
~ r n ~ i o ~ r n - e n t  
Development - q'ep~rtment 

J Z t 4  o f  C a i ; f o + o i $  

AUDITOR: . G.E. Ferren ' 

9 
AAQ NO: 742 CREW NO: -.as 422 . ..,. , 

e AuUitor'sSi~nature A ~as. 10122104 
C Y 

. I. ENTITY ~ ~ I N A ~ ' O N  AUDITTYPE: IXI 305 312 342 Other 
A:Reasop for'~ssi~nment: 
Obstw-m follow-ups. 

i Sent? Yes R No O Written Response Required? Yes No 

Note: 0 F i r s t  Box TAS input needed, Second Box TAS input complstea 
-- - 

. 00 B. Name: FedEx Ground PackageSystem, Inc. ~ c c t .  No.; 
(NAMU) Name - .  --~iit NO :- . 001 

00 - D. Subject Qtr. 8811 WE i UE . U E UE . -- 
(NA)AUI(sUBU) 

' . ma E. Active Yes No Jnactjvation Date: ; lnactlvation Reason: 
(SUBW 

I F. Registration Correct? Yes (XI No I Of 1 Obtained? Yes Cl No IX) 
TAS Updates 

. @m NAMU Updated officer listings. 
' 'PAMU) 

" IXIm . STAU Correct # of employees: . , -.- -- 
, (StAU) 

G. Pre-Audit Discussion 
Employer Natifiad af Audit 0 In Parson Telephone Audlt Letter 
Discussion Held Employer a F4?,prssentative* 

Name: Mark Petroaky Phone No.: (412, 
Title: Director of Accounting . Date _ 11f3R004 DE 231 TA Provided 
"Represenbetive Authorized By: 
Name: Phone No.: ... . . ---- 
Title: Date: 
Form of Authorization: 

H. Business Existence Verification (Minimum of one)! 
(Check a11 that apply) 
@ ~hysicai Observation .Ownership Agreements n Business Licenses 

. . IXJ Telephone Listings IEJ Tax ~eportst~ayments ' Auditor's Personal Knowledge 
ti Other (describe) 
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AUDIT REPORT 

Section Comments: . .. 
,L t., , ::". . , -- 

.- - - - -- I .  ' Buslnmawncohip-Verified (mustve~~-~ l l -~~r~hip~s-dur ing-a~di t~per Isnl )  
Designate Legal Entity: 
D Sole Proprietor HusbandNVife UO-ownership General Partnership 

9 

S.Corporation IX) Corporation : . D Non-Profit Corporation 
'0 Limfted'Partnershlp Llrnlted Liability partnerr;hip Limited liability Company 

Other . 

Verified By. (Check all hat appiyJ (Minimum of two} 
' 

Partnership Agreements '~uslness ~icenre 0 Owneh Draw Account General Ledger 
a Articles of lnwrporation Secretaly of f'J Anides of Organization Business Bank A c ~ t  

Other (explain): 
Income Tax Returns: 

1040~54OISch C Year 0 1 06515~5 Yebr rj 112071 120S/100 Year _ 
0 568 'Year u Other (describe) 

Ji Related Entities: Yes 'No 5 
' List ?. Roadway Express, Inc. Acct. NO,: 

WLU) a . 
List 2. Federal &press Carporation. Acct. No.: f"' - 

[E3m ~ 1 s t  3 Fed& Corporate Services, Inc. Acct. No. - ' - 
(RELUl 

OD List 4 Acct. No. 
(RELU) 

. .- 

I. Horizontal UE Yes:B No a 
2. Is the employer part of a payrolling scheme? 1 Yes a No 
3. Was caneolidation dkcussed with the employer? . Yes IXI No D NIA 

, . 4. Did the employer elect consalldstian? 1 yes N o m  NIAU 
K. Describe applicable veAqation o t  Subject ~uerterl\/grtical UE ChangeslHorizontal UE Changeshactivation 

date I Other Comments: 

h ~ t i 0 n  Comments; 

