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SUMMARY

The Supreme Court held that a dominant shareholder who voluntarily surrenders part of the
corporation's shares while retaining control does not sustain an immediately deductible loss. Instead,
the shareholder must reallocate the basis of the surrendered shares to the shares retained, with any loss
recognized upon later disposition. The Court reversed the judgment of the United States Court of

Appeals for the Sixth Circuit.
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PROCEDURAL POSTURE The Supreme Court granted certiorari to review the Sixth Circuit's
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QUESTIONS PRESENTED

1. Whether a dominant shareholder who voluntarily surrenders part of the shareholder's stock to the

corporation, but retains control, sustains an immediately deductible loss.

2. Whether the basis of voluntarily surrendered shares must instead be reallocated to the shareholder's

remaining shares.

HOLDINGS

1. A dominant shareholder who voluntarily surrenders a portion of the shareholder's shares to the

corporation, but retains control, does not sustain an immediate loss deductible from taxable income.

2. The shareholder must reallocate the basis of the surrendered shares to the shares retained, with any loss

recognized when the remaining shares are later disposed of.

KEY QUOTATIONS

“We therefore hold that a dominant shareholder who voluntarily surrenders a portion of his shares to the

corporation, but retains control, does not sustain an immediate loss deductible from taxable income.” (99)

“We conclude only that a controlling shareholder's voluntary surrender of shares, like contributions of other

forms of property to the corporation, is not an appropriate occasion for the recognition of gain or loss.” (100)

FACTUAL BACKGROUND

Peter and Karla Fink were the principal shareholders of Travco Corporation, owning a combined 72.5 percent of
its shares. To attract outside investment during Travco's financial difficulties, they voluntarily surrendered shares
without consideration, reducing their combined ownership to 68.5 percent while retaining control. They claimed
ordinary loss deductions totaling $389,040, but the Commissioner treated the surrender as a capital contribution

and required the basis in the surrendered shares to be added to the basis of their remaining shares.

PROCEDURAL HISTORY

The Tax Court sustained the Commissioner's determination in an unpublished opinion, relying on Frantz v.
Commissioner. The Sixth Circuit reversed and remanded for a determination of whether the surrender increased

the value of the Finks' remaining shares. The Supreme Court granted certiorari to resolve a conflict among the
Circuits and reversed the Sixth Circuit.

DISPOSITION

reversed
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