
STATE OF NEW YORK

STATE TAX COMMISSION

In the Matter of the Petltlon
o f

Roslyn Product ions, Inc.
and The Manhattan Island Recording Co., Inc.

for Redetermlnation of a Deflciency or RevLsion
of a Deternination or Refund of Corporatlon
Franchise Tax under ArticLe 9A of the Tax Law
for the Flscal Years Ended 6l3Ol79 & 6/30/80.

AI'FIDAVIT OF I''AILING

State of New York :
s s .  :

County of Albany :

Davld Parchuck, being duly sworn, deposes and says that he le an employee
of the State Tax ComissLon, that he ls over 18 years of agee and that on the
15th day of February, 1985, he served the lrlthln notice of Declslon by
certlfied mall upon Roslyn ProductLons, Inc. rand The Manhattan Island
Recording Co.,  Inc. the pet i t ioner in the within proceeding'  by encloslng a
true copy thereof Ln a securely sealed postpald wrapper addressed as fol'lows:

Roslyn Product ions, Inc.
and The Manhattan Island Recordlng Co., Inc.
34 Glenwood Road
Roslyn Harbor, NY IL576

and by depositing same enclosed in a postpaid properly addressed wrapper in a
post off ice under the excLusive care and custody of.  the United States Postal
Servlce wlthin the State of New York.

That deponent further says that the
herein and that the address set forth on
of the pet i t loner.

said addressee ls the petltloner
saLd wrapper ls the last known address

Sworn to before me this
15th day of February, 1985.

nlster oaths
pursuant to Tax Law sect ion 174



STATE OF NEW YORK

STATE Tfi( COMMISSION

In the Matter of the Petitlon
o f

Roslyn Productions, Inc.
and The Manhattan Island Recording Co., Inc

for RedetermLnation of a Deficlency or Revision
of a Determl-nation or Refund of CorporatLon
Franchlse Tax under Article 94 of the Tax Law
for the Flscal Years Ended 6l3ol79 & 6/30/80.

AFFIDAVIT OF MAILING

State of New York :
s s .  :

County of Albany :

David Parchuck, being duly sworn, deposes and says that he ls an employee
of the State Tax Comisslon, that he is over L8 years of age, and that on the
15th day of February, 1985, he served the within not ice of DecLslon by
certified mail upon Howard L. BorLs, the representative of the petltloner in
the within proceeding, by encloslng a true copy thereof in a securely sealed
postpaid rrrapper addressed as follows:

Iloward L. Boris
97-77 Queens Blvd.
Rego Park, NY 11374

and by depositing same encl-osed in a postpald properly addressed wrapper ln a
post offlce under the excluslve care and custody of the Unl.ted States PostaL
Service wlthln the State of New York.

That deponent further says that the said addressee ls the representatlve
of the petitioner hereln and that the address set forth on said wrapper is the
last known address of the representative of the petitioner.

Sworn to before me this
15th day of February, 1985.

t t o a
pursuant to Tax Law sect ion 174



S T A T E  O F  N E W  Y O R K
S T A T E  T A X  C O M M I S S I O N

A L B  A N  Y ,  N E W  Y  O  R K  L 2 2 2 7

F e b r u a r y  1 5 , 1 9 8 5

Roslyn Productions, Inc.
and The Manhattan Island Recordlng Co., Inc.
34 Glenwood Road
Roslyn Harbor,  NY IL576

Gentlemen:

Please take notice of the Decision of the State Tax Conrmlssion enclosed
herewith.

You have now exhausted your right of review at the admLnistrative l-evel.
Pursuant to sectlon(s) 1090 of the Tax Law, a proceeding ln court to revlelt an
adverse decision by the State Tax Connnisslon may be lnstltuted only under
Artlcle 78 of the Civll Practlce Lar.r and Rules, and must be comenced in the
Supreme Court of the State of New York, Albany Countyr withln 4 nonths fron the
date of thls not ice.

