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Howell Turpentine Co. v. Commissioner, 6 T.C. 364 (1946)

A sale of corporate assets is attributed to the corporation, not the shareholders,
when  the  corporation  actively  negotiates  the  sale  before  a  formal,  complete
liquidation and the distribution to shareholders is merely a formality to facilitate the
sale.

Summary

Howell Turpentine Co. sought to avoid corporate tax on the sale of its land by
liquidating and having its shareholders sell the land. The Tax Court ruled that the
sale  was,  in  substance,  a  corporate  sale  because  the  corporation’s  president
negotiated the sale terms prior to formal liquidation. The court emphasized that the
liquidation was designed to facilitate the sale, not a genuine distribution of assets.
This decision illustrates the principle that tax consequences are determined by the
substance of a transaction, not merely its form, and that a corporation cannot avoid
taxes by merely using shareholders as conduits for a sale already negotiated by the
corporation.

Facts

1.  Howell  Turpentine  Co.  (the  “Corporation”)  was  engaged in  the  naval  stores
business and owned a substantial amount of land.
2. D.F. Howell, president of the Corporation, began negotiations with National Co.
for the sale of a large tract of land. An agreement was reached on price and terms.
3. Subsequently, the Corporation’s shareholders, the Howells, adopted a plan of
liquidation, intending to distribute the land to themselves and then sell it to National
Co. as individuals.
4. The formal liquidation occurred, and the land was transferred to the Howells.
Simultaneously, the Howells sold the land to National Co.
5. The Corporation argued that the sale was made by the shareholders individually
after liquidation, thus avoiding corporate tax liability on the sale.

Procedural History

1.  The  Commissioner  of  Internal  Revenue  determined  that  the  sale  was,  in
substance, a sale by the Corporation, resulting in a tax deficiency.
2. Howell Turpentine Co. petitioned the Tax Court for a redetermination of the
deficiency.

Issue(s)

1. Whether the sale of land to National Co. was a sale by the Corporation or a sale
by its shareholders after a bona fide liquidation.

Holding
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1.  No,  because  the  corporation  actively  negotiated  the  sale  before  the  formal
liquidation, indicating the liquidation was a step in a pre-arranged corporate sale.

Court’s Reasoning

1. The court applied the principle that the substance of a transaction controls its tax
consequences, not merely its form. It cited the Supreme Court’s approval of this
principle in Griffiths v.  Helvering,  308 U.S.  355:  “Taxes cannot be escaped ‘by
anticipatory arrangements and contracts however skillfully devised…’”
2. The court noted that D.F. Howell, as president of the Corporation, negotiated the
key terms of the sale (price, etc.) with National Co. before any formal agreement to
liquidate.
3. The court emphasized that the liquidation appeared to be a step designed to
facilitate the sale that the Corporation had already initiated, rather than a genuine
distribution of assets.
4. The court found that the corporation was kept in a secure position of having its
mortgage obligations paid and discharged. The transaction appeared largely for the
benefit of the corporation.
5. The court distinguished the case from those where shareholders genuinely decide
to liquidate before  any sale  negotiations occur,  noting that  in  those cases,  the
shareholders  bear  the  risks  and  rewards  of  the  sale  individually.  Here,  the
shareholders  were  merely  conduits  for  a  sale  already  agreed  upon  by  the
corporation.
6. The court emphasized that at the end of the transaction, a substantial portion of
the corporate assets had reached the principal shareholder, D.F. Howell, including a
grazing lease rent-free for seven years, a turpentining naval-stores lease for seven
years, and a still site lease for thirty years. This did not represent a liquidation
distribution of all the corporate assets in kind pro rata to stockholders.

Practical Implications

1. This case reinforces the importance of carefully structuring corporate liquidations
to ensure they are respected for tax purposes.
2. It serves as a warning that the IRS and courts will scrutinize transactions where a
corporation attempts to avoid tax on the sale of appreciated assets by distributing
them to shareholders who then complete the sale.
3. To avoid corporate-level tax, a corporation should avoid initiating or conducting
sale negotiations before adopting a formal plan of liquidation and making a genuine
distribution of assets to shareholders.
4.  The shareholders should then independently  negotiate and conduct  the sale,
bearing the risks and rewards of the transaction individually.
5. Later cases apply this principle when analyzing similar liquidation-sale scenarios,
focusing on the timing of negotiations, the formalities of liquidation, and the extent
to which the corporation controls the sale process.


