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860.0021 Exemption. Exemption requires that an appropriately sized vessel be eeastraetea te 
tfaf!Sf!ert fioeight er passeHgers aaa be used 9*elusively for sueh purpeses rather than te 
traaSf!ert tho ewnor's empleyeos er preperty, er te traaSf!ert preperty as part ef a 
nentraaSf!ertatien prej eet the carrying of freight (property transported by a carrier from a 
consignor to a consignee) or passengers (travelers by some established conveyance) for 
hire (Dragich v. Los Angeles County 0939) 30 Cal.App.2d 397. Ilileaess eaasea by a 
laek of basiness or the aeea for repairs !lees not interfere with a vessel's other'tvise 
01tempt status When the vessel is used by a subsidiary corporation to transport for hire 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 treated as one unit, thus 
defeating any claim that the vessels are transporting freight for hire. C l/1€i/8710/22/86t 
G 1/21/92. (Am. M99-l, 2000-2). 
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·RE.: ... Exemption Provided fo.r· Vessels:· Engaged in Trarrspo.r:tatio.n.".:.· '· .,: 

Dear.•·-· v--------- ... 
,-'. ' ~ ·.,_:.:: . . ·;;;-·. 

... . . .. -.-.... 
This· is in response to. your> letter of .. Ju.ly 7, 19.a·5, to Mr.· -­
.Richard. H. Ochsner wherein· you. r .. eques-t our opinion regarding . ' 

.. t~e applicability Of the exeJT.pt.ion fr-of:i° ... t.axation pro·;ided b'}-:• .·· ·· 
section 3.(1) of .Article ;XI"II o-f the California. constitution· to 

.·.vessels used by a subsidiary coi:porat.i"on- to· ~i:anspoi:t. for hire 
"the. proper t.y of a pa.r"ent, corpora ti on. :'J:'he. facts p~ovided -in . 
.your. lette.r and. the· accompanying Jne.m6randa· ft:om "the :office:: of: 
the. county counsel can be summarized. as f·ollows: · · 

.··-

The s: S. Coast Range and th~ S·.·:·s':·:·sierra Madre were·bo".th ... 
built in San niegci by N~t~onai~si~e1·:and:Ship Building .·. 
Company and delivered· to Union. Oil company of _California .. 

:{"(Jnion") on.October 29, 1981, and .n.ecember.18, 1981, :··.,.: .• 
·· ... ·.· respectively •.. Both vess·els· were baieboat chartered by:._-·• 

Union to West coast· Shipping Company ("west coast"), a · , 
wholly-owned. subsidiary of. Union,· for $550 ,000 per morith. 
{Bareboat Charter Paities, p. 7.)·. · · · · · 

· .• ,.· ·~ •. -,.- .... ,,._l(' .. ··:'j,_. .......... .,_ . 

. West. Coast. with its s-taff of 28 er.iployees operates both 
·state-of-the-art vessels as.product carriers under 
transportation contracts with Union, delivering together 
more than nine million barrels per year of Union's procucts 
t.o west. coast markets.· It. also operates two other ships 
regardin~ which we have no information. 

Two virtually ic..t:!ncical ccans,iorc<.1tio1i conc:::a.ccs ;ietV!c:en 
West. Coast. and Union dated-September 29,· 1981, {for the 
S.S. Coast: Range) and December 15, 1981, (for the S.S. 
Sierra Madre) require West. Coast., the carriec, to provide 
to Union, the shipper, tha two tank vessels for che 
carria~e of cargo desigriated by the· shipper. The shipper 
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· ... 
~ . : ~ 1,; 
.:_::: .'.:.:.-:~:· ; .·.::~·~;~---:-

ha~.,;. the• right .t.·o .n~~e-; the. ~essei"k, .·dfspl'ay ·its· .insignia>of1 · 
.. ,, .. . the :vessels\ . s·ta.Cks:, .. fly its. hou'se· f:l.agc and de tez:mine. t.ne·· · 

col.or of:.,:,Pa:inf: an:ct::·'the· gerierai .. s"g,he'mE\·.i·th:ei:<:of;:·on the · "(: ' · 
.. ,:. ' YeS$!!la~·':;:" (Tr~nsporta ti.on con t'i:ai;-ts-.. ~·:·p.ilJ.. . . · ... · . ' " :).'• .. 

