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These apo

re made puwshanu to 'section 25667 of
the Revenue and Tax il S

. Code from the action of the Franchi

‘Tex Board on the pr sts of Coalinga 0il Corporation,

Uaﬂon 0il Company of California, assumer, agalnst proposad

assessments of addiviongl franchise tax in the amounts of

\359 331,50, :°59,3._')J-»509 *4’58 728.25, $65,327 /-~7 %99, QOJ 67
and $ILC, 77 .86 Tfor the uaxaoie years 1950, 1951, 1952, 1953,

e

o]
.{

l 95k, and ¢055 respectivolyq eand on the ovotcstu of hCnl@SbQ&
Ca—;LOLPLa 0il Company agaLnbt propcsed assessments of
additionsl franchise tax in the amounts of 33,23%.19 and
$2,576.22 for the taxable yeers ended August 31, 195%, and
1955, respectively. At the hearing of this matler relerence
was made to the fraanchise tax liability of gppellant Mcilester
California 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.

Two questions are presented: (1) whether income
from a "reserved estate" in certain cil provderty wvas
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fronm 2-0 Ouu barrels of oi
was to Lerdwﬁ te within

Lt
4]

B
2 @
I g o

*ci

Meilest 7 (“Ec“WesLO"”) was

orgenized on Sepleibe SIOCO capital.

Asouu 8 percent of the stock was owned by Meilester Fuel

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

Pillon, “cad & Co.,

In October 1949 Nassau co weyed the reserved estate
in the &4 property to dMcilester. HMceilester pald $200,000 cash
and assunmed the unpaid baleance of the originel $3%55003000
indebtedness. It alszo agreed to perform oll of Nassau's
duties under the promissory notes, assignment, deed of trust,
and o0il sales contract.

During the period of MchAlester's interest, &Ll of
the verious agreements were carried out in accordance with
their terme. The o0il was sold to Unlon and tﬂb )“ocaeds were
distributed by the trustes., ALs e“uecteo, cil revenues were
ample to meel The loan commitments and Uanion xauc no deilcit
payments. is also expec*ea, acproxingtely half of the proved
net reserves of the 4 property were devoted to paying out
the reserved estate.
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Lopeal of Coalinga 011 Cocno?du10n9
Union 01l Company of California, assuner,
and Meflester Cadifornia Oil ComOa“L

With the exception of the $1,800 per month for its
overhead expense, the amounts MeAlester ve“mived or ‘
devclonmchu, Onp"ﬂulon etc., of the A& properiy Vere pa
over to Log Niletos Covogff Los Nietos, wiich nad been
acquired by Union in Octceber 194 ' r of
A properiy. :

“c"]e\ ter reported gross recelpts from the oil sold
on its federal and Celifornis income tel returns. I clained
cost depletion and depreciation decuciicons wnich amortized
its cash invesgtuent of $200,000 plus the debt it assumed,
over tThe life of the reserved estate. As a result, licilester
paid tax only on the net income derived from its 2%0,000

barrel interest.

In ¥March 1957 Union purchased et per the remaining
+,750 shares of Ceoelinga stock under the stock wvearrant
previously wepcsozeia The following July, Union made an
offer to buy the Coalinga stocit held by individuals for
3,200 a share re sulviang in the acguisition of an additionegl

1, 559 shares.

McAlester's interest in the prooc::y ueiminated
in October 1957 when the notes were fule D aid eand cesncelled.
The u““Sbee released the cucumbrances aud oollpba bacane
sole legal owner of The oil property.

Coalinga adopted a plan of complete liquidation in
March of the following year end distribuvted a2ll of its
properties pro rata o its stociktholders. As The large T

S
transferee of Coalinga's property, 88,09 percent, Union
assuned Coalinga's 1lisbility for unpeld fraachlse texes.

Coalinga filed California franchise Tax returns
for the income vears 1949 through 1955, reporting no gross
income., On Sentember 8, 1958, the Frauchise Tax Board mailed
notices proposing To assess additional-fr.q hise Taxz against
Coalinga for the taxeble years 1950 to 955, inclusive, on
the ground that Cozlinga was the beneficial owner of 211 of
the. income derived fron uﬂ & property uuflﬂg the period obil

ci O

the reserved estate, with The exception of Mcilester's interest
in some 240,000 barrels of Oil. :

In summary, Union secured the production from the
4 property through The 101‘0 ing steps:

1. Union agreed with ¥asssu to purchase Tne entire
output of the proserty. It also guaranteed repayument of The
loans wnich were o be made to Nassalls

...60_.



