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OPIl NI ON

Thi s ag9eal IS made pursuant to section 26075,
subdi vi sion (a),*/ of the Revenue and Taxation Code
fromthe action of the Franchise Tax Board in denying the
clains of Automatic Data Processing West, Inc., for
refund of franchise tax in the amounts of $61,698.01,
$11,914,69, and $97,121,01 for the incone years ended
June 30, 1973, June 30, 1974, and June 30, 1975,
respectively.

1/ Unless otnierw se specified, allsectionreferences

are to sections of the Revenue and Taxation Code as in
effect for the years in issue.
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Appeal of Autommtic Data Processing West., lric.

The issue presented for our decision is whether
appel I ant, Automatic Data Processing \West, |nc., was
engaged i n asingle unitary busi ness with its parent
company, Automatic Data Processi ng, |Inc., and ot her
affiliated corporations duri ng the three appeal years.

o Af)pellant was a Del aware corporation with its
principal place of business and commercial domicile in
Long Beach, California. Priorto its merger with the
parent company in 1982, appellant had been a whol |y owned.
subsidiary of Automatic Data”Processing, | nc. (ADP),a
Del awar e corporation which is one ofthe |argest inde-
pendent providers of conmerci al data processing services
N the United States. Headquartered in Clinton, New
Jersey, ADP had el even other subsidiaries during the
appeal years that operated as regional data centers
offering automated bookkeepi ng and -accounting services in
the areas of payrol |, accounts receivable, accounts
payable, and financial statenment _preparation for business
andindustry. Each of these commercial data processi n?
subsidiaries provided services to clients within specific
geographic markets. The affiliated group had 35,000
clients. as of June 30, 1975. In addition .to its regional
centers,” ADP had several divisions i nvol ved in providi ng. .
packaged data processing services to industries such as
nmot or vehi cl e deal ers, stock brokerage firms, wholesale
distributors, savings and loan institutions, and
hospitals. In June 197S,- ApP added an infotmation

management divi sion that specialized in providing network

access to conputer services under a-time-sharing method.

The parent company also acqui red data processing

conmpanies in Epe United Kingdom and golland during the

appeal years.

"Organi zed in 1969 by president Frank R

Eaut enberg, chairman Benry Taub, and Joseph Taub, ADP
began its data processing buiiness by of fering payroll
and basic record-keeping services tosmall and

medi um si zed businesses in the New York metropolitan
area. By combining basi c accounting principles, know-
-ledge of specific businesses, and conputer technol ogy,
ADP created data processing programs and packages t hat
al l owed itto handl e | arge vol umes of cepetitive,
clerical work as well as produce financial reports

2/ buring tne three appeal years, app al so owned several

printing and publishing conpani es which the Franchi se Tax '
%oar_d has concl uded were not part of its unitary .
USINESS.
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Appeal of Autonmtic Data Processing West, Inc.

for management. In the |ate 1960's, ADP enbarked upon an
aggressi ve expansion canpaign that saw the conpany
acquire data processing conpanies which were already
established in different geographic markets across this
cournr%._ ADP's basi c strategy for incorporating these
new subsidiaries into its operations was to hire the
former- owners to nanage the conpanies for four or five
years and structure their conpensation on anincentive
met hod based on the growth and success of the subsidi-
aries. From 1967 t hrough the Xears under review, ADP
conpl eted the acquisition of 41 conpanies, including
appel | ant .

In 1969, ADP purchased the stock and assets of
Robert S. Lehmann Corporation, a California corporation
engaged in data processing in the Los Angeles area. This
conpany was reorgani zed as a Del aware corporation and
eventually named A D.P. -Automatic Data Processing of

" Los Angeles, Inc. The former principals of the coneagg

stayed on as managers through April 1973. In 1970,
acquired Delta Data Processing, Inc., a California corpo-
ration doing business in Palo Altoand the San Francisco
Bay area. IS conpany was al SO reorganized as a

Del aware corporation called A.p.p.-Automatic Data
Processi ng of San Francisco, Inc. The former owner of
Del ta Data Processing, Inc., managed the subsidiary for
two years, becane a consultant for two nore years, and
fina hy_left in 1974. In 1971, the Los Angeles affiliate
changed its name to Automatic Data Processing of Los
Angel'es, Inc. Two years later, the San Francisco

su S|d|ar¥ nerged its operations into those of the Los
Angel es affiliate which then changed its name again to
Autonatic Data Processing Wst, Inc.