R ~ ~ y . E x w r e s s .  Inc. was the parent w r p o r a t u f  Roadway Packaae Svs!em. Inc. In July of 1996, Roadway 
Pack-naed their c-rate. name to RPS, Inc. E f f e d d  
purchased RPS..lnc. from Ror&yav Ex~ress. Inc. and In March of 2000, the coraoration name was chanoed to 
F d E x  Ground P d a ~ e  Svstem. '- - "-- J Q ~  all of the changes, the mrworale entitv %I593579 remained intact 
and a consistent EDD state id. #? .. - was utilized, 

Reaardlna the relationshia between Federal Exomss fhomration and FpdEx Ground Packaae Svskern. Inc. 8s it 
relabs to ho tmta l  UE auidelines as established In CUlC sect~on 135.2. the relat~onshio is one of oarent and 
subsidjaw comratlon, Certainlv. Ex~res s r althounh the actual 
pait!! rnanaaementldirection is ~rovided bv a CEO w h j s  separate and distinct from Exmess CoIDOration 
person-h entitv ~ r o v i d ~ a  function as gart of tlie overall operations with the Ground portion centered in 
~ommercial and home dellvaof small ~arcels and Ekpress focusins on overnlaht mail item deliveries. There is a 
similarih, jn ~olicies, Proasses and o~er&a ~rocedukes  and aiven the ultimate control bv Exuress over both 
entities combined with factors SLID- conformitv i t i  o~eration and use. it IS concluded that both entities could 
k!Z-fltIoVina unlt. Pfinciwls of Emess  refer that each of the leoal entities be consldsred as 
SeParats emdovina units for state emalovment tax remt-tina ourposes. 



Note: F~d&Comorate ~~~~~6. hc. is also a su&idiaw of Federal Express Cor~oration. Marl(gflna and sales 
aspects for the Ground operation are handled bv this entity, 

! 

L Desc~bs Operations and Acknowledged Employee ~errker , 
, . -- 

-. -. ~p Section-Cummen&: ! 

The FsdE* Ground o~eration conslsts of the deliverv if relativelv small packapes (under 70 1bs.l ~rimarily for 
' 

~Ommercial DUmoseS, The camDanv dais have a hose delivery branch and thus a portfon of thelr operation 
relates to midentla1 deliveries. The er has operaticns~throuqhou? the US and the packases are transported from 
state to stab via owner oPerator truekina interests. The er does not have comDanv owned w m n l o v @  
drivers. The! do Wn trailers and ownyoperatorp hod UD and haul the packgqe-loaded trailers to designated 

'. Jocations- 

p8 far a5 the Calif. o~emtions are concerned, the er maintains three ~entral hub locations in this state and 
W X i m a t e l v  ; Smaller satellite locations. The ~ackaqes come from other states and ere first routed t f ~  One of 
the three hub IOWtiOns. So'rtina is completed, packages are then loaded on regional trailers and transDorted to the 
a~~l lcable satellite outlets. Additional sortlna is completed by zip code and ~ackaae delivew dllvers are assiqned 
the various ~ackaaes to be delivered, aaaln by r i ~  code. 

I 

R e ~ a r d l n ~  Personnel, each hub location has a~~roxirnhtely emwlovees includincr realonal office staff 
adrnlnlstrative. cletical. terminal manauer and Dart time packaqe handlers. The satellite l~cations housekornf & 
1, ern~lovees with leea administrative Staff. a terminaljmanauer and vacka~e sortqslhan$lilers. The er does $61 
have an active sales or marketinn staff In Ceallf, under this entity. These functions are orovided by a sister 
cor~oration. Aq. Dmviouslv stated, the er's line haul trukkin~ and dellvery aersonnel are not a~k~nowledued as 
em~lo~ees. The delhrew o~erations are continuous thlu the veat and are carried out Qn a laras scale with some 

3 ! d v e e s  in Calif. alone, 

M. Current Mailing Address: same as "ER!Q' Yes @ No 0 

tJ0 1000 Fed& Dr. Coraopalh, Pa, 151 084373 i 
(ADDUISTAU) 

Business Locatlone 

1. 2600.E. 28'? Street (Hub) LA, Ca. 90058 ! 

