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E.D Department

Sta!c of Cal-fofnll

—— AUDIT REPORT —
AUDITOR. G.E. Ferren AAD NO! 742 CREWNO: 422
Audxtors Signature _ZJ & }J\/\/J*—-"’Ta‘@ 10/22/04
1. ENTITY EXAMINATION AUDITTYPE: [XI305 [J312 (0342 Other
A.-Reason for'Assignment: '
Obs follow-ups.
Written Response Requirad? Yes [ No (X Sont? Yeell No[D
Note: D [J First Box TAS input needed, Second Box TAS input completed
(OO B. Nsme: _FedEx Ground Package System, Inc. Acct No.;
(NAMU) Name T TERE NG 001
.00 c. oeaA
NAMYY  BBA Cont.
(000 'D. Sublect@tr. 88/ UE ' UE UE UE _
(NAMUASUBU) :
OO E Adive Yes No[J  Inactivation Date:; Inactivation Reason:
(SUBY)
F. Registration Correct? Yesd No[J DE 1 Obtained?  Yes[] WNolX
TAS Updates :
‘X  NAMU _Updated officer listings.
" (NAMU) ' )
KX STAU Correct# of employees. 5
(STAV) |
OO susu
(SuBY) '
© G. Pre-Audit Discussion :
Employer Notified of Audit []In Person Telephone [X Audlt Letter

Discussion Held Employer [ Reepresentative*

Name: _Mark Petrosky Phone No.: (412
Title: Director of Accounting . Date _11/3/2004 B4 DE 231 TA Provided
" *Representative Authorized By:
Name: Phone No.: .
Title: Date:

Form of Authorization:

H. Business Existence Verification (Minimum of one)
(Check alf that apply)
X Physical Observation
Telephone Listings
[] Other (describe)

[ Business Licenses
X Auditor's Personal Knowledge

(] Ownership Agreements
B Tax Reports/Payments

3 A_108A.doc Page |

704 JC:7T  tnn7 AT AON A

JHTCCCORRA XP 4 44\ ,)‘



AUDIT REPORT

i

Section Comments:

[

1. Business Ownership Verified (must verify all- ewnaersmp sduring suditperlod) ™

Ji
XX

(RELL)

XX

(RELU)

(RELU)

00

{RELL)

K.

Designate | egal Entity.

[ sole Proprietor (J Husband/Vvife ¢o-ownership [1 General Partnership

(J $Corporation Corporation  : - [0 Non-Profit Corporation
‘[0 Limited Partnership O Limited Liability Partnership [ Limited Liability Company
[J other . ';

Verified By. (Check all that apply) (Minimum of two)
[ Partnership Agreements [ Business Lycense (0 Owners Draw Account (X General Ledger

() Articles of Incorporation [ Secretary of State [ Articles of Organization [X Business Bank Acct
[ Other (explainy:

Income Tax Retumns: :;
(] 1040/640/8ch C Year {J 1085/565 Year (1 11207111208/100 Year _

[0 568 Year [] Other (describe)
Related Entities:  Yes ‘No [J ;
List1. Roadway Express, Inc. ! Acct. No.: -
List2. _Federal Express Corporation’ - Acct. No.: =77 °
List3 _FedEx Corporete Services, Inc. ; Acct. No. _
List 4 : Acet. No. .
1. Horizontal UE  Yes® No[J
2. s the employer part of a payrolling scheme? © Yes[J NolX
3. Was coneolidation discussed with the employer? . YesBd No{J NA[]
4. Did the employer elect conselldation? boYes[J NoX NADD

Describe applicable verification of. Subject QuarterNertica! UE Changes/Horizontal UE Changes/Inactivation
date / Other Comments:

Bection Commients:

Rogdway. Express, Inc. was the parent corpora oadway Package System. In¢. In July of 1996, Roadwa
Packaqe changed their comorate name i RPS. Ine. Effective in oarly 1098, Federal Express Corporation
purchased RPS..Inc. from Roadway Express, Inc. and in March of 2000, the corparation hame was changed to

FadEx Grou e System, '~ T - ugh all of the changes, the corporate entity #C1583579 remained intact
and a conslstent EDD state id. #? - was uﬂ'lizéd.

