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These %Ppeals_are made pursuant to section 25667
of the Revenue and Taxation Code from the action of the
Franchi se Tax Board on the protests of Aircraft Engineering
& Maintenance Co. and International Aircraft Services, Inc.,
Assuner and/or Transferee, against proposed assessnents of
additional franchise tax in'the anbunts of $6,233.93,
$11,679.46, $17,679.46, $6,190.74 and $3,013.54 for the

I ncone years ended be 31, 1955, 1957, 1958, 1958 and 1959,
respectively.

Aircraft Engineering & Mintenance Co. (hereafter
referred to as appellant) is a California corporation, forned
on May 27, 1948, Before June 1, 1956, all of its stock was
owned bK Transocean Air Lines. On that date, Transocean Air.
Li nes changed its nane to Transocean Corporation of California
and transferred its operating assets to a subsidiary which
took overthe former name and business of its parent. oppg.
met hod of operating the business remined unchanged, and the
parent conpany continued to hold the stock of the operating
subsi di ary and several other corporations, including appellant.
For convenience, the parent conpany will be referred to here-
after as "Transocean" or "parent" and as if it continued to
conduct the airline operation
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Transocean was an authorized air carrier fornmed in

1946, and engaged in international passenger and cargo flights.
It operated its own fleet of airplanes out of its headquarters
in Cakland, California.

Appel | ant was primarily engaged in the repair,
modi fication and conversion of n1IHtar alrcrgft Hnder Unlfeg
States Government contracts. It also repaire overhaul e
engi ne accessories, such as fuel punps and instruments, on
airplanes belonging to Transocean. Al work was done at
appel lant's plant and offices in Qakland.

Cakl and Aircraft Engine Service, Inc., (hereafter
"Oakland Aircraft"”) is a Calitornia corporation wholly owned
by Transocean. It did substantially all of the major” overha
of enginesof Transocean's airplanes, and also did some simlar
work under mlitary contracts. Al work was done at its plant
I n Oakl and.

The founder of Transocean, M. Ovis M Nel son, was
a principal promoter of appellant and QGakland Aircraft. He
was the chairman of the board of directors of each ofhbh?se
corporations, and was also president of Transocean. st of
the other directors and officers of Transocean also _served
as directors and officers of the subsidiaries. n-addi tion

there was sone shifting of top management personnel between
the various corporations.

_ Transocean, Cakland Aircraft, and appellant shared
office space in the sane building at the Gakland Airport and
the maintenance facilities of Transocean and appellant were
| ocated in adjoining hangars within a single fenced area.
Costs of operating these comon facilities were shared by the
affiliated corporations.

Transocean maintai ned a central insurance departnent
whi ch placed policies and handl ed insurance matters for its
subsidiaries, charging the premuns to the particular subsidiary.
In addition it maintained centralized public relations agd | egal
departnents for its affiliates. Transocean's personnel an

industrial relations departnentswere also utilized by appell ant
and Qakland Aircraft. %%ou h each subsidiary had itsyomﬁp

accounting division, for a fee appellant did do some work in

its machine tabulating department for its affiliated, caorpora-
tions. Tne corporations utilizing these various unified

departnents shared the costs of operating them

_ Appel | ant and Qakland Aircraft purchased aviation
gasol ine from Transocean under the parent!'s master contract. f
with a na%or petrol eum conpany. Appellant realized savings O

approxi mately $10,000 per year as a result of those interconpany
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purchases of fuel. Appellant also saved some $25,000 per year

In port royalties which were waived as a result of Transocean's
| ong association with the Port of Qakland.

Appel lant's billings to Transocean averaged $191, 000
per year during the years in question, A substantial portion
of those billings each year were charges for maintenance of
Transocean's airpl anes.

Appel I ant argues that during the years on appeal it
was engaged In a unitary business operation with Transocean
and Cakland Aircraft, and that, therefore, the incone of
appel lant attributable to California should be determned by
conmbining and all ocating the incone of all of tge cor por ations
involved in the unitary business. |t Is respondent”s position
that only Transocean and Oakland Aircraft were.conducting a
unitary business during that period.

