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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALIFORNI A

In the Matter of the Appeal g

of )
HALLI BURTON O L VIEELL CEMENTING ;
COVPANY )

Appear ances:

For Appel | ant: Mackay; MG egor, Reynolds & Bennion
Attorneys at Law

For Respondent: Burl D. Lack, Chief Counsel
Crawford H Thomas, Associate Tax Counsel

OPL NLON

This appeal is made pursuant to_ Section 25 of the Bank and
Corporation Franchise Tax Act (now Section_ 25667 of the Revenue
and Taxation Code) fromthe action of the Franchise Tax Board on
the protests of Halliburton O well Cenenting Conpany to pro- -

oseu asssessnments of additional tax in the ampunts of” $4,Al1. 50
5,980?@ apd $6,450,13 for the incone years 1943, 1944 and 1945,
respectively.

Appel lant, a Delaware corporation with its pr|n0|BaI of fice
at Duncan, lahoma, does business at apBroxlnately 150 | ocations
In various states , It qualified to do business in California
and commenced doing business within this State in January, 1934,
It is primarily engaged in the sery|C|n? of oil wells, and two of
these services, the cementing of oil wells and the testing of oi
well's, produce the major parf of its revenue. In addition to
these activities Afpe | ant manufactures, purchases and sells a
variety of oil well supplies and equipment, The manufacturing is
gone hn Ckl ahoma and Texas, and the sales are made by the various

ranches.

pel l ant naintains general offices, manufacturing plants,
and | aboratories at Duncan, Okl ahoma. The officers of the corpo-
ration, its controller, chief engineer, sales nanager, purchasing
agent, traffic manager, production manager, and other executives
have their headquarters there. Each branch has its own | ocal
management, but |ocal management and prices are subject to the
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control of the central office. Each branch maintains sone _
accounting records, but the major portion of customer billing is
done by the Duncan office and monthly profit and |oss statenents
are prepared at that office for each of the branches.

National advertising through trade journals is placed through
the Duncan office and Appellant's catalog is published there.
Research and devel opment | aboratories are maintained at Duncan
where experinmental ‘and |aboratory work is carried on in connectin
with the processes which Appellant uses in all localities. 'Ceneral
engi neering problenms are discussed between |ocal engineers and
the general engineering departnent, and engineering Schooling is
provided at Duncan.

Bul k cenent used in cementing oil wells is purchased |ocally
by each branch, as are some of the other supplies and equipment
purchased for resale, Al of the operating equipment, together
W th sonme sufofplles and equipnent for resalé, is purchased through
the Duncan office or manufactured by Appellant,, ~Appellant _
operates under uniformtrade names in all areas and simlar equip
ment and operating methods are enployed at 2:1 branches@

. For the income years in question Appellant filed its fran-
chise tax returns on a separate accounting basis as respects its
service activities and the sale of goods other than those manu-
factured by it. A portion of Appellant's total "apportionable®
overhead and general operating expense, however, was allocated to
California inthe ratio that direct operating expense wthin
California bore to total direct operating expense, | ncome from
the sale of gocds manufectured by Appeliant "was allocated to
California by the uss of a fornula compesad of (1) the value of
property enployed in its manufacturing division, {2) the cost of
manufacture and (3) sales of manufactured articles.

The returns showed a loss'in California of $4,731.31, a gain
of $2,301.42 and a |oss of $37,290.93 fcx the three successive
years and taxes of $21,25, $78.25 and $21.25, respectircly, were
P%d Adéustlng_lts returns to reflect subsequent federal adjust-

nts t0 nei.linGONe Appellantnowrompitesoowseof §17,732.90,
$12,058.N3and 834, A5 00 Lor %%e respective years, For thé same
years the corporationts net income or profit fromits operations
as a whol e was $2,292,627.56, $2,830,477.34 and $2,863,898.67,
respectively, ‘

~ The Franchise Tax Comm ssioner (now succeeded by the Fran-
chise Tax Board) determned that all of Appellant's “activities
constituted a unitary business and allocated the income therefrom
to sources within and without California by the use of the three
factor formula consisting of ProRerty, payrol |, and sales (gross
revenues).  The application of this formula resulted in attrib-
uting income to Ceilifornia i n the anounts of $133,316,29,
$178,206,85 and $190,334.71 for the respective years, representng
approxi mafel'y six péftent of total net Income for each of those
years.
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Section 10 of the Bank and Corporation Franchise Tax Act
now Section 24301 of the Revenue and Taxation Code), in effect
uring the period here involved, provided that '"when the income

of the bank or corporation is derived from or attributable to
sources both within and without the State, the tax shall be
measured by the net income derived from or attributable to sources
within this” State ,.. determined by an allocation upon the basis
of sales, purchases, expenses of manufacture, pay roll, value and
situs of tangible property or by reference to any of these or
other factors or by such other  method of allocation as is fairly
calculated to determine the net income derived from or attribu-
table to sources within this State.”

