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23 T.C. 841 (1955)

In tax law, transactions lacking economic substance and undertaken solely to avoid
tax liability are disregarded, and the substance of the transaction, not its form,
determines the tax consequences.

Summary

Weyl-Zuckerman & Company transferred mineral rights with a zero tax basis to a
wholly owned subsidiary and reacquired them shortly thereafter as a dividend in
kind. The company then sold the rights, claiming a stepped-up basis equal to the
value of the dividend, resulting in no taxable gain. The U.S. Tax Court held that the
transfer to the subsidiary and reacquisition lacked economic substance and were
undertaken solely for tax avoidance. The court disregarded the transactions and
determined that the company’s basis  in the mineral  rights remained zero,  thus
creating a taxable gain upon the sale.

Facts

Weyl-Zuckerman & Company (Weyl)  owned the Henning Tract,  which contained
valuable mineral rights, notably gas. Weyl had a zero basis in the mineral rights.
Weyl transferred the entire Henning Tract to its wholly owned subsidiary, McDonald
Ltd. Shortly after, a sale of the gas rights to Standard Oil was arranged. Before the
sale was finalized, McDonald Ltd. declared a dividend in kind, returning the mineral
rights to Weyl. Weyl then sold the gas rights to Standard Oil for $230,000, claiming
a stepped-up basis based on the dividend received. The Commissioner of Internal
Revenue determined a deficiency, arguing the transfer was a sham.

Procedural History

The Commissioner of Internal Revenue determined a tax deficiency. Weyl challenged
the deficiency in the U.S. Tax Court. The Tax Court found for the Commissioner,
holding the transfer to the subsidiary and the subsequent dividend were without
economic substance.

Issue(s)

Whether the transfer of mineral rights to a wholly owned subsidiary followed by a
dividend in kind, immediately before the sale of those rights, should be disregarded
for tax purposes.

Holding

Yes, because the court found that the transfer and dividend were without economic
substance and were solely intended to create a stepped-up basis for tax avoidance.

Court’s Reasoning



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

The court applied the doctrine of “substance over form,” stating that the court will
look to the real transaction and its economic substance. The court found that the
initial  transfer  of  the  mineral  rights  to  the  subsidiary  lacked  a  valid  business
purpose and was not undertaken in good faith, as Weyl’s primary goal was to create
a stepped-up basis in the mineral rights. The court emphasized that the taxpayer
bears the burden of proving the Commissioner’s determination incorrect. The court
found the stated business purposes for the transfer (efficient farming and securing a
bank loan) were pretextual. The court noted that the sale of the mineral rights was
considered from the outset. The Tax Court determined that the round trip of the
mineral rights was engineered for tax avoidance and therefore the transaction would
be disregarded.

Practical Implications

This case underscores the importance of considering the economic substance of
transactions,  especially  in  tax  planning.  Taxpayers  must  demonstrate  that
transactions have a genuine business purpose and are not solely designed to avoid
tax  liability.  Courts  will  scrutinize  transactions  between  related  entities  and
disregard those that lack economic substance. The case reinforces the necessity of
establishing the bona fides of a business purpose. Taxpayers should document the
business reasons for transactions. The burden of proof rests with the taxpayer to
disprove the Commissioner’s determinations. The case also highlights the potential
for courts to disregard intermediary steps in a transaction if the overall plan lacks
economic substance and is primarily for tax avoidance.