.. ·~;· ... 1'he •amou·n~ of- fre'i·C;h_t agr~·ea ~ ~-~~y;:9·~~~·ta~t i'tcii>,;the sum_:·-0f·. · 
... · al,!.· cdl'!ts· to the"·carr.ier,, .·inclU..di'ng·:~.j.l·ip~d .lihqer. the> : · .. 

,, · chartei:.,:::'pius a mahageme·nt. .fee< .:The 'Shlppe:r ~gree.d to··:.··· · 
.~ndemnif.y:: the carrier aga.:i,i'ist a.11:·'1.iabilities·:·1n excess' of . 
the· carri:er's insurance'- cove:rage';·: ex!:ept'.ror:·fraud, wiiitu1. 
misco_r'fduq:t or cri.l!linal acts; ... :(Ttill:l!>'PO.rtat.lon coq:tra·cts:;_:::·p .. 

. . : .. 
. ·[) . . . '· '-':":. ' ... · .. : .. :.. .. . ·" . 

•.' . . . . .· ': '-: . ~ .... 
.. 
. ., . 

The cdmplei< job ·.of 'p:lannip.q .·and ·i:::oordina·ting· th:e west coa.st :- · · · 
shippirig qperat:ions· is handled"at··:tpe Wes.t Coast.office; · .. 
located· ih Union's 911 Wils(.iir~. bu"_ildi.ng., "Unocal [Uni_o.ni:··.· .. 

 ha~:Lan-individuaL who. keeps. tradk,;of.,.i.hV.entor.i-es. at.· · .: ·· .. . 
·marketing. terminals ·and .. pr.oqucrti&fr:·.'i'l·t;th·e·· refineries~ • ." / .. ·· .. .. 

. ·. He .. iets [.west co~stL kno.w what•s ·needea: at each ·location;:..· 
as. well as.what 'each wants"<to·,mcive~:...when;wfrere··and in•wh.at · 
amo4nts.· We then take·those··i::~quirements ·and .try to.fit .... ._· ... 
them i_nto•a sch.edule that wi11,sat;isfy,,,the r.iarkeb.n.g · 

·peqple ,. an.d ·the: liiiri tations.· of· the.:'Vessels~- ·(·seventy six/.: : . 
Jan.•!?eb. 1986,·I?· 11.J·. · .". ·. "··'· · _· - . · · .· ··. 

oriion·ha~ stated "Ltlhe··~ea~ons:fci; utl'iiiln·~ a ~eparat~::· 
onion subsidiary t.o operate'.the·:vessei:s,_·rather ~hari·having ··,_ ·.· ..
Onion· ooe•ra te the:•. vessels: directly I ·are the ,same·: as" those.·. ·.· ..... . 
which are involved in the titiiization·of.an'unrelated .. ' ... : .. · .. 
transpor ta ti on comoahy: , ·the· li\ni ta ti on Of 1 iabili'ty and . 
the· avoidance of.··complex labor pr.oblems .which .would be : · · · 
associated with direct· oper~t:ion.-;(t.etter I May. 15 I 1986 ,.·. 
from Michael A. ·Lovett·, Unocal).· .. · · · · · 

.The "Arco -California,~ an oil tank·er ,·is owned by"" Arco .. 
Marine, tnc., a wh.olly-owned .subsidiary of; Atlantic .. 
Richfield cor;;oanv. ·.It was 6urchased from National ·steel 

·and Shipbtiilding-COQpany on.Juiy ls, 1980. 