. . 
, 2 8206 bery Avenue (Hub) Sacramento. Cs. 95848 
. (ADD@ 

Qm, 3, 330 West Resource Way (Hub) Bloornington, Caj 92316 
waul I 
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AUDIT REPORT 

2. EMPLOYER'S ACCOUNTING SYSTEM EXAMINED 
/4. Accounting System: .. . 
' .Cornputerirtd ixl - - S i r i g l e E n w -  €I 

Manual ~ & b l e  Entry 

&I No F orrnaiSystern €4 
. v - B. 1s the payroll accounting system adequag for: 

1. Ta psrfOm payroll tests? Yes El No 
2. For the she of the business? Yes @ No 0 
If no explain: (enter texf belowj 

C. Dces the ER have an adequate Internal Contml System Yes [XI No Ill 
D. Outside AcsountanVBwkkeepeR Yes U No 

. 017 Name: 

Addr-3: 

City, Stste, Zip 
Telephone: 



1 ) a  : i t 
, 

1 ,  
AUDIT REPORT 

3. PAYROLL TESTS 

A Was TAS examined for probkms? Yes & NO 0 
- If any prbhlems found, please identify actions-takento r e ~ o ~ p m b l e ~ ~ P I ~ ~ 1 0 w ~ .  

No bhyblerns were found, 

Facsimile DE-7 prepared , Yes Years , 

, B. @ NO Payroll Tests perfor&& (explain be ie~ )  case is a: 305 311 Other: 
The er utlllzes the F Software for uavroll accouritinq Duraoses. This svstem is know to possess sufficient 
internal controls to allow for the accurate and tlmelv r.i?oodna tor state ern~lovrnent t;yr purposes. Considerino this 
demonstrati~n of control cornblned wlth the lack. of TA$ related uavroll reDortinQ ~roblems, the audit was 

, cOm~le!ed'as a status onl'v assknrnent. 

. C. Test Period from; Ta 

D. Re-rds Required for Vsilfication of Acknowledged Payroll 
p ica te  the period these records were examined for verification of Acknowledged Payroll (i. e. 1999 P~ymll Journal). 

(1) Payroll Records 
Payroll Journal 

, Individual Earning Records 
Payroll Summaries 

. .  If no records available for abwe catego$, check approp"ate box belbw 
[7 Records not maintained u Records maintained but not provided 

(2) Federal Employment Tax Records 
Farm W-2s' Wage and tax statements 
Form W-3s, Transmittal form for W-2 statements 
Form W4s, Employee's withholding allovpnce certIflcatea 
Form 9415, E'mployer's quarterly federal tax returns 
Foms 9409, Annual federal tax returns 
If no records available for above categoy. check appropriate bax below 
0 Records not maintained 
0 Records rnaintalned but not provided . 

' (3) State Employment Tax Records 
DE 6s. Quarterty Contributions Retum/Rgort of Wages 
DE f s ,  Annual Reconciliation Returns 
~ ~ ' 6 7 8  Adjusfment Return 
DE 4s, Employee's State Withholding Allowance Certificate 
If no records available for above category, check appropriate box below 

Records n6t maintained 
0 Records maintained but nat provided 

E. The following actions must be performed to verifj and reconcile the accuracy and wrnpleteness 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) Reconciliation of Total Payroll to Total Wages 

OBAdoc Pege 5 



AUDIT REPORT 

--- 
(-+(?omputatlurmf TGQIKTaxable Payroll 

(4) Reconciliation of Total Taxable Payroll to Total ~epohed Taxable Wages 

Describe:. ., .. " 

(5) Verification of Reported PIT 
. Describe: . . . . . . . 

:;'.C. 

(8) .Verification of Withholding Computation 

Descrl be: 



. - - .  
I . " " '  i 2 " ' - , 

c 

AUDIT REPORT 
" 

A, MISCLASSIFIED WORKERS AND QUESTIONABLE P ~ Y  MENTQ 
lndicale the period these n ~ d r d 6  were examined for misclessified workers or wages tie., 7994 1099 MISC.) 
[Minimum of' one We of record must be examined fmm s ~ c h S _ c ~ ~ t b r n u g h _ D ~ D - - - - $ o u ~ e - Q w m e ~ ~  

(Check all that apply) 
(.A) Record of Coritract Labor 

2002 1099 MISC 
1096 Summaries 
Maste'r. Vendor Files 
If NO records Available for Above Category. Check Appropriate Box Below 

