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ORINION
- These sppeals are made pursuent to sections 2566
and 26077 of the Revenue and Taxation Code from ths action
or the Frenchise Tex Board on pfOC@SVS ageinst proposed
assessnents of additional frenchise tex gnd on claims for
refund of franchise tex as follows:
Texable : Refund
Lopellent _ Year Ended. Assegsment Claim
Servomgtion Corp. 6-30-61  §1,231.561
- 6-30-62 1,231.61
6-30-63 1, 388 91
ing Machine Co. 6-30-63 1, LL? 1k
v Cities, Inc. 6-30~63 L:3271»7.2
uchess, Inc, -~ 6-30-63 9,286.9%
ryi-Counties, Inc, 6--30-562 698,12
6~30-63 698.12
Serveration Centra 6-30-62 2,7%3.9k%
Celiforrnia, Inc 6-30-63 2,75%3.9%
20th Century Cigarette Vendors 6-30-62 L, 067,41
6-30-63 L 067,41
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Taxable Refund
Appellant Year Fanded Assecsment Claim
Servomation Western, Inc. 6-30-63 $2,55%,03
Servomation Witheck, Inc. -30-63 223.95
Sery ti I 6-30-62 ¢l Lol 06
Servomation Steubér, Inc. -30-6 sy 9. 06
6-30-63 4,494, 06

. _. The sole issue raised by these a-ppeals is uheéther
Servomationorp, and the other appellants were engaged in a
single unitery business during the years in gquestion.

Servomation Corp . (formerly named United Servomation

Corp., and referred to hereafter as "Servomation' or “the
parent’ ’) \T s incorporated under Delaware law on October 18,
79oOa s headquarters are 1n New York City. On December 28,
1950, it 1ssued one m1111on shares of its common stock to the
owners of 1.3. iness enterprises which wereengaged in the

op eration of & uuomumcvbngjﬂo machines in various parts of
the kited States . In return for the stock issued, Servomation
received all of the stock and assets of those companies.

Since that tine Servomation ‘has become sole ovner
of 43 other companies also engaged in the automatic vending
rachine pusiness . in addition Servomation owns all of the
“"'OCK of several corporations which engage In manuval food ,
operations, such as food_ concessions) cafeterias and restaurants,
P’A”‘ ellents are the parent company and those Servomation sub-

-

idigries wvhich do business in Czlifornia.

(I\

For several years prior to the formation of Servoma-
tion, there had been some cooperative activity among this
nationwide group Of separate owners of automatic vending
riachine businesse s. In 1957 they had formed a corporatlon
called Federated Vendors , Inc . ,walch thereafl ber engaged in
central purchasmg of a portion of the product bS’ﬂd through
the machines of these various independent operators . After
S fV mation wes formed, Federated Vendors, Inc, became a

ly~owned subsidiary of Servomation and ‘continued to en gage
.m pw'nasm activities for the other Servomation subsidiaries .

Since its formation one of Servomation®s primary
nizati o_r:al objectives has been to retain the established
2 those comoanies which it acquired, In pursuit
or:,j ective _Sez*vomation has obtaine long term employment
C ts from wany of those exp erienced executives, 1-t also
has gpproved en incentive comoensation plan for those individuals
ased o % income of their narticular subsidiaries,

@
o ¢
S
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Servomation's opera tiqg COWDqﬂleS are grouped into
a system of six geuvzuou*031 regilons. Rach reglon hes &
reglonal menagement board an “cglova COOinQaUOL’ all
selected from the various company executives. The coordinator
analyzes pfogT ms arising in his region but he has no direct
control over the actions of the individusl operators within
the reglon. Servomation has also orgzanized a system of eight
national commitlees wnich act in an advigory capaclity only
and wnich a]e composed of execulives of the varicus subsidiaries.
Servometionts board of directors is comnosvd of its president
end a number of the chief executives of the subsidia ary companies,

W

ithin this ovcrall scheme of coordination Servomation
has encour ged

the chiefl executive and Tormer owner of each

subsidiary to continue his personal concern and initigtive
with respect to the business of that subsidiary. The basic
responsibility aud aut h0f7bj to meke oue atipg decisions lies
with those executives, &ad they operate their respective sub-

sidiaries with a considerable degree of autonomy.