The information available to us indicates the.Arco 
California tcansoorted crude oil foe hire foe the.period 
f°rom March 1, 19S.l, through 1-larch i ,: .1985, foe several 
different oil cor;;panies, including 1) Aaco Petroleum 
Products company, 2) British Petroleum~ 3) Champlin, 4), 
ci::-z'zen, 5) 3~ . .;:li, -U) sunio,. u.:1~ 7j :..i;~oc~l. ~io i:1~..:.t·;:1d::.iotl 
has been provided about the relative amount: of time. p~r 
shipper. 

county counsel, in a rne~orandum dated June J, 1986, has 
stated that the information pcovided·by u~ion is persuasive 
regarding the issue of whether the exemption provided by 
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-3- m::tober 22, 1986 ... •.-. ··: . . ·• .. " " .... ~~ •' : 

:~_:~· ...... ::~·.:;~.:~:·\.~~: .. ·.. · .... · . . ;:_· ... :·.:' . ; 

( , ... : · 'S~.6t:1~di~.'il:'.f·~e::.Art:ic;lef.'~rir a.r;ipli~s to· the s ... s. coast 
. · Rang~~a;nd'·,th·e·,.~s.;s •. ~.i~~ra ,Ma'dr·e:;· b~t .that a ce>u.rt may ·· 

·· . . .. exanti.ft~ ;it;.&.~ .·.fil;cJ,s ·.in'. . ..cl· -~ope:¢:t'y".J;ax conte.i(t ar+_q:'decide .. t:o." . 
 :::·.: •. ',~ .. ·.:·. ·.~. :.· . :· _dis.r~~~j:fftiie:::sef?a:rate:' c:Otybta•.te:-en i:ity ~qf · .. tlJe subs i diai::y:~:' · . 
.. , . . . :·:, su-c;h.cg(l-,£'.Sj:.j:!gai:.cj .. o.f:. the .s'.ep<i'1ia'te· :nature of :.par:'erit and . . " ... 

'." subsiAiar·~(·:woultj def:ea.t:.'·th'if·'.i::·J,aim for exeinpt:L!Jn. · However,· .. 
·  .. ·: ·:-:.'.:.,::. ·· '· .. :. addi.t!i.:91;IA1l' in·f orr.:a t i<;i.n.:,,o.{r. · ti:i.e-"1\RCQ ·.cal if Qr nia· .·was· .requested· 

"· , .: l)y'co:<inti:C.ounsel.:in· !1.-memcirarrdum··:aated,July 26, 1985, · · · 
. , .. 

'  
·.  •,'·: 

-: .. ··.••. > 
..... 
.. -::· be.t;o't;e ·ma!<-ihq·.\:lnY deterrnin.atitnr about~the appl.ical;lilit~·~f 

:_ 
:the--e·iemp:d:on· .to· the · · · 

.. 
· A:i:co .California. 

. . .•· . . 

:::~::•L i• J Of t.h• c alifo<nia tit" tioo 
.. ,· : exempts .. from. 

~{A; hoi • 
property ta:Xat:io.n:· 

n~' 
' 

c~~ 
···~ 

' <.:::";;:;:.::;:'< Ve~~·~i~· ·:af .. ~or'e \ha.n so;. ~:o~$. bui·aen ·iii. bhis. -s~ate ~nd 
· · ' : ·•:. ·· . engaged -itr the.· 'l:ransp<iitati_on of ~reigh t. or passengers •. : · 

:·. 

:. ;';iTh'e::phras~· .~.eng~g~:d. in. the traiispor ta ti on. Of fr.eight or 
: ·. :.pas$.~Qgers·• ,h;;ii;;• been· consti:;ue~'by ·the .California courts to mean 

-i_ .:;: ,J:li'.e ca,i:.ryirig.9.f :f-r'e·ight<' (pi:,operty i:.ranspor ted by a carr.iei: ', 
.·:. :·. ::,,:.., fro'm .. g. 