_ For appellant, like all its subsidiaries, ADP
appoi nted several nmenbers of its own executive staff and
board to serve as conmon officers and directors. Asof
June 1975, ADP president Lautenberg was a director of
appellant's board and enpowered 'to vote all of its stock
at ADP corporate neetings. Fred S. Lafer, ADP's vice-
Qpresident, general counsel, and secretary, was also
appellant's vice-president, secretary, and a director,

pel l ant's treasurer was anot her ADP vi ce- presi dent.
G lbert N Krueger was assistant secretary for appellant
and concurrently staff vice-president and assistant
general counsel for ADP. The president of appellant's
operations in June 1975 was Josh S. Weston who was al so
ADP's group vice-president in'charge of the operation of
20 commercial dat a proce33|n8 centers. In 1973, the
presi dent of appellant was Buddy W Jackson, who had been

127



Appeal of Aut onati ¢ Dat a Processing WSt ., 1Inec.

hired four years earlier from Robert S. Lehmann
Corporation-when ADP acqui red that conpany. \Wile

Me. Jackson's enployment contract was wth appellant,

Mr, Lautenberg executed the agreenent as chairman of
appellant and guar ant eed performance by ADP as president
of the parent compana/. Mr. Jackson was |ater replaced by
John m.Hul i na who had been general nmanager. M. Hulina"s
conpensation was determ ned by Mr. Lautenberg. By 1975,
Mr. Hul ina had become appellant's senior vice-president.

During t he appeal years, appellant conducted
its daily data processing activities in Long Beach and
Pal 0 Alto on a largely independent basis. The company
had approximately 150 employees, | ncl udi ng 16 sales
representatives to solicit business and 6 to 12 program-
mers to modify ADP payrol | and bookkeeping programs
accor di ng to the needs of its clients. Appellant
negotiated leases for its own computer hardware and
purchased office Sulﬁ)pl | es and computer forms f r om west
coast vendors. The subsidiary al so handl ed its own local
advertising.

) On the other hand, ADP directed several f unc-
t1 ons of the operations of the subsidiary and assisted
the company in other ways. The parent conpany estab-
~lished common gui delines for the accounting practices of
all its subsidiaries and enployees. -Since its comercial
data processing subsidiaries generally used the same type:
of computer. hardware, aApP had several national accounts
to purchase equipment from maj or _manuf act urers who then
billed the parent conpany. =~ ADP passed the costs of the
har dwar e on to the subsidiaries via intercompany charges.
(Resp. Post Hrg. Br., Ex. C.) The ADP legal staff
negotiated allagreements for the purchase, lease, or
| i cense of computer equipment Where itwas |ikely that
another division or subsidiary woul d order the Same
equipment. (Resp. Post Erg. Br., RX. ¢.) In the case of
| BM equi pment, whil e t he general manager of a regional
commercial service facility may have determined the need
to order more hardware, the technical Servi ces department
Of ADP coordi nat ed all the 18M orders and nanaged the
national account w th that manufacturer. To avoi d double
billings from vendors toboth the parent and a subsidiary
company, ADP adopted a centralized purchasing procedure,.

Furthermore, all subsidiaries used the data
processing prograns and packages developed by the parent
corporation. (Resp. Br., Bx. L; App. Br., EX. 7.) ADP
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Appeal of Autonmti c DataProcessi ng west,Inc.

enpl oyed a product devel opment staff of 200 system

anal ysts todesign new programs and refine existing

sof tware for menber conpanies of the commercial services
division. (Resp. Post Erg. Br., Ex E.) For the incone
years under appeal, ADPspent $2,419,000, $4,916,000, and
$5,319,000, respectively, in the research and devel opment

of prograns. DP al so ‘mai ntained an inventory of conputer
forns and cards which were resold to the subsidiarieg at
cost. "In appellant's case, records of interconpany

transactions with the parent conpany during the appeal
years indicate that appellant regularly purchased, or was
charged for, computer cards and forms, magnetic tapes,
equi pment, contract services on equi pment, office
supplies, literature, furniture, and express mail and
shipment COStS. %ﬁesp. Post Hrg. Br., Ex.J & R) In

order to'assist the subsidiaries in their regional
marketing efforts, ADP enployed 300 sal esmen and nmanagers
nationwi de to offer technical service and sales training
courses.  ADP |ikew se engaged in national advertising of
its regional dataprocessing in such periodicals as
Fortune magazi ne.

