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Steubenville Bridge Co. v. Commissioner, 11 T.C. 789 (1948)

A sale of corporate assets is attributed to the shareholders, not the corporation, for
tax  purposes  when  the  corporation  liquidates  and  distributes  its  assets  to
shareholders who then independently sell those assets, provided the corporation did
not engage in prior negotiations or agreements regarding the sale.

Summary

Steubenville Bridge Co. was liquidated after a syndicate purchased all its stock. The
syndicate then sold the bridge to West Virginia. The Commissioner argued the sale
was effectively by the corporation before liquidation, making the corporation liable
for the capital gains tax. The Tax Court held the sale was by the shareholders post-
liquidation,  thus the corporation was not liable.  The court  emphasized that the
syndicate had no prior connection to the corporation or its assets and the liquidation
was a distinct step after the stock purchase.

Facts

Baron & Hastings obtained options to purchase Steubenville Bridge Co. stock. They
then contracted with a syndicate, agreeing to pay the syndicate $25,000 if they
renewed the options and successfully sold the bridge. The syndicate contracted to
sell the bridge to West Virginia before even securing the assignment of the stock
options. On December 29, 1941, the syndicate purchased all Steubenville stock, held
a special meeting to elect new directors, and then promptly voted to liquidate the
corporation,  distributing  the  assets  (the  bridge)  to  the  syndicate  as  the  sole
shareholder.

Procedural History

The Commissioner determined a deficiency in Steubenville Bridge Co.’s income tax,
arguing that the sale of the bridge was attributable to the corporation, resulting in
capital  gains  tax  liability.  The  Tax  Court  reviewed  the  Commissioner’s
determination. The Tax Court also addressed an overpayment claim by Steubenville
Bridge Co. for a tax payment made after the statute of limitations had expired.

Issue(s)

Whether the sale of the Steubenville Bridge should be attributed to the corporation
(Steubenville Bridge Co.) or to its shareholders (the syndicate) for federal income
tax purposes.

Holding

No, the sale of the Steubenville Bridge is attributable to the shareholders, not the
corporation because the corporation had not taken any steps toward the sale prior
to the liquidation resolution and distribution of assets.
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Court’s Reasoning

The Court distinguished this case from others where a corporation was taxed on a
sale of assets, emphasizing that Steubenville Bridge Co. had not engaged in any
negotiations or agreements related to the sale of the bridge before the liquidation
process began. The court highlighted that “[t]here is not one act set forth in the
record which was performed by the syndicate, the stockholders, the newly elected
officers, the directors, or Steubenville after the syndicate procured the stock on
December 29, 1941, that could be remotely construed, in our opinion, as an act or a
step in the sale of the bridge prior to the approval of the resolution of liquidation.”
The Court acknowledged the principle that a corporation undergoing liquidation can
choose the method that results in the least tax liability. The court contrasted this
case with Court Holding Co. v. Commissioner, 324 U.S. 331, where the corporation
had already negotiated a sale before liquidation. The key factor was timing and the
absence of corporate action towards a sale before liquidation was initiated.

Practical Implications

This case provides a clear illustration of the distinction between a corporate sale of
assets followed by liquidation and a liquidation followed by a shareholder sale of
assets.  It  emphasizes  that  for  a  sale  to  be  attributed to  the  shareholders,  the
corporation  must  genuinely  liquidate  and  distribute  assets  without  prior
commitments or negotiations for sale. Attorneys advising corporations undergoing
liquidation must carefully  structure the transaction to avoid pre-liquidation sale
negotiations or agreements, ensuring the shareholders’ sale is independent to avoid
corporate-level tax. This case highlights the importance of meticulous timing and
documentation to demonstrate that the liquidation and sale are distinct steps. Later
cases have cited Steubenville Bridge Co. to support the principle that a sale is
taxable to the shareholders when the corporation liquidates in kind before any
binding agreement of sale is entered into by the corporation.