Records not Malntained 
[51 Records not Provided 

(B) Cash Disbursements 
2002 Cash Disbursements (SD) 

Check, Register (SD) 
Petty dash Journal-(SO) - - 

- - -- 

Checks (Canceled & Stubs) (Sb) 
If No records Available far Above Category, Check Appropriate Box Below 
C] Records not Malntained 
a Records not Provided 

a (C) Ledgers and doumals 
2662 Detailed General Ledger (SD) 
2002 Chart of Accounts 

If NO mords Available (or Above Category, Check Appropriate Box Below 
rj Records net Maintained 

Recrjrds not Provided 

(D) Misc. Reports and Accounts 
Income Tax Returns 
Minute Books 

2002 P & L Statement 
Balance Sheets 
Other State's Reports 
Federal Adjustment Reports ; 
if No records Available for Above Category, Check Apprupriate Box Below 
r] k&ordo not Maintained 

0 ~ecords not Provided 

(E) Other (describe below) 

(F) Resultd~indings: , 

a A. NQ Indication of Misclassifted Workers andlor ~u&tlonable Payments, 
tq) 8. Misclasslfied Workers andlor Questionable paymeits found t.0 be workerslwages. 

(Use narrative to describe outcome and include the sdurce of the facts in your narrative). 
[X) C. Misdasslfled Workers sndlcr Questionable Payments not Found to be worKerjIwages. 

----"" ""7 ,W-dgc - Page 7 



a ,  
AUDIT REPORT 

(Use narmtive to describe outcome and include the source of the facts in your naffatiue). 

.- ---A 

Se&en-Gommentfs~ . . . . . . . . .  .......... 
t i~rdfo  the trad~tiona!auestipnable item related testina and verification methods, the sheer size of thig operation 

s a : t n . e  us&of thl~al ~&CedU.reS and Rmctices. Actual c I l s D ~ m e n t  records am com~uterized and a h a r d c o ~ v  is 
not rnaiWd.:Tlie cir did .orbvide 1098 &pies for the test vr. of 2002 but aoaln, because of the larse number Issued for 
the war; (2'2OO?l &dbak:me#ads-emploved fqt Oerlfication Durposes did not.aD~ear to be practid 

(..,.- r- .......-.-....... ......,.... ... 
Questionable item' 109~'%arn~l ih~ methods are desiclned to Identify ~btential labor c@.~ories where ind iv idw may hajg 
hean ev6'heously cla5smBd.as i n d m d e n t  contractors. The uurpose of aeneral disbursement review is to Insure that tk 
100Q $amole is albincltisiue in term6 of the various labor cateoqjgs and to identify possible mlsclassified workers who may 
have:r;eceiv~dlldse thsn tHE $600.00 q099 minimum. &cause of cencem for the wcuracv of 1099 totals, ggperallv a 

i n d i v i d ~ s b ~ m e i n e n t . ~ e v m s n f t l : f b r ~ r t ; ~ u ~ ~ r  individual is cnmdaked and +hen match*d h a w 9 9  +o!aI. 

......... 
ln  satisfvinn the a . .,. ;! &ve.%ree concerns. alven the rnaqnitude of this undertakinp, alternate methods were utilized. Firstly, a 

""as completed on~.thls~entitv and the only status issues of concern related to the tractor owner operators and 
tne vhckaae.deIive~d'iivers.~Then were no indications frqm the- ,( that misclassified. workers receivina less that the 
$600.0a 1099 minimum were at issue. Per discussions with the er r e ~ r ~ ~ n t a t i i e s .  it was their contention that Calif, 
resideant' 1099 reci~ients r>erformed sehrices In either a linr. hrul or D B C ~ ~ Q ~  dellvary c aDaclh,(P&n drivers). Status issues 
raised:ln.obst~cted claim assianments over the last several years dealt exclusiveiv with these two labor cateqories. A, 
purnber of 2[342.1089 ieci~ients were interviewed and each oerformed services either as a line haul o r w  driver. 
Resardlina the'aiccuracii of the 20%, b'ecause a relatively arbltrarv % rate was used to mark a  ort ti on of the 1099 
amounts.q~.ex~ense ritimbviscmenb, 'the aceuracv issue of the remainders In terms of waae,tofsb is.mute. 