In addition-to any charges it may have incurred
as a result of centralized purchases, appellant was
required to pay an administrative or nanagement fee to
the parent conpany. AS a matter of corporate policy; ADP
charged every subsidiary forits pro rata share of the
costs arising fromthe operation of the various corporate
departments of the parent conpany. The ADP managenent
decided that it was nore economcal forit to centrally.
adm ni ster these functions and make them available to the
subsidiaries rather than naintain separate staffs at each
" subsidiary location. Consequently, the cost of the
foll ow ng corporate departments or services was passed on
to the subsidiaries; general admnistration, interna
auditing and financial systens, corporate accounting and
consol i dation, corporate devel opnent, operations
training, product planning, progranmm ng, advertising,
| egal , purchasing, and tax. The expenses ofthese
adm nistrative functions were allocated to the
Subsidiaries based on the percentage of their net
revenues, but the amount of the nanagenent feefor each
subsidiary apparently also depended on the degree of
usage of the corporate services by the conpany. (Resp.
Post Erg. Br., EX. (i? During the 1974 and 1975 income
years, appellant paid managenent fees in the amounts of
$353, 377 and $395, 405, respectively.
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In addition, subsidiaries |oaned funds to the
parent company  at five percent interest and were required
to pay payroll fees tArthat were based on the per -
centage of their t axabl e payroll. ADP in umapparently
paid the state taxes owed bﬁ/ its subsidiaries since
intercompany charge records_show that app paid taxes owed
t he Pranchise Tax Board. The parent conpany provided all
capital requirenents of itssubsidiaries.

Wthin the atfiliated group, _there was conmon
insurance and employee benefit plans. The parent conpany
subscri bed toseveral group-w de insurance policies that
provided uniform protection against the follow ng forns
of liability: general property damage (including earth-
quake coverage in California), workers' conpensation,
conpr ehensi ve autonobile, crines, fiduciary, directors -
and officers, and errors and -omissions. Upon acquisi -
tion, each new corporation wasincorporated into the
blanket insurance program andwas abl e to reduce its
prior i nsurance expense by 30 to 50 percent. ADP estab-
lish&l auni form procedure for reporting all accidents.
The ADPgroupof conpani es also had an enpl oyee savings
and stock purchase plan that was admini stered by a com=-
mittee conpri sed of chairman Taub, president Lautenberg,
and vice-president Lafer.

~ Potthe threeincome yearsin question, appel-
lant filed its California franchise tax returns on a
separate accounting basis. Upon audit, the Franchise Tax
Board det erm ned that appellant was engagedin a unitary
busi ness with ADP and its affiliated data processi ng
corporations. Respondent thereupon redeterm ned ap#)el-
lant's California 1ncome by formula apportionment of the
conbi ned incone of the unitary group. Appellant paid the
resul tant deficiencies but filed claims for refund which
were then denied by respondent. This appeal.followed.

~ \Wen a taxpayer derives incone from sources
both within and without California, its franchise tax
liability Wi || be measured by its net incone derjved from
Lor attributable to-sources within this state. ( Rev,
Tax. Code, § 25101.) Ifthetaxpayer is engaged in a
single unitary business with affil i ated corporations, the
i ncome attributable toCalifornia sources nust be deter-
wi ned Dby-applying an apportionment fornula to the total
I ncone derived from the conbined unitary operations of
the affiliated conpanies. (Edison California Stores,
|nc. v. McColgan, 30 Cal.2d 4/2 {183 P.2d16](1947).)
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The California Supreme' Court has set forth two
teststo determ ne whether a business is unitary. In
Butler Bras. V.. _McColgan, 17 Cal.2d 664 (111 Pp.2d 334]
(1947), arfd., 315 U % SOL [86 L.EA. 991) (1942), the
court held that the unitary nature of a business is
definitely established by the presence of unity of
ownership; unity of operation as evidenced by central
pur chasi ng, adverti si n?, accounting, and nanagenent
divisions; and unity of use in a centralized executive
force and Igeneral stystem of operation. The court
subsequent ¥ added that a business is unitary if the
operation of the business done within this state is
dependent upon or contributes to the operation of the
busi ness outside California. (Edison California Stores,
|nc. v. McColgan, supra, 30 Cal.2d at 481.) Mre
recently, (Nne United States Suprene Court "has enphasized
the necessity that affiliated corporations of a unitary
?lroup form a functionally int eg1r_at ed enterprise

Contai ner Corp. w. Franchise “Tax Board, 463 wv.s. 159,

79 (77 L.ed.2d 545], ren. den., 2464 U. S. 909 (78 L.Ed.2d
248] (1983%) in which factors of profitability arise from
the operation of the business as a whole (F._ W _\olworth

Co. v. Jaxation & Rev. Dept., 458 U. S. 354, 364 (73
L.Ed.2d 819] (1932)).