Appellant states that its activities constitute three .
separate lines of business:

) "(a) Renting equipment, under written contracts, and furnish-
ing skilled operators of such equipment to be employed bY the oil
operator or producer in the servicing of oii and gas wells ...

“"(b) The purchase and sale of tangible personal property,
consisting primarily of bulk cement.

"(e¢) The manufacture and sale of certain oil well supplies?

~ It contends that only the third category constitutes a
unitary business subject to apportionment by formula,

As respects the first two categories of its business, .Appel-
lant argues that sach branch constitutes a separate and distinct
business, locally managed, incurring its own distinct costs and
producing its own revenue. Computed on the basis of separate,
accounting, and as an average for the three years in question,
the net profit from categories (a) and (b), before deducting
"apportionable™ central overhead and operating expenses, was ap-
proximately 12n»ercent of gross revenue within California, as
compared to 27 percent without California,

Only if Appellant's business within this State is truly
separate and distinct from its business without the State, se that
the segregation of income may be made clearly and accurately, may
- it properly ussz the separate accounting method, Stated converse-
ly, if there is any evidence to sustain a finding that the
operations of Appellant within California depended upon or con-
tributed to its entire operations, the entire business of Appellat
IS unitary and requires aﬁportlonmer}t by the formula method to
prevent overtaxation to the corporation or undertaxation by the
State. Butler Erothers v,McColgan,17 Cal. 2d 664, pp. 667-668.

Although w2 have not been furnished with detailed informatim
concerning the nature of the centralized services furnished to
its branches by Appellant, it is apparent from the magnitude of
its centralized operations, and from statements contained in its
catalog, that the servicing of oil wells is a highly integrated
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and technical business, To a considerable extent, APpeIlant's
success nationally is dependent upon jts ability to furnish
uniform scientific _and technical services at oil fields through-
out the countr%. . To make these services available nationally on
a conpetitive basis, Appellant provides, for the benefit of 1ts
branches everywhere, centralized managenent, centralized finan-
cing, centrallzed shop and nanufacturln?_faC|I|t|es, central i zed
research, engineering and training facilities, centralized
advert|3|nq and some centralized purchasing. W think that pro-
vision of these diversified and extensive services and facilities
in the manner described constitutes anple evidence that each
brancp,operatlon I s dependent upon and contributes to the entire
oper at i on.

As pointed out by the Franchise Tax Board, the Appellant it-
self seems to recognize the unitary nature of its oil well
servicing business. Amnn% excerptS furnished to us from Appel -
lant's 194.2 catalog are the follow ng:

Approxi mately 350,000 cenenting jobs have been success-
fu done by the Halliburton organization. Wth its
w del'y | ocateéd equi pment and experienced men in the
field and its research and development facilities in
the shops and |aboratories, it has met and solved many
types of cenenting problens,

Hal | i burton cenenting equipnent is exclusive and is
desi gned to perform-under the nost severe 0il field
conditions, To conme up to Halliburton standards,
the strongess commercial trucks are manufactured to
our specifications, Special high pressure »umps and
other "special equipment mounted on the trucks are
made in Halliburton shops,

Hal | i burtcn cenEntln% crews specialize in oil well
cenenting, It is their wgrads ® Each man receives
thorough  training, Back of him are supervision and
management by nen long skilled in the business, The
organi zation al so_includes engineers, geologists and
chemsts, trained in the fundamental s of science,

who assist in overcomng special problens.

Hal liburton is a large and |ong-established company,
sincerely interested in the industry it serves. |t
believes in providing uniformquality of service to
al | pBerators, regardl ess of location of their wells,
Hal i burton does hot, therefore, confine its activitie
to the boomfields where a large volume of business is
to be gotten, but nmaintains equipnent in ALL fields in
order that the operator, when drilling in a remte
section, may be just as sure of the sane efficient
service as in boomterritory.

S
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Because the inportance of good cementing cannot
be over-enphasized-- and because inferior _
cenent|n? jeopardi zes the entire investnent in
a well--the Halliburton organization realizes
that in order to maintain leadership, it nust
put considerable of its earnings back into
devel opment of the science.