Inqulries concernlng the computatLon of tax due or refund all-owed in accordance
with this declsion nay be addressed to:

NYS Dept. Taxation and Finance
Law Bureau - LltigatLon Unit
Butl-ding /19, State Campus
AJ-bany, New York 12227
Phone # (518) 457-2070

Very truly yours'

STATE TAX COMMISSION

PetLtioner I s Representatlve
Howard L. Borls
97-77 Queens Blvd.
Rego Park, NY 11374
Taxing Bureau's Representative

c c :



STATE OF NEW YORK

STATE TN( COMMISSION

In the Matter of the Pet i t ion

o f

ROSLYN PRODUCTTONS, rNC.
and THE MANHATTAI.I ISLAIID RECORDING CO., INC.

for Redeterminatlon of a Deflclency or for
Refund of Franchlse Tax on Buslness Corporatlons
under Article 9-A of the Tax Law for the Flscal-
Years Ended June 30' L979 and. June 30r f980.

DECISION

Petitioners, Roslyn Productions, Inc. and The l' lanhattan Island RecordLng

Co.,  Inc.,  34 Glenwood Road, Roslyn Harbor,  New York 1L576, f i l -ed a Pet l t lon

for redeterminatlon of a deflciency or for refund of franchlse tax on buslness

corporations under ArticLe 9-A of the Tax Law for the fiscal years ended

June 30, L979 and June 30r 1980 (f i le Nos. 35230 and 35231).

A fornal hearing was held before Dorls E. Steinhardt, Hearing Offlcer' at

the offlces of the State Tax Commission, 1\ro WorLd Trade Center, New York, New

York, on May 21, 1984 at 1:40 P.M. r  with al- l  br iefs submitted by September 12,

1984. Pet l . t ioners appeared by Howard L. Boris,  P.C. (Paul P. Bozzo, Esq.,  of

counsel). The Audlt Divlsion appeared by John P. Drgan, Esq. (Patricla L.

Brumbaugh, Esq.,  of  counsel) .

ISSUB

Whether petitioners may

reports for the f i .scal  years

be permltted to fi.1e

ended June 30, L979

FINDINGS OF FACT

eomblned franchLse tax

and June 30, 1980.

1. On June 29, L979' RoeJ-yn Productlons, Inc. ("Roslyn")

Island Recordl.ng Co. , Inc. (tfManhattao"), by their lndependent

accountant, sought permisslon to flle franchise tax reports on

and The Manhattan

cert i f led publ lc

a combiued basls
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for the f iscal  year ending June 30, 1979 and thereafter.  After a ser les of

corresPondence between the Audlt Divlslon and petitionersr accountant, the

Audit Division denied its pernission to fl1e combined reports because substantial-

lntercorporate transactions allegedJ-y did not exlst between petltloners.

2, For the f iscal  years ended June 301 1979 and June 30, 1980, Roslyn

flled combined reports encompasslng lts wholly-owned subsidiary, Manhattan. In

additi.on' Manhattan flled reports remlttlng therewlth the mlnimum tax of

$250.00 ,  as  requ i red .

3. On July 13'  1981, the Audit  Dlvis lon issued to Roslyn a Not lce of

Deflciency' asserting addltlonal franchLse tax due under Article 9-A of the Tax

Law for the fiscal year ended June 30, L979 tn the amount af $24,680.84r plus

interest. Oo the same date, the Audit Division issued to lfanhattan a Notice of

Deficlency' asserting addltional franchise tax due for the fiscal year ended

June 30, 1980 in the amount of $5r 565.54, plus lnteresr.  The asserted def ic lencles

arose from the Audit  Dlvis ionfs recalculat lon of tax on a separate basis for

each corporat ion.

