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Memorandum

T . Mr. L. Gene Mayer Date .January 16, 1987

Ffrom : Ken McManigal
Subjet: Assessment Responsibility on Railcar Repair Facilities

This is in response to your November 17, 1986, memorandum

wherein you advised that G Company had recently
purchased N mee - Company s railcar fleet and repair
facilities, had had its G ___oa. Services Co.

subsidiary take ownership of and operate the railcar fleet, and
had had its Quality Service Railcar Co. subsidiary take
ownership of and operate the repair facilities; and you asked
whether the Valuation Division should retain assessment
jurisdiction of the repair facilities, which it had when both
the railcar fleet and the repair facilities were owned by Nr

Company, or return assessment Jjurisdiction of such

facilities to county assessors.

We believe that the Valuation Division should return assessment
jurisdiction of the repair facilities to the appropriate county
assessors. Article XIII, section 19 of the California
Constitution provides in this regard that the Board shall
annually assess property owned or wused by car companies
operatlng on railways in the state. As structured by G )
Tampeny, the car companv operating on railways in
California is ¢ . ____. ¢ Services Co., a
subsidiary separate and distinct from the Company itself and
from 1its other subsidiaries, including its Q
Railcar Co.; and thus, the Valuation Division should retain
assessment Jjurisdiction over only that property owned or used
by G Services Co., primarily the railcar

fleet,.

Attached for your general information is a copy of an October
22, 1986, letter from Ms. Barbara Elbrecht to Mr. Max Goodrich
which addresses the relationship between a parent corporation
and its subsidiary corporations, sets forth and discusses
circumstances under which corporate entities/subsidiary
entities might be disregarded, and concludes that in 1light of
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the available information there is no basis for disregarding
the separate existence of the parent corporation and its
subsidiaries. In the same vein, there is nothing to suggest
that the separate =svictence of G T 7 company,
C - - . Services Co., and/or Q o - '

/;;;lcar Co. should be disregarded in this instance.
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Attachment

cc: Mr. Richard Ochsner
Mr. Gordon P. Adelman
Mr. Robert Gustafson
Mr. Gene DuPaul
Mr. Octavio Lee
Mr. Chad McDonald
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ftemorandum

From

Mr. Richard Ochsner Date : Novembar 17, 1986

! miia ~ = i/ = Vol "UE I ﬂ 2 %/
LOUIS L. |ayer, Lnier M/
Valuation

Assessment Responsibility on Railcar Repair Facilities

[n 1986 and pr1or years we have assessed repair facilities owred by N
“ompany. These fac1]1t1es, along with a railcar fleet, have

been sold to G : Co.

Two szparate subsidiaries have been set up by G . Company:
Ge Services Co. which operates
the railcar fleet
Q.- Co. which operates the repair
fac111ty

Gene QuPaul of my staff and Ken McManigal of yours participated in a meeting
with Richard Althoff of G to discuss this and other issues
connectad with the sale. Gene concludes, and believes Ken agress, that we
snould return assessment jurisdiction for these two shops to the county

4558S8s0rs.

This action would be consistent with the Board's earlier treatment of Trailer
Train's repair facility when it was operated by a subsidiary. The reason
would be that there is not a strong enough connection between the two
companies to meet the "owned or used by" criteria in Article XIII Sect. 19.
[f you concur, we will advise the company and the two county assessors of
this decision.

LEM:GD:js

¢c: Mr. Gordon Adelman
Mr. Robert Gustafson
Mr. Ken McManigal
Mr. Gene DuPaui=——"
Mr. Octavio Lee
Mr. Chad McDonald
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Exemptlon PrOV1dec for Vessels Engagec in Transnortatlonjmi

RE:-

R S NeT
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_Dear Mr. Goocrlch. _ ”;' ;;”wJE

~a.

