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9 T.C. 180 (1947)

A corporation that dissolves and distributes its assets to stockholders, who assume
the  corporation’s  liabilities,  can  deduct  the  remaining  unamortized  portion  of
brokerage fees it paid to secure a loan in the year of its dissolution.

Summary

Longview Hilton Hotel Co. obtained a loan in 1941, paying fees to brokers for their
services. The company amortized these fees over the life of the loan, deducting a pro
rata  portion  in  its  returns  for  1941-1943.  In  1944,  the  company  dissolved,
distributing its assets to its stockholders, who assumed the remaining loan liability.
The  Tax  Court  addressed  whether  the  company  could  deduct  the  remaining
unamortized portion of the brokerage fees in the year of dissolution. The court held
that  the company was entitled to  the deduction,  reasoning that  the dissolution
effectively ended the period for which the loan was used, justifying the deduction of
the remaining expense.

Facts

Longview Hilton Hotel Co. secured a $167,000 loan in 1941 from Great Southern
Life  Insurance Co.,  using the proceeds to  retire  existing debt  and for  working
capital. To obtain the loan, the company engaged two independent brokers, agreeing
to pay them $18,000 and $12,000 in fees, respectively. The Revenue Agent required
these fees to  be amortized over the 10-year loan term. On May 31,  1944,  the
company dissolved and distributed its assets to its stockholders, who assumed the
$134,125 unpaid principal balance of the mortgage note.

Procedural History

The IRS disallowed a portion of the deduction claimed by Longview Hilton Hotel Co.
for the unamortized brokerage fees in its final tax return for the year ending May
31, 1944. The company then petitioned the Tax Court for a redetermination of
income and excess profits tax deficiencies.

Issue(s)

Whether a corporation, upon its dissolution and the distribution of its assets to
stockholders  who  assume its  liabilities,  can  deduct  the  remaining  unamortized
portion of brokerage fees paid for securing a loan.

Holding

Yes, because the dissolution effectively marks the end of the period during which the
corporation had the use of the borrowed money, making the remaining unamortized
expenses deductible.
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Court’s Reasoning

The Tax Court  reasoned that  the brokerage fees represented the cost  of  using
borrowed money, not an addition to the cost basis of any asset. Analogizing to prior
cases such as S. & L. Building Corporation, 19 B.T.A. 788, the court stated that
shifting the burden of the mortgage to the stockholders placed the corporation in a
similar  position  as  if  it  had  paid  off  the  loan.  The  court  distinguished  Plaza
Investment Co.,  5 T.C.  1295,  noting that the fees in that  case were related to
acquiring a long-term lease (an asset), while the brokerage fees in this case were
directly tied to the debt. The court emphasized that “[h]ere the real question is not
whether  petitioner  sustained  a  loss  upon  the  distribution  of  its  assets  to  its
stockholders, because the brokerage fees did not form a part of its cost basis on any
of the property distributed…They were a separate and distinct item representing
cost of the use of money borrowed rather than cost of property.” Therefore, the
court concluded that the company was entitled to deduct the unamortized portion of
the brokerage fees in the taxable year.

Practical Implications

This case clarifies that unamortized expenses related to debt can be deducted when
the underlying debt  obligation is  effectively  transferred away from the original
borrower due to a significant event like dissolution. This ruling helps clarify tax
treatment in situations where a company liquidates and its debts are assumed by
another  party.  Attorneys  advising  corporations  undergoing  dissolution  should
consider this ruling to maximize potential deductions in the final tax year. Later
cases would apply or distinguish this ruling based on whether the expense truly
represents the cost of borrowing versus the cost of acquiring an asset.


