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860.0021 Exemption. Exemption requires that an appropriately sized vessel be constractedto
Eﬁaﬂsﬁeﬂ—ffe}ght—er—fmsseﬁgefs—aﬁdr—be-used exslasa%}y-for s&eh—paﬂaeses—mﬂ}er—{haﬂ—iee

ﬁ&ﬂ‘ffﬂﬂﬁﬁﬁﬁ&{%ﬁ-ﬁfajeef he carrying of frei o) ert trans orted by a carrier from a
01131gnor to_a consignee) or passenpgers gtravelers by some established conveyance) for
hire gDragzch v. Los Angeles Coungg 11939! 30 Cal. App 2d 39 Id}eﬂesﬂ—eaﬁsed—by—&

e*empt—s%a%usWhen the vessel is used bv a sub31d1arv corporation to transnort for h1re the
property of a parent corporation, the relationship between the subsidiary corporation and
the parent must be examined to determine whether the subsidiary corporation is an

independent corporation or whether the subsidiary corporation is a mere instrumentality,
conduit, or agent for the parent corporation. If the corporate entity of the subsidiary

corporation can be disregarded, the parent and subsidiary can be freated as one unit, thus
defeating any claim that the vessels are transporting freight for hire. C +46/8710/22/86;
CH2H92. (Am. M99-1, 2000-2).
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-j“Thls is 1n resoonse to your letter of July 7, 1986, to MHr.
-'Richard. H. Ochsner wnereln you. request our opinion rega dlng ﬁ'
" the applicability of the. exemption fron- taxation providegd by

. "Section 3(l) of -Article: .XIIZI of the California Constitution- to
"' vessels used by a sub51d1ary co:poration to-transport for hlre
: |, the. property of a pazent corporation. .The. facts prOVLced in’

~ ..your. letter and the accompanying. nemoranda from the Offlce of

*the County ccunsel can ‘be sunnarlzed as fOllOwS' '

L

Thé S S Coast Range and the S S Slerra Madre were- both
built in Sam Diego by Natlonal Steel -and ‘ship Bulldlng '
aiConoany and delivered ‘to Union.Oil company of Cal fornla
‘("Union") on -October 29, 1981, and December 18, 1981,
respectively.. -Both vessels were bareboat chartevea by
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-RE:" EXemption Providedgfqp;VeéselsHEngaged in Traﬁspo:tatidm}ﬁtb

- Union to West Coast Shipping Company . (“West Coasc"), a~‘u-"”

Wwholly-owned sub51d1ary of Unmion,  for ¢S:0 000 per nonth, :
(Bareboat Charter Partles, p.-?.)“- . : : '

R Rl i R
--,u.-.

.West Coast with ltS'statE of 28 emplOJees ocerates both
state-of-the-art vessels as product carriers under
transportation contracts with Union, delivering tocether
more than nine million barrels per Year of Unioan's orccucts
to west coast markets. It also operates two other shlps
reqardlng whicn we nave no information. ‘

Two vircualdly Ltentlcal transporcation toq::ac:e Setwesn
West Coast and Union dated September 29, 1981, ({for the
S.8. Coast Range)} and Deczmber 15, l9dl, (for the S.S.
Sierra ttadre) require We est Coast, the carrier, to arov10e
to Union, the shipper, the two tank vessels for che
carriage of cargo designated by thne shipper. Tae ahlpDer



_{_has the rlaht o nane ‘the vessels, dlsplay its 1n51gn1a on
J?folthe vessels' stacks, Fly its. hnuse f£lag:and determine. tﬁe SR
nf-COLOr of palnt and.the generaf sqheme thereof on the EEDINS

- The amount of frezght agreed to.by centract Was the sum of
. all cdsts. to the carriersy . 1ncludinq ails paid under ths - .
~*;chabter, plus a- management feay- The shipper - agreed to -
,.lndemnlfy the carrier  against all laaballtles in excess of
. the ‘carrier's 1nsurance—coverage, ‘éxcept’ for' ‘fraud, wxllfulf

mzsconduct or crlmlnal acts. (Transpo:tatlon Contracts, p

- 8)

-

He.lets [West Coastl. know ‘what's: neeaed at edch- locatzon,

as well as. ‘what each WaANES o', mOVe——when, where’and-in what““‘fﬁ-"

amounts., - We then take: those- requirements ‘and try to rlt
them lntc a schedule- that wlll satlsay .the markeéting

Jan =Feb, 1985, p..ll). _
Unlon has stated- "[tihe reasons for utlllzlng a separate

Union operate the: vessels alrectly, -are- the same ds those’

. which are- 1nvolved ‘in the utilization: of. an’ unrelateu'

transportatieon: comoany-~ the: limltatlon of llablllty and"

associated with direct operatlon (Letter, May lS 1986

' from Mlchael A. Lovett Unocal)

_ .The 'Arco Callfornla,' an 011 tanker, is owned by Arco —
' Marine, Inc., a wholly—owned sub51d1ary of Atlantic

Richfield Company. - It was purchased from Natlonal ‘Steel

'-and Shlpbullalng Company on July 15,.19o0.