4. Manhattan was incorporated under the laws of this scate on July 7,

L977 ar^d J-s engaged ln the business of advertising, promotlng, distributlng and

selling phonograph records. It is one of a group of corporations whlch comprlse

the Entertainnent, Televlsion and Mustc Group. From time to ttme, the principals

of l{anhattan (l,Iartin Bandier, Charles Koppelman and Sanuel- Lefrak and members

of his fanily) forned other corporatlons for the purpose of acqulrLng rlghte to

particular recordlngs and/or producing, dlstributlng and sel-ling particular

recordings. These separate entitLes were incorporated by reason of the request

of a third party or in order to lsol-ate the risk of Loss for a partlcular

venture.
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5. Sometime prior to December, L978r. one Alexander de Faria e Castro

assoclated with the firm NCA Gesellschaft zur Venyertung von Urheberrechten mbH

("NCA|') approached the prlncipals of Manhattan regarding the production and

dlstributlon of two record al-buns. NCA owned the rights to produce tlto master

phonograph recordlngs embodying perforrnances by Sanantha Sang (the "Master

Recordlngsr'). On December 4, L978, Manhattan and NCA entered into a Dlstributlon

Agreement by the terms of which Manhattan agreed to promote, advertlse, dtstri-

bute, sellr license, package, repackage and edlt the l' laster Recordlngs. The

agreement entltled NCA to royalties in respect of sales of albums and taPes

derlved from the Master Recordings ln accordance wlth a formula establLshed by

the agreement. Manhattan was entitled to the balance of the grose sales

receipts remalning after paynent of: all dlsbursements in connectlon ltlth

manufacturing, distrlbutlon, packaglng and deLivery; advertising and promotional

costs;  and royalt j -es.

6. On December 13, 1978, Roslyn was lncorporated under the laws of this

state for the specific purpose of producing the two Samantha Sang Master

Recordings. Upon the organization of Roslyn, the shareholders of Manhattan

transferred all- theLr shares in I'lanhattan to Roslyn and recel-ved ln exchange

aLl- of the shares of RosLyn; Manhattan thereby became the whoLly-owned subsidiary

of Roslyn. Roslyn was formed as a separate entlty for two reasons: NCArs

request that the production company be free of entanglements with any other

artist or transactlon; and in the words of Mr. Bandler, "to l"imit the 1iablLtty

and protect agalnst any unforeseen events.tl

7. On December 13, L978, Roslyn and NCA entered into a Production Service

Agreenent, under which Roslyn was to perform all services necessary for NCA to

produce the Master Recordlngs. Such servlces included, but were not Linited
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to: rrfurnlshlng studio, recording and rerecordlng facl1lties, materials and

services for the production of eaeh Master Recording.lncludlng' wlthout llnlta-

tlon, sound, nixlng, edltlng, re-editLng and music; engaging Persons to render

servlces for the productlon of each Master Recording, lncluding, Itlthout

llnitatlon, producers, arrangers and muslclans and technlcal persorutel; andt

provlding other production servlces for the production of each Master RecordLng."

Under the terms of the agreement, the t'approved budgetrr was $6601000.00 whlch

amount was to be employed in meeting all production costs. ttAny savlnge in

connection wlth the Approved Budget [was to] inure entlrely for the beneflt of

[Roslyn] as an addlt lonal fee for i ts servLces.. ." .  RosJ-yn had no employees of

l ts own; i t  ut l l lzed the services of l ts of f icers (who are also off lcers of

Manhattan) and the studlos and facllitles of lndependent contractors to produce

the l"laster Recordings.

8. On December 13, L978, at the insietence of NCA, Manhattan executed a

Conplet ion Guarantee. In considerat ion of the sun of $66'000.00 whtch NCA pald

or caused to be pald to Manhattan, Manhattan guaranteed completion and dellvery

of the two Master RecordLngs (which were the subject of the above-described

Productlon Servlce Agreement between RosJ-yn and NCA) on or before March 31,

L979. It was in fact Roslyn whlch remitted the sum of $661000.00 to Manhattan

presunably out of the approved budget under the Production Servlce Agreenent.

9. Durlng the fiscal- years in question, Roslyn dld not perform any

functions other than those in connectlon with the Production Servlce Agreement.

Duri.ng the fiscal years ln question, Manhattan performed few' lf any' promotlonal

actlvities other than those ln relatton to the Samantha Sang Master Recordings.
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10. Relevant portlons of the income statements prepared for Roslyn and

Manhattan for the flscal years ended June 30, 1979 and June 30, 1980 are set

forth below.