~ Respondent's determnation that appellant was
engaged in asingle unitary business with affiliated
corporations is presunptively correct, and appellant
bears the burden of proving that the determnation is
erroneous. (Appeal ofJohn” Deere Plow Conpany of Mline,
Cal . St. Bd. of Equal., Dec, , 1961; Appeal of KI kkonman
International . Inc., Cal. St. Bd. of Equal., June 29,

. ach appeal nust be decided on its own particular
facts and no one factor is controlling. (Contalner Corp.
of America v. Franchi se Tax Board, 117 Cal.App.3d 988
[173 cal.Rptr. 121](1981), affd., 463 U S 159 (717
L.Bd.2d545] (1983).) Wiere, as here; the appellant is
contesting respondent's determnnation of unity, it must
prove thaf, in the aggregate, the unitary connections
relied on by respondent were so |acking.in substance as
to conpel the conclusion that a single integrated
econonmic_enterprise did not exist.  (Appeal of Saga
Corporation, Cal. St. Bd. of Equal., June 29, 1982,)

In general, the existence of a unitary business
may be established if either the three unities or the
contribution or dependency test is satisfied. Appeal _of
P. W Woolworth Co., Cal.” St. Bd. of Equal., July 31,
1972) In the present matter, the Franchise Tax "Board

eontends that there is sufficient evidence under either

>
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test to support its finding that ADP, appellant, and the
other ADP subsidiaries were engaged in” the single unitary

business of providing commercial, data processing services .

Aﬁpell_ant argues that, other ‘than unity of ownership
which it concedes was present, none of the unitary
factors relied on by respondent existed during the Income
years under appeal. Based on the record in this appeal,
we are compelled to agree with respondent.

We first analyze the facts of this appeal under
the three unities test. Unity of operations involves the
centralization of what are often called staff functions,
e.g., common departments facilitating purchasing and
‘accounting, intercompany financing, and the shared
exchange -of knowledge. Appellant asserts that ADP did
not have many corporate departments during the appeal
Period. Wher e departments, had been established, appel-
ant argues that the staff performed functions solely for
the parent company. The record shows, however, that the
following corporate departments of ADP wer e in existence
by 1973: legal » accounting, finance, personnel, techni-
cal services, product development, sales, and advertis-
ing. Even though the purchasing department my not have
been created until 1975, Mr. Hulina testified at the
hearing in this matter that problems with double billing
in the organization resulted in a centralized purchasing

procedure prior to the income; years in question.
Moreover, it is clear that ADP had common accounting )
procedures for all subsidiaries, conducted advertising in
‘a national magazine that indicated its data processing
service was available in major cities throughout the
nation, protected all affiliates under a common insurance
plan, provided group-wide training, and offered a savings
and stock purchase for all employees of the data
Brocessing group. Finally, the name *ADpP*®" which was used
y all of 't he corporations in the combined group has ,
unitary significance given the advertising of the name in

a national magazine. (éggeal Ss__of Allstate Bnteggrises,
Inc., et al. Cal. St. . O qual., Nov.14, .

- Appellant argues that it did not use the
services offered by the corporate departments, but the
record of this appeal does not support its position.
“Summaries of intercom]pany transactions show appellant was
charged for its share of such items as a company slide
show, advertising, employee benefits, equipment, and
computer supplies. These financial records tend to
demonstrate that appellant participated in the pur-
chasing, advertising, and benefit programs of the ADP -
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central offices. Mreover, while it my have had to make
modi fications for its custoners, appellant neverthel ess
used the different data FYOCGSSIng prograns and packages
devel oped by the app staff of system analysts and thus
shared i n the know edge of the parent conpany. Asimlar
exchange of information and data presunmably occurred when
an executive fromthe Denver branch spent tine in the
Palo Alto office, for documents show appellant was billed
by app for his short-term services.

