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This appeal is nmade pursuant to section
256661/ of the Revenue and Taxation Code fromthe
action of the Franchise Tax Board on the protest of Bill
and pale Land Conpany agai nst proposed asfessmgﬂ;s %f
addi tional franchise tax in the amounts of §2,633.00 and

$788.03 for the incone years 1979 and 19282, respectively..

17 Unless otherwise specified, all section references

are to sections of the Revenue and Taxation code as ia
effect for the incone years in issue.
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Theissue in this appeal i s whether appell ant
and Snokey Valley Ranch were engaged in a single unitary
busi ness during the years at issue.

Appel lant, a California corporation forned in
1966 for the expressed purpose of real estate sales, is
whol | y owned »y the conpany's president, Richard g.
Quelich, 111 (%ereinafter "Guelicn"). Incone for the
corporation is earned from conm ssions from sal es of real
estate and fees fromthe nanagenent of real. estate.
Specifically, Guelich provides broker services for the
sal es of large, mostly undevel oped real. estate to groups
of investors, who hold the property for appreciation or
for rental to other individuals. nagement services
include locating tenants and negotiating rental agree-
ments, collecting rents, paying monthly bills, preparing
partnership returns, overseeing the property and obtain-
I ng any needed financing on behalt ot the pruperty owner,
Al t hough the corporation clains to have an equity
interest in sonme of the properties with which it deals,
it holds none as inventory.

During the years on appeal, appellant held a
25-percent partnership interest in the smokeyVall ey
Ranch, a Nevada partnershiF (herei nafter ®Smokey
Val ley"). Guelich also held a 30-percent interest in the
partnership on an individual 'oasis. . The partnersaip was
apparently created for the purpose of purchasing both
improved and unimproved real property, which was then
rented out to tenants for farm ng purpeses. Guelich,
acting as the managing partner of t%e partnershiﬂ
visited the properties six to ten times during the year
for a period of time totaling six months for the purpose
of managi ng the partnership's affairs.

For the incone years 1979 and 1982, appel | ant
conputed its California source income wthout regard to
the income or |oss of Snokey Valley. Subsequently.,
appel lant filed anmended returns for soth of the abave
years on the ground that it and Snokey valley were
engaged in a single unitary business. I'n doing so,
appel l ant reconputed its California source incone in
conmbi nation with Snokey Valley which had incurred
substantial partnership |osses for both 1919 and 1982,
Cainms for refund were filed for income years 1979 and
1982. Both clainms were allowed by respondent.

Upon subsequent audit of the appeal years.,

respondent determined that Snokey Valley should not have
been included in the- conmputation of appellant's
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california source income. This conclusion was based upon
a finding that appellant and smokey Valley were not
engaged in a single unitary business. As a result,

notices of proposed assessnents were issued to appellant
for each of the incone years on appeal.

There are two alternative tests used to _
deta=rmine whether a business is unitary. The California
Supreme Court has held that the existence of a unitary
business is definitely established by the Présence of
uni=y of ownership; unity of operation as evidenced by
central accounting, purchasing, advertising, and _
managenent divisions; and unity of use in a centralized
executive force and general system of operation. (Butler
Bros. v. McColgan, 17 Cal.2d 664 [111 P.2d 334] (1%41),
afrtd., 375 US. 501 {86 L.Ed. 991] (1942).) It has al so
s.azad L-ac o besiness 1S vritary if the eperation of the
busi ness done within California is dependent upeonnr
contributes. to the operation of the business outside
Cali fornia. (Edison California Stores, Inc. v. McColgan,
30 Cal.zd 472 1783 P.2d 16] (1947).) Respondent ?
determ nation regarding the existence or nonexistence of
a unitary business is presunptively correct, and
t axpayers bear the burden of showing that it is
i ncorrect,

To denonstrate the existence of a singie
unitary business, it is necessary to do nore than simply
list circunmstances which are labeled 'unitary. factors."
Such "factors" are distinguishing features of a unitary
' busi ness only when they show that there was functional
integration between the corporations or divisions
involved. We nmust distinguish between those cases in
which unitary labels are applied to transactions and
Ci r=umstances Wwhich, upon exam nation, have no. rea
substance, and those in which the factors involved show
such a significant interrelationship amang. the rel ated
entities that they all nust be considered to be parts of
a single integrated economic enterprise,,. (Appeal of Saga
Corporation, Cal. St. Bd. of Equal., June 29, 1982.)