ThlS is in response to your letter of’ July 7 1986, to Mr.
"Richard H. Ochsner wnereln you. request our opinion regzrding -

the applicecility of the exerption from' taxation providsd by
‘Section 3(1) of Article-XIII of the California Constitution to =~

- vessels used bv a SUbSldlarY conporatzon to transport for hlre-‘,“

‘the property of a parent’ corporatlon. .The.facts prOVLGed in
- your. letter and the accompanying. ‘memoranda- from the szlce of
‘the County Counsel can be sunmarlzed as follo«s-

‘The S. S. C.. and the s S s 7 2 were both
built in San Diego by N _ ©  Building S

- Company and delivered:-to U . Company of California.
(g ") on October 29, 1981, and Decemper 18, 1981, =~
respectively.. Both vessels were bareboat charcerea by -
9} 1 to W - - Company ("W. ), a
wholly-owned subsidiary of.u for $550,000 per month.
(Bareboat Charter Partzes, p;.7.)~ ‘ ' o :

,.-;..r-..-_‘ .

W : with lts gtaff of 28 em plolees o arates potn
state-of-the-art vessels. as product carrisrs uncder :
transportation contracts with C , delivering toaeeher
more than nine million barrels per year of U " preocucts
to west coast markets. It also operates zwo other shlps
regarding whica we have no information. o

Two vircually icencical ccansporceclon coazraccs setwWeen

W and U ‘dated Septemder 29, 19381, (for the
S§.s. C and Decs=rmper 15, 1981, (fcr the S.S.

S ") require W - ", the carrisr, to pdroviae
to U ., the snipper, the two tank vessels for che

carriage of cargo designated by tne: shipper. Tne shipper



- .mr.

Max Goodrich _ -2-- o October,zz;‘l98§

o has the rlcht to nane-the vessels, drsplay its 1n51cn1a on

... the: vessels' stacks, fly its house f£lag-and deternrne the -
~ . coler of: palnt and-the generak. sqheme thereof on the BRI
_vessels., (Tr&nsgortatlon cOntracts, p. l) o

nf‘The amount of frelght agreed to. by'contract was, the sum of ;'

. all casts. to the~carriersy, - 1ncludinq -allipaid under the -
-*_charter,ﬂplus a management feex .The shlpoer ag:eed to” _
. indemnify; the carrier against all llabllltles in excess’ of

the carrier's lnsurance-coverage, exceot for - fraud, willful"
mzsconduct or crlmlnal acts. (Transportatlon Contractsr p o

..8) . - ' o .- .w'm’u,i -f e

‘The comnlex ]Ob of plannrng and- coordlnatlng the w
shlpolng operations is handled at the W
. lacated in-U : bUIldLng.= "u

"has.an-individual- wno. xeeps . track:of. inventories at

marketing terminals 'and. proauctlon -85 the reflnerles..;.ﬁ

He.lets [W ‘-1 know what's ‘needed at each-location, - -
as well as what eacn wants-to move--when, where and in- what'
amounts, .. We then take - those requirements and try to fit
them into a schedule that will: satisfy.the marketing

-pegple,. and the: llmltatlons‘of the Vessels (Seventy SLX,JJ'

Jan.-Eeb 1986, p: ll).

U" ;~has gtated '[t]he reasons for utxlxzxng a seoarate“

[0 subsidiary to operate" the vessels, rather than hav1ng'1
U -operate the: vessels olrectly, -are- the .same-as those ..

. whicnh are- 1nvolved in the utilization -of.an- ‘unrelated

transportation company: . the -limitation - of llablllty and’

~the avoidance of complex labor problems which would be
associated with direct operaclon (Letter, May lS, 1986

 from | .

_Thet'A e wv' an 011 tanker,‘zs owned by P

Inc., a wnolly-owned subsidiary of A
Company. It was ourchaseo from ¥
- . Company on. July 15 19&0.

AR I

The information available to us indicates the A '
=-Yff---‘- transported crude oil for hire for the period

trom nmarcn 1, 1981, through darch 1, 1985, for several

different oil companies, including 1) &
P ~  Compz2ny, 2) s T T 3) o) f‘ 4),

Cr"--—, ] 3 9 ) 1} - L. uJ lguuua ion
has been DtOVlced about the relative amountc of tlme p

~ shipper.