Reaarding the relationship between Federal Express COI_-pgraﬂon and FedEx Ground Package System, Ipe, as it
relates to horizomal UE quidelines as established In CUIC section 135.2, the relationship is one of parent and
subsidiary corporation, Certainly, Express relains ultiniate control over the Ground onergtions although the actua
daily man enYdirection is provided by a CEQ wha is separate and distinet from € Corporation
personnel, Each entity provides a function as part of the ove[gll operations with the Ground portion ¢entered in

oommermal and home delivery of small garcels and Express focusing on ovemight mail item deliveries. There is a
sm-ul llcies roceasses and ope rocedufes and iven the tumate control by Express over both
bi

looked upon as one smploving unit. Principals ofE ess prefer that each of the legal entities be considerad as
separa loving units for state @ ent tax_reporting purpo
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Note: Fed omorate Services, Inc. is also a su id; ry of Federal Express Corporation. Ma and sales
aspects for the Ground operation are handled by this éntity. ‘

"L Describe Operations and Acknowledged Employee Sérvices:

o

(ADDL/STAU)
Business Locations

R
ADDY)
RR

(ADDV)

.
- (ADDY)

Section Conttients; :

Ex Ground operation consists of the delivery of relatively small packa under 70 Ibs,) primarily for
gommercial purposes. The company dogs have a home delivery branch and thus a portion of their operation
relates to residemlal deliveries. The er has operations throyghout the US and the packages are {ransported from
state to state via owner operator trueking interests. The o does not have ¢ompany owned trgctors or employee

_ grrvers They do awn trailers and owner operstors hooek ug and haul the package-loaded trajlers to designated

tlons

As far as the Callf, oberations are concerned the er mam\ams three central hub lncations in this stete and
approximately . smaller §ateu|te locations. Tha packages come from other states and are first routed 1o one of
tha three hub locations. Sorting is completed, packages are then loaded on regional trallers and transported tg the
applicable satellite outiets, Additional sorting is completed by zip code and packaae delivery drivers are assigned

the various packages to be delivered, again by zip coge

Renarding personngl, each hub location hmpproxnmatelv. employees including reqlonal office staff,
administrative clegg terminal manager and part time package handlers. The satellite locations house som¢s  0-
. employees with Ipgs administrative Staff g tgrmmahmanager ang package sorters/hapdlers, The er does not
have an active sales or marketing staff in Callf, under this entity. These functions are provided by a sister
corporation. As praviously stated, the er's ling haul trucking and delivery personnel are not acknowledged as
employees. elivery operations are continugus thru the and are carried ou a large scale with some

1employees in Calif. alone.

M. Current Mailing Address: Same as ERIQ Yes [ No [

1000 FedEx Dr. Coraopolis, Pa, 15108-0373:

1. _2600E. 28" Street (Hub) LA, Ca. 90058

2. _8206 Berry Avenue (Hub) Sacramento, Ca. 95828

3, _330 West Resource Way (Hub) Bloomington, Ca: 92316

[
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AUDIT REPORT

i

2. EMPLOYER’S ACCOUNTING SYSTEM EXAMINED

A, Accounting System:

_Compuerzed R Siglefory [
Manual O Double Entry X
No Formal-System d

" B. Is the payroll accounting system adequate for:

1. To perform payroll tests? Yes No (]
2. For the size of the business? Yes No []
If no explain: (enter text below) .

C. Does the ER have an adequate Internal Control System Yes I Nol[]
D. Outside Accountant/Bookkeeper? Yes[] No[J
‘00 Name: :
(COLY, ADDU)
Address: i
City, State, 2ip ’
Telephone:

| T"e 1A8A doc
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AUDIT REPORT

3. PAYROLL TESTS
-+ A Was TAS examined for problems? ~ Yes No D o
____fany problems found, please identify actions taken-toresolvie problens (explaii below). A

'No pfoblems were found,
Facsimile DE-7 prepared | Yes[] Years

B. R No Payroll Tests Performed (explain below) Cage is a: 305 (1311 Other

The er utilizes the F Software for payrell accouriting purpgses. This system is know to possess sufficient

Internal controls o allow for the accurate and timely reparting for state employment tax purposes. Considering thig

demonstration of control comblned with the lack of TAS related payroll reporting problems, the audit was
, completed s a status only agsianment, '

: C: Test Period from; To

D. Racords Required for Verification of Acknowledged Payrall
Indicate the period these records were examined for verification of Acknowledged Payroll (i.e. 1999 Payroll Journal).

