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B&FORE THE STATE BOARD or EQUALI ZATI ON
OF THE sTaTE OF CALI FORNI A

In t he Matter of the Appeal of

QUAKER STATE O L REFI NI NG
CORPORATI ON

No. 80A-106-LB

st N s S

For Appel | ant: Hlmr Trost
Certified Public Accountant

For Respondent: Timothy W. Boyer
Supervi sing Counsel

OPINTION

This appeal is nade pursuant to section
256661/ of the Revenue and Taxation. Code fromthe
action of the Franchise Tax Board on the protest Of
Quaker State G| Refining Corporation against a proposed
assessnent of additional franchise tax In the amount of
$76,488.88 for the incone year 1977.

1/ Unless otherw se specified, all section references
are to sections of the Revenue and Taxation Code as in

effect for the incone year in issue.
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The sole issue for determnation is whether
Vall ey Canp Coal Conpany (Valley Canp) was part of appel -
lant's unitary business during the income year 1977.

During the appeal year, appellant was in the
busi ness of purchasing, producing and refining crude oil
and manufacturing and marketing petrol eum products. At
the same tine, Valley CanF m ned and sol d bitum nous
coal. In May 1976, appellant acquired all of the stock
of Valley Canp. Appellant treated Valley Canp as part of
its unitary business and included it in its conbined
report for the appeal year. After an audit, respondent
concluded that Valley Canp was not unitary with appellant
and excluded it fromthe conbined report. After appel-
lant's protest was denied this appeal was instituted.

A taxpayer which derives income from sources
both within and wthout this state is required to nmeasure
its California franchise tax liability by it net income
derived fromor attributable to sources within this
state. (Rev. & Tax. Code, § 25101.) The California-
source incone of such a taxpayer nust be conputed in
accordance with the provisions of the Uniform Division of
| ncone for Tax Purposes Act (UDI TPA) contained in :
sections 25120-25139. (Reb. & Tax. Code, § 25101.) If
the taxpayer is engaged in a unitary business with an
affiliated corporation, the amount of incone attributable
to California sources nust be- determned by applying an
aﬁportlonnent formula to the total incone derived from
the conbined unitary operations of the affiliated compa-
nies. (See Edison California Stores, Inc. v. MCol gan
30 Cal.2d 472 (183 P.2d 18] (1947); John Deers Piow
co. v. Franchise Tax Board, 38 Cal.2d 214 [238 P.2d 5691
(1951), app. dism., 343 U'S. 939 (96 L.Ed. 1345) (1952).)
Where truly separate businesses are involved, however,
the separate accounting nmethod is used to determ ne the
i ncome of each separate business. (Edison California
Stores, Inc. v. McColgan, supra.)

_ A unitary business may exist when there is

unity of ownership, unity of operation; and unity of use
(Butler Bros. v. thbI%an, 17 cal.2d 664, 678 [11l1 P.2d
334] (1941), affd. . S. 501 [86 L.Ed. 9911 (1942))
or when the operation of the business within California
contributes to or is dependent upon the operation of the
busi ness outside this state (Edison California Stores,
Inc. v. McColgan, supra, 30 cal.2d ar 231). Respondent ' s
detern1n§TT6ﬁgT§ presunptively correct, and the burden is
on appellant to show such determinaticn IS 2rroneous.
(Cf. Appeal of John Deere Plow Co. -¢£ Moline, Cal. St
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Bd. of Equal., Dec. 13, 1961.) Were, as here, the
t axpayer contends that it is engaged In a unitary busi-
ness, it must prove that, in the aggregate, the unitary
connections it relies on are of such substance as to
conpel the conclusion that a single integrated economc

- enterprise existed. (Cf. Appeal “of Saga Corporation
Cal. St. Bd. of Equal., June 79, 2).)

Initially, respondent naintains that appellant
and Val l ey Canp were engaged in different businesses;
appel I ant was engaged, prinarily, in refining oil and
narketlnP Petro[eun]products mhlfelvalley Canp m ned and
sold coal to utilities and industrial conPanles. Appel -
| ant, on the other hand, contends that both were engaged
in the same business, fossil fuel energy.

More specifically, respondent contends that the
factors which normal |y establish contribution or depend-
ency as well as unity of use and operation were not pre-
sent. Sone of the factors which respondent maintains
were absent include: a strong centralized executive
force and conmon managenent ich would result in inter-
company exchange of technical know how and experti se;

I nterconpany product flow, interconpany transfer of

enpl oyees; ‘use of a common nane or trademark: common
advertising; interconpany financing: use of conmon
facilities; and centralized services. In the absence of
sufficient unltarY factors, respondent concludes that
appel lant and Valley Canp were not functionally inte-
grated during 1977 and that Valley Canp was sinply an
unrel ated investment.

o Appel ' ant, on the other hand, contends. that
sufficient unitary factors are present to establish the
exi stence of a single integrated econom c enterprise.
SReC|f[caIIy, appellant argues that it has established
the existence of: unity of ownership: unity of operation
as evi denced by interconpany sal es and financing and
comon accounting, tax and | egal services; and unity of
use as indicated by a centralized executive force.

