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Pope & Talbot, Inc. v. Commissioner, 104 T. C. 574 (1995)

Under IRC section 311(d)(1), a corporation’s gain on the distribution of appreciated
property is determined as if the corporation sold the entire property at fair market
value on the date of distribution, regardless of how the property is subsequently
divided among shareholders.

Summary

Pope & Talbot, Inc. transferred its Washington properties to a newly formed limited
partnership and distributed partnership units to its shareholders. The issue was
whether the corporation’s gain should be calculated based on the fair market value
of the entire properties transferred or the value of the partnership units received by
shareholders. The Tax Court held that under IRC section 311(d)(1), the gain must be
calculated as if the corporation sold the entire property at fair market value on the
distribution  date.  This  decision  was  based  on  the  legislative  intent  to  prevent
corporations  from  avoiding  tax  on  the  appreciation  of  property  distributed  to
shareholders.

Facts

Pope & Talbot,  Inc. ,  a publicly held corporation, owned business properties in
Washington. In 1985, its board approved a ‘Plan of Distribution’ to transfer these
properties to a newly formed limited partnership, Pope Resources. The corporation
borrowed $22. 5 million, transferred its Washington properties (timberlands, land
development, and resort business) to the partnership, and distributed partnership
units to its shareholders on a pro rata basis. Pope & Talbot calculated its gain from
the distribution based on the value of the partnership units, while the Commissioner
argued  for  calculating  the  gain  based  on  the  fair  market  value  of  the  entire
properties transferred.

Procedural History

Pope & Talbot filed a motion for partial summary judgment, and the Commissioner
filed a  cross-motion for  partial  summary judgment.  The Tax Court  granted the
Commissioner’s motion and denied Pope & Talbot’s motion, ruling that the gain
should be determined as if the corporation sold the entire property at fair market
value on the date of distribution.

Issue(s)

1.  Whether  under  IRC  section  311(d)(1),  the  gain  from  the  distribution  of
appreciated property should be determined as if the corporation sold the entire
property at fair market value on the date of distribution.

Holding
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1. Yes, because IRC section 311(d)(1) requires the gain to be calculated as if the
corporation sold the entire property at fair market value on the date of distribution,
to prevent tax avoidance on the appreciation of property.

Court’s Reasoning

The court’s decision was based on the legislative history and purpose of IRC section
311(d)(1),  which was enacted to prevent corporations from avoiding tax on the
appreciation of property distributed to shareholders. The court emphasized that the
statute requires the distributing corporation to recognize gain as if the property
were sold at fair market value at the time of distribution. The court rejected Pope &
Talbot’s  argument that  gain should be based on the value of  partnership units
received by shareholders, as this could allow a significant portion of the property’s
appreciation to escape corporate-level tax. The court also noted that the singular
use of ‘shareholder’ in the statute could be applied in the plural, consistent with the
purpose of the law. The court’s interpretation was supported by the legislative intent
to ensure that corporations are taxed on the appreciation of distributed property,
regardless of the structure of the distribution.

Practical Implications

This decision clarifies that when a corporation distributes appreciated property to
shareholders,  either directly  or through an intermediary like a partnership,  the
corporation  must  recognize  gain  based  on  the  fair  market  value  of  the  entire
property at the time of distribution. This ruling impacts corporate tax planning,
particularly  in  transactions  involving  the  distribution  of  assets  to  shareholders
through  entities  like  partnerships.  It  prevents  corporations  from  using  such
structures to avoid recognizing gain on appreciated property. Practitioners should
advise clients to consider this ruling when planning similar transactions, as it could
affect the tax consequences of distributing appreciated assets. Subsequent cases
have followed this ruling, reinforcing the principle that the focus for tax purposes
remains on the value of  the property as owned by the corporation,  not on the
interests received by shareholders.


