ed, 991", provides that a unitary business exists when

here is unity of ownership; unity of operation as evidenced
by central purchasing, advertising, accounting and nanagenent,
and un|t¥ of use in centralized executive forCes and the genera
system of operation. Under the second test, as it was expressed
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Appeals of Simands Sav and Sheel  Coamozry RF a1,

I N Edison California StOres . Ing, ve McCol.gan, supra, 30 Cal.
2d W2 (183 FP.2d 16], a business is unitary when the operation
of the portion of the business done within the state is
dependent upon or contributes to the operation of the business
wi thout the state,

Application of the above tests to the facts presented
by these appeal s causes us to conclude that appellants and their
two Canadianaffiliates were all engaged in a single unitary
busi ness operation.

Appel | ants contend that each corporation operates as
a separate and independent business. They urge that this fact,
plus the absence of centralized purchasing, advertising or
accounting, precludes a finding that they are all engaged in
one unitary business. W have previously hel d, however, that
t here need not be centralized performance of all service func-
tions in a unitary business if the operations are otherw se
unified to the extent that they are mutually dependent and
contribute to each other. (Appeal of _Conbustion Engineerineg,
Iac,, Cal, St. Bd. of E%ual., June 7, 1967; Appeal QL McCall
Corn., Cal. St. B4, of Equal., June 18,71963,)

_ The businesses of the appellants and the two Canadi an
companies are very closely related and are |inked together bK
interlocking directorates-and conmmon officers. In each of the
years on appeal substantial nunbers of finished goods were
transferred between conpanies for resale. Both Sinonds Canada
and Sinmonds Abrasive relied on their affiliates for raw materials
The parent corporation and Heller Tool obt ained grlndlng wheel s
necessary in their manufacturing processes from Sinonds Abrasive,
tn addition there is w despread use anong the related companies
of the well-known "Simonds" nanme, both as a trade nane and as a .
part of their corporate nanes,, The parent conpany keeps in '
touch with the various appeliants by means of 1ts nationw de
wire network system. One of the appellants, West Coast, is
Wd in rendering serviceg for tTHe OtHEr—apperTants.

K= ne,

A review of the.above facts causes us to conclude
that the requisite nmutual dependence and contribution are
clearly present in the instant case. W find, therefore, that
t he business operations of appellants and the two Canadian
affiliates were not truly separate and that fornula allocation
of their conbined income was proper. Accordingly, respondent?s
action in this matter nust be sustained,

Pursuant to the views expressed in the opinion of
%ﬁe qpard on file in this proceeding, and good cause appearing
erefor,
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Appeals of Simonds Sow_ond Steel Company, et al,

. |'T 18 HERERY ORDERED, ADJUDGED AND DECRTED, pursuant
to section 25667 of the Revenue and Taxation Code t'hat the
action of the Franchise Tax Board on the protests'against pro-
posed assessments of additional franchise tax in the fellowing
armtun_ts OIfor the years specified, be and the sane is hereby
sust ai ned:

_ | ncone .
ellant. - -Year- . Assessuent

Si nonds Saw and Steel Conpany 1961 $  99.49
Si monds Abrasive Conpany 1959 2,639.46
1960 1,343.41

1961 870.15

Hel | er Tool Conpany 1959 610,50
1960 34%3.93

_ 1961 525,94

West Coast Saw& Knife 1959 945,32
conpany 1950 587,147

Done at Sacramento , California, this 12th day of
Decenber , 1967, by the Stats-Board of Equalization.

i,:) : )v:{‘
DAY Y. ‘- Chairman
. T e | , Member
;,5¢,>1/? = ;¥m$4()“*34QA,f' s Member
N C;g?/flé;/Qiqﬁgan¥i .y Member
' , Menber
3 }i. // / Acting
ATTEST : R RICITIR , Secretary
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