... ".&... . . . . . .  - ..... 
Fkm the bndlvsis as eain'ed abbve. it is concludedttlat there ate no puestlonable labor catesories beyond line haul and 
P&D drivers. pavme&:unde~ ' ~ e r e r r o n e o u s l y  dessified as I/Cs are not at Issue. further. accuracy 
W4SSicjns.re bearmided 1099 amounts @re relevant.to the d.evelo~rnent of additional waae items. 

$ ~ ~ $ t j ~ & ) J ~ ~ . o ~  
As "r= .: .. ' ' 

v v ~ o w s t a  . a 
fed.' aki u was corn~Ie!ed an this entitv when m.e et was o~eratina under Roadwav Phaaina Svstern 

inc. and #g&@& ~er i od  Waf  'from .I1 :hru the earlv oart &A . ,#at 
,-Wated that workers.oerforrnina s e r v i c ~  as P&D drlvers were in fact cornmon law ernDlov~Al thouah not 
s~ecificallv mentlaned in:the r r , w r  confirmationfram the case auditor. jipg_haul truck drivers were no! held to be 
em~lo~ees ,  8ased.on th'! status p 6 i s e s  sstabllshed in the ruling letter, similar adiustments were made coverin9 thg 
~edod;from:earlv;A thQl .la? . :Theer file ve'titions for both a s s a u n t  ~eriods. 

. . . .  -.... 
0~.1995."th0 b e ~ c  reached an a~reement (See tile CODV) with the cornpanv attornevs and princinals to the extent 

W.the er would ~ a y  a.&i(ti~ulated.arnount to satisfy the IlablllbLI;Uior to 111194. As such. the ~etlllMSfpr both assessments 
Were withdrawn. Ithas the w s '  contention that drivers retained after 12131193 o~erated under a new contractua! 
a m 3 ~ e n t  which' inco~liaratixj chanaes In the work@ relationshibs details identified in the ~ r i o r  audit as beina indicative 
& ~ ~ ~ l ~ ~ m e n t . ~ ~ ~ t  w*&e c~moariv's.feelincr.that !he ahqes would allow for the P&D drivers as inde~endent 
contkktors, . . 

.. ......... I . -  . ...-- ..-,. ...-. . . . .  .- ",,. 
The Oct. 1996 aareemmt specifically stated that the Drat, was pol o e ~ l u & d  from makinq a status decision relative to the 
s e w e s  oerfoimed bv P&DSdrlveri a h r  12131193. If, however, the US Circuit Court of Appeals or the US Su~reme Coiir? . . 
were tb'oveftum ari W B  c'rn~loiment decision in favor of independent contractor status for the 'P&D drivers, that 
pafiicbb~decision , ., ,- wauId:mnbi We em~lovment classification of PbD drivers ~erforminq services under the new 
acK&,'#&#&&&4@3379.5 

... 
1n:A'ia"G~i of"IQQ'8. t h e . ~ ~ ~ @ . d i d  ressit the status issue relative to the PBD drivers. They held for ernplovrnent however 
there.was no indication that the er apeealed.that decision m a m  US Court. The Issue was taken UD main b~ the NLRB in 
Rubust Of 2000an'd thevhverturne'd the 1998 decision in favor of indeoendent contractor status. &&they is no 
indi==Qon W e  .Teamsters Uniah amealed the 3000 decision to a higher court. B e w e  there Is no ~ e n d i n a  US Circuit 
or Su~feme C o u r t . d e c i d o n i k l i ~  the indeoendent contractor status of the P&D drivers. It was concluded that the D e ~ t .  
is nofb=ne~7rnm.~ak'v)~~an~~u&te status aecU.re the services..oerfomed bv the PAD drivers affer 12/31/93, 
"---- - 
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AUDIT REPORT 