Appel l ant contends that it was unitary with
Smckey Vall ey under the three-unities tests because of:
unity of ownership; unity of operation "as evidenced by
use of the sane accountant and #sane} legal services" and
interconpany loans; and unity of use as evidenced by the
centralized managenent provi ded by Guelich who was ooth
the president of appellant and the managi ng partner of
smoxzy Vall ey. (App. ltr., Aug. 31, 1984.] Appellant
argues that these-same activities provided “a nutual
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advantage to the two entities." (App. Reply Ltr. at 3.)
Respondent agrees that unity of ownership existed, but
contends that based upon the "scant evidence" presented
by appellant, the other factors relied upon by appellant
do not denonstrate a functionally integrated enterprise
under either the three-unities test or the contribution
or dependency test. Respondent argues that appellant's
activities involved real estate sales and managenent of
progerty which it did not own, while Smckey Valley's
activities in Nevada involved equity holdings in farm

| and which were held for investment purposes. Respondent
concludes that the activities of the California corpora-
tion and the Nevada partnership were both separate and
distinct. (Resp.B8r. at 7.)

W note initially that we have previously held
thor unity Of ownershi- exis%s per =e hetween a corpara-
rion and a partnership to the extent of the corporation's
actual ownership in the partnership. (Appeal of Saga
Corporation, supra.) Accordingly, the parties are In
agreement that unity of ownership exists in this appeai
(See also Cal. Adm n. Code, tit. 18,reg.25137-1, subd. .
(a).) However, based upon the record presented, we find
that the factors relied upon by appellant do not show any
significant integration of the two conpanies, but nerely
show the ordinarv oversi ght which woul d bg expected in
any closely held-g roug of enterprijses. anme’ central i zed
services, such as accounting, did exist, but there has
been no showi ng that they resulted in any substantial.
mut ual advantage. (ARppeal of Hollywood Film Enterprises.
Inc., Cal. St. 8d. of Equal., Mar. 31, 1982.) ‘Moreover,
there was no show ng that the financing contributed in
any way to the operational integration of the group.
Operational unity, therefore, cannot be said to have
existed to any neaningful extent. In addition, we find
that the executive assistance described. by appellant
| acks unitary significance because it did not result in
any integration between the entities. (See Appeals of

Andrei ni__& Conpany and Ash Slough Vineyards. |nc.., ¢al.

St. Bd. of Equal., Mar. 4, 1986.) Moreover, there 1is

nothing in the record which would establish that

aﬁpellant's operations depended upon or_ contributed to

the operation of Snokey Valley. Accordingly, the

evi dence presented by apﬁellant Is sinply insufficient to
t

support a finding that e two were engaged in a unitary
busi ness.

On the basis of the foregoing, we nust sustain .
respondent’'s action.
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ORDER

Py rsuant =0 the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T 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
Dot oSt of Fht and DAl e Land (BhRaN i T The RS of
$2,683.00 and $788.03 for the i.ncome

Kears 1979and 1982,
respectively, be and the same is hereby sustained.

Done at Sacranento, California, this

_ l9th day
O November ., 1986, by the statesoard of Equalization,
wth Board Menbers M. Nevins, M. Collis, M. Bennett,
M. Dronenburg and M. Harvey present.
Ri chard Nevins ; Chairman
_Conwav H Collis . Metier
Wlliam M Bennett r Member
Ernest J. Dronenbura. Jr. » Member .
_\Wlter Harvey* _r Hember

*For Kenneth Cory, per Covernnent Code section 7.9
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