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4 T.C. 756 (1945)

A taxpayer is entitled to choose the method of disposing of an asset that results in
the lowest tax liability, even if the alternative method would have resulted in a
higher tax.

Summary

Stanley Beard owned preferred shares of Lederle Laboratories, Inc. (Laboratories).
American Cyanamid Co.  (Cyanamid) owned all  of  Laboratories’  common shares.
Laboratories  planned to  redeem its  preferred shares,  and Cyanamid offered to
purchase Beard’s shares before the redemption. Beard sold his shares to Cyanamid
to take advantage of the lower capital gains tax rate. The Commissioner argued that
the transaction should be treated as a redemption, subject to a higher tax rate. The
Tax Court held that Beard was entitled to structure the transaction to minimize his
tax liability, and the sale to Cyanamid was a valid sale, taxable as a long-term capital
gain.

Facts

Beard was an employee and shareholder of Laboratories. Cyanamid owned all the
common stock and a significant  portion of  the preferred stock of  Laboratories.
Laboratories announced a plan to redeem all of its outstanding preferred shares.
Before the redemption date, Cyanamid offered to purchase the preferred shares at
the  same  price  as  the  redemption  price.  Beard,  aware  of  the  potential  tax
implications,  chose  to  sell  his  shares  to  Cyanamid  instead  of  waiting  for  the
redemption.  Cyanamid  subsequently  tendered  the  shares  for  redemption  by
Laboratories.

Procedural History

The Commissioner of Internal Revenue assessed a deficiency against Beard, arguing
that the sale to Cyanamid should be treated as a redemption, resulting in a higher
tax liability. Beard petitioned the Tax Court for a redetermination of the deficiency.

Issue(s)

Whether the sale of preferred shares to a corporation (Cyanamid) by a shareholder
(Beard), prior to a planned redemption of those shares by the issuer (Laboratories),
should be treated as a sale, taxable as a capital gain, or as a redemption, taxable at
a higher rate.

Holding

No, because the taxpayer had a legitimate choice between two different transactions
(sale vs. redemption) and was entitled to choose the transaction that resulted in the
lower tax liability, provided the transaction was bona fide and not a sham.
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Court’s Reasoning

The Tax Court emphasized that Beard’s sale to Cyanamid was a genuine transaction,
not  a  sham designed solely  to  avoid  taxes.  The court  found that  Beard had a
legitimate  choice  between  selling  his  shares  to  Cyanamid  and  waiting  for  the
redemption by Laboratories. The court stated that “He had an election as between
two  transactions,  and  bona  fide  he  elected  the  one  with  less  onerous  tax
consequences.”  The  court  further  reasoned  that  the  Commissioner  could  not
disregard  the  actual  transaction  and  impose  a  tax  based  on  a  hypothetical
transaction that did not occur. The court noted that when Laboratories redeemed
the shares, Beard was no longer the owner, having already sold them to Cyanamid.
Therefore, the proper tax treatment was based on the sale, which qualified as a
long-term capital gain under Section 117 of the Internal Revenue Code.

Practical Implications

Beard v. Commissioner stands for the principle that taxpayers can structure their
transactions to minimize their tax liability, as long as the transactions are bona fide
and not mere shams. This case is important for tax planning, as it allows taxpayers
to consider the tax implications of different ways of disposing of assets and choose
the most advantageous method. Subsequent cases have cited Beard to support the
principle that taxpayers have the right to arrange their affairs to minimize taxes,
within  the  bounds  of  the  law.  This  case  does  not  allow for  engaging in  sham
transactions or artificial steps solely for tax avoidance purposes, but it affirms the
taxpayer’s right to choose between legitimate alternatives.