. .  . . , 
~ k f d r ~ & o ~ ~ a ~ ~ r ' e ~ k f d ~ ~ e % a s i s - f o ~ h ~ ~ ~ ~ o w i n ~ s t a t ~ ~ t ~ ~ ~ ~ ~ u ~  was b~ta~nea  fiom In depth .Interviews with 

fedFx;aomev Garv.Dunba Director of ~ o n t m ~ e l a t i o n s  f irnothv Edrnonds end a number of line haul drivers. line haul 
lessors and P&D.drivers.'Wrker intefview inlg$m@on from ptjor obstructed claims write-UDS was also considered. A 
status related nta i'h was wrovided by FedEx Express attorney Ksthleen L. Chambers. FedEx 0ro.u~t torney 
Stace! R. :Heib~nd:indeD~nderitmunsel James M. Nelson. In terms of a factual description of the workins 
retatfondhiti esta8lbhkd::k;etween:@e dr.lvek.-and.the ComDanv: all nanies eggentiallv concur, 

~ddltibnal inbmation~was nbfained from revlewlnq the P&D written rnntract and viewino cornpsnv ~ravided videos on 
such ~ODICS as safe&ldnv~.skills. :customeiServlces. route ooeraji~ns, ek. Further. facts and ooinions from both 
dekisians knde;f"the~~~~.~sweral benefit d e c i u s  and in narticular, from a class action suit decision bv the 
m e r i o r  COUri Of theStite of Ca. were considered, Again, he'facts testified to durina the hearing p rbcess~ ' r ro red  the 
d&lis obtained from' in&jews with drivers and carnDanv re~iesentatlvcas. Thus it i s c 6 n ~ g . f . f ~  wnrkinq 
relatbdshib,fa~ts i r e  not!& issue :. R.ig the. in&mr&aw tho that;afH " 

se facts in terms of the common-law emnloyment definition 
J 

Givenme larye,djiver hpulatlon within ihe-bur idenrlfied labor categnes of concern. consideration wasniven to the 
pro~r~nurnber o'f i n t e ~ ~ W S  to be conducted In order to supnwt factual contentions used as the basis for the stat 
petemiinations. Betwen obshcted daim write U D ~  DlEC elective coveraae s~plicant and 1099 recipient i n t e g w s  
! individuals werk internewed reqardina their services ~etforrned ,@r FedEx . While this is a rslatlvelv small s a m $ ~ . @  
terms dl the overall do~ul'a€ion of ativers. it was noted, as orevlouslv stated, that uterviewed Darties on both sides of the, 
issue described h i k i r i ~  r.eIationshios'~wep identical. It was confirmed that the 'FedEx" m t e m  of rtyuitina. training 
and dtillzing~drlvers wim the scopk'of the cbm~anv's business operations is essentiallv standardized. A clear 
understandinn and.qenei'al'wrisensus. of the dallv ouerations and the workina nlationshi~ characteristics of the various 
griver cale~ories.was obtaidftom the limited interview process to the extent that the knducted interviews were deemed 
tb be sufficient..~dditiOriaUv:'.1'8 witr.s.se%testified a.-.last NLRB hearing over 49 davs and thev described essentially 
the.'iartte W K i k  dalbh$hi&! S C & a r i ~ h ~ & ~ e l ( - J ~ g ~ ,  Iti.airect  interview^, 

Mote: .h. a n w o n  ~f.*e-iiix ~ e k i n m t i o n a l  interview win be added.% neoessarv toaupoorl the D e ~ t .  mnt~ntions. 

In'appmachinq me status: i b su&~ven  the sianlfitnt number af labor categories a.nd individuals involved. me first 
istind The concIuaian was mehe'd dative td.the nathre of the er's o~eratlons as thev relate to d er 

retains the servikes of tmek dfiers who are aligned in te.ms,of workina characteristics with the truckins industrv. 
addition all^. thev contradt~wlth deliv6w'dtiv~ fP&D dn ie r~ )  who sewice both commercial and r e s w a l  customers and 
this function hls.nare into thecateaoly ofgvers within the courier induw. Given the hct that them are distinctly 
different &dntrollins:.~ents:\ivithin the hryb industries, ghtus analysis was deeL with se~aratel~. 

jVote: T.he followirib detemhlnaU.onSand b~iribns have been rn4nitpred by a comrnitltee includinu Ralph Mancini. Steve 
k. Wart Branham, Rich with leqal section inaut The consensus of this committee 
rand~&'&'m~ii.la~O~ii 
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