Appeal of Coalinga 0il Coxy
Unﬁon Oil Csmpauy of Calif

2. WNassau purchascd the A proverty for $39, /Ou 000.
it bor“oved 3%35003060 from insurance anles on promissory
notes which were secured by Trust deed an assignment of
the oil revemies as well as Union's gu tee., MNassau
borrowed the remainder of the purchase e from a bank,
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estate., The Tes ste to the U
conveyance, was to Terming yjetey fTicient ¢il was produced
to pay off the debt, interest, and operating costs plus
240,000 barrels of oil, This estate would consume an estimated
one hali of the preoperty's toval proved reserves,
L, The reserved ests os conveyed to Mchlester,
{ assuied the wnpald portion of
o 1 of Hassau's obligatiouns
s ent, trust decd and the
Therealter, Tthe oil was solad
ied to tThe payment of operating
o accordance witn Tthe various
5 te terpinated
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anéd Coszlinga Took over a3 The 1 c ‘
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incoi was ble to the assignor rather
than : Siﬁilﬁﬂ veld interests, comnonly known
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£ Coalinga 0il Corporation,
1 C mnmuy uf Ca lilornﬂ;, aSSUmer,
N .

Union 0i
and Mchles

stewvardshin should be taxed to Coalinga beczuse Cozlinge,
not MciAlester, received the reazl benelld that income.

The genex that bstance ravher then forn
governs is as appli the matter of oil vayiments as 1T
is to any other tax The court gave recognition to the
oil pe LYILOTY T in the | g case pecause 1T concluded thet
even ih Ougﬂ the as no longer neld lesgal title to the
CLODeiby ne retained a definite economic interest in the oil
in place. The decision rested upon The practlcal conseguences
of the payment pTOVibLOQ aaa notT ur t ormzlities of the
conve yunoer’s art., (inderson v. He 310 U.S. 404

®
e’ &

(8 L, ©a. 127

After exax the praciticel consequences of The
transaction present we agree with respondent!s con-
clusion that the in uestion should be inciuded in the
measure of Coalingea
, in dete is Tc be taxed on the income
from property, Th VI Tinements of title
but to the actua taxed-~the gctugl
benefit {or whic ke v Lth,

239 U.5. 172 (77 reCi f incone

wno 1s a nere co ConiTrol er the

income or 1s Dow and wihc Tecslives

no benefit or p mey not be taxed
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Appeal of
Union 01l Con.
and Mcileste

oL fo‘uJu Oil Comnanv

K}

an independse 3. vnile Cnesc uelf~3e?ving statements,
which were Hmes 1“~ucr’ ; representative, should not be
gy

aCCﬁnto uncri obo 2led by a

Tt
Tact of indevendent

[eRE

McAlester was N n v etc
overhead allowance provi pol oroceeds,
en amount orig: o assal 2 e lenders
for wnose ber et was created. Thnese parties
had surfficie: re to a G 1 amount
agreed Upon Was reasonable. e clud that
aopolTQnu Meilester has produce Ci to
sustain its deductions in full.

QR DE & :
Pursuant to the views exoressed in tne opinion
) on file in this proccmx*n;7 cnd good cause

. 5 i D, pursueant
to section ol ne e Code, thal the
action of the Franchise Yax Boar taests of Coalinga
0il Corporation, Union Oii Cogp fornia, assumer,
against proposed assessments of 1 renchise Tax in
the amounts of $59,331.50, $59,331. 23.25, $65,327.71,
$99,003.67 end #110,779.55 for 1 ears 1950, 1951,
1952, 1953, 1954, and 1955, respect and tne sanme 1s
here DV sustained.

T
sction of tTh T
California 01 ed ﬂsco""m
additional I ts of ©3, 2J.°*) ‘i
$2,576.22 fo: gaoust 37, 1954, and
1955, respec s nereby reversed.
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