6 T.C. 1209 (1946)

When a series of formally separate steps are taken pursuant to a single integrated
plan to achieve an ultimate result, such steps will be treated as a single transaction
for tax purposes (the step-transaction doctrine).

Summary

Koppers Coal Co. sought to establish the basis of acquired coal mining properties for
depreciation and depletion deductions. Koppers’ predecessor acquired the stock of
six coal companies for $7.6 million, then liquidated those companies to obtain their
assets. The Tax Court held that the stock acquisition and subsequent liquidation
were a single, integrated transaction—a purchase of assets. Therefore, Koppers’
basis in the assets was the purchase price of the stock, not the historical basis of the
assets in the hands of the acquired companies. This case illustrates the step-
transaction doctrine, preventing taxpayers from elevating form over substance to
achieve tax benefits.

Facts

Massachusetts Gas Companies (predecessor to Koppers Coal) wanted to acquire the
coal mining properties of six West Virginia corporations. Initially, Massachusetts
Gas offered to purchase the assets directly. However, the coal companies refused
direct asset sales due to corporate and shareholder-level taxes. As an alternative,
the coal companies offered to sell their stock, after first stripping themselves of
liquid assets and liabilities. Massachusetts Gas agreed to purchase the stock for $7.6
million. After acquiring the stock, Massachusetts Gas transferred it to a subsidiary,
which then liquidated the six coal companies to obtain their operating assets.
Massachusetts Gas argued that the substance of the transaction was an asset
purchase, and therefore, the basis of the assets should be the purchase price of the
stock.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Koppers Coal
Co.’s income tax, using the historical basis of the assets. Koppers Coal Co. petitioned
the Tax Court, arguing for a stepped-up basis reflecting the purchase price. The Tax
Court ruled in favor of Koppers Coal Co.

Issue(s)

1. Whether the acquisition of stock followed by a liquidation of subsidiary
corporations should be treated as a single integrated transaction (an asset
purchase) for determining the basis of the acquired assets for depreciation and
depletion.

Holding
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1. Yes, because the acquisition of stock and subsequent liquidation were steps in
a single, integrated plan to acquire the underlying assets.

Court’s Reasoning

The Tax Court applied the step-transaction doctrine, stating, “There seems to be no
doubt that, if these several transactions were in fact merely steps in carrying out
one definite preconceived purpose, the object sought and obtained must govern and
the integrated steps used in effecting the desired result may not be treated
separately for tax purposes...” The court found that Massachusetts Gas Companies’
original intent was to acquire the physical coal properties. The stock acquisition was
merely a necessary step to achieve this goal due to the coal companies’ tax
concerns. The court emphasized the substance over form principle, noting that
taxation deals with “realities.” Quoting precedent, the court highlighted that
integrated steps to achieve a desired result should not be treated separately. The
court concluded that the entire series of transactions, from stock purchase to
liquidation, was a single transaction - the purchase of assets. Therefore, the basis of
the assets was the cost of acquiring them, $7.6 million.

Practical Implications

Koppers Coal is a key case illustrating the step-transaction doctrine in tax law. It
demonstrates that courts will look beyond the formal steps of a transaction to its
economic substance, especially when multiple steps are interdependent and pre-
planned to reach a specific outcome. For legal professionals and businesses, this
case emphasizes the importance of considering the overall economic reality of a
transaction, not just its isolated components, when structuring business deals,
particularly acquisitions. It warns against structuring transactions in multiple steps
solely to achieve a tax advantage if the steps are clearly part of a single, overarching
plan. Later cases have consistently applied the step-transaction doctrine, often
citing Koppers Coal as foundational precedent in this area of tax law.
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