o Furthernore, appellant's payment of an annual
adm nistrative or managenment fee to Apphas a tendency in
reason to show that it, id enploy the services of app's
corporate departnent9:4 The record i ndi cates that
the parent company planned as a natter of COSt savings
the centralization ofvarious corporate functions whose
services were made available to the subsidiaries and the
management fee represented apep's nmet hod of apportioning
the expenses of operating these departnents to the
subsidiaries. (Resp. Post Hrg. Br., Ex.P.) Testinony
and correspondence of ApP's tax manager establish that” a
managenent fee based on net revenues was in place in 1973
and charged. to the subsidiaries as a matter of ADP
corporatelggllcy. (Rptr. Tr., June 16, 1987; Resp. Post.
Arg. Br., EX. P.) Aletter sent to the Franchise Tax
Board by ADP's corporate tax department in response to
resp%?dent's question regarding the appeal period further
provi des:

The corporate adm ni strative charges are
calculated as a Eercentage of the revenues
?enerated by each of the subsidiary corpora-

lons. The percentage amount for ‘each conpany
varied depending onits usage of adm nistrative

Servi ces.

The adm nistrative charges relate to the
follomnn? services: general admnistration
ersonnel and benefits, internal auditing and
i nancial systems, corporate accounting and
consol idation, corporate devel opment, product
pl anni ng, progrann1ng, advertising, |egal,
pur chasing and tax.
(Resp. Post. Arg. Br., Bx. C.)

3/ On June 1o, 1987, the board held a suppl ementa
Tearing to afford appellant the opportunity topresent
testinony of App*s tax nmanager, Brian B. Aeiser, with
regard to the managenent fee.
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The fact that appellant made subst ant i al ga ments of
$353,377 inthe 1974 income year and $395,405 in the 1975
I ncone year thus |eads us tobelieve that it used the
servi ces of the centralized apbP departnents to asignifi-
cant degree. W f£ind-here that the nanagenent fee when
coabined With the elenents of conmon staff functions is
an important indicator of integrated operations.

_ Cnity of use is reflected by an integrated
executive work force at the top managenent |evel. (Chase
Brass & Copper Co.. -Inc. v, Franchise Tax Board, 10 .
Cal. app. 3d 496 (877 car. Rptr. 2393}, app. aia. and cert.
den., 400 U0.S. 961 [27 L.Ed.2d4 381} (1970). Superior QO
Co. v.Franchise Tax Board, 60 Cal.2d 406 (34
Cal.Rptr. 545] (1963).) 1In the ADP organization, all
subsi di ari es had interlockin?:_officers and directors wth
the parent conpany. FfurAPofficers were conmon
directors and officers for all subsidiaries, including
the president, M. Lautenberg. In appellant® case, its
president during the last income year in issue was t he
group vice-president of the parent company. The presence
of aDP officers on appellant™ board and executi ve staff
I S relevant to show t hat appel | ant was qubject’'to at
| east a degree of inplicit control of ADP so as to render
the two corporations an integrated enterprise.

(Cont ai ner _Corp.of Anerica v. FEranchise Tax Board,
supra, 463 U.S. at 177m. 16.) Here, M. Lautenberg
exerted direct control ' over appellant's operations in

that he ar)pears to have hired the rranaglers and guar ant eed
t hei r enpl oyment contracts wi th ADP. n addition, he had
the authority to vote the stock ofthe subsidiary at all
corporate nmeetings. Appellant contends that the ADP ..
management was not i nvol ved in appellant's operations but
concerned only with directing the growh ofthe parent
company. We observein the alppl i cations that ADP fil ed.
forthe Tisting of additional stock on the Anmerican Stock
Exchange . that appellant™ predecessor corporations were
acquired with the purpose to give app an opportunity to
diversify and-geographically expand its data processing
business.” Since it is reasonable to assune that sone of
the ADP executives on appellant's board and staff were
among those who made the decision to acquire appellant's
operations, we find it difficult to believe that these

I nterl ocki ng directors and of f icers woul d not continue to
exert control over at |east the "major policy matters’
affecting the success of their acquisition. (Chase Brass
& Comer Co.. Inc. v._Franchi se Tax Board, supra, 10 Cal
App. 3d at 504.) Minutes from neetings of ADP's board of
directors held during the appeal years confirm our
belief. (Resp. Post. Erg.Br., EX. "H ) On August 24,
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1972, wMe. Lautenberg announced that the conpany had
entered into an agreement to terminate the contract with
the presi dent of the San Franci sco subsidiary. t its
nmeeting of Novenber 2, 1972, the board indicated that the
Los Angel es subsidiary was having problems. Five months
| ater, the mnutes show the nmanagenent of appellant's
operations hadbeen replaced. The decision to merge the
San Franci sco-based corporation into appellant™ opera-
tions in October 1973 was presumably made by these same
interlocking directors and officers.

