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Arkansas Best Corp. v. Commissioner, 83 T. C. 640 (1984)

The nature of the loss on the sale of stock depends on whether the stock was held
primarily for investment or for business purposes throughout the holding period.

Summary

Arkansas Best Corp. acquired a significant stake in National Bank of Commerce
(NBC)  in  1968  as  part  of  its  conglomerate  strategy,  treating  it  as  a  tax-free
reorganization. Subsequent legislative changes forced Arkansas Best to divest its
NBC holdings, which it did over several years, incurring substantial losses. The Tax
Court ruled that the losses on shares acquired from 1968 to 1972 were capital due
to an investment motive, while losses on shares acquired from 1973 to 1976 were
ordinary, as these were held for business reasons, primarily to protect Arkansas
Best’s  reputation  and  prevent  litigation.  The  court  also  applied  the  duty  of
consistency to prevent Arkansas Best from recharacterizing the initial acquisition as
a purchase rather than a reorganization.

Facts

In 1968, Arkansas Best Corp. , a holding company, acquired approximately 65% of
National  Bank  of  Commerce  (NBC)  stock  through  a  tax-free  reorganization.
Arkansas Best’s strategy was to form a diversified conglomerate with interests in
transportation,  consumer  goods,  and  financial  services.  From  1969  to  1976,
Arkansas Best acquired additional NBC shares through purchases, capital calls, and
stock dividends. In 1970, new legislation classified Arkansas Best as a bank holding
company,  requiring  it  to  divest  NBC  stock  or  cease  non-banking  acquisitions.
Arkansas Best  chose divestiture and sold 51% of  NBC stock in 1975,  with the
remainder sold over the following five years. Arkansas Best claimed an ordinary loss
on these sales, which the IRS disputed.

Procedural History

The IRS determined deficiencies in Arkansas Best’s federal income taxes for the
years  1969  to  1976.  Arkansas  Best  filed  a  petition  with  the  U.  S.  Tax  Court
challenging these deficiencies, specifically the characterization of the losses from
the NBC stock sales.  The Tax Court heard the case and issued its decision on
October 29, 1984, which was later affirmed in part and reversed in part by the Court
of Appeals on September 9, 1986.

Issue(s)

1. Whether the losses realized by Arkansas Best on the sale of its controlling interest
in NBC were ordinary losses or capital losses.
2. Whether the initial acquisition of NBC stock by Arkansas Best in 1968 qualified as
a tax-free reorganization under section 368(a)(1)(C) of the Internal Revenue Code.
3.  Whether Arkansas Best was entitled to a bad debt deduction for the partial
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chargeoff of a note received from the sale of NBC stock.

Holding

1. No, because the losses on shares acquired from 1968 to 1972 were capital losses
due to a primary investment motive; yes, because the losses on shares acquired from
1973 to 1976 were ordinary losses due to a business motive to protect Arkansas
Best’s reputation and prevent litigation.
2. Yes, because Arkansas Best is estopped from arguing otherwise due to the duty of
consistency, having previously treated the transaction as a tax-free reorganization.
3. No, because Arkansas Best failed to show with reasonable certainty that a specific
portion of the note was no longer collectible.

Court’s Reasoning

The Tax Court applied the Corn Products doctrine to distinguish between ordinary
and  capital  losses  based  on  the  purpose  of  holding  the  stock.  For  the  shares
acquired from 1968 to 1972, the court found a substantial investment motive, citing
Arkansas  Best’s  anticipation  of  stock  appreciation  in  Dallas’s  growing  financial
sector and its use of the bank’s earnings to enhance its own financial statements.
Conversely, shares acquired from 1973 to 1976 were held for business reasons, as
Arkansas Best was compelled to participate in capital calls to prevent the bank’s
failure and protect its reputation. The court also invoked the duty of consistency to
prevent Arkansas Best from recharacterizing the initial acquisition as a purchase,
citing its prior treatment of the transaction as a tax-free reorganization. Regarding
the bad debt deduction, the court found that Arkansas Best did not demonstrate the
partial worthlessness of the note with reasonable certainty.

Practical Implications

This decision clarifies that the characterization of losses on stock sales hinges on the
purpose for holding the stock throughout the ownership period. Companies must
carefully document their motives for holding stock to support claims for ordinary
loss treatment. The ruling also reinforces the duty of consistency, warning taxpayers
against  shifting positions  on tax  treatments  after  the statute  of  limitations  has
expired. For legal practitioners, this case underscores the importance of advising
clients on the tax implications of stock acquisitions and dispositions, especially in
conglomerate structures. Subsequent cases have referenced Arkansas Best Corp. v.
Commissioner in analyzing the application of the Corn Products doctrine and the
duty of consistency, influencing how similar cases are approached.


