Allen et al. v. Commissioner, 66 T. C. 363 (1976)

A charitable gift of corporate stock is treated as an anticipatory assignment of
income if the liquidation of the corporation is sufficiently advanced at the time of the
gift such that the stock’s only remaining function is to receive liquidating
distributions.

Summary

In Allen et al. v. Commissioner, shareholders of Toledo Clinic Corp. (TCC) donated
their stock to a charitable organization just before the corporation’s complete
liquidation. The Tax Court held that the gift constituted an anticipatory assignment
of income because the liquidation process was too far advanced, making the stock’s
only remaining value the impending liquidating distributions. The court focused on
the “realities and substance” of the transaction, concluding that the shareholders
could not avoid tax on the capital gains by transferring the stock before the actual
distribution of assets. This case underscores the importance of timing in charitable
donations of corporate stock during corporate liquidations and the application of the
anticipatory assignment of income doctrine.

Facts

Twenty doctors and their spouses, shareholders of Toledo Clinic Corp. (TCC),
considered liquidating TCC and donating their shares to the Lucas County Board of
Mental Retardation, a public charity. In June 1971, TCC adopted a plan of
liquidation. By November 1971, the shareholders fixed and directed the payment of
liquidating distributions on all shares, including those to be donated. On December
21, 1971, the shareholders transferred 1,807 shares to the board, and the remaining
546 shares were redeemed the next day. The corporation conveyed the property to
the board on December 23, 1971. The IRS determined that the shareholders realized
capital gains from the transaction, treating the gift as an anticipatory assignment of
income.

Procedural History

The IRS issued notices of deficiency to the shareholders, asserting that the gift of
TCC stock was an anticipatory assignment of income. The shareholders petitioned
the Tax Court for a redetermination of the deficiencies. The court heard the case
and issued its opinion in 1976, holding for the Commissioner.

Issue(s)

1. Whether the shareholders’ transfer of TCC stock to the charitable organization
constituted an anticipatory assignment of the proceeds of the liquidation of TCC.

Holding
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1. Yes, because the liquidation of TCC had proceeded too far at the time of the gift,
making the stock’s only remaining value the liquidating distributions.

Court’s Reasoning

The court applied the “realities and substance” test from Jones v. United States,
focusing on whether the right to receive liquidating distributions had matured at the
time of the gift. The shareholders had adopted a liquidation plan and fixed the
liquidating distributions before the gift, indicating that the stock’s only remaining
function was to receive these distributions. The court distinguished this case from
others where the liquidation could be rescinded by the donee, emphasizing that no
further corporate action was needed beyond executing the quitclaim deed. The court
rejected the shareholders’ argument that the board’s control over TCC could have
rescinded the liquidation, stating that control is only one factor among others in
determining the substance of the transaction. The court’s decision reaffirmed the
principles from Gregory v. Helvering and Helvering v. Horst, emphasizing that
taxpayers cannot avoid tax through anticipatory arrangements.

Practical Implications

This decision impacts how attorneys should advise clients on the timing of charitable
donations of corporate stock during corporate liquidations. It establishes that if a
liquidation plan is sufficiently advanced, a gift of stock will be treated as an
anticipatory assignment of income, subjecting the donor to capital gains tax.
Practitioners must carefully consider the stage of liquidation before advising on such
donations. The case also reinforces the importance of the “realities and substance”
test in tax law, guiding how courts will analyze similar transactions. For businesses,
this decision underscores the need for strategic planning in corporate liquidations to
optimize tax outcomes. Subsequent cases like Jones v. United States have further
developed this area, confirming the Allen holding.
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