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An organization possessing corporate characteristics, as defined in Morrissey, is
taxable as a corporation, regardless of its limited actual conduct or small size,
focusing instead on the powers conferred by its organizational instrument.

Summary

Western Hemisphere Oil Co. was classified as an association taxable as a
corporation by the Tax Court, despite arguments that it didn’t actively operate a
business. The court emphasized that the powers granted within the organization’s
instrument, rather than the extent of its business activities, determined its tax
status. The decision reinforces that if an entity is structured to resemble a
corporation and possesses the powers to operate as such, it will be taxed as a
corporation, even if its actual activities are limited. This ruling underscores the
importance of organizational documents in determining tax liabilities.

Facts

The key fact is the manner in which Western Hemisphere Oil Co. was organized and
the powers it possessed according to its organizational documents. While the
specific details of its business activities are not extensively detailed in this brief
excerpt, the emphasis is placed on its structural resemblance to a corporation and
its capacity to operate a business, as defined by its charter or governing instrument.

Procedural History

The Commissioner determined that Western Hemisphere Oil Co. should be taxed as
a corporation. Western Hemisphere Oil Co. petitioned the Tax Court for a
redetermination. The Tax Court reviewed the case and rendered a decision in favor
of the Commissioner.

Issue(s)

Whether Western Hemisphere Oil Co. should be classified and taxed as a
corporation, given its organizational structure and powers, or whether its limited
actual business operations should dictate a different tax classification.

Holding

Yes, because the powers conferred in the instrument creating the organization,
rather than its actual conduct, determine whether the enterprise is an association
taxable as a corporation, as established in Morrissey v. Commissioner.

Court’s Reasoning

The Tax Court relied heavily on the Supreme Court’s decision in Morrissey v.
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Commissioner, and its companion cases, which established that the powers outlined
in an organization’s governing instrument, not its actual conduct, are paramount in
determining its tax classification. The court dismissed the argument that the
company’s limited business activities should exempt it from corporate tax treatment.
The Court stated, “With the decision in Morrissey v. Commissioner and its
companion cases it has become settled that the powers conferred in the instrument
creating an organization rather than some more limited actual conduct is
determinative of whether the enterprise is an association taxable as a corporation...
and that the mere fact that the venture is small does not prevent that result.” The
court found that Western Hemisphere Oil Co. possessed the characteristics and
powers of a corporation, making it taxable as such, regardless of its size or limited
operations.

Practical Implications

This case reinforces the principle that tax classification depends heavily on the
*potential* powers of an entity as defined by its organizational documents, not solely
on its *actual* business activities. Attorneys advising clients on entity formation
must carefully draft organizational documents to reflect the desired tax treatment.
Subsequent cases have cited Western Hemisphere Oil Co. to support the position
that an entity’s tax status is primarily determined by its structural characteristics
and the powers it possesses under its governing documents, rather than its level of
business activity. This continues to be a crucial consideration in tax planning and
compliance for various types of business organizations. This means that even a small
or inactive entity can face corporate tax liabilities if it’s structured and empowered
like a corporation.
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