H. K. Porter Co. v. Commissioner
87 T.C. 689 (1986)

(All amounts in thousands)

Initial Structure

Worthless Stock Deduction:
Liquidating Distribution Was Only
with Respect to Preferred Stock

Liguidation

Copyright © 2007 Andrew Mitchel LLC
International Tax Services
www.andrewmitchel.com

Ending Point

(0

H.K. Porter Co
(Parent)
(U.S)
1
100% 1 100%
1
Common Stock I Preferred Stoc_k
EMV = 0 | Facg Value = 2,453
Basis = 250 1 Basis = 2,425
: FMV = 467
H.K. Porter
(Australia)

Surrender
common

& preferred
stock

- —
- - -

-

\

H.K. Porter Co
(Parent)
(U.Ss)

v

H.K. Porter
(Subsidiary)
(Australia)

4

\

\

\
\
|
|
I
I
1

/
/

(2)

Liquidating
distribution
of 467

€

Ordinary Loss on Common Stock = 250
Capital Loss on Preferred Stock = 1,958

H.K. Porter Co
(Parent)
(U.s)

H.K. Porter Co. held two classes of stock (preferred and common) in its Australian subsidiary. The subsidiary
liquidated into the parent. The value of the assets of the subsidiary was not enough to cover the parent's
entire investment in the preferred shares. Since there was no value distributed with respect to the common
shares, section 332 did not apply with respect to the common shares and it was entitled to a loss pursuant to
section 165(Q).

There can be no distribution in respect to common stock until the prior claim of the preferred stock has been
satisfied. Spaulding Bakeries, Inc. v. Commissioner, 27 T.C. 684 (1957), affd. 252 F.2d 693 (2d Cir. 1958).
The parent received no distribution in liquidation on the subsidiary's common stock; the parent merely
received in liquidation payment of a part of the preferred stock. Priorities on dissolution cannot be
disregarded.

HUNDREDS of additional charts at www.andrewmitchel.com



www.andrewmitchel.com

