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15 T.C. 312 (1950)

An exchange of stock qualifies as a tax-free reorganization under Section 112 of the
Internal Revenue Code when the transaction adheres to both the technical statutory
requirements and the broad purpose of facilitating corporate restructuring, even if
the acquiring corporation later transfers the acquired stock to a subsidiary, provided
this subsequent transfer was not part of the original plan.

Summary

The Tax Court addressed whether an exchange of stock between Atlas Steel Barrel
Corporation  (Atlas)  shareholders  and  Bethlehem Steel  Corporation  (Bethlehem)
qualified as a tax-free reorganization. Atlas’s shareholders exchanged their Atlas
stock for Bethlehem stock. The day after the exchange, Bethlehem transferred the
Atlas  stock  to  its  subsidiary  and  Atlas  was  subsequently  liquidated.  The
Commissioner argued this was a taxable event. The Tax Court held that the initial
exchange  qualified  as  a  tax-free  reorganization  because  the  transfer  to  the
subsidiary was not part of the original plan agreed upon by Atlas’s shareholders,
thus preserving the continuity of interest.

Facts

Atlas  Steel  Barrel  Corporation  manufactured  steel  barrels.  Its  shareholders,
including Robert Campbell, sought a tax-free exchange of their Atlas stock for voting
stock  in  another  company.  Campbell  contacted  Bethlehem  regarding  a  stock
exchange. On September 14, 1943, Atlas, Bethlehem, and the Atlas shareholders
entered into an agreement for the exchange of all Atlas stock for Bethlehem voting
stock.  On  December  29,  1943,  the  exchange  occurred.  Unbeknownst  to  Atlas
shareholders, Bethlehem, after acquiring stock in Rheem (a competitor of Atlas),
transferred the Atlas stock to its subsidiary, Pennsylvania, on December 30, 1943.
Pennsylvania liquidated Atlas shortly thereafter.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the petitioners’
income taxes, arguing the stock exchange was a taxable event. The Commissioner
also determined that Atlas realized a gain on the transfer of its properties. The
petitioners  challenged  these  determinations  in  the  Tax  Court.  The  cases  were
consolidated.

Issue(s)

Whether the exchange of Atlas stock for Bethlehem stock constituted a tax-free
reorganization under Section 112 of the Internal Revenue Code.

Holding



© 2025 SCOTUSreports.com. All rights reserved. | 2

Yes,  because  the  initial  exchange  of  stock  between  Atlas  shareholders  and
Bethlehem constituted a tax-free reorganization, as the subsequent transfer of Atlas
stock to Bethlehem’s subsidiary was not part of the original reorganization plan and
the Atlas shareholders maintained the required continuity of interest.

Court’s Reasoning

The Tax Court emphasized that a valid reorganization must meet both technical
statutory  requirements  and  the  broader  objective  of  facilitating  corporate
restructuring. The court found that the original “plan” of reorganization involved
only  Bethlehem  and  that  Bethlehem’s  later  transfer  of  the  Atlas  stock  to
Pennsylvania was “an independent transaction” not contemplated in the original
plan. The court stated, “Although it was physically within the power of Bethlehem to
transfer the Atlas stock when it became its owner, the evidence shows that not even
Bethlehem, still less petitioners, contemplated it as a possible part of the plan. It
was ‘an independent transaction’ and not ‘an essential [or any] part of the plan.'”
The court emphasized that the Atlas shareholders bargained for and obtained a
continuing interest in the assets transferred, satisfying the “continuity of interest”
doctrine,  despite  the  later  transfer  to  the  subsidiary.  The  court  distinguished
Anheuser-Busch, Inc., 40 B. T. A. 1100, because in that case, the plan contemplated
the transfer  of  assets  to  a  subsidiary  from the outset.  The court  accepted the
testimony that the Atlas shareholders were unaware of Bethlehem’s plan to liquidate
Atlas. The court also rejected the Commissioner’s alternative argument that the sale
of corporate shares constituted a transfer of assets by the corporation.

Practical Implications

This  case  clarifies  that  a  stock-for-stock  exchange  can  qualify  as  a  tax-free
reorganization even if the acquiring corporation later transfers the acquired stock or
assets  to  a  subsidiary,  as  long  as  the  transfer  was  not  part  of  the  original
reorganization  plan.  This  ruling  is  crucial  for  tax  attorneys  advising clients  on
corporate reorganizations,  as it  provides certainty in situations where acquiring
corporations might later restructure the acquired entity’s ownership. It underscores
the importance of documenting the intent of all parties involved in a reorganization
and establishing that any subsequent transfers are independent decisions made
after the initial reorganization is complete. The case also reinforces the “continuity
of  interest”  doctrine,  emphasizing  that  shareholders  receiving  stock  in  a
reorganization must maintain a continuing proprietary interest in the reorganized
entity, though that interest can be indirect through a parent-subsidiary relationship
as long as it’s part of the original plan.