0

;Cons.igi).or·.; to.· a ·-c:dns'i;~r.nee r .. 
.·:' '·. 

o.t passengers . ( tra veler.s by.. . 
',some, estab,l.ished•.conveyan<;.i;:). ·t.oi: hire . (Dragich·. v •. Los· .a.ngeles. · 

· ·. (1:9391:: 30 Cal .Aop ~2d 397). ,Thus., ·th.e question. pr:e.sented is. . 
 .. •·.· .. >wh~ther-. 'thes.e :.subsidiary· corporations. ai:e'"inde-p-mrdent''"''-:·· :· :"·· 

: . ·.: .co~pot'ations;·:ttiab .ship ;the fi.roduct·s··of· Union .. and. t;:he other < · • 
.. <.:: pe'ti:o1eurri c.of.ipanies {or h Lr:e I :.or whether the subsi dic:t~. ·-· ·.· 

 ·' _ · ·: C:orpdra.tfons :···are.·' mere Ins truraen·tai i ties, conduit.s' or ··a'c.fen ts .for· 
•·. ~.·.· .. the ;·parent cqrporations .. : ·If· th~···corporate entity :of the · 

. . subsj.diary:Corpo.ration can be· disregarded, the parent i!n:d ·· . .: 
. ~· ·· "subs.idiary· ·can ·be.· treated as one·· unit,. thus .def ea ti!lg any claim 

· that . ' 
.the vessels•· are transpor·ting freight. for hir:e.·. 

. .' . - . ·.. . ,. - . . 

: The ... alter ego"< :aoct.rine ,; . the· di§ regard of the corporate entity. 
· because thecorooration is. the alter ego of· others,· is 

····applicable iiot:dnly.whete the cornorati.on is the.alter .e.go·of. 
in.dividuals fot'm.ing ·or owningit,-out al.so where.a corpocation 
is .so organized and .. control1.ed, and its affairs so conduct:.ed; 
as to make it raerelv ~n in~trument, ·agent, conduit or adjunct' 
of another corporation !MriLouq~lin v. L. Bloom Son~ co., Inc. 
(1962) 206 Cal.App.2:d 348).. "Hi.th increasing frequency, c;ourts 
have demonstrated a· readiness to disregard the corporate entity 
when .. a wholiv-owned subsiaiacv is raecelv a conduit for, or is 
·finaricially ~e6enaent on~ a p~ren~ co~pora~ion~ (18 a~llencine. 
~Sterling, cal if. Coco. Laws,. I 296,01, p. 1~-33) .. Although 
the ·doctrine nas.oeen appliea largely in tact: and contract:. 
cases to ass~re a :just and equita6le result (Tho~son v. L. C.: 
Roney & i::o. (1952) llZ Cal.~.;_:ir-.2d ,\20; lA Balle:ncine .s 
Stirling, Calif. Corp. Laws,~ 295, p. 24-31), the doctrine has 
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~ '·· -4.- · · · Oc.to.be.r'. 22, :·J,..~86 :.: : < .' 
(.;'' . . .: . .... '·... , ·. . . . . . ::·:/~; .'. ~:: .:;:i~f\::.:-y;;,;·;;i5 ~~'. :;2~~~~~{>.' .:·~·· :··:.·.· :.::.,:~:/t 
. ( . >b'een 'eounct .. apP.li'6:d9l~" ta .;s~a_i~·::.-tax-:~~Jiet:s. ~9~.Pi:~i/·~fi~-~t.h~ :.~·<·<·'::;:~: .. · .......
, ... ci.tcum;veh ti-o.n.· o~ ... "f evehue.' cirid~ t<fx:::1a:-We: ( PeoGle.'.~~, ... dlailson. fi96.4.).,~.. .. 

· ~31. ·cai·.App-.2d.··37:4.). ·. Fe·cto·c:s· Whioh".:'t:he: courts: haile .. e11alua.ted.(·,···".' .. , :•· · 
.. ·_:~a dei;enirine . .,if.;'..th~ s~p~'~ii·i:~:.·~jcl:~t~n·ce of· the.:.sub~'icii.at:y .· "· -.·-<.::·: · .. · .' 