: Shortly after 1tTs 1p0000u ation the parent company
negotiated a large loan Lrom an ¢n°urafce company for use ©
The operating companies. ubsidiaries are regulred to obtain
financing from the parent l ss a better arrangement can be
nede elsewl and for the most part the subsicdlaries do all

- o

Servomation has set up ‘a standard system of accounting
which most of its subsidiaries follow in keeping Thelr records.
A netlonwide advanced management training program was initlated
by the varent compeny au* ing the period on appezal, and most of
the chief executives of the various subsidiaries have partici-
pated 1n that progren

Bach subsidiary retains 1ts own legal counsel. Also

the parent comoaﬁj has a general counsel who represents it in
proplems arising with feLobLOH to the entire group of corporation:
_ Utilization by the various ooeratin” stbsidiaries of
the central purchasing facility DfOVLdeQ by Federated Vendors,
Inc, 1s optional. A little less than 20 vercent of the total
nerchandise befdibq by the group, on the basis of sales price,
is acqguired through central PU”CP—SJQéo AWSo available on a
voluntary basis 1s a g1 0uD insurance plan Tor all employees of
Servomation and 1ts subsidiaries.

fppellants may be divided into three groups, such
couping being made on the basis of distinctions in the products
ndl nd the operation of the corporatioans within each group:

W
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ts Servomaticn Bey Cities, Inc.,
alifornia, Inc., Servomation Western,
beck, Inc., and Servomation Steuber,
h full-line automatic vending service
s ssg't i < distribution and sale of food prcducts,
hot end cold beverages, and tobacco products through coin
operated machines., The great majority of the machines handled
by these corporations are pleced in industrial plants, schools,
and other institutional buildings. Sales by these five companies
and other Servomalion subsidlaries operating s mllarLy UﬂLOuoh
out the United States produce about 80 percent of Servomation?®s
These COmpaﬂlOS utilize all or most of tThe

total revenue,
centralized facilities previously described.
ing Machine Co.,

eneral Cﬂgaﬂﬁtt
v dOrs are »r

2. MAopellants Arrowhead Ven
Servomation Tri-Counties, Inc. (former
Service, Inc.), and 20th Century Cigar

pally e;gagcd-in the distxibution and s ci “““thS
auuonatlc vending machines throughout Califo Iﬁla at numerous
NoPf~street! locations, i.e., in service stations, restauraats,
bars, etc. Arrovhead Vending Machine Co. sells only cigarettes.
Cigarettes constitute 82.5 percent of Servomation Tri ~Counu1esa

ol

Inc.¥s sales and 87.5 pecce t of 20th Century Cigarette Vendors?

(D !~J {.7_.

en
7

)

g
y Ge
tle
ale
ali

szles. Thne remainder of their business consistTs of machine
sales of confections and nOb end cold beverages at these "oif-
street" locations.

These companies do not purchase their cigarettes
through Servomation® s central purchasing facility, Some of
the items other than 01garettes which are sold b-y Servomation
Tri-Counties, Inc. and 20th CeﬂbUT]Cl erette Vendors are
centrally purchaseda These nfeecomoanles(k)obquQLLHa cing
from the parent and their employees do participate in the
parent?s group insurance plan,

3.. hppellant Servomation Duchess, Inc. (hereafter
referred TO as ”“Jcne%s”) is one of severesl corporations
acquired by fervomation wvhich engage in the manual food
business, It decives all of i1ts income from the operation
of snack concessions at sporting events in the San Francisco

Eay sarea.

uchess makes Vlbeaw*y no opurchases throug
tionts central pvfch31ng SJSbvmo It does not partici
the uniforn accounting system initiated by 1ts perent g
the years oin appeal Duchess did not borrow money Irom Servomation,
with the exception of one advance obtalined To take care of &
sales tax dcﬁicibﬂcyo Duchess? chiefl ex“cutye is not a menber
of Servomsgtvion's board of djmoctoroo Duche employees do
perticipate in The parent company’s grouo &ﬂbufaﬂCo plen,
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Lopellants filed their California frenchise Tax
is of separatle aQCO“‘uwng for each corporation.
ﬂmsoopoeaL determined that Servomation and all of its wholly-

ovned ouosva-af es, including appellants, were engaged in a
single unitary 51p3559 and ©that aoocllc.ﬂbu net income
derived from Cdll ornia socurces should thereiore be determined
by a formula allocation of the comblneu incone of tThe entire
group of Servomation companies. The proposed addivicnal
assessments which resulted gave rise to these appeals.

.

In its decislons 1in Su oevior 0il Co. v. Frenchise

ax Board, 60 Cal. 2d k06 [34% Cal. Rot e 545,385 P.2d 337
auQ Honolulu 011 Cox o, V. Fwancnvc@ Tax Board, 60 Cal. 2d

417 [3b Cal. Rptr. 552, 386 P.2d LOj tq“ California Supreme
Court reallf 1”mpd tho Lﬂo tests which it has p“omujraLc for
determining the existence of a unitary business. The first
of those tests, originally set forth in the case of Buller

Bros, V. McColgan, 17 Cal. 24 66% [111 P.2d 3°.q, aff?d, 315

U.8. 501 [80 L. Bd. 9911, provvubs that a unitary business

exists when there is unily of ownership, unity of operation
aS evidenced by central DUiCﬂwSlﬂg? adve‘ftlslng9 accounting
nd management, and unity of use in a centralized executive
*orce and the general Sijem of operation. Under the secon
test, as it was expressed in Edison Califormia Stores, Inc. Ve
McColgan, 30 Cal. 24 472 [183P.2d4 16}, a ousiness is ualtary

nen the operstion of tThe portion of the business done within
the state is dependent upon or contributes to the operation
orf the business without The state.

