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Associates Inv. Co. v. Commissioner, 59 T. C. 441 (1972)

A dissolved  corporation’s  officers  retain  the  authority  to  act  on  behalf  of  the
corporation  to  protect  its  interests  in  surviving  claims  within  two  years  post-
dissolution.

Summary

Associates Investment Company challenged the validity of consents executed by an
officer of the dissolved Protective Life Insurance Company, extending the period for
tax deficiency assessments. The U. S. Tax Court held that under Nebraska law, the
consents were valid because the officer had the authority to act to protect the
corporation’s interests in surviving claims within two years after dissolution. The
court emphasized the broad powers granted to officers under the Nebraska Business
Corporation Act to protect corporate interests post-dissolution, interpreting these
powers  to  include executing consents  to  extend the assessment  period without
necessitating the commencement of a lawsuit.

Facts

In  1962,  Associates  Investment  Company  acquired  Protective  Life  Insurance
Company, a Nebraska corporation. Protective decided to dissolve in December 1964,
and completed its dissolution in April 1966. During the winding-up period, an IRS
audit  of  Protective’s  tax  returns  for  1958-1962 was ongoing,  with  both parties
awaiting the outcome of a related case, Alinco Life Insurance Co. v. United States.
Protective’s vice president executed consents in 1966 and 1967 to extend the period
for  assessing tax deficiencies,  even though no suit  was filed against  Protective
within two years of its dissolution.

Procedural History

The IRS issued a notice of liability to Associates Investment Company as transferee
of Protective’s assets. Associates contested the validity of the consents executed
post-dissolution, arguing that Protective’s officers lacked authority to act. The case
was heard by the U. S. Tax Court, which focused on interpreting Nebraska law to
determine the validity of the consents.

Issue(s)

1. Whether the consents executed by Protective’s officer in 1966 and 1967, after its
dissolution, were valid under Nebraska law.

Holding

1. Yes, because under Nebraska law, the officers of a dissolved corporation have the
authority to take actions necessary to protect the corporation’s interests in surviving
claims within two years after dissolution, including executing consents to extend the
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period for assessing tax deficiencies.

Court’s Reasoning

The court analyzed Nebraska’s Business Corporation Act, which is based on the
Model Business Corporation Act (MBCA). The court found that while a corporation’s
existence ceases upon dissolution, it continues for the purpose of protecting existing
claims and liabilities for two years. The court interpreted section 21-20,104 of the
Nebraska statutes, which allows corporate officers to take “appropriate corporate or
other  action”  to  protect  the  corporation’s  interests  in  surviving  claims,  as
authorizing the execution of consents. The court rejected a literal interpretation of
the statute that would require a suit to be commenced within two years for the
officers to act, as it would defeat the purpose of allowing post-dissolution actions to
protect the corporation’s interests. The court cited legislative history and other state
statutes to support its broader interpretation of the officers’ powers. The court also
noted that the consents did not extend the period for suing Protective beyond two
years after dissolution, thus aligning with the statutory intent.

Practical Implications

This decision clarifies that corporate officers of a dissolved corporation can take
proactive steps to protect the corporation’s interests in surviving claims without the
necessity of a lawsuit being filed within two years of dissolution. This ruling affects
how attorneys advise clients on corporate dissolution and the management of post-
dissolution liabilities, particularly in tax matters. It also informs the IRS and other
creditors on the validity of consents executed by officers of dissolved corporations.
Practitioners should be aware that this authority is limited to actions taken within
two  years  of  dissolution  and  must  be  clearly  connected  to  protecting  the
corporation’s interests in existing claims. Subsequent cases have cited this ruling to
support similar interpretations of corporate officers’ post-dissolution powers under
state laws modeled after the MBCA.


