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For Appellants: John Chl, Ralph Wwinger
L. D. Lawrence znd
Don C. rhelus,
Attorneys at Lawv

For Respondentv: Crawford H. Thomas,
Assoclate Tax Counsel
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These apoeals are made puwshanu to 'section 25667 of
the Revenue and Taxation Code from the action of the Frainchise
‘Tax Board on the protests of Coalinga 0il Corporation,

Uaﬂon 0il Company of Celifornia, &S Sumen, ageinst proposad
assessments of additicnsl franchise tax in the amounts of
m P SRS e
059 331.50, w59,33¢»509 $58,728.25, $65,327.71, 99, QOJ &7
and $ILC, 77 .86 for the uaxaoie years 1950, 1 ,pL 19852, 1953,

l 95k, and ¢055 respectivolyq end on the protests of hCnl@SbQ&
Ca—;LOLPLa 0il Company agaLnbt propcsed assessments of
additionsl franchise tax in the amounts of 33,23%.19 and
02,,70 2¢ for the taxaeble vears ended August 31, 195%, and
1955, ¢ DCCv7vb‘y At the hearing of this matter reference
was made to the fraanchise tax liability of gppellant Mcilester
Califor‘ia 0il Company for the taxable year ended

August 31, 1953. Mo appesl from the action of the Franchise
Tax Board in regard To thal vear has been Iiled, however,

and we are without jurisdiction To consider that action.

wo questions are presented: (1) waether income

£S

from a “:Oferved estate" in certain cll proverly was



Aopeal of Coalinga 0il Corporation,
Union 0il Como'py of California assumer,
and McAlester California 011 Cowmpany
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ineludivblie in the measure of Coalin 01
franchise and (2) whether amour d
Californi Company as costs. of manag
estate® interest, we
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That summer Union e
Read & Co., Inc., a lew York
progran for the acguisition of
Associates, Inc° Molly owne
began negotiatin Doher
interest.
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ippeal of Coalinga 0il Coroorat*ona
Union 0il Company of California, assumer,
and_deAlester Colifornia 0il Comoany

ssau for direct

fassan Vas to receive

il and 51,800 per

s arounts were 1o be used
©» Lo reimburse Union

loan Installments
operating C
the proceesds _
month for overhead expense:
to reduce the principal of tThe
for deficit payments.
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rest in the prope “uj
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"Nassau $1,000,000 with funds borrowed frcom Unilozn.

Meilest pany (“KcﬁlestO‘”) was

orgenized on Septeibe 925)OCO capital.

Asouu 8 percent of the steck was owned by Meilester Fuel

Coup a1y o of Dallas? Texas., The oaTanco vas owned by individusls
connected with lcilester Fuel Company. McAlester was
completvely independent of Coalinga, Union, Nassesu, or

Dillo ncad & Co.

In October 1949 Nassau co weyed the reserved estate
in the &4 property to dMcilester. HMceilester pald $200,000 cash
and assumed the uvnpaid baleance of the original 3%, 500,000
indebtedness, It also agreed to peviorm all of Nassau's
duties under the promissory notes, assignment, deed of trust,
and oil sales coniract.

During the period of MchAlester's interest, &Ll of
the verious agreements were carried out in accordance with
their terme. The oil was sold to Union and tﬂb )“ocaeds were
distributed by the trustes., ALs e“uecteo, cil revenues were
ample to meet Tthe loan commitments and Unilon xauc no deficit
payments. ALz also expec*ea, acproxingtely half of the proved
net reserves of the 4 property were devoted to paying out
the reserved estat

R )
°
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Dnjoﬂ 0il bomoonv of Cal:uo:‘.ia5 ssuner,
and Mchlester Cadifornia O4l JOmOaﬂY

With the exception of the 1,800 per month for its
overhead expense, the amounts MciAlester rec cived Ffor
devclowmc“b, onb"qulon etc., of the A properiy UFIC

pald
over to Los Nietos Covﬁgff Los Nietcos, winich nad been
Fal
L

1
acquired by Union in October 1949, was the operator o
A properiy. :

the

“CA] ster reported gross recelpts from the oil sold
on its federsl and California income tei returns. It clainmed
cost depletion and deprecigtion dsducticons whnich amoriized
its cash investuent of $200,000 plus the debt il assumed,
over the life of the reserved estate. As a result, Mcilester
paid tax only on the net income derived from its 240,000

barrel interest.

offer to buy tle
$3,200 a share, resulvi
1, 559 shares.

McAlesterts interest in the A properiy terminated
in Octover 1957 when the notes were fully paid end cencelled.
The trustee released the cncuml &g Coelinga becane

1

o D
sole legal owner of The oil pry;

Coalinga adonted a plan of complete licuidation in
March of the following yvear and distributed all of its
properties pro rata to its stockholders. As the largesy
transferee of Coalinga's property, 88.09 per ce0u7 Union
assumed Cozlinga's ligbility fox hﬂ*ﬂ-“ franchise Texes.

