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Rodman v. Commissioner, 66 T. C. 154 (1976)

The fair market value of consideration received, rather than the value of property
transferred, should be used to measure gain in a constructive sale, and a purchase
from a corporation is not a constructive dividend if the price paid is at least the fair
market value.

Summary

In  Rodman v.  Commissioner,  the  court  addressed two key  issues:  whether  the
taxpayer understated gain from a 1966 sale of oil properties and whether a purchase
of stock from his corporation constituted a constructive dividend. E. G. Rodman, an
oil  operator,  transferred his  properties  to  his  wholly  owned corporation  before
exchanging corporate stock for Reading & Bates stock. The court determined that
the gain should be calculated based on the fair market value of the consideration
received,  not  the property  transferred,  and ruled that  no constructive  dividend
occurred  since  the  stock  purchase  price  reflected  fair  market  value  despite
increased book value.

Facts

E. G. Rodman, an independent oil operator, owned producing and nonproducing
leaseholds and equipment. He was the sole shareholder of Rodman Petroleum Corp.
and an 80% shareholder of Rodman Oil Co. In 1966, Reading & Bates Offshore
Drilling  Co.  sought  to  acquire  all  of  Rodman’s  oil-related  properties.  Rodman
transferred his individual properties to Rodman Petroleum in exchange for stock,
then  exchanged  the  stock  of  both  companies  for  Reading  &  Bates  stock.
Additionally, Rodman purchased a 25% interest in the Model Shop of Odessa from
Rodman Petroleum for $146,901. 30.

Procedural History

The case originated with the IRS determining deficiencies in Rodman’s 1966 and
1967 income taxes. After trial, the parties settled several issues, but the gain from
the  sale  of  oil  properties  and  the  potential  constructive  dividend  remained
contested. The Tax Court heard the case and issued its decision in 1976.

Issue(s)

1. Whether Rodman understated the amount of gain realized upon the sale of oil
properties in 1966?
2. Whether Rodman received a constructive dividend when he purchased property
from his wholly owned corporation in 1966?

Holding

1.  No,  because  the  gain  should  be  measured  by  the  fair  market  value  of  the
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consideration received, which was determined to be $1,500,000.
2. No, because the price paid for the stock was not less than its fair market value at
the time of purchase.

Court’s Reasoning

The court emphasized that the value of the consideration received, rather than the
property transferred, should be used to measure gain under Section 1001 of the
Internal Revenue Code. This approach was preferred even when it was difficult to
determine the value of the consideration received. The court rejected the IRS’s
valuation of the properties based on insufficient evidence and determined the fair
market value of the Reading & Bates stock to be $10 per share, leading to a total
consideration of $4,300,000 for all properties. Regarding the constructive dividend,
the court found that the purchase price of the Model Shop stock from Rodman
Petroleum was at fair market value, considering the stock’s lack of control over the
business  and  the  company’s  financial  performance,  thus  no  dividend  was
recognized.

Practical Implications

This case underscores the importance of using the fair market value of consideration
received to calculate gains in complex transactions, guiding tax practitioners in
structuring and reporting similar deals.  It  also clarifies that a purchase from a
corporation at fair market value does not constitute a constructive dividend, even if
the  book  value  has  increased.  Practitioners  should  be  cautious  in  accepting
valuations without solid evidence and consider multiple factors in assessing fair
market value. Subsequent cases have referenced Rodman when addressing similar
issues of gain calculation and constructive dividends in corporate transactions.