(a) flscal year ended June

INCOME

30 ,  LgTg

ROSTYN MANHATTAN

Product lon Services:
NCA Gnbll
United Art ists
Completion Guarantee

Management Services
Royalty Income
Interest Incone
0ther

EXPENSES

ProductLon Expenses:
Art lst /Album costs
Executive producersf fees
Conpletion guarantee

Royalty Expenses
Legal/Accounting fees
Travel and Entertainment
Pronotion Costs
Adninistrative Expenses

Net  Pro f l t / (Loss)

Manhattanfs royalty expense in the amount

requlred under lts Distribution Agreement

(b) flscal year ended June

Management Services
Royalty Income
Interest Income
Miscellaneous

$660 ,000

"l:ooo

2L,989
784

$832,773

3L4,295
150 ,000
66 ,000

17 ,387

4 ,607
$552,289

$280,491

o f  $375 '000 .00

with NCA.

30 ,  1980

ROSLYN

$ 375,ooo
66 ' 000

L1027 ,500
150 ,000

705

65 ,772

375 ,000
26 ,07L

222 ,96 r
r42 ,L65

L ,054  r5L4
$  1  ,  886 ,483

($267 ,278 )

was the paynent

MANHATTAN

$3 ,375

ffi

$ 977,963
300,0oo

l ,o2L
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EXPENSES

Productlon Expenses
Royalty Expenses
Legal-/Accounting Fees
Travel and Entertainment
Promotion Costs
Adninlstratlve Expenses

Net  Pro f i t / (Loss)

$3 ,528 $  9 ,232
(14,470)
33 ,985

280,7 54
89,9L6

87r,4L7
ffi6,8=A

$8 ,150

$3 ,528

-QEt).
CONCLUSIONS OF LAI,I

A. That section 211.4 of the Tax Law authorizes the Tax Connission' ln

lts dlscretion, to require or to permlt a parent corporation and its wholly-owned

subsidiaries to flle a franchlse tax report on a combi.ned basis (with certaln

provisos not applicable to the clrcumstances presented here). Durlng the

fiscal- years under consideratlon, the Comission provided by regulatlon (20

NYCRR 6-2.3[a]) that in determinlng whether to requlre or allow comblned

report ing, tno broad cr i ter ia must be met:  (1) the corporat lons must const l tute

ln substance parts of one, unitary business; and (2) there must exlst substantlal

lntercorporate transactiona among the corporations. Ultinatel-yr the deterninatlon

rests upon ttwhether, under all of the circumstances of the lntercompany relatlon-

shlp, conbined reportlng fulfll ls the statutory purpose of avoidlng distortion

o f , a n d m o r e r e a 1 i s t 1 e a 1 1 y p o r t r a y i n g t r u e i n c o m e [ c 1 t a t l o n o m i t t e d ] . ' ' . @

CoLeco Indus t r ies ,  Inc .  v .  S ta te  Tax  Comm. ,  92  A.D.2d 1008,  1009,  a f fd .  mem. '

5 9  N . Y . 2 d  9 9 4 .

B. That durLng the fiscal years L979 and 1980, the corporate purPoses and

activitl.es of petitioners were compl-eteJ-y integrated and interdependent. The

slngul-ar reason for Roslynrs incorporatlon was to produce the tlto Sanantha Sang

Master Recordings, which recordings Manhattan was obLlgated under its contract,

with NCA to promote, dlstribute and sell. Manhattanrs pronotional endeavors
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would have been rendered neanlngless in the absence of Roslynts production of

the Master Recordings, and vlce versa. In effect, the i.ncome from the transaction

was earned by Manhattan, and Roslyn functioned merely as Manhattanfg ttalter

egott. To treat the corporations as separate entities for franchlse tax purposes

would thus naterially distort the income of each. (9ge @{gf=gf Gllck Construc-

t ion  Corp .  v .  N .Y.S.  Tax  Com. ,  95  A.D.zd ,  I29 , )

C. That the petitlon of Roslyn Productions, Inc. and The Manhattan Island

Recording Co,,  Inc. is granted, and the not ices of def ic iency lssued on July 13,

1981 are cancel led.

DATED: Albany, New York

FEB 15 n85
STATE TAX COMMISSION