·• · .corporati9f1 .. sh-0u.i;:4·~be·-di's.i:egarde<l.:~fr.s.; ... ". ":"" '.: .. :'.. . . ·· ": ... '. ;. -·~ - :
··:·:· .. ... ,,, .. _,···~ . .-:~ ... :·:.: ••. ..:··· :.:~ ... ~···· ... ; ..... ~ ..... ··:-~:: ... i:_·· ... :_;._· ... ·,.~,. 

· ··. l.· .Pr.eseai:e::in· both'.' oori;i.o'i:atiqJis.: 6f.;.'.thi:-..same:.:o~~i1:;epJ>•.·:ci·r ·: .:: .... ..... .

. . . .... ~ · dir~~.t:~rs ·.''.' ~·.:i'· · . · . . . . .. ···. . . : :; . ::., ._:.. ~ .·,.~· ·.· -.. : .. :\~~ ... ; -~~• .. ;:;;'.&!:::;;.~::·,_ .. ~.:.·, · .. : -:.: ·,,\_· : :.'.';,. • '· ,
2. qo1nt;·.act:ounting and PCIYt.¢.'1:1.:.,.sys.t~t]is•;,<~ ::::,,•:. · · .. ~· . .. 

. . . . 
>" · •··"· . ·.·. · .. •, ' .. ~ ..... ·... ,·,. ·~.-:·.:_..:·:::i:.-~··. ···:: .•'·' .... ~· ' .. ' . . . 

:~ :·::~~.·.:::::~·: :-- .... : .. ·•.;' 
J,"'.:"'·;:.::·-::; :·_ ....... 

··.: 
~ . ..

J. .S.ub·s~·diiil.r~t' s. l<1dk'. of. ~ubS.1;:ant:±a1,•bu·siriesS.:;.•.co~\.tact,s\.wif:h .. ,·:·': .··.. 
any save t:he.J·parent.-.. .. .. :.·;._, "· . .-... "•' .. ·: ..... :.···.. .',, ·. 

·•·· ... · •• •. . .••...•. ~;,;~~~·!a;",';. op ... ,.~···~·~;;,, .~{ilr ?;·"'·~er.~·~::: ;. ~ :·f :··· '. 
" . 5. · SUbsidia~y is shown a~'. a ·d_iVt:si-on" o.n"::pal:~~t:,rs..-fina'i1tj:~_l/-'' .· .. '.
.,·:.. .· statements. •. •, .... .. ' . . . . . . _ .. •, :,· .. c'''. 

0 
. subsidi~ry·' 

..... . . 

.. . . 6. s prope~ty is .u;s-~·ct .. :'.·~"y ·th~ -p~r~~-~·: •. ;~· i.ts: ~o;,n,_::>;~ . 
• :· .· 7. subsid~ry.·acts in·i~~~~.~~;~:~t-~tl?e·pa~·~:h~:_.; '.:.·~·.:-.< >-:~.:~·:-:::.··.: · 
_ .. 'i1'!ln~.t .. _(19.~3J"f .. _~:r._~R.~_3d\ii~-,~.·--;.1~~k~_'''.·.J:': .. \ .... :·;·::;·;,: ...•. _:::,_.::;: : __ '-:'.': ",.·:, .....

Baseq::on' ·the.• fac:ts.:' preseri:ted." ,h_ei;.e.J;'.·i't: i·s :-di:fficU:lt~'to . stJstain . : .·•. ·._; .. : , 
.·t:he concl.usioq that:·the·sepaTat:e.:e.Xistence;of .. W.es.~~Coast;.anQ:-·:. :··· ,.-

·- ·· , .. Union c.an .be disregarded.,,: unfo11,'fprl)le.d a $epara·te.',subsi_dia'.ry'.;. ·· · . 
· -'corpora ti on tci .operate'. the ·vessels.:. f':or: l.egitima)::e business ... ,, ... ; 

. . ·purposes:• .. t.o .l±mi t• liabill,ty ·an'd,./ti;i.•'dVoici complex ·labo.r• .. ··. . •. : . 
· : . problems ·;which woµid. be assol:fated".Wi·th direct:· 'Operation. . .. · .. 
····· .. IJnipn. tr,eated-West Coa13t·as asepa:rai:;e;:entity, as ... ~_hcrwn in. :the:. ,··· 
"" .Bareboat Charter: ·Par.ties- in.'. which Wes:t .. CQas t: leas·ed:: the t:w-0 '.-. -:_: · . 