When these tests are applied to.the facts of the
instant eppeals, we conclude that during the years in question
all of the dODellaﬂbS exceplt Duchess were engaged 1n a unitary
business with the other Servomation compenies dolng business

througnout tne United States.

A11 of The appellants are wnol ly ovned supsidlaries
of Servomatiocn, With The exceptiocn of Duchess, all are engaged
in the sale of various products through automatic vending
1 Ls a result of this similerity of sales method

o

nese companies are faced with similar sales and distri-

70D By means of Servomation®s regional and
: i e systems of coordination, end the proscnce on 1its
boaxrd of directors of The chiel executives of many of these
subsidiaries, thelr common problems can be Sﬁ&fcd and resolved,

It is True that three of The gppellants are privarily

involved in The sale of clgareties, rether Than in a full-line
vending machine operation., However, two of those three .
cigpenies Go seil some confections and beverages in addition
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ney are engaged in the

to cigarettes, and to that extent, Th
Jar to Those handled by
¥
ar

distribution and sale of i1tems sinl
the full-line operators. Conversel
vending machine businesses sell cig
products.

a1l of the full-line
ettes and other tobacco

\.9

ally all of the appella acguire soume
portion of ir products through Fede fated Veﬂd TS, Inc°°
the parent company's central purchasing facility. The lend~

mark Butler Bros, and Eq}qog cases have both recognized thet
central purchasing aand the savings thereby re allzeq are siroag
1@Q1ca310ﬁs of the existence of a unitdﬁy business. Such

acguisitions by Duchess were de mininis.

In an attempt to detract from The significance of
this central purchasing activity appellants coatend that prior
to their affiliation with S“ﬂvom tion ihey made tThe same use
of Federated Vendors, Inc. and received the same full gquantity
C}iSCOlL’l’CS 2s a result of the cooperative ovnersiip of that
facility. This, however, does not aliler the fact or The
relevance of the fact that since Federated Vendors, Inc. and
the other coupenies became Servomation subsidiaries the
econonies iﬁhOLeDbln.C@Ju?all7bd.OU“C”ab’ﬂ5 have accrued to
the group as commonly owned corporations.

A1l of the aope71aﬁbs exceopt Duchess obltain most of
their financing from the parcnt comp any and all except Duchess
participate in the uniform accounting systen 1n1u1aued by
Servomation., :

believe that all of these facts indicate a sub-
ee of mutual aeoendcncy aad contribution among
O’h

o

T
Ehe various Servomation companies engaged in The automatic
vending machine business.

Such contribultion and depen ejcy seen O be la ckl—o,
however, where Duchess 1s concerned. ItTs manual food operation
is not the ssue as The cperations of the other gppellanis.
Methols of oreparation and handling of pIOQQCbS7 the markets
served, and other vproblems Taced by the operabors of snack
concessions at sporting events would seem to differ from those
preseated in the automatic vending machine business. Woen
tnese distinctlons are considered aloag W1un the almost complet
avtonony of Duchess?! operation and 1ts lack of participation in
its p ~tts centralized functions, we do not think it can be
said Duchess was & part of The ualtary business to which
the o eppellants were atltached.

The record indicates that several other Servomation
subsidiaries were also eangaged in menual food operations., In
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4

of evidence con el ing the manner in which they
Led, however, we 7ill not disturb respondents
ion that they voru a part of the unitary business.

Y‘CT@

— e AL e

Pursuant to the views expressed in the o

plDlO& of
the boerd oa file in this proceeding, and good cause appeering
Thereior,

IT I8 HEREBY OLDEL 137, ADJUDGE ATND DECBETD, pursuant
to sections 2566 7 and 26077 of the Revenue and Taxation Code,
that the action of the Tfaﬂchlse Tax Board on protests against
oroposed a05655moaus of addl tional franchise tax and on clalms
Tor refund of franchise tax be modified by treating Servomation
Ducness, Invos as cqoaoea in a separate businesgs and by recom-
puting c e tax acco“dlngiyo In all other respecis, the action

of the Franchise Taex Board 1s sustained.
Done at Sacramento : Ca]ifofnlaj this 7th day
of July , 1967, by the "State Board of Equalization.
7 _r
A ," T . ) LR
N 3(ﬁrx£x s 4 Chairmen
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