The information avallable to us lndlcates the arco
California transported crude oil for hire for the .period
from Harch 1, 1981, through March 1, 1985, for several
different oil companies, including 1) ARCO Petroleum
Products Compeny, 2) 8ritish Petroleun, 3) Chamolin, 4),
Cr;qul, 3} Sa=ll, 0) deaio, anu 7)o unocat. L0 llLUI:.utGL'.lOn.
has been DEOVlced about the relative amount of time. per-

" shipper,

County Counsel, in a memorandum dated June 3, 1986, has

stated that the information provided-by Uaion is persuasive _

regarding the issue of whether the exemption provided by

DT mee e e R  October .22,71986
4

a:The comnlex ]Ob of plannlng and coordinatlng the West Coast -
shlpnlnq opefations is-handled’ at the: Wést Coast.office, . -~ i,

.- logated in*Union's’ 911 %ilshire: bulldang.h-"Unocal [UnlonI S
Had.an- individual. who keeps - track:ofiinventories at - L
'marketlng terminals ‘and. procuctl'nfat the reflnerles .ot

~ -people, and the' llmltatlons_ef the vessels (Seyenty Sik}i;}:
‘Union subsidiary to: operate the vessels, rather than’ hav1ng‘?{‘3,f:

. ‘the avoidance of ‘complex labor problems which would be-'~”7“
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, Secti?ﬂ;ﬁ(l? ‘£ Artlcle XIII applles ‘o the s.8. Coast :

: Rangerand the 545, Slerra:.Madre,: but- that a ‘qourt may --
_.examing ithe fects inca. property ‘tax context angd: 'decide- £a.

,disreQQrd Ehe: senarate Corobrate-entity df the subsrdlary.«i
Suoh“desnegacd ‘af-the . separate nature of: perent and o
“subsifiiary would defeat..the: ‘claim for exemption.. However, A
a&dzteonal infdrrmativn: Qn theARCQ-Californid was requested
T by’ County Counsel in- a-nenorandun ‘dated-July 26, 1985,
befone mak;ng Aany: determlneclon~about*the aopllcablllty—of
the exemption to the Arco Callfornla. ‘

.!-

ZfAnalgs1s ;1}-:f‘p‘ ; ,“:'fi“ _ S

,ﬁ;}Sectlon 3(1} of ‘Arficle. XITI: OF: the Callfornla Constltutzon
.'dfexempts Ezom: property taxatlon‘ ?-” L .

e

":Vessels of.nore than 50 tOﬁs buroen 1n thls‘state and ,
engaged‘in the transPOEtatlon of frelght or passengers.,

'T“The phrase"enQaged in. the transnortatlon of’ frelght or

;passengers" has: been- construed by the Callrornla courts .to mean -
‘the carrying of: freicrt (nropertj transyorteo by a. carrier .
Erom a con51gn0r ‘to-a. conslgnee) .or.passengers ‘(travelérs by .

. gomé. established: conveyance) ‘for: hire (Dragich..v. Los ﬁnGEleS

Ce(1939): 30 -cal App.2d 397).: :Thus, -'the gquestion oresenteo 1s.

..-.‘“;\_ LT

- hether these subsldlary corporations are’ 1noependent

ﬂcorporatlons that ship.the" products 'of Union-and. the other

| ”ffpetroleun companles for “hire, ‘or whether the subsidiarx. lw'ﬁff,r
{corporatlons aresmere 1nstrunentallt1es, dondults’ or- agents for*w--;

- the . parent. corporatlons.; If ‘thecorporate:entity. .of the ”ff
-JSub31d1ary corporatlon can be .disregarded, the parent and - i
/" 'subsidiary can be treated ds- one'unit, thus defeating any clalm"

-f?that the vessels are tran5port1ng frelgnt for hlre.