_ If a group of corporations is engaged in a unitary

busi ness, their income shoul d be conbined and allocated wthin
and without the state by an appropriate formula. Edi son
California Stores, Inc. v, McColgan, 30 Cal. 2d 4727T183 P.2d16].)
The California Supreme Court has recently reaffirnmed and given
broad application to the tests to be used in detern1n|n%:the _
exi stence of a unltarz busi ness.  (Superior Ol Co. v. Franchise
Tax Board, 60 Cal. 2d 406 (34 Cal. Rptr. 5&5?86?.2d33j;
Honol Ul U O | Corp. v. FranchiSe Tax Board, 60 Cal. 2d 417
&%4 Cal. Rpfr. 552, 386 P.2d 40[.) A .unitary business exists

en there is unity of ownership, unity of ‘operation as evidenced
by central purchasln%, advertising, accounting and nanagenent,
and unity of use in the centralized executive force and general
system of operation (Butler Bros. v. MColgan, 17 Cal. 2d 664
(111 P.2d 334], arff'd, 315 U. S. 501 (86 L. Ed. 991]), or when
the operation of the portion of business done within the state
I s dependent upon or contributes to the operation of the busi-
ness without the state. (Edison California Stores, Inc. V.

McCol gan, supra.)

Respondent states that the formula method is to be
used where there is an interdependence of instate and out-of=-
state activities such that each is essential to the functioning
of the other, and the discontinuance or inpairnment of one

woul d seriously affect the other. Respondent argues that such

I nt erdependence does not exist here, and that in its absence
separate accounting is proper, We cannot agree that SUCh a

hi gh degree of interdependence is necessary for a finding

of a unitary operation, in viewof the California Supreme
Court's recent declaration that the test of a unitary business
I's "not one based on essential activities, but r?ther one
based on contributing activities ." (Superior Gl Co. v.
Franchi se Tax Board, supra.)
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' Respondent contends that any savi nﬁs realized by

appellant as a result of its affiliation wth Transocean were
mnimal in amount and would not be reflected in materially .
increased profits for the Transocean group. Viewng the
entire factual situation, we believe respondent underestinates
the xalue to the corporations of their association with one
anot her.

_ Due to its association with Transocean, appellant
real i zed savings on its purchases of fuel at cost and as a
result of the waiver of port royalties. The sharing o
of fice space and other facilities, the existence of common
managenent, Transocean's nmi ntenance of centralized depart-
ments which were utilized by appellant, Transocean's central
purchasing of insurance for its subsidiaries, appellant's
machi ne tabul ating work for its affiliated corporations and
t he performance by appellant of repair and overhaul work for
Transocean all inevitably resulted in savings and nutual
benefits to the group. It appears, too, that Transocean's
president, M. Nelson, was experienced in negotiating
governnent contracts, and had devel oped contacts and asso-
ciations which were of assistance to appellant in procuring
such contracts.

: Viewed in the aggregate, we believe the unitary
‘ features described above denonstrate a degree of mnutual
dependency and contribution sufficient to establish the
exi stence of a unitary business operation by Transocean,
Cakl and Aircraft and appellant.

o Though appellant initially contended that a sub-
sidiary owned '? it, Flight Enterprises, Inc., was also a
part of the unitary business, appellant has not subsequently
pressed that contention and has failed to establish facts
sufficient to enable us to conclude that such a unitary
rel ationship existed.

A second issue raised by these appeals is: Did
respondent properly treat 100 percent of appellant's rece|Pts
frommlitary contracts as California sales for purposes o
the sales factor of the allocation fornula?

Appel I ant's operations with regard to fts mlitary

contracts generally proceeded as follows: Appellant had

several enployees stationed at various Air Force installations

around the nation who advjised appellant of government contracts

about to be offered for bid. pellant's bid was then pre-

ared at its main office in Oakland. After the subm ssion of

he bid, the Air Force sent a survey teamto determ ne appellant's
, qualifications to performthe proposed contract. Final negotia-
. tion of the contract generally took place in Onio.
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The .aircraft to be nodified or converted were
delivered to aﬁpell_ant' s plant in Qakland by Air Force repre-
"sentatives. The Air Force furnished most of "the equi pnent and
parts necessary for the job, and reimbursed appellant for an

material that appellant Supplied, Upon conpletion of the job,
Al r'OakFlorcde pilots flew the planes away from appellant's pl ant
“In and.

