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T.C. Memo. 1953-251

A distribution to stockholders is considered a distribution in complete liquidation,
taxable at capital gains rates, if the corporation demonstrates a continuing purpose
to  liquidate,  confines  its  activities  to  that  end,  and  does  not  resume ordinary
business operations, even if the liquidation process is lengthy due to the nature of
the assets.

Summary

The  Estate  of  Williams  disputed  the  Commissioner’s  determination  that  a
distribution from Louisville Property Company was an ordinary dividend, taxable at
ordinary income rates, rather than a distribution in complete liquidation, taxable at
capital gains rates. The company had been under court order to liquidate since
1919. The Tax Court held that despite the lengthy period and the sale of mineral
rights and timber, the distribution was indeed part of a complete liquidation because
the assignee was merely disposing of existing assets in a difficult market without
expanding operations or acquiring new assets. The court emphasized the continuous
supervision by the Whitley Circuit Court and the absence of business expansion.

Facts

Following a 1919 Kentucky court order, Louisville Property Company was placed
into liquidation due to a suit by minority shareholders.
The company’s assets were assigned to a trustee, initially U.S. Trust Company, to
wind up its affairs.
By 1925, nearly all property was sold except for mineral and coal rights in western
Kentucky and a large tract of land in Bell County that was repossessed in 1930.
Williams became the successor assignee and continued disposing of the remaining
assets, including selling surface land, oil and gas rights, timber, and a portion of the
coal reserves.
Williams did not acquire any new property or expand the company’s operations
during this period.

Procedural History

The Commissioner determined that the 1942 distribution to the petitioner was an
ordinary dividend, resulting in a tax deficiency.
The Estate of Williams challenged this determination in the Tax Court, arguing that
the distribution was part of a complete liquidation.

Issue(s)

Whether the distribution in 1942 by Louisville Property Company to its stockholders
constituted an ordinary dividend or a distribution in complete liquidation under
Section 115(c) of the Internal Revenue Code.
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Holding

Yes, the distribution was a distribution in complete liquidation because the company
maintained a continuing purpose to liquidate its assets, its activities were confined
to that end, and the length of time was not unreasonable given the nature of the
assets and outstanding claims.

Court’s Reasoning

The court relied on the definition of liquidation established in T.T. Word Supply Co.,
41 B.T.A.  965 (1940),  requiring “a manifest  intention to liquidate,  a continuing
purpose to terminate its affairs and dissolve the corporation, and its activities must
be directed and confined thereto.”
The court  found that  despite  the  extended period,  the  assignee,  Williams,  was
actively trying to sell the remaining assets in a difficult market. Williams testified he
would have preferred to sell the Bell County lands outright but could not find a
buyer.
Importantly, Williams did not add to or expand the company’s non-liquid assets. He
did not replant trees, purchase mining equipment, or acquire new land or buildings.
The  court  emphasized  that  the  Whitley  Circuit  Court  maintained  continuous
supervision over Williams’s activities as trustee, holding the property for the benefit
of creditors and shareholders.
The court cited R.D. Merrill Co., 4 T.C. 955 (1945), noting that liquidators should be
given discretion in determining the manner and timing of liquidation to best serve
the interests of the corporation’s stockholders. “We should not, without good reason,
overrule the judgment of the liquidators of such an enterprise.”

Practical Implications

This  case  clarifies  that  the  length  of  time  required  for  liquidation  is  not  a
determining factor if the corporation demonstrates a continuing purpose to liquidate
and does not resume ordinary business operations.
It highlights the importance of demonstrating that activities are confined to winding
up affairs and disposing of assets, rather than engaging in new business ventures.
Legal practitioners can use this case to argue that distributions should be treated as
liquidating distributions even if the process takes many years, provided there is
consistent effort to sell assets and no expansion of business activities.
Later  cases  may  cite  this  ruling  to  determine  whether  a  company’s  activities
constitute a genuine liquidation process or a disguised attempt to distribute profits
as capital gains.


