If these procedures proved inappropriate in certain 3
circunstances, special nmethods were devised by the parent.*
The Chicago office helps recruit and train subsidiary ~
accounting personnel, and sometines transfers its own
accounting enpl oyees to the other corporations. At |east
annual |y the subsidiaries are re?qlred to submt proposed
budgets to Continental's home office. In sone cases “
personnel from Chicago visit the subsidiary and help in -
t he budget preﬁaratlonn The budget is reviewed by
Continental's home office and by M. Gdwitz. Once a
budget is approved, nDnthIK reviews of actual versus
budget costs are nmade by the Chicago office and discrep-
ancies are investigated. Continental personnel also
conduct periodic internal audits of the subsidiaries,

and supervise the(?reparatlon for, and review the results.
of , the annual audit conducted by an outside public
accounting firm

-60~-



Appeal of Williams Furnace Co.

) All tax returns of the corporate group are
reviewed by Contincntal, and often the returns are pre-
pared and the tax paid by the home office. Federal and
state income tax returns are prepared in Chicago by the
parent® accounting firm. The Continental home office
also distributes tax information. All legal problems
of the subsidiaries, including labor relations matters,
are referred to Continental3 Chicago law firm or its
home office. Continental personnel direct and sometimes
negotiate subsidiary financing, and on occasion a sub-
sidiaryt's credit is used to obtain funds for the parent.
Centralized employee benefit plans include a common group
Insurance program, and executive stock option and incen-
tive plans. Wherever possible the corporations have
adopted similar vacation and holiday programs, tuition
payments, and profit sharing and retirement plans.
Continental generally charges the subsidiaries for the
above centralized services, except for those of
Mr. Gidwitz, the internal audit, and programs specifically
requested by the Chicago office.

After its acquisition by Continental in 1958,
appellants annual” sales approximately doubled and its
pretax profits more than tripled. Appellant determined VAR
that these increases resulted from tﬁe greater operational
efficiency, financial standing, and sales opportunities
which accompanied membership in the Continental corporate
group. Appellant concluded that during the year in
guestion sufficient intercorporate contribution and
ependence occurred among Continental and its subsidi-
aries to classify the entire group as a single unitary
business , and therefore appellant computed its tax
liability accordingly and filed an amended 1962 return.
However the Franchise Tax Board disagreed and determined
that appellant had to compute its tax liability separately.

Whether this determination was correct is the sole issue
of this case.

When a taxpayer derives income from sources
both within and without California, its tax shall be
measured by the net income derived from or attributable
to sources within this state. (Rev. & Tax. Code,
§ 25101.) If a business is unitary, the income attribut-.
able to California must be computed by formula allocation
Ilé’ather tréfm%by the i%paéa}e ggcogg;cfl?g mgthd'_v,uJ( Bfuf;cdl er
ros. Vv.Meud.iy: al. 111 P.2d 3 ya ’
315 U.S. 501 [56 L. Ed 991]3; Edison California Stores.
Inc. v. McColgan, 30 Cal. 2d 472 [183P.2d 16]}.) The”.
above cited cases developed two tests for determining S
.whether a business in unitary. Under one test such . R
status is found if the unities of ownership, operation,
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and 'use exist. (Butler Bros. v. McColpan, Supra, 17cCal.
>d 664 [111 P.2d 334], afrfd, 31s"U. S 501°[86 L. 'Ed. 991].)
Under the other test, a business is unitary when operation
of the business done within the state is dependent upon or
contributes to the operation of the bus'incss wthout the
state. (Edison California Stores, Inc. v.McColgan, SUpra,
30 Cal. 2d 472 1183 P.2d 16).,) Recent deci STons of the
California Supreme Court have reaffirnmed these tests.
(Superior Gl Co. v. Franchise Tax Board, 60 Cal. 2d 406

[34 Cal. tr. 545, 386 P.2d 33]; Honolulu 0il Corp. v.
Franchise . Tax_Board. 60 Cal. 2d 417 [3% Cal. Rptr. 552,
386 P.2d LO]J.)

o In the instant case we think that appellant has
satisfied the above tests. Wthin each of the three
divisions of Continental the subsidiaries were for the :
nmost part interrelated in their operations or products.
The evidence submtted by appellant has established that
t he devel opnent and success of the nembers of this
corporate group were prinmarily the result of the close
central management provided by M. Gdwtz and certain
of Continental's executives, with assistance froma
nunber of the subsidiary nanagers. (See_Honolulu Gl
Corp. v. Franchige Tax Board: supra.) This central
management was faciTitaied by Mr., Gidwitaz's Selection
of the directors and officers of the subsidiaries,
usual Iy from Continental personnel, and by the fact
t hat nany of these executives occupied key positions
in nmore than one of the corporations. (Appeal of AMP
ne., Cal. St. Bd. of Equal., Jan. 6, 1969,) -

~ Substantial contributions to the success of
the subsidiaries were made by Continental's provision
of partial or conplete services in the areas of account-
in%, auditing, taxes, law, |abor relations, financing,
and enployee benefits. (See Appeal of Union Carbide ‘ .
and Carbon.Cr.n,., Cal. St. Bd. of Iqual., Aug. 19, 1957.)
Central purchasing and interconpany sales al so yiel ded .
significant contributions. (Edison California Stores,
| NC. v. McColgan supra; Appeal Of AMNAwMF Ihc., supra.
The post-acquisition increases In appellant's sales and
pretax profits are evidence of the e#?%ctlveness of the
above centralization of business functions. (See Appeal .
of The Seng Co, of Calif., Cal. St. Bd. of Equal.,
Mar. 7, 1967.

W must conclude that sufficient contribution
and dependence existed anong appellant, its parent,and
the parent's other subsidiaries, to classify them asa
single unitary business during 1962.
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Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing therefor,

| T |'S HEREBY ORDERED, ADJUDGED AND DECREED,

pursuant to section 26077 of the Revenue and Taxatlon
Code, that the action of the Franchise Tax Board in
den¥| ng the claimof WIlians Furnace Co. for refund
franchise tax in the amount of $18,550.28 for the
income year 1962, beand the sane is hereby rever sed.

Done at Sacranmento, California, this 7th day
of August 1969 bythe State Board of Equalization.

M M%a/w:/u/, Chai rman_
O/%oﬂ//:/(/f//d,«x —,, Member .
/AL\ Af:/\//‘& /, Member *

’ gﬁlééu(df%&. _, Member -

s Member

~ ATTEST:

v~ ., Secretary
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