,eﬁThe alter ego' doctrlne, the dlsregard of the corporate entlty'
‘jbecause the corporation is, the alter ego of others, is -

- gpplicabple not only where the corporatlon 'is the alter’ eco “Sf .
1nd1VLouals forming or owning it, but also where. a corporation .
is so organized and. controlled, 4and its affairs so cdnducted,
as to make it nerely en_lnstrument, ‘agent, conduit or adjunct:
of another corporation (¢ {cLoughlian v. L. Bloom Sons Co., IncC.
(1962) 206 Cal.App.2d 348). "Jitn increasing trequency, courts
have demonstrateo a readiness to disregard tne corporace entity
when. a wwoll»-owned supsiaiary is merelv a concult for, or is
’flnanCLally depenaent on, a parenc corporation® (LB Balléﬂtine.
& Sterling, calif. Corn. Laws, { 296. 01, o. 14-33). Although
the doctrine. nas o=en appliaa larcely in tort and contracc

. cases to asSure a: just and equitanle result (Thenson v. L. C. C.
Roney & Co., (1932) 112 Cal.apec.2d 420; la Balleatine &
Stirling, Calif. Corp. Laws, ¢ 295, p. 24- 31), the doccrine has




- . o _{_f}ﬂ"-j:l”:'_ OCtobec 22, l986

231 cad., Appr za- 4:).- Factora whmh the courts- haw. evaluated
s;~ ta- debermine A Ee separate exxstence oﬁ the sub51diary
-lﬂcorporatan shoulﬁ*be disregarded ars_ ‘F . : s zgﬁ'

.“?.
.::(Annot

”‘3Based oni the facts presented here At ] i
-the canclusion that-'the separate ‘existence of- Hesktl Coast and

.""." Union can be alsregarded.¢ Union.formed a separate sub81d1ary

. ‘corporation to .operate. the; vessels fof: legitimate’ bUSIHESS
'.“3purpose5‘: ko llmlt llablllty and.. ta av01a complex labor:
. .. problems" whlch would be assodxated awith: direct cperatlon.; S _
. .Unien. treated. West. Coast'as a’ separate entity, as.Shown .in the qy_ﬁf'
i ..Bareboat -Charter: ‘Parties. in. Wthh West. CQast.leased the two . .. 7
"*4vessels from Union:and ik’ the: TcansPortatlon ‘Contracts’ in .
. . ‘Wwhich West Coast agreed to.ship-'Union“s- products for a Tﬁr*'”
‘specified sum. Horeover,. uest Coast has-two: adaltlonal vessels'},'
,about which we-have no 1nrormaclon, wnlcn may be utllxzed in-
ways that further support’ U Union's claim that West Coast is an
entity separate from Union. Therefore, unless substantial.
. additional evidence is providéd to show that West Coast is a
-mere. lnstrunentallty of Unlon,_such as the llstlng 0f West :
Coast as a division of Union rather than a subsidiary ’
corocratlon on Union’ s financial atatements, or .the varent ysed:
the assets of the SuDSldlary as iLts own witnouct regard to )
corporate formalities, we believe there is insufficient
evidence to treat West Coast as the alter ego of Union.
Consequentiy, the exemption provided by Section 3(l) of Article
" XILI is applicable to the vessels S.S. Coast Range and S.S. o

Sierra Maace.
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fﬂﬁ Moreayer, the evzdence yoﬁfhaue presentedgneqardxng the :

subgidiary- status of Arcoinanlnefaxncg;alsq “Joes:not” provide

- sHEELatent support fOL di,s::ega::d SOF 2 Lhe; cn::gov&te en;tltV.. .ﬂhé
sl KETOMMarine, THo s ves.se,l,, the@.l{co caiiforniay, transyorts the
gf}ipﬁdﬁu&tshof.the“Severa .'IHCOWpanl&S pamed. anove, .including:-:
. citErparent Atiantic Richfield,'
n';:tran$port of freight ﬁorﬁhlreu;:sasedﬁnn itHis . 1iktle. _evidemes, '-*-c
: ":-we cannot: stai*.e’ thrat tha exemptlon is’ inappllcable to the ARCG
'-'j"‘:»~.ca1i.£or:n1a. ST : . : ST

and.appgars.to ba” engaged “in- the

* ‘ . —.,

C tru&tr that the above lnformatlon ha.s bEen,nf seerce to you. S

'_-":.If LyQu have. any further qnesta.ons_, please do not hesitate I:U‘
: "contact* me. L _ b , : : .o

','-__..'.Ve:y trxkly yours g / M
. Barbara- G?Elbrecht .
- Tax Counsel e e el

EEI

Mr. Robert Gus tafson SRR S T
Mr. _Verne Walton - -
SR N

;- . - x-' ~-T-t--l

R AR EEY

0147H