(1) Payroll Records
Payroll Joumal
Individuatl Earning Records
Payroll Summaries ;
If no records available for above category, check appropriate box below
Records not maintained
[ Records maintained but not provided

(2) Federal Employment Tax Records

: Form W-2s, Wage and tax statements
Form W-3s, Transmittal form for W-2 statements

Form W-4s, Employee's withholding allowance certificates
Form 841s, Employer's quarterly federal tax retumns

Forms 940s, Annual federal tax returns _
If no records avallable for above category., check appropriate bax below

Records not maintained .
[0 Records maintained but not provided

(3) State Employment Tax Records

‘ DE 6s, Quarterly Contributions Retumn/Report of Wages
DE 7s, Annual Recongiliation Relurns
DE €78 Adjustment Return
DE 4s, Employee’s State Withholding Allgwance Cettificate

If no records available for above category, check apprapriate box below
[0  Records nat maintained

{0 Records maintained but nat provided

E. The following actions must be performed to verify and reconcile the accuracy and completeness of the employer's
payroll. Each action must list the records examined and be documented with facts to support the conclusions drawn.

(1) Verification of the Payroll Posting System
- Describe:

(2) Reconcitiation of Total Payroll to Total Wages

0BA doc Page 5
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AUDIT REPORT

Describe:

~

—-————(3)~Computation of Total Taxable Payroll
Describe:

¥

(4) Reconclliation of Total Taxable Payroll to Tota! Repohed Taxable Wages

Describe:.

(5) Verification of Reported PIT
Describe:

A

(8) Verification of Withholding Computation

Describe:

J108Adoe
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AUDIT REPORT

© 4, MISCLASSIFIED WORKERS AND QUESTIONARLE PAYMENTS

Indicale the panod these records were examined for misclassified workers or weges (i.e., 1994 1099 MISC.)
(Minimum of one type of record must be examined from giach Section A through D__SD- LSource Document}—————

(Check all that apply)
« (A) Record of Contract Labor
2002 1099 MISC
1098 Summaries
Master Vendar Flleg

{f No records Available for Above Category Check Appropriate Box Below
{J Records not Maintained

] Records not Provided

{B) Cach Disbursements
2002 Cash Disbursements (SD)
Check Register (SD)
" Petty Cash Joumal(SD) — — T
- Checks (Canceled & Stube) (SD)
It No records Available for Above Category, Check Appropriate Box Below
(0 Records not Maintained
[ Records not Provided

(C) Ledgers and Joumals
‘ 2002 Detsiled General Ledger (SD)
2002 Chart of Accounts
If No records Available for Abova Catagory, Check Apprapriate Box Below
O] Records not Maintained
[} Records not Provided

(D) Misc. Reports and Accounts

Income Tax Retums

Minute Books

2002 P &L Statement

Balance Sheets

Other State's Reports

Federal Adjustment Reponts

if No records Avazilable for Above Category, Check Appropriate Box Below
O Records not Maintained

(O Records not Provided

(E) Other (describe below)

(F) Results/Findings: ‘ ':

[J A No Indication of Misclassified Workers and/or Questlonable Paymenis,

X B. Misclassified Workers and/or Questionable Paymems found to be workers/wages.
(Use narrative to describe outcome and incjude the source of the facts in your narrative).

C. Misclassified Workers and/or Questionable Payments not found to be workersiwages.

........ ~n4_108A doc
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AUDIT REPORT

»

{Use narrativa to describe outcome and includa the source of the facts in your narrative).