·.·. •Ves.sels fr.om Unio~ ·and i°h. t:he Ti;::an::;portation· cont:r·acts· i·n . ·: 
... · .. which ·west. coast agreed· to- s·hip :union •·s:proau·cts -.for. ·a " .\ .. •· · :· · · .. 

·specified sum. 1-ioz:eover,. lies t. co:as t .. has .. two "adal tional: v·esseis. · 
.about which we-have no infocma~ion; ~hich. may be .~tilized in .... 

· ways that fur th er suppoi:: t Union's claim that Hes t coast is an 
entity separate from Union, Therefore, unless stibstantial 
additional evidence is provided to· show that West Coast :is a· 
mere. instrumentality of Union,,sUch as the listing ,of West 
Coast as a division of· Union rather than a subsidiaty · 
corporation on Uhion's financial st;at:eme~ts, QI the 9arent.used 
the assets of the subsidiary as i'ts own·witnouc regard to 
corporate formalities, we believe there is insufficient 
evidence to treat West coast as the alter eao of Union. 
Consequently, the exemption provided by Sectioh 3 ( 1) .of Article 

·XIII is applicable to the vessels S.S. Coast Range and S.S. 
Sierra Madre. 
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;'.{fjl,yotf:.iia:ve> any.··{.ur-the-r.-.q

· ·· .. Bai.bar a• ~'-?.·E~br:ech·t · <:>·5 
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Tax Counsel ' . .. . .: 

u,est
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., .. 

• ·.: 
-s.;;.,_ . . oc.tbber '.·22 ,: i9i6· · . · 

' ........ : . .. . ... . . ._ .:~ ·,·:·· -~-:. . ·. ·:.... '· '~..... . .. ... .. . .. :!." .. . · .. · ... 
,. . . ", =·· ~:·· . . ": .' .~·-:... : ·~· . . :: 

'' . ' .. ,. . . . - . 
. . .. ':·. . . . : ·. .. . . -~ .... . >:· :· .. ·::. ;: . "·.·,~·;·. "~ .... ":· . :::··:·· ·. ··: .,~<... 
. •.. Mo~eo,l("EN:-;···· the.,-·-a!{*'den·ce: "11'QY•.itla#e'':pr-escente-.d:r;t.~:!gai;cltng .- the. ·· ·' · . 
: · '·,s~µq_J,a.rY, ·. s ~-~j:ti.~-:'ofi::·A.,t:c9~}1az;·i:ri~:;,_i#li¢J,.;:.ar~Q.;~·-do~s· ~.nc;>.l;"',-l?r·ovide ···.·, , :·· 

· : sUffi(:t.en t sut:tpor'.t ·.:for .-d,~·Si;'egac:d":·Of ~the:, l::el~po i:'.attL.enti tv., •.. .:.~·· :· •.. 
:"·: ._ .. )icc6.~~51.r·tne; ·: ·-~:i:1_c ~:~:s_!:_Y.,¢'.$.~~~-r:· th.i~,~~~I\9P · ~~i~·-ftlt?~-~, -...~~ansp~r ~s .. th.~ ·' · · 
. . : . : pi;:trd~c;;t.s·,:of th:e ·se~t;!·ra:-;t~:oJ.·1,_.c0:mpa1:q,~s .pamed ·ao.ov.~, ::incl4.dJ.ng;: · ··. ·: · 

.... •its::p{lr.:ent'A t·1~)1:·£J.c ·Ri:~:~t:~~ld).··.··q;ncf•aJ?pa·ar.s .. to be· engag~<l ·in·. the·: .. •. · 
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