V% agree with respondent.

Initially, we reject appellant's contention

that it is in the same business with Valley Canp. Wile,

in broad terns, it may be true, as appellant alleges,
that an oil-refining conpany and a coal -m ni ng conpany
are both en?aged in the tfossil fuel energy industry, It
does not follow that they are engaged in the sanme busi-
ness. (See, e.g., Keesling & Warren, The Unitary Concept
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°¥

in the Allocation of Income, 12 Hast. L.J. 42, 48-49
(1960).) AppelTant, who purchases nost of its oil from

i ndependent ~operators, ‘was engaged, prinarily, in the
business of refining oil. Valley Canp was engaged in the
.underground N ning and sal e of bitum nous coal which was
used to generate steam an entirely separate and distinct
business.” Thereis not a scintilla of evidence in the
record even suggesting any commonal ity of operations or
transferability of technology between aPpe!Iant's oi |
refining business and Valley Canp's coal mning business.

~In contending that both the three unities and
the contribution or dependency test are satisfied, appel-
| ant maintains that it has established the existence of
centralized managenent, interconpany sales and, inancing,
and common accounting, tax and |egal services

~ Appellant's vague generalized allegations of
centrallzed.nana?enpnt and integrated executive forces
are sinply insufficient to carry its burden of proof.
Furthernore, the executive assistance alluded to by
appel lant |acks unitary significance because it does not
denonstrate any integration between the corporations.
éSee Appeal s of Santa Anita Consolidated, Inc., |

d. of Equal., Apr. 5, 1984))

Nem,appellant contends' that a $4,000,000 | oan
from appellant to Valley Canp is substantial evidence of
operational unity and contribution or dependency. Again,
we nust reject this argument.. In order for interconpany
financing to constitute a significant unitary character-
istic, there nust be evidence that the financing contri-
‘buted to the operational integration of the groug.
(Contai ner Corp. v. Franchise Tax Board, 463 U S. 159 (77
L.Ed.2d 545], ren. den., 464 U S. 909 (78 L.Ed.2d 248]
(1983); Appeals of Santa Anita Consolidated, Inc.
supra.)Inthrs appeal, there 1s no such evidence.

. Al t hough appel | ant argues ot herw se, one of the
more inportant indications of unity, |ntercon€any product
flow, is alnost absent in this appeal. 1In 1977, appel -
| ant purchased only six-tenths of one percent of Valley
Camp's coal. During the same year, Valley Canp's pur-
chases from appellant constituted only SiXx one-
hundredt hs of one percent of appellant's gross sales.

2/ The partzies, of course, agree that the requirement
for unity of ownership is sseisfied.
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These are sinply not significant interconpany trans-
actions and lend no support to a finding that a unitary
busi ness exi sted. ( See, e.%, Appeal of Danie
Industries, Inc., Cal. St. Bd. of Equal., June 30,

1980.)

Finally, appellant maintains that the presence
of centralized adm nistrative services establishes unity
of operation and helps to satisfy the contribution or
dependency test. Specifically, appellant asserts that
sone accounting, legal and tax services were perforned.
However, the nere presence of sone centralized adm nis-
trative functions neither establishes unity of operation
nor satisfies the contribution or dependency test.

Appel  ant has not shown that its centralized services
resulted in operational integration of the two busi-
nesses. There is no suggestion. that the services were
used for any common business activity or that either

appel lant or Valley Canp gained any substantial nutua
advantage from them See, e.g., Appeal of the Amwalt
Goup, Inc., Cal. St. Bd. of Equal., July 2Z8, 7983.)

To denonstrate the existence of a single

unitary business, it is necessary to do nore than sinply
list circunstances which are |abeled "unitary factors" as
appel lant has done in this appeal. Such factors are

di stinguishing features of a unitary business only when
they establish functional integration between the corpor-
ations involved. W nust distinguish between cases such
as this one in which unitary |abels are applied to trans-
actions and circunstances i ch, upon exam nation, have
no real substance, and those in which the factors

i nvol ved show such a significant interrelationship anong
the related entities that they all nust be considered to
be parts of a single integrated econom c enterprise.
(Appeal of Saga Corporation, Cal. St. Bd. of Equal.
supra.)

For the reasons discussed above, we conclude
that respondent's action nust 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 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
protest of Quaker State O Refining Corporation against
a proposed assessnent of additional franchise tax in the
amount of $76,488.48 for the income year 1977, be and the

sane is hereby sustained.

Done at Sacranento, California, this 6th day
of Cctober , 1987, by the State Board of Equalization,
with Board Menbers M. Collis, M. Dronenburg, M. Carpenter
and Ms..BBaker present.

Coiwway H. collis , Chai rman
Ernest J. Dronenburg, Jr. ,. Member
Paul Carpenter . Menmber
Anne Baker * _+ Menber

v Menber

*For Gay Davis, per Governnent Code section 7.9
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