As for decisions having group-wide conse-
quences, the minutes disclose that the ADP board of

- directors authorized implementation Of a cash-transfer

policy to limit the amount of cash held by subsidiaries,
approved a contract that made Control Data Corporation
its major supplier of peripheral hardware, and permitted
ADP officers to guarantee real estate leases of the sub-
sidiaries. Mr. Lautenberg likewise announced in April
1973 that, due to the increasingly complex nature of
managing a commercial data processing center, the company
was taking steps to enable local managers to concentrate
ON operations and not be concerned with financial
accounting, sales, and executive recruitment matters.
These types of major policy decisions demonstrate t hat
executive control WasS vested in this common management
team. (See Appeal of Trails End, Inc., Cal. St. Bd. of
Bqual., Sept. 10, 1985, where we found that an inter-
locking board of directors which exercised its ordinary
powers in setting corporate policy demonstrated executive
control of the taxpayer.) ecause the corporations were
engaged in the same type of business, we find that the
common executive forces to be an important unitary factor
that contributed to the integration of the companies.

Second, respondent has contended that appli-
cation of the contribution or dependency test shows that
appellant and ADP wer e engaged in a unitary business,
Notwithstanding appellant™ claims of autonomy, we find
sufficient connections between the operations of appel-
lant and the parent company to conclude that there
existed a mutually dependent relationship. for the three
income years at issue, the contribution to ADP's net
i ncome from its data processing activities was 90 percent
for 1973, 92 percent for 1974, and 98 percent for 1975.
(Resp. Post Hrg. Br., Ex. E at 12.) While the payroll
preparation and reporting conducted by its commercial
services division was ADP's principal form of data
processing work, all of the commercial services were
available from what ADP- has referred to as its “regional
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data centers," including Los Angeles and San Prancisco.
(Resp. Br., Bx. B.) In addition towhatever income was
real i zed fromits California data processing business,
aploel | ant further contributed to the overall economc
wel | -being of the pareat conpany by its pza/ment of the
annual nmanagenent fee and payroll fees. her
subsidiaries [0aned funds to the parent company.

_ On the other hand,, some of the unitary factors
whi ch show appel | ant was dependent upon the parént
company i ncl ude the common insurance plan, common
advertising and trade nane, and centralized services for
purchasing, |egal assistance, and product devel opnent.
(Resp. Br., EXx. F; ResP_. ‘Post Hrg. Br.,Ex.P.) In this
factual setting ofan affiliated group engaged in the
same type of business, the existence of an integrated
managenent and board of directors further creates an
inference that there was a nutually beneficial exchange

of informati on and know how. (Appeal of Credit Bureau -
Central, Inc., . St. Bd. of E‘EquaE'I.', Teb. 2, 1981;

%.l f ’
Appeal of Anchor Hocking G ass Corporation, Cal. St. Bd.
o% EQUs; mush 't Jv) é%Tﬁ_Fh_LF'. N TNhe aggregate, these
various connections demonstrate t0 us that the corpora-
tions were mutually dependent on each other to such a
sigafficant degree that they nmust be considered part of-
-an I ntegrated economc enterprise for purposes of
t axati on.

Appel | ant has not presented sufficient evidence
to pursuade usthat respondent's determnation of unity
was erroneous. John M. Eulina and G |bert N. Rrueger
testified for appellant that the centralized managenent
of ADPdid not neke any nmjor decisions for the affil-
iates and that appellant di'd not receive any assistance
fromthe parent conpany. However, the record in this
appeal corroborates respondent's finding that there were
centralized services. Moreover, the fact that the
Wi tnesses had no knowledge about the managenent fee
di mi ni shes the weight of their testinony Tregarding ADP's
centralized nmanagenent.