Chem stry, physics and nechanics are so closely
Interwoven In the servicing of wells that no
service is conplete wthout chemcal and physica
research,

The Howco | aboratories stand behind the big red
trucks at your wells, with an energetic and ever
grow ng program of research.

_ In its efforts to establish the non-unitary nature of Por-
tions of its business, Appellant has characterized its |oca
Eurchases and sales of cenment as a separate business, The
ranchi se Tax Board, however, has stated, and it has not been
denied by Appellant, that sales of bulk cement are made only in
conjunction with the service of cementing oil wells by Appellant.
Simlarly, a separate charge designated as rental is made for

equi pment furnished by Appellant and used by its crews in
servicing wells. Wiile pel | ant i.s_not ‘pracluded from'itemizing
its charges in any manner nutually agreeshiz to itself and its
customers, the nmere separation of “such charzes does not consti-
tute each step in the process of servicing an oil well a separate
line of business,, To the contrary, it appears clear that the
sale of cement and the rental of ‘equipment are related to and a
part of the single unitary business of servicing oil wells,

_ In support of its attack upon the fornula nethod of appor-
tionment of its income, Appellant has submitted thorough and
conprehensive tables of figures which, by the use of separate
accounting, denonstrate that net income from California business
for the years in question was not conparable to profits earned
el sewheré, The figures are used to establish that (1) sales
(graxss revenues) in California do not produce their proportionate
share of net income (2) payrolls in California do not produce
their proportionate share of net inconme. and (3) the use of prop-
erty in the line of business giving rise to the greatest Part of
the entire net income is a relatively mnor and incidenta
factor, Thus the formula is said to produce an erroneous and
arbitrary result,

This argunent overlooks the fact that the use of a formula
does not presupﬁose that the factors enployed are productive of
net income in the taxing State in the same proportion as they
are for the business as a whole. In John Deere Pl ow Co. w.
Franchise Tax Board, 38 Cal, 2d 214, pp. 22L-25, the Court
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stated that "Varying conditions in the different states wherein
the integrated parts of the whole business function must be
expected to cause individual deviation from the national average
of the factors in the formula equation, and yet the mutual de-
pendency of the interrelated activities in furtherance of the
entire business sustains the apportionment process," In that.
case the variations were even greater than_appear here and the
formula method used by t he Franchi se Tax Board was sustained,
Furthermore, we cannot accept the proposition that property was
a minor factor in producing income where a large part of the
income is derived from the furnishing of trucks and special
equipment with operators in connection with the cementing and
testing of oil wells.

) Lastl%/, Appellant contends that certain income from_ intan-
gible assets amounting to $106,495.84 received by it durlnq the
years 1943 through 1945 was improperly included in allocable
Income by the Franchise Tax Board, The determining factor is
whether the intangibles were an integral part of the unitary
|l_3usmess. | See thdogmjo?s of 1t51j2's.'Bo§rd in Appeal of Marcus-

eso-1ne . Inc ,, decided July 7 ang Appeal of Houghton
MITilin Compeny, decided am'h..?,Q.s kA T ATpresumption of
correctness attaches to the determination of the Franchise Tax
Board, and Appellant has the burden of proving it incorrect.
Welch v. Helverfng, 290 v.s. 111,115; Lucas v. tkansas City
Structura eel Co 281 U,s. 261. 271, Appellant stated only
thar the Income con&ted of inter&t on notes, rents and royal-
ties. It did not attempt to show that the intangibles were not
a part of the unitary business, and, therefors, the Franchise Tax
Board3 determination in this respect must be wupheld,

ORDER

_Pursuant to the views:expressed i N the opinion of the Board
on file in this proceeding, and good cause appearing therefor,

1T 1S HEREBY ORDERED, ADJUDGED AND DECREED, pursuant to
Section 25667 of the Revenue and Taxation Code that the action
of the Franchise Tax Board on the protests of kalliburton Oil
Well Cementing Company to proposed-assessments of additional
franchise tax in the amounts of $4,511.50, $5,980,78 and _
$6,450.13 for the income years l9h§,19hl+ and 1945, respectively,
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be and the sane is hereby sustained.

Done at Sacramento, California, this 20th day of April, 1955,
by the State Board of Equalization.

J. H, Qu i nn , Chairmm

Paul R Ieake , Member

Robert E, Msolavid ) Mamber

Geo. R PReilly ., Mamber

Robert ¢. Kirkwond Menmber
ATTEST: Dixwel| L, Pierce , Secretary