County Counsel, in a memorandun dated June 3, 1986, has
stated that the information providea by U ‘s persuasive
regarding the issue of whether the exemption prowvicded by



we. Max Gopééich.. -3- October 22, 1986

Tt T -‘sectimx 3(17 ‘of. Artlcle xrn applles ‘to. the S.S. C«

T :and- the.SsS. S - but .that a court may

.01 examin® <the facts-in‘a property: tax context -and:‘decide- to.
. disredard: Ehe: seoarate corporate-entity. of. the-subSLoxary.J-o-

'A?Such“dasregard -of-the . sepavate ‘nature of: p&rent and .
QOwever,.

”-3*sub51diary would defeat.the~claim for exemption.
Caddirinnal i infarmatiancan tne% Jas reque_‘ted

'.quu&-h—:.uua.l. LOLGL h@ LLOd- il

'v{;:by county: Counsel in-a.memorandum dated-July 26, 1985, _
.before- makrnq any determinatiom about-the aopllcablllty-of

’i5the exemption ro the A . __ ia.

'V:;fffknaIXSLs i:f--'
~;;ESectxon 3(1) ot Artlcle KITI of the Callfornla Constltutlon
,'t;exemnts Eron property taxatlon-y o _ _

c——

..

Vessels of" more than 50 tons buraen in thls State and.
engaged 1n the tranSportatlon of frelgnt or passengers.«

'.;,%Tbe phrase engaged in. the transnortatlon of frelght or
jlpassengers ‘has: been construed by the California courts to mean
i rthe carrylng of freight (nroperrj transgorted by a. carrier
vo.from a’ con51gnor ‘to-a. con31gnee) QL passengers (travelers by
" some. established: conveyance) for hire (Dragich:.v. Los Angeles '
--(1939): 30 .cal.App.2d 397).: Thus, 'the question oresenrea 1S.
> whether these.’ subszdlary corporatlons are’ 1noepEﬁdeqt R
o yﬁcorporatlons ‘that:ship.the products of Unien-and. the other
‘ﬂj}petroleun conpanles for~ hire, . or whether the subsjidiarg. e
~[fcorporatlons are-mere 1nstrunentallt1es, conduits’ or- agents for-
> "the parent. corporatlons.; If the-corporate:entity of the
-+ subsidiary ‘corporation can be: disregarded, the parent and
,,ffsubSLdlary~can be treated as one unit, thus defeating any clalm_
‘Tfthat the vessels are transportlng frelgnt for hlre.

hﬁThe ‘alter ego doctrlne, the drsregard of the corporate entzty'

‘because the corporation is.the alter ego of others,,ls '
"applicable not only snere the corporacion is the alter’ eco OF .
1nd1VLouals forming or owning it, out also wnere. a corporation
is so organized and.controlled, and its affairs so coaducted,
as to make it merely an instrument, ‘agent, conduit or adjunct’
of another corporation.(McLOuohlin_v. L. 8loom Scns Co., Inc.
(1962) 206 cal.App.2d 848). "yita increasing cLrequency, cCourts
have demonstrataed a readiness to disregard tne corporace entity
when. a wnolly-owned supsiaiary is meralv a concult for, or is
'flnanCLally depenaant on, a oarenc corporation® (L8 3allsacine.
& Sterling, Czlif. Corn. Laws, ¥ 296. 01, o. 14-33). Aalthough
the doctrine. nas oeen apptii=a largely in torc and contracec
cases to assure a just and eguitanle result (Thcmson v. L. C.
Ronev & Co. (1332) 11Z Cal.apsc.2d 4£20; 1A Balleacrine &
Stirling, Calif. Corp. Laws, ¢ 295, p. 24- 31), the doccrine has
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" #r. Max Goodrich . -4-.© ° oOctober 22, 1986 - .

been fOund annlicable to state-tax matters Yol prevent.the LR

-efrcumvention ofifevenue’ ‘and: tax: “laws: (people-iry-Gladson (1964
-+ ..231.cal.App.2d: 374)« :actots whlch ‘the COULLS: have. evaluated R
©--'ta determine-if: EHE" separate exrstence ‘of the- subszdiaty e e

corporatlon should be- dlsregarded ars. j’_ R .,.'"’

