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23 T.C. 138 (1954)

The sale of inventory received in corporate liquidation, conducted as a business with
continuity and sales activities, results in ordinary income, not capital gains.

Summary

The case involves several tax issues, including whether profits from the sale of
industrial pipe, received in corporate liquidation and sold through a partnership,
constituted ordinary income or capital gains. The court found that the partnership’s
activities in selling the pipe were a continuation of the corporation’s business, thus
the profits were ordinary income. Other issues included the deductibility of farm
expenses paid by corporations controlled by the taxpayer and the entitlement of a
corporation to report income on the installment basis. The court disallowed the farm
expenses as business deductions and, while finding the corporation was entitled to
installment reporting, ruled payments from a prior cash sale did not qualify.

Facts

Louis  Greenspon  and  Anna  Greenspon  each  held  50%  of  the  stock  of  Joseph
Greenspon’s Son Pipe Corporation, which bought and sold industrial pipe. Due to
disputes, the corporation was liquidated, and its inventory of pipe was distributed in
kind to Louis and Anna. They formed a partnership, “Louis and Anna Greenspon,
Liquidating Agents,” to sell the pipe. Louis, the former corporation’s chief salesman,
directed  the  sales,  contacting  the  same  customers  and  using  similar  sales
techniques.  Simultaneously,  Louis  formed  and  operated  Louis  Greenspon,  Inc.,
selling similar pipe. The partnership made 127 sales in 1947 and 11 in 1948. In a
separate issue, Louis Greenspon owned a farm where he entertained clients and
charged expenses to his corporations. Finally, Louis Greenspon, Inc. made several
installment sales in 1949.

Procedural History

The Commissioner of Internal Revenue determined tax deficiencies for Louis and
Anna Greenspon and Louis Greenspon, Inc. across multiple years. The taxpayers
challenged these deficiencies in the U.S. Tax Court. The Tax Court consolidated the
cases for trial and addressed the issues concerning capital gains, farm expenses,
and installment sales, ruling against the taxpayers on most points.

Issue(s)

1. Whether profits from the sale of industrial pipe by Louis and Anna Greenspon, the
individual petitioners, in 1947 and 1948 were capital gains or ordinary income.

2. Whether certain expenses for the upkeep of a farm, owned by Louis Greenspon,
which were paid during the period 1946 through 1949 by corporations dominated by
Louis  and  Anna  Greenspon,  were  legitimate  promotional  expenses  of  the
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corporations and deductible by the corporations as ordinary and necessary business
expenses and, if not, whether such expenses which were paid by the corporations
should be attributed as additional income to Louis Greenspon.

3. Whether Louis Greenspon, Inc.,  the corporate petitioner, is entitled to report
income from a portion of its sales in the year 1949 on the installment basis.

Holding

1. No, because the partnership’s pipe sales were part of  a continuing business
activity resulting in ordinary income.

2. No, the farm expenses were not ordinary and necessary business expenses for the
corporations and were considered distributions to Greenspon. The cost of the farm
machinery was not added to Greenspon’s income.

3. Yes, the corporation was entitled to report income on the installment basis for
1949; however, amounts received in 1949 from a 1948 cash sale that was later
converted to installment payments were not included in 1949 income.

Court’s Reasoning

The court analyzed the pipe sales to determine if the partnership operated as a
business,  focusing  on  factors  such  as  the  purpose  for  acquiring  the  property,
continuity of sales, the number and frequency of sales, and sales activities. The
court  noted  that  the  partnership’s  sales  activities  mirrored  the  dissolved
corporation’s business practices, using the same customers and sales techniques.
“We think that unquestionably his dual role undermines the effectiveness of the
argument that  the partnership did not  add to its  inventory.  It  did not  have to
because it was so closely allied to the new corporation which could supply those
needs of  the customers which the partnership could not.”  The court  found the
liquidation process had the attributes of a business, resulting in ordinary income.
The court also noted, “the manner in which [the partnership] disposed of the pipe to
determine whether the operation constituted a trade or business, and whether the
pipe was held for sale to customers in the ordinary course of a trade or business.”.
Concerning the farm expenses, the court found no direct relationship between the
farm’s  activities  and  the  corporations’  business.  The  farm  was  considered
Greenspon’s personal residence, with business use being incidental.  Finally,  the
court determined that Greenspon’s corporation qualified for installment reporting,
based on the number and substantiality of its installment sales. However, because
the 1948 sale was originally a cash sale and not an installment sale when made, the
payments received in 1949 from that sale were not included in the corporation’s
1949 income under the installment method.

Practical Implications

This  case  underscores  the  importance  of  characterizing  activities  as  either
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investment liquidation or ongoing business. The court closely scrutinized the nature
of  the  sales  activities.  If  the  manner  of  liquidation  resembles  typical  business
operations—such as using established sales methods, soliciting the same customer
base, and maintaining a degree of sales continuity—the resulting income is more
likely  to  be  considered  ordinary  income rather  than  capital  gains,  even  if  the
primary goal is asset disposition. The case also highlights the strict scrutiny applied
to expenses related to a taxpayer’s personal property, such as a residence, when
claimed as business deductions by a related corporation. The court is more likely to
treat  such  expenses  as  personal  when  there  is  not  clear  evidence  of  a  direct
business purpose. Finally, the court provided that the installment sale method of
accounting  is  available  if  a  business  regularly  sells  on  an  installment  basis.
Subsequent  changes  to  a  sales  payment  structure  did  not  change a  previously
completed sale into an installment sale subject to these rules. These decisions shape
tax planning regarding business liquidations, related-party transactions, and the use
of the installment method.


