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In the Matter of the Appeal of

CENTURY METALCRAFT CORPORATI ON )

In the Matter of the Appeal of ;
CENTURY METALCRAFT MANUFACTURI NG CORPORATI ON )

Appear ances:
For Appellants: Harold W, Nash, their Attorney.

For Respondent: James J. Arditto, Franchise Tax Counsel

OPLNLON

These appeal s are nade pursuant to Section 25 of the Bank and
Corporation Franchise Tax Act (Chapter 13, Statutes of 1929, as
anended) from the action of the Franchise Tax Conm ssioner in over-
ruling the protest of Century Metalcraft Corporation to his proposed
assessnents of additional taxes in the amounts of 1,355.67 and
$1,401,03 for the taxable years ended March 31, 1938, and March 31
1939, respectively, and in overruling the protests of Century Metal-
craft Manufacturing Corporation to his proposed assessnents of addi-
tional taxesin the anounts of §1,308.08 and §1,386.86 for the same
t axabl e years.

Century Metal craft Corporation (hereinafter referred to as
Century) waS engaged in the business of selling alumnum ware, a
large part of its transactions being conditional sales. It obtalned
control, and later sole ownership of Acceptance Company of Anerica
(hereinafter referred to as Acceptance) to facilitate the financing
of its conditional sales contracts, those contracts being sold to
Acceptance w thout recourse. The Century Metalcraft Mnufacturing
Cor por ati on §here|nafter referred to as Minufacturing), a wholly-ownt
subsidiary of Century, was organized by it to manufacture al umnum
ware. In the years ended March 31, 1937, and March 31, 1938, Century
purchased from Manufacturing 4-1/3% and 0%, respectively, of the
al um num ware sold by Century.

~_Basing his action upon Sections 10 and 14 of the act, the Com
m ssi oner obtained the conbined net incone of the three corporations
and, after determning the portion of that income derived from Cali-
fornia sources, allocated such portion between Century and Manufac-
turing. These allocations were nmade according to a three-factor

&g{gﬁta, the factors of property, payroll and sales being given equa

Appel lants object to the inclusion of the income of Acceptance
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in the conputation of the conbined net income to which the alloca-
tion fornula was applied on the grounds that Acceptance was doing
business solely within the State of Illinois, that it was sepa-
rately managed, that the fees paid to it were fair in_amount and
that ‘Acceptance had no dealings with Manufacturing. They contend
that the effect of such inclusion is to tax to thema portion of
the income of Acceptance.

In the Appeal of P. Lorillard Conpany (March 9, 1944) we

hel d that the second paragraph of Section 14, as anended in 1935,
and the third paragraph of that Section, as amended in 1937, ratter
than the first paragraph under either anendment, authorized the
Commi ssioner, in a Broper case, to obtain the conbined net incone
of a conpany doing business in California and its parent conpany
not doing business in the State, and then to allocate, under Sec-
tion 10 of the Act, a portion of that income to California. In
that matter the Conm ssioner did not in any way controvert or even
question the allegations of the Aﬁpellant that all merchandi se solc
by the parent to It was sold at the sane prices as were available
to other purchasers, |ess additional discounts, that those prices
were fair, and that no arrangenent existed between any of the
corporations which would inproperly reflect the business done or
the net income earned fromthe business done in this State. W
found, accordingly, that there was no indication of a determnation
by the Comm ssioner of the existence of any arrangenment inproperly
reflecting the business done or the net inconme from business done
inthis State, as required by the pertinent portions of Section 14,
%ndtihat the action of the Conm ssioner was not authorized by the
ection.

In the present case, however, the Conm ssioner has alleged
that the three corporations were operated as parts of a single
business, that, in discounting the contracts of Century, Accep-
tance took an arbltrar% and excessive discount which had no rela-
tion to the value of the services rendered by it to Century, and
that Acceptance, having no offices or enployees in California, .
made sone use of Century's offices and emplowes in this State in
effecting collections from the custoners of é%ntur%. It appears,
accordingly, that the Conm ssioner acted upon the basis of a
determ nation, which is supported by some evidence, that an
arrangenent existed between the three corporations which tended
i nproperly to reflect the business done or the net income from
busi ness done by Appellants in this State.

The Conmi ssioner was, in our opinion, justified in regarding
the operations of the three corporations as a unitary business.
The unitary nature of an ordinary manufacturing and selling busi-
ness is well established. Bass, Ratcliff & Gretton v. State Tax
Conmi ssioner, 266 U S. 23T, S Rees' , — v. Nortm
Carolina, 283 U S. 123, Pal ;% F, (2d) 83,

Certiorari denied 287 U S o0 CNer'hafF‘BT‘tbntury's t ot al
sales were made on credit and it was of course necessar¥ to finance
y

these sales. The financing mght have been done direct by
Century, but it elected to avail itself of an affiliated” cofpo-

ration, Acceptance, for this purpose. Century's contracts were
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apparent|y discounted with Acceptance as a routine mater. ACCep-
tance did not have offices or enpl o?/ees in California and availed

itself to sonme extent of the |ocal offices and employees of Cent ury
The circunstances, accordingly, warranted the Conm ssioner's

finding that the business of the three corporations was a unitary
one.

There remains for consideration only the question of the cor-
rectness of the end result of the action of the Comm ssioner in
combining the income of the three corporations and allocating parts
of such 1ncone to the operations in this State of Century and M&ﬂl]l-
facturing, under Sections 14 and 10, of the Act, respectively. IN€
Apoellants contend that the Comm ssioner's action results in taxing
to thema portion of the inconme of accept ance. and income not attri-
butable to their operations -in this State. Ihey have not attenpted
however, to establish through evidence or otherw se that the allo-
cation fornula enployed by the Comm ssioner did not allow to
Acceptance its fair share of the total net inconme of the three
corporations or that it attributed to the Appellants nore than
their respective fair shares of that income, that the use of.sepa-
rate accounting would nore accurately apportion to .California the
net income derived by them fromor attributable to sources within
this state than woul d be the method used by the Comm ssioner, or
that the Conmissioner's nethod allocated to California income not
%_roperly attributable to their operations within this State.
Ince one "who attacks a fornula of apportionnmentcarries a distinct
burden of showing by 'clear and cogent' that it results in extra
territorial values "being taxed" i utler Brothers.v.%s%gﬁgigi, (;15-
U. S. 501, 507)andthe Appellants have not satisfie LS ouraen,
the action of the Comm ssioner in overruling their Iprotests to his
proposed assessnments of additional tax nust be upheld.

ORDER

“Pursuant to the views expressed in the opinion of the Board
on files in these proceedings and good cause appearing therefor,

| T IS HEREBY ORDERED, ADJUDGED AND DECREED that the action
of Chas, J. McColgan, Franchise Tax Comm ssioner, in overruling
the protest of Century Metalcraft Corporation to proposed assess-
nments of additional taxes in the amunts of §1,355.67and$1,401.0°
for the taxable years ended March 31, 1938, and March 31, 1939,
respectively, and in overruling the protest of Century Metalcraft
Manufacturing Corporation to porposed assessnments of additional
taxes in the amounts of $1,308,08 and $1,386.86 for the taxable
years ended March 31, 1938, and March 31, 1939, respectively,
pursuant to Chapter 13, Statutes of 1929, as anended, be and the
sane i s hereby sustained.

Done at Sacranento, California, this 30th day of March, 1944,
by the State Board of Equalization. . _
R E_Collins, Chairnan
Wn G_ Bonelli; Menber
Geo. R Reilly, Menber
. . J. H Quinn, nber
ATTEST: Dixwell L. Pierce, Secretary
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