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13 T.C. 307 (1949)

An  entity  organized  as  a  limited  partnership  association  may  be  taxed  as  a
corporation if it possesses a preponderance of corporate characteristics, such as
centralized  management,  limited  liability,  free  transferability  of  interests,  and
continuity of life.

Summary

Giant Auto Parts, Ltd., was organized as a limited partnership association under
Ohio law. The Commissioner of Internal Revenue determined that it should be taxed
as a corporation due to its corporate characteristics. The Tax Court agreed, finding
that the entity more closely resembled a corporation than a partnership based on its
centralized management, limited liability, transferability of interests, and continuity
of life. This case illustrates how the IRS and courts analyze the characteristics of a
business entity to determine its proper tax classification, regardless of its formal
structure under state law.

Facts

Jacob Frost and his children operated an auto-wrecking business. In 1934, they
incorporated the business as Giant Auto Wrecking Co. In 1938, they dissolved the
corporation and formed Giant Auto Parts, Ltd., a limited partnership association
under Ohio law, to avoid certain employment taxes. The partnership agreement
provided for elected managers and officers, transferability of interests (subject to a
right of first refusal), and purportedly limited liability for the partners. The business
held title to real property and entered into contracts in the name of Giant Auto
Parts, Ltd.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Giant Auto Parts,
Ltd.’s income, declared value excess profits, and excess profits taxes for the years
1942,  1943,  and 1944,  arguing that the entity was an association taxable as a
corporation. Giant Auto Parts, Ltd. petitioned the Tax Court for a redetermination of
the deficiencies.

Issue(s)

Whether Giant Auto Parts, Ltd., during the years 1942, 1943, and 1944, was an
association taxable as a corporation within the meaning of Section 3797(a)(3) of the
Internal Revenue Code.

Holding

Yes,  because  Giant  Auto  Parts,  Ltd.  possessed  a  preponderance  of  corporate
characteristics, including centralized management, limited liability, transferability of
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interests, and continuity of life, causing it to more closely resemble a corporation
than a partnership for federal tax purposes.

Court’s Reasoning

The Tax Court relied on Morrissey v. Commissioner, which established the criteria
for determining whether an entity is taxable as a corporation. The court analyzed
the characteristics of Giant Auto Parts, Ltd., noting that the partnership agreement
provided for elected managers and officers, indicating centralized control. While the
Ohio statute limited liability, the court found that the entity substantially adhered to
the requirements for maintaining that limited liability. The partnership agreement
also allowed for the transferability of interests, subject to a right of first refusal. The
court noted that the partnership held title to property in its own name and brought
suits in its own name. The court stated: “The parties are not at liberty to say that
their purpose was other or narrower than that which they formally set forth in the
instrument under which their activities were conducted.” The fact that the business
operated as a corporation before and after the years in question further supported
the conclusion that the entity intended to operate with corporate characteristics.

Practical Implications

This case highlights the importance of  analyzing the actual  characteristics of  a
business entity, rather than simply relying on its formal structure under state law, to
determine its proper tax classification. It reinforces the principle that an entity may
be  taxed  as  a  corporation  if  it  possesses  a  preponderance  of  corporate
characteristics, even if it is nominally a partnership. Attorneys advising clients on
entity selection must consider these factors to ensure that the chosen structure
aligns  with  the  desired  tax  consequences.  The  decision  also  underscores  the
significance of adhering to the formalities of the chosen entity type, as failure to do
so may jeopardize the intended tax treatment. Subsequent cases have cited Giant
Auto Parts for the proposition that an entity’s classification for federal tax purposes
depends  on  its  resemblance  to  a  corporation,  regardless  of  its  state  law
classification.