”ei.' Presence ‘in both corporatlons-cf the s&me'cﬁfzcers or
dlrectors.,féa' S = ; o

2. J01nt accountlng and payroll systems._

3. Subsldlary 5. lack of sdbstanthel buslneSs contacts thha¥ff
':any save the parent »,;\,:;; o B . : i

4, Subsxdrary operates solely thh assets co veved by xﬂfﬁﬂaff_7

RO parent j?ﬁ'. L .;mq “-51

‘;S SUbSLdLaIY is shown as a d1VIsr0n on pare
statements.=~j_u : _ _‘;_ ?-,~u‘;sv~:r ~;1-n?

~6.. Sub51d1ary s property 1s used«by the parent as Lts own.;f?f;.'

P ...‘ -

'7. Suh31d1ary acts 1n 1nterest—ofuthe parent

Q_W(Annot (1963) 7 A L .R:3d- 1143_ IBSSW'

_Based on the facts presented.here,_zt is: ﬁlfflcﬁlt tn susta'n

- -the conclusion that-the: separate éxistence of W " and "

L u can be clsregarded.q "orned a separate subsxdlary
_ ‘corporation to operate.the. vessejs for legltlmate bisiness.

_ ‘purpeoses: . to llmlt llablllty and-. to av010 COWplex -labor:.

;. .problems’ Wwhich would be assoclated with: direct” operatlon.;' L .
I treated W as a’ separate entity, as..shown in the~. .
~ . Bareboat Charter: Parties: 1n.wh1ch W leaSed’ the two -

. -vessels from Ui .and in the: Transpor»atxon ‘Contracts in -

~.which W : agreed to ship-U ;-products:for a 7t
- 'specified sum. Moreover,.W -% has-two-additional vessels.~‘
- .about which we-have no 1nrornarlon, wnich may be utllrzec in: '
ways that further support G ~~ ° claim that W ) is an
“entity separate from U’ Therefore, unless substantial
additional evidence 1is provxced to show that 1 ' “-sis a
mere. instrumentality of U ° .such as the llstlnq ot W
as a division of U rarner than a subsidiary
corporation on U ° ~ financial statements, or the parent used
the assets of tne suosidiary as its own witnouc regard to
corporate formalities, we believe there is insufficient
evidence to treat s ts the alter =2go of U
Consequent‘y, tne exemption provided Dy Seccion 3(l) of Article
XIII is aoplicable to the vessels S.5. C ‘and S.S. o
S. ’ 4
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.,‘Moreayer, the avzdence you have prasented,zeqard;ng the-
:subsidiary-.status SOf-A. 250 1G4+ alsq does- not- provxde

31fgsnff1cient support for. disrega:d -of - the. ccrgorate entltv. “mbe
NSRS 5 Thev¥s:végsei the-a . tEansports.. the
‘;'pcoducts of the severalhoxl cowganles named. anove,;lncludlngt

.-its:parent. 2 - * 17-and- ‘appears.to be engaged-in’ the :
: ;;transgort of fcelght fOC‘hlEeu; Based.on:this. little evidemncs, - ‘fj
W, cannot: state that the exemptzon is: inappllcable to the A o

S

"I trusb that the above lnfotmatlon has been of SerVICE to- you.

A#If ‘you -have.- any: ﬁurther qnestzon 'please do net he51tate tg.” ™
._cuntact me. ‘ ;“ RS : : .
f3Ve:y truly‘Yours,.-~f : B
.. Barbara- G?Elbrecht RO . SRR : | -
Tax Counsel ';5 ‘._:; ;;;" R e e e
”'BGE/rz e =
Mr GordOn N Adelman»ﬁ} e TR e T
Mr., Robert Gustafson {vz;. T ST APl
Mr Verne Walton A L o
ol R
: .. v:iQr;;Ef.;:

0147H



