2T.C. 744 (1943)

When a taxpayer’s disposition of corporate stock constitutes an exchange in partial
liquidation, the entire amount of the gain is taxable, and amendments to tax law are
not retroactively applied unless expressly stated.

Summary

This case addresses whether the disposition of Coca-Cola International stock by
taxpayers Floyd and Smaw constituted a sale or an exchange in partial liquidation,
and the tax implications thereof. The court held that Floyd’s transaction was indeed
an exchange in partial liquidation. The court also determined that Section 147 of the
Revenue Act of 1942 was not retroactive and did not cause Section 117(a) of the
Revenue Act of 1934 to apply to capital gains from partial liquidation distributions.
Thus, the taxpayers were liable for taxes on the full amount of the capital gain.

Facts

In 1935, Floyd owned 100 shares of Coca-Cola International stock, held as collateral
for a $100,000 loan. The bank requested loan reduction, leading Floyd to arrange
the sale of 200 shares of Coca-Cola common stock through a broker. The broker
exchanged Floyd’s Coca-Cola International shares for Coca-Cola common stock,
using a standing resolution from Coca-Cola International allowing such exchanges.
The proceeds from the sale were used to reduce Floyd’s loan. Smaw also exchanged
Coca-Cola International stock for Coca-Cola common stock in 1935 and 1936.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Floyd’s and
Smaw’s income tax for 1935 and 1936, arguing the stock transactions were partial
liquidations and thus fully taxable. Floyd and Smaw petitioned the Tax Court,
arguing for capital gains treatment with a lower tax rate under Section 117(a) due
to amendments in the Revenue Act of 1942. The cases were consolidated for the
purpose of the opinion.

Issue(s)

1. Whether Floyd’s disposition of Coca-Cola International stock constituted a sale or
an exchange in partial liquidation under Section 115(c) of the Revenue Act of 1934.

2. Whether Section 147 of the Revenue Act of 1942 retroactively applied to the
transactions, allowing for capital gains treatment under Section 117(a) of the
Revenue Act of 1934 and 1936.

Holding

1. Yes, because Floyd’s actions, including the broker’s sale of Coca-Cola common
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stock and Floyd’s acceptance of the proceeds and payment of exchange fees,
indicated participation in a partial liquidation of Coca-Cola International
Corporation.

2. No, because Section 101 of the Revenue Act of 1942 explicitly states that
amendments are applicable only to taxable years beginning after December 31,
1941, unless otherwise expressly provided, and Section 147 does not contain any
such express provision.

Court’s Reasoning

The court reasoned that Floyd’s actions demonstrated an exchange of International
stock for Coca-Cola common. The court found that, despite Floyd’'s argument he only
intended to sell International stock, the broker sold Coca-Cola common on his
behalf, and Floyd accepted the proceeds and paid the exchange fees. This confirmed
his participation in the partial liquidation. The court cited Citizens & Southern
National Bank v. Commissioner and Gus T. Dodd as precedent. As to the
retroactivity of Section 147, the court emphasized Section 101 of the Revenue Act of
1942, which states that amendments apply prospectively unless explicitly stated
otherwise. The court found no language in Section 147 indicating retroactive
application. The court stated, “Certainly there is in section 147 nothing by which it
is ‘expressly provided’ that its provisions shall be retroactive”.

Practical Implications

This case clarifies that transactions involving the exchange of stock in partial
liquidation are fully taxable under the tax laws of the time. Taxpayers cannot claim
capital gains treatment to reduce their tax liability in such cases. It also reinforces
the principle of prospective application of tax law amendments unless explicitly
stated otherwise. This case is a reminder that taxpayers must be cognizant of the
specific nature of their stock transactions and the applicable tax laws at the time of
the transaction. Subsequent cases would need to carefully analyze the factual
circumstances to determine whether a transaction constitutes a sale or a partial
liquidation, using the factors outlined in this case, such as the taxpayer’s intent, the
broker’s actions, and the acceptance of proceeds.
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