‘—vséc'tionfeommenﬁ's: -

not maj _' .'Th’e er did provide 10 ies for the test vr_of 2002 but again, because of the large number Issyed for
the year; (2200 tat methodsemgloyed for verification puUrposes d\g net appear to be practical,

been errénecusly clagsified as mdeggnggnt contractore. The purpose gf general dlsbursemem reyiew is to Insure thal mg‘

1009 sample is all-inclusive in terms of the various fabor categorjes and to xdentlfv possibla misclassified workers who may

have recewed le the €0 0.0 1088

In_sgtlgsfwnq the sbove three concerns, alven the magnitude of this undertaking, alternate methods were utilized. Firstly, a

- % was completed onthis -entity and ﬂ'\e onlv Status issues of concern related {o the tractor owner operators and
the. deB Y delrve y.diivers. T

egarﬂing the’ accurag.y of tbg 10995 because a relatively arbltrary % r_a_te was used to mark a gomgn of the 1089 -
a

- @Xpensea Imb ements, the ace issue of the remainders in s of waqge lotals is mute.

_'Q"Lm,ﬂ.&wwkabove it is concluded that thera are no guestionable labor categories beyond line haut and
P&D drivers. Payments:under© __20 to workers erroneously classiied as U/Cs are not at issue, Further, accuracy
ggg_tions Te the provided 1099 amounts are fot relevant to the development of additional wage items,

STATUSHISTORY:

As previosly stated. an;  yivas completed on this entity wher the er was operating under Roadway Packaging System
Inc, and the jnitisl ; pariod waéfrem4’'  thrutheesardyvpatof 1 L. Ar ter (Soo file copy} was issued at that
time and § stated that workers oerforming services as P&D drivers were in fact cornmon law employges, Aithough not

specifically mentioned inther ¢ per confirmation from the case auditor, |ine haul truck drivers were not held to be
emplovees, Based.on the status premis blished in the ruling letter, similar adjusiments were made covering the

period fromiearly # _ thru 1% . :The er file petitions for both assessment periods.

In Oct, of 1895 "the Depf. reached an agreement (See file co th the company attorneys and Is to the extent

that the er would gay o stipulated -amount to safisfy the (i jor to 1/1/94. As such. the pet oth assessments
were w:thdrawn lt\Nas the et p_ggs contention that drwers retamed after 12/31/93 operated under anew contractual
g teid s In th id bei i

Qt gmgloyment l; was:the camggjs fee!mqth es would a||ow for the P&D drivers 5 independent
~ contraiGtors, ,

T:__.__ﬁéuaét____m 1898 agrean 'gn,' m@g‘ .lﬂ"éélly stated that the Dept, was pot preclyded from making a stalus decision relative to the
services performed by P&D drivers sfer 42/31/93. If_however, the US Circuit Court of Appeals or the US Supreme Court
were to overturn an NERE employment degision in favor of independent contractor status for the P&D drivers, that

particiiar desision would;control e employment classification of P&D drivers performing services under the new
yreethent attat-9P/319%

In-Aligust 6f 1988 the NiRB did revisit the 3 status isgue relative to the P&D drivers. They held for emgloyment however

there.was no ingdleation hat er a ealed that declsmn m a us Court. The 1ssue was taken u in by the NLRB in
Au ust of 2000 and the! th

or Supreme Court dec-s;on lva]|gamg the independent contractnr stamg of the P&D drivers, It was congluded that the Dept.
Is notbaged from rmaking-gn sepafate status declyjon re the services performed by the P&D drivers after 12/31/83,
""""" J108A. doe
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AUDIT REPORT

.M_[hférrﬁéiioh—tﬁati i vmé&'—iﬁéb%s‘sw‘o" ollowi aterm hied tromm In depth interviews with

propes number of intemews ;g be conducted ln orderto sugg it factual contentions used as the basis for the statys

dat rmmabons twe ective coverage applicant and JQ_QQ recipient interviews,
& Were ir j i i Vi FedE hile this is a relatively small sample in
i i d h

* Nofe: in anticipation ¢f the Tax Hearing. additional interviews will bg added s necessary to support the Dept. contentions.
in"approaching the status jssues, given the significant ngmber of labor categories and individuals involv gg, the first

conclusion was reacheq relative o.the nature of the er' eraﬁons as they rela istingt | &t
retains the services of tnuék drivers who are aligned in terms of working characteristics with the trucking industyy.

ddl on they contmct whh delwa &D dn\/ers wno servnce commercial and rest { customers and
{ }
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