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28 T.C. 407 (1957)

Loss deductions are disallowed for tax purposes when an individual sells securities
indirectly to a corporation in which they have significant ownership, even if the
initial sale appears to be to an unrelated party.

Summary

The case concerns a taxpayer, Frances Boehm, who sought to deduct losses from the
sale of securities. Boehm sold stocks to her in-laws, who then promptly sold the
same stocks to her wholly-owned corporations. The Tax Court ruled that these were
indirect sales from Boehm to her corporations. Under Section 24(b)(1)(B) of the
1939 Internal Revenue Code, such losses are not deductible. The court determined
that the transactions, while appearing to be sales to relatives, were structured to
avoid tax liability by creating artificial losses through transactions between entities
under the taxpayer’s effective control. The court emphasized the substance of the
transactions  over  their  form,  concluding  that  the  taxpayer  had  not  genuinely
realized a loss because she maintained economic control over the securities.

Facts

Frances Boehm owned securities in West Penn Electric Co. and New York Water
Service Co. In 1948, she sold the West Penn Electric Co. shares to her mother-in-law
and the New York Water Service Co. shares to her father-in-law. The mother-in-law
sold the securities to one of Boehm’s wholly owned corporations shortly after. The
father-in-law’s shares went to Boehm’s sister-in-law, who then sold the shares to two
of Boehm’s wholly owned corporations. Boehm reported these sales as resulting in
short-term capital losses, which she deducted on her tax return. The Commissioner
of Internal Revenue disallowed the deductions.

Procedural History

The Commissioner determined a deficiency in Boehm’s income tax and disallowed
the claimed loss deductions. Boehm challenged this determination in the United
States Tax Court. The Tax Court adopted the stipulated facts of the case. The Tax
Court sided with the Commissioner, leading to this appeal.

Issue(s)

Whether the losses incurred from the sales of securities are deductible, given the
indirect  sales  to  corporations  wholly  owned  by  the  taxpayer,  as  per  Section
24(b)(1)(B) of the 1939 Internal Revenue Code.

Holding

No, because the court held that the transactions were indirect sales to corporations
wholly owned by the taxpayer, which are prohibited for loss deduction purposes
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under Section 24(b)(1)(B).

Court’s Reasoning

The court applied Section 24(b) of the 1939 Internal Revenue Code, which disallows
loss deductions on sales between an individual and a corporation if the individual
owns  more  than  50%  of  the  corporation’s  stock.  The  court  emphasized  the
substance-over-form doctrine,  noting  that  the  taxpayer  effectively  controlled  all
involved  entities.  It  focused  on  the  legislative  intent  to  prevent  tax  avoidance
through transactions  that  do  not  result  in  genuine  economic  losses.  The  court
viewed the transactions as indirect sales to the controlled corporations, despite the
involvement of relatives, as the relatives merely acted as intermediaries. The court
cited prior case law, particularly McWilliams v. Commissioner, which underscored
the importance of considering the economic realities of transactions and preventing
the artificial creation of losses.

Practical Implications

This case is a strong warning against using indirect transactions, involving family
members or other entities under the taxpayer’s control, to generate tax losses. It
underscores  the  importance  of  carefully  structuring  transactions  to  avoid  the
appearance of tax avoidance, and the need to demonstrate a genuine economic loss.
Taxpayers must be prepared to demonstrate that the transactions are conducted at
arm’s  length  and  result  in  actual  economic  changes.  This  case  has  practical
implications on estate planning and closely held business transactions, where family
or related entities may engage in transactions to shift assets. The government is
likely  to  scrutinize  these  transactions  closely.  Later  cases  often  cite  Boehm v.
Commissioner to disallow loss deductions where sales are made to related entities to
generate tax benefits.