Wth regard to the managenent fee, appel | ant
has madet he ;r%ment t hroughout these proceedi ngs t hat
the fee was without unitary significance. Wile
seemingly changing its argument as the record on the
subject evol ved, appellant now concedes that ADP had
prior to 1974 adopted the fee whose purpose was to recoup
corporate overhead expenses incurred on behalf of its
subsidiaries. Appellant further acknow edges that the
original basis ofthe managenment fee was services.
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rendered to a subsidiary by ADP's corporate departments
and measured by a percentage of the subsidiary™ net
revenue. Appellant argues, however, that it was not
among those subsidiaries which paid the fee prior to 1974
and did not receive services from the entral departments
prior to or during the appeal years. It is appellant™
contention that the management fees paid by it in the
1974 and 1975 income years were imposed as the result of
an audit settlement agreement with the | nt ernal Revenue
Service and was not attributable to services received
from the parent company. Appellant’s argument is not
convincing. As indicated above, the weight of the
evidence in this appeal shows that services of the ADP
centralized departments were made available to the
subsidiaries and’that appellant did receive services and
information from corporate headquarters in New Jersey. A
close reading of the correspondence between ADP's tax
manager and the IRS also tends to _show that the IRS
during an audit of a couple of ADP subsidiaries was
questioning the rationale or basis for the management fee
rather then seeking to impose ON€ wuponADP's subsidi-
aries. (Resp. Post Hrg. Br., Ex. F.) The only evidence
supporting appellant® position is testimony O ADP's
corporate tax manager, which we did not find to have been
concl usi ve i nsofar as appellant® operations were con-
cerned. Moreover, appellant® failure to present any
documentary evidence corroborating that the management
fee was imposed on appellant by the IRS did not aid
appellant’s case on this issue.

Appellant contends that the facts in the
present matter are similar to Appeal of A. & R. Block,
Inc. decided on June 6, 1968, where this board found a
California corporation engaged in the business of
preparing tax returns not to be part of a unitary
business with its parent company engaged in the same line
of business. We find that _appeal to be entirely
distinguishable. Appeal of B.& R Block, Inc.-involved
offices operating andependently under franchise
agreements with a California taxpayer. Each franchise
office maintained its own liability insurance, training,
accounting records, and bank accounts. Each office was
also given a great amount of autonomy and discretion in
handling all phases of its operation and financed its own
organization without aid from the California corporation
or the national organization. |In contrast, the present
matter concerns a wholly-owned subsidiary subject to the
common management, uniform accounting, and centralized
departmental services of I t S parent conpany. Nor can we
agree with appellant®s characterization of its business
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as an autonomous enterprise operated by independent
entrepreneurs seeking clients in a market different from
the parent company. In its annual registration statement
filed with the Securities and Exchange Commission in
1973, ADP has so much as stated that all its commercial
data-processing companies should be grouped into a single
line of business since they followed similar operating
procedures while Iprovidin services to similar clients
nationwide. Finally, we do not consider it significant
that appel | ant was managed by the former pri nci pal s or
owners of its predecessor corporations for a few years

upon acquisition by ADP (see A;:IL_:p.eaJ.s_o.f_D;mam.LLS.p.ea.k.eL
Corp., et al., Cal. St. Bd. of Equal., June 27, 1984),
for the evidence of centralized functions and inter-
locking officers and directors convinces us that

appellant was operated as part of a unitary business
during the appeal years.

Based on the foregoing, we conclude that
appellant has not met its burden of showing that the
unitary factors relied on by the Franchise Tax Board
lacked substance. Accordingly, respondent’ action in
this matter must be sustained.
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ORDER

' Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good cause
appearing thetefor,

| T |'S HEREBY oroerep, ADJUDGED AND DECREED,
pur suant to section 26077 of the Revenue and Taxati on
Code, that the -action of the Franchise Tax Board in
denying the claims of Automatic Data Processing West,
Inc. for refund offranchise tax in the amounts of
$61,698.01, $11,914.69 and $97,121.01 for the incone
years ended June 30, 1973, June 30, 1974, and June 30,
1975, respectively, be and the sane is hereby sustained.

: Done at Sacranento, California, this 11th day
of January , 1989, by the State Board of Equalization,
with Board Menbers M. Carpenter, M. Collis, wmr. Bennett,
and M. Davies present.

Paul Carpenter , Chai rman
Conway H. Collis » Member
Wlliam M Bennett ,  Menber
John Davies* «* + Member

, Menber

*ror G ay Davis, per Governnent Code section 7.9

** Abst ai ned
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