17 T.C. 1472 (1952)

A corporation is not subject to tax on the gain from a condemnation sale of property
made by its stockholder if the corporation conducted no sale negotiations prior to
liquidation, and the purchaser made no commitment before the corporation
distributed the property to the stockholder.

Summary

Oahu Beach and Country Homes, Ltd. (Oahu) dissolved and distributed its remaining
land to its sole shareholder, Pauline King, before the finalization of a condemnation
proceeding. The Tax Court addressed whether the gain from the subsequent
condemnation sale was taxable to the corporation or to King individually. The court
held that because Oahu had not entered into a binding agreement or conducted
substantial negotiations for the sale before liquidation, the gain was taxable to King,
not Oahu. This case highlights the importance of determining whether a corporation
actively participated in a sale before liquidation to determine tax liability.

Facts

Oahu, a Hawaiian corporation, was formed to buy, subdivide, and sell land. After
selling most of its land, Oahu owned a parcel called Section 1-A. The U.S. Navy
began using a portion of Section 1-A in 1944 and initiated condemnation
proceedings in March 1945. In June 1945, the shareholders voted to liquidate the
corporation, and the remaining land, including Section 1-A, was distributed to
Pauline King, the sole shareholder. The condemnation proceedings continued, and
King eventually received compensation from the government for the land.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Oahu’s income
tax, arguing the gain from the condemnation sale was taxable to the corporation.
The Commissioner also asserted transferee liability against Pauline King. The Tax
Court consolidated the cases, addressing the central issue of whether the gain from
the condemnation sale was taxable to the corporation.

Issue(s)

Whether the gain realized on the condemnation sale of land (Section 1-A) to the
government is taxable to the petitioner corporation, Oahu Beach and Country
Homes, Ltd., or to its sole shareholder, Pauline E. King, who received the land in
liquidation prior to the final sale.

Holding

No, because Oahu had not entered into a contract of sale, either oral or written, or
any other agreement for the private sale of Section 1-A to the Government before
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liquidation. The condemnation proceedings, initiated before liquidation, did not
constitute a sale attributable to the corporation.

Court’s Reasoning

The Tax Court distinguished this case from Commissioner v. Court Holding Co.,
where the corporation had already negotiated a sale. The court emphasized that
Oahu did not enter into a binding agreement or conduct substantial negotiations for
the sale of Section 1-A before liquidation. The condemnation proceedings, while
initiated before liquidation, were considered a preliminary step that did not
guarantee a sale. The court noted that the government could have abandoned the
proceedings or altered the estate sought. Furthermore, Oahu was not initially
named as a defendant in the condemnation suit. The court stated, “[T]here were no
continued negotiations culminating in a substantial agreement that was deferred
until a later date, or any other circumstances from which we may conclude that the
sale made by the petitioner Pauline E. King should be attributed to the petitioner
corporation.” The court determined that Pauline King, as an individual, completed
the sale, and thus the gain was taxable to her.

Practical Implications

This case clarifies the circumstances under which a condemnation sale is attributed
to a corporation versus its shareholders after liquidation. It highlights that mere
initiation of condemnation proceedings before liquidation is insufficient to tax the
gain to the corporation. The key factor is whether the corporation actively
negotiated and substantially agreed to the sale terms before distributing the
property. Attorneys advising corporations considering liquidation must carefully
assess the stage of any pending sales, including condemnation actions, to properly
advise on potential tax liabilities. Subsequent cases cite this ruling as an example of
when a sale will be attributed to the shareholder rather than the liquidated
corporation. This case emphasizes the importance of clear documentation of
negotiations and agreements, or lack thereof, regarding potential sales before
liquidation.
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