Dolese v. Commissioner, 82 T. C. 830 (1984)

The IRS can use Section 482 to reallocate income and deductions between related
taxpayers to prevent tax evasion or to clearly reflect income, even after a
disproportionate distribution of partnership assets.

Summary

In Dolese v. Commissioner, the Tax Court upheld the IRS’s use of Section 482 to
reallocate income and deductions between an individual and his wholly owned
corporation after a disproportionate distribution of partnership assets was used to
maximize tax benefits from a charitable contribution. Roger Dolese and his
corporation, through a partnership, distributed land in a way that increased Dolese’s
charitable deduction. The IRS reallocated the deduction based on their actual
partnership interests, ruling that the disproportionate distribution did not change
the substance of the transaction. This case emphasizes the IRS’s broad authority
under Section 482 to scrutinize transactions between related parties and reallocate
items as needed to reflect true income.

Facts

Roger Dolese and his wholly owned corporation, Dolese Co. , were partners in
Dolese Bros. Co. , with the corporation holding a 51% interest and Dolese a 49%
interest. In 1976, the partnership distributed 160 acres of land into two tracts to the
partners in disproportionate shares: Dolese received 76% of Tract I and 24% of
Tract II, while the corporation received the reverse. This distribution was solely for
tax purposes to maximize Dolese’s charitable contribution deduction for donating
Tract I to Oklahoma City as a public park. The city later purchased most of Tract II
from Dolese and the corporation.

Procedural History

The IRS determined deficiencies in Dolese’s federal income tax for 1976 and 1977,
reallocating the charitable contribution deduction and capital gains based on the
partnership interests rather than the disproportionate distribution. Dolese
petitioned the Tax Court, which upheld the IRS’s reallocation under Section 482.

Issue(s)

1. Whether the IRS properly disregarded the disproportionate distribution of land by
the partnership to its partners, which was made solely to avoid statutory limitations
on the corporation’s charitable contribution deduction.

2. Whether the IRS properly reallocated between Dolese and his corporation the
gain from sales of land and the charitable contribution deduction.

Holding
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1. No, because the substance of the transaction was that Dolese and the corporation,
not the partnership, contributed and sold the property to the city, making the
disproportionate distribution irrelevant to the tax treatment.

2. Yes, because under Section 482, the IRS could and did properly reallocate the
charitable contribution deduction and capital gains based on the partners’ actual
interests in the partnership, to prevent tax evasion and reflect true income.

Court’s Reasoning

The court emphasized that while taxpayers may legally minimize taxes, the
substance of transactions controls over form. Here, Dolese and the corporation, not
the partnership, negotiated and completed the contribution and sales to the city.
The disproportionate distribution did not change this substance. The court also
upheld the IRS’s reallocation under Section 482, citing the broad discretion granted
to the IRS to prevent tax evasion or clearly reflect income among related taxpayers.
The court rejected Dolese’s arguments that Section 482 did not apply because he
was not engaged in a separate business from the corporation, that there was a
business purpose for the distribution, that the transaction met the arm’s length
standard, and that the IRS could not reallocate assets. The court found that Dolese’s
salaried position with the corporation constituted a separate business, that
maximizing tax benefits did not constitute a valid business purpose, that the
transaction would not have occurred at arm’s length between unrelated parties, and
that the IRS reallocated income and deductions, not assets.

Practical Implications

This case reinforces the IRS’s authority under Section 482 to scrutinize and
reallocate income and deductions among related taxpayers. Practitioners must be
aware that disproportionate distributions or other arrangements among related
parties to maximize tax benefits may be disregarded if they do not reflect the
substance of the transaction. When planning transactions involving related entities,
the potential for IRS reallocation must be considered, especially when the
transaction’s primary purpose is to shift tax benefits. The case also highlights the
need for clear documentation of the business purpose behind transactions between
related parties. Subsequent cases, such as Northwestern National Bank of
Minneapolis v. Commissioner, have applied similar reasoning to uphold Section 482
reallocations in analogous situations.
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