5 T.C. 1295 (1945)

A corporation that dissolves and distributes its assets to stockholders in a non-
taxable transaction can only deduct the portion of unamortized expenses applicable
to the taxable year of dissolution.

Summary

Plaza Investment Company, upon dissolution in 1942, sought to deduct the
unamortized balance of a real estate broker’s commission paid in 1939 for securing
a ten-year lease. Plaza also sought to deduct payments made to a tenant for an air-
conditioning unit installation. The Tax Court addressed whether these unamortized
expenses were fully deductible in the year of dissolution. The court held that only
the amortization applicable to the year of dissolution could be deducted for the
leasing commission. For the air conditioning unit, the court found the company had
not proven that the expense was not a capital expenditure and thus limited
deduction to depreciation.

Facts

Plaza Investment Company, a New Jersey corporation, owned commercial property.
In 1939, Plaza paid a $3,070.83 commission to a real estate broker for securing a
ten-year lease with Bond Clothing Stores, Inc. Plaza amortized this commission over
the lease term. By January 1, 1942, the unamortized balance was $2,260.48. In
1942, Plaza paid $350 to Bond Clothing Stores as partial reimbursement for an air-
conditioning unit the tenant installed at a cost of $715. Plaza dissolved on December
31, 1942, distributing all assets to its stockholders.

Procedural History

Plaza Investment Company deducted the unamortized balance of the leasing
commission and the air-conditioning reimbursement on its 1942 tax return. The
Commissioner of Internal Revenue disallowed these deductions, except for the
amortization applicable to 1942 and depreciation on the air-conditioning unit. Plaza
petitioned the Tax Court, contesting the Commissioner’s determination.

Issue(s)

1. Whether Plaza, upon dissolution and distribution of its assets to stockholders in
1942, is entitled to deduct the unamortized balance of leasing commissions.

2. Whether Plaza is entitled to deduct the amount paid to its lessee as partial
reimbursement for the cost of installing an air-conditioning unit.

Holding

1. No, because the distribution of assets in kind to stockholders was a non-
taxable transaction, and therefore only the amortization applicable to the
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taxable year is deductible.
2. No, because Plaza did not prove the air-conditioning expenditure was not a
capital expenditure; therefore, the deduction is limited to depreciation.

Court’s Reasoning

The court reasoned that the leasing commission was a capital expenditure to acquire
an income-producing asset, not an ordinary and necessary business expense. The
court distinguished this situation from an expense to secure a mortgage, which does
not create a capital asset. Because the lease continued after Plaza’s dissolution, the
benefit of the expenditure continued. Citing relevant Treasury Regulations, the court
highlighted that the distribution of assets in liquidation is a non-taxable event, thus
limiting deductions to those applicable to the tax year. Regarding the air-
conditioning unit, the court stated, “Respondent thus disallowed the entire disputed
deduction as an expense, but allowed the deduction of a lesser amount as
depreciation on a capital asset. The factual premise upon which this determination
rests was that the installation of the air-conditioning unit constituted an
improvement and was within the purview of a capital asset. Petitioner had the
burden of disproving this fact.” Since Plaza did not meet its burden of proof, the
Commissioner’s determination was affirmed.

Practical Implications

This case clarifies the deductibility of unamortized expenses when a corporation
dissolves. It reinforces the principle that capital expenditures must be amortized
over their useful life, even in the event of corporate liquidation. The case highlights
that a non-taxable liquidation event does not automatically allow for the immediate
deduction of previously capitalized expenses. Attorneys advising corporations on
dissolution must carefully consider the tax treatment of unamortized expenses and
ensure that only the appropriate amount is deducted in the final tax year.
Furthermore, taxpayers bear the burden of proving that expenditures are not capital
improvements, requiring adequate documentation to support expense deductions.
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