Coalinga filed California franchise Tax returns
for the incoue vears 19%9 throuzh 1955, reporuing N0 gross
income. On u(Hve“bor 8, 1958, thne Franchise Tax Board mailed
notices pwo0031ﬂb TO assess additional-fr@q hise Taxz against
Cozlinga Ffor the taxable years 1950 to 1959, inclusive, on
the ground that (ou*in‘a wvas the beneficizl owner of 211 of

.“3‘
O

the. income derived from the & DIOOC“t} u&ring the period of
the reserved estate, with the exception of McAleslter's inveres
in some 240,000 barrels of oll. :

in summery, Union secured the production from the
4 property througn The following steps:

1., Union agreed with ¥assesu to purchase the entire
output of the property. I also guaral itcvu repayaent of the
lozgns which were Lo be made To Nassal.

...60_.
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Appeal of Coalinga 0il Corporation,
Union 0il Company of California, essumer,
and MciAlester California Oil Commany

2. Wassau purchased the A pr ty for 359, /Ou 000.
L% borrowved $3%,500,000 from insurance nanies on promissory
notes which were secured by Trust deed an assignment of
the o0il revemues as well as Union's gud ee, Nassau
borrowed the remainder of tThe purchase ¢ from a bank.

3. lassan convoyed its entire interest in the
A pronerty to Coalinga for oL, COO OOO exnressly reserving en
estate. The reserved es"ate5 to the Terms of the
conveyance, was to terminate ‘Wc‘eﬂt cill was produced
to pay oif the debit, i“*erestg aﬂq oovJ ting costs plus
240,000 barrels of oil. “his_esbate would consume an estimated
one hali of the property's total proved reserves,

L., The reserved estate was conveyed to Mchlester.
MeAlester paid udOo 000 cash, assumed the wapald portion of
the debt and & carry out all of Nasssu's obtligations
under the pron assignment,. trust decd and the
cll sales convl Tio Tho“eafter? the oil was sold
to Union and T "p'lied to the aynment of operat‘ng

costs, debt,
agrecuments.

\n

In October 1957y the reserved estea
and Ccs 11noa tock over zs Trs il

‘ Aopellantst positlon is basod Upcii Thomas V. rer<ing,

301 U.s. 655 [81 I 3ol ol T undevelcon e
oll and Oas leasc d ent vius

the purcheser’ $5395,000 o

o¢ one Gh@“uu; . the assignme

the court found that clent 0il T

vay onb egfced aroun® the assignor
had ' ch oil, and that the .

i o the assignor rather
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f Coalinga 0il Corporation,
1 Comnuuy of Calirornia, assuner,
ester California Gil Co

7. e -
d be taxed

).

The gener tnat substance rather then forn
governs 1s as appli e iue m&bbci oi 0il payments as 1T
is to any oin Tax : The court gave recognition to the
oil payment in The ¥ ns case pdecause it concluded thet
even thougn the ass n0 longer held lesgal title ©o the
property, ne retained a definite ecoromic interest in the oil
in place. The decision rested upon The practical conseguences
of tThe payment provision and not upon the formelities of <the
conveyancer's art. (inderson v. Helvering, 310 U.S. hO&

[84 L, Bd. 1277..)

ngequences of The

Af'ter exa
transaction present eSpO“QCﬂL’S con-
clusion that the in ‘ be incliuded in the
measure oi Coalingza

.
u

- in determi S Wi on tThe income

feom prooperty, The courts 1o Tinements of title
but to the actual commaznd over o operty taxed-~the actuel
benefit for which the tax is oaid., (Relnecke v. Smith,

289 U.8, 172 {77 L. 4 1097 15, & reci of incoue
wno is. a mere condu ed con ver the
income or 1is bound rs and woo Tecslves
no benefit or possibi om, may not be taxed
on that income. (&g 28 Vo Comnissioner5
180 #.23 53; Unifowm N

85 ®.2d4 75; Central
51-F.2d 939; Lilver
No. 12303, June 2h,
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Appeal of
Union Oil
and Mciles

ving statements,
tive, should not b
T obo ated by a

an independent I vnile tkﬁse sel
which were made by Hcilegter!® s
aCCﬁnto“ uwnerit

Tact of indevendent

McAlester was VA nt of Tn
overhead allowance provi pol oroceeds,
an amount orig: 9] asse e lenders
for wnose ber el was created. Tnese partie
had sufficien re to a ' amoun
agreed uvpon Tie cluad that
aopolTQnu Me uce rric to
sustain 1ts Ll

QRDE A -
Pursuant to the views exoressed in tne opinion
) on file in this proccmx*;;7 cnad good cause

. 20, LMD DHCREXD, pursuant
to section L i giskc 'i Code, thal the
action of the Franchise Yax Boar > protests of Coalinga
0il Corporation, Union Oii Cogpﬂny of ua ifornia, assuser,
against proposed assessments of iongl franchise tax in
the amounts of $59,331.50, $59,331. . 723,25, 65,3277,
$99,003.67 end $5110,779.86 fow vears 1950, 1951,
1952, 1953, 199%, and 1955, res e and tne same is
here DV sustained.

sction of v

California ad ﬂsco""m

ad.di‘tio":’.e»l { o ' 123 2J 0 o.a«) Aj
$2,576.22 ;aoust 31, 1954, and
1955, rest s hereby reversed.
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