Messer v. Commissioner, 52 T. C. 440 (1969)

A corporation continues to exist for federal income tax purposes until it distributes
all of its assets, even after state law dissolution.

Summary

Tel-O-Tube Corp. was dissolved under New Jersey law in 1960 but retained interest-
bearing notes and an antitrust claim until July 1961. The court held that the
corporation remained a taxable entity through September 30, 1961, under IRS
regulations, and thus was liable for taxes on interest income from the notes and the
proceeds from settling the antitrust claim. The shareholders were liable as
transferees of the corporation’s assets. The decision emphasizes that corporate
existence for tax purposes depends on the retention of assets, not merely on state
law dissolution.

Facts

Tel-O-Tube Corp. ceased operations in 1957 and invested in four interest-bearing
notes. It was formally dissolved under New Jersey law on December 6, 1960, after a
resolution on September 19, 1960, to dissolve and distribute assets to shareholders,
subject to paying a debt to RCA. However, Tel-O-Tube retained the notes and an
antitrust claim against RCA until July 1961. The corporation collected and
distributed interest from the notes and negotiated the settlement of the antitrust
claim, resulting in the return and cancellation of notes owed to RCA.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the corporation’s
income tax for the year ended September 30, 1961, and asserted transferee liability
against the shareholders. The case was heard by the United States Tax Court, which
issued its opinion on June 16, 1969, affirming the Commissioner’s determination.

Issue(s)

1. Whether Tel-O-Tube Corp. remained a continuing entity for tax purposes after its
dissolution under New Jersey law, taxable on the interest earned from the notes and
the proceeds from settling the antitrust claim?

Holding

1. Yes, because the corporation retained assets (notes and an antitrust claim) until
July 1961, it continued to exist as a taxable entity under IRS regulations through
September 30, 1961, and was taxable on the interest income and the proceeds from
the antitrust claim settlement.

Court’s Reasoning
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The court applied IRS regulations stating that a corporation continues to exist for
tax purposes if it retains assets. Tel-O-Tube’s retention of the notes and the antitrust
claim, its active collection of interest, and negotiation of the antitrust claim
settlement were seen as evidence of ongoing corporate existence. The court rejected
the argument that state law dissolution ended the corporation’s tax existence,
emphasizing that federal tax law governs this issue. The court also found no
evidence of an assignment of the notes or claim to shareholders before July 1961, as
required for the corporation to cease to exist for tax purposes. The court’s decision
was supported by prior cases like J. Ungar, Inc. and Hersloff v. United States, where
similar retention of assets post-dissolution resulted in continued corporate tax
liability.

Practical Implications

This decision clarifies that for tax purposes, a corporation’s existence does not end
with state law dissolution if it retains assets. Attorneys and accountants must ensure
all corporate assets are distributed before dissolution to avoid ongoing tax liabilities.
This ruling impacts how corporations handle liquidation, requiring careful planning
to avoid unintended tax consequences. Businesses must be aware that retaining any
assets, including legal claims, can extend their tax obligations. Subsequent cases
like United States v. C. T. Loo have similarly applied this principle, emphasizing the
importance of complete asset distribution in corporate dissolutions.
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