‘ Respondent states that in conputin% the sales factor
of the allocation formula, its long established practice is to
assign receipts from contracts for services to the |ocation where
the services are perforned, Since the services under appellant's
mlitary contracts were performed entirely in California, respon-
dent's position is that all of the'receipts are a33|9nable to

this state. Appellant contends, on the other hand, that at
| east one-third of such receiPts shoul d be assigned outside
California on the basis of sales activities outside the state.

In support of its position, appellant cites a letter
ruIin% i ssued by resBondent on January 24,1961, (CCH Cal. Tax.
Rep. Par. 12-402.,94; P-H State & Local Tax Serv. Cal. Par.
10,535.42,) The ruling states that for purposes of the sales
factor, sales to the United States are to be apportioned
accor di ng to the locations where the activities which result
in the sales are conducted. Reflecting respondent's practice
with respect to service contracts, however, the ruling also
states that receipts fromresearch and devel opment contracts
are to be allocated on the basis of where the services are
performed.

It is well established that respondent has authority,
within reasonable limts, to grescrib_e the allocation fornula
tobe used in determning unitary business incone properly
allocable to California. SET Dorado G | Works v. _MeColgan,

34 Cal. 2d 731 [215 P.2d 4], appeal dismssed, 340 U.S. 801

[05 L. Ed. 589]; Pacific Fruit Express Co. v. McColgan,

67 Cal. App. 2d 93 (153 P.2d 60717).) One who attacks that
formula must prove by "clear and.cogent evidence" that its
application results in the taxation of extraterritorial values.
(Butler Brpos, v, MidUdigan, iy Cal. 2d 664 (111 P.2d 334], aff?ld,
315 U S 50T (86 T, Ed, 991].)

_ Respondent's practice of a;})]porti oning receipts from
services according to the situs of the services is in accord
with the reconmendation of the National Tax Association's
Committee on Tax Situs and Allocation. The committee has
characterized that nethod as the sinplest and nost accurate
means of giving recognition in the sales fact'\?ar to |nﬁ_orre

pr oduci ng activities of a_service nature. (National Tax
Ass'n., Proceedings of the Forty-Fourth Annual Conference on
Taxation (1951), p.465.)
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_ o Appel | ant argues, nevertheless, that there is no
justification for respondent's distinction between conpanies
selling products and those providing services. But in the
case of a conpany whose incone is derived solely or prinarily
fromservices, it is unquestionably reasonable to place par-
ticul ar enphasis on the |ocation' of the services in allocating
the incone, \Wether respondent’'s application of the sales
factor has resulted in.precisely the right enphasis, we need
not decide. Rough approximtion rather than precision is
sufficient.., (El Dorado Q| Works v. McColgan, supra, 34 Cal.
2g fS?.[zls P.2d 4], appeal dismssed, 340 U S. 801 {95 L. Ed.
5891]. .

It has not been established that respondent's method
has resulted in the taxation of extraterritorial values nor
can we find that respondent's established practice of dis-
tingui shing service conpanies fromothers is so arbitrary and
unfounded as to amount to an abuse of its discretion

Pursuant to the views expressed in the opinion of
%Re bPard on file in this proceeding, and good cause appearing
erefor,

~IT Is HEREBY ORDERED, ADJUDGED AND DECREED, pursuant
to section 2566; of the Revenue and Taxation Code, that the
action of the Franchise Tax Board on the protests of Aircraft
Engi neering & Maintenance Co. and International Aircraft Services
Inc., Assumer and/or Transferee, against proposed assessments of
additional franchise tax in the amounts of $6,233.93, $11,679.46,
$17,679.46, $6,190,74 and $3,013.54 for the incone years ended
May 31, 1955, 1957, 1958, 1958 and 1959, respectively, be and
the same is hereby reversed with respect to the question of
whether or not Aircraft Engineering & Maintenance Co. was a
part of a unitary business operation. In all other respects
the action of the Franchise Tax Board is sustained.

Done at .,  Sacramento , California, this JSth
day of  October » 1965, by.the State Board of Equalization,
—Lvyuy, {{ / Pl g ) L(:/ v-" ., Chairman .
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