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SWFT, Judge: For petitioner’s taxable years ending
January 31, 1992, 1993, and 1994, respondent determ ned
deficiencies in petitioner’s Federal incone taxes and accuracy-

related penalties as foll ows:

Accuracy-Rel ated Penalty

Year Defi ci ency Sec. 6662(a)
1992 $1, 171, 365 $234, 273
1993 684, 700 136, 940
1994 4,559, 237 911, 847

Unl ess otherw se indicated, all section references are to
the Internal Revenue Code in effect for the years in issue, and
all Rule references are to the Tax Court Rules of Practice and
Pr ocedur e.

The primary issue for decision is whether the transfer of
petitioner’s interests in nmultilayered | eases of conputer
equi prent and related trusts had busi ness purpose and econom c
subst ance and shoul d be recogni zed for Federal incone tax
pur poses and whet her petitioner should be entitled to the
$22 mllion in clained ordi nary busi ness expense deducti ons

relating thereto.

FI NDI NGS OF FACT
Sone of the facts have been stipulated and are so found.
At the tine the petition was filed, petitioner’s principal

pl ace of business was |ocated in Jericho, New York.
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In 1992, Quintron Corp. (Quintron), a Virginia corporation,
entered into negotiations with Loral Aerospace Corp. (Loral), a
Del aware corporation, for the sale to Loral of Quintron stock or
for the sale to Loral of Quintron’s assets.

Qui ntron was engaged in the design, manufacture, sale, and
service of aircraft flight sinmulators and other electronic
equi pnent. Loral was a major defense contractor and was engaged
in the design, manufacture, sale, and service of conmunications
and satellite equi prment.

Representatives of Quintron wanted Loral to purchase from
Quintron’s shareholders their stock in Quintron. Representatives
of Loral wanted Loral to purchase the assets of Quintron.

In 1993, representatives of Intercontinental Pacific G oup,
Inc. (IPG, a California corporation and the parent corporation
of QTN Acquisition, Inc. (QIN), suggested that, with IPGs and
QTN s participation as a type of internmediary or facilitator in
the transaction, the stock in Quintron could be sold, and Loral
coul d purchase Quintron’s assets. The controlling sharehol der of
| PG was Douglas Wl f (Wlf).1

After further negotiations, in Septenber of 1993, QIN, until
that point in time a dormant shell corporation and a subsidiary
of I PG purchased fromthe sharehol ders of Quintron for
$23, 369, 125 in cash their stock in Quintron. QIN financed this

stock purchase through a bank | oan.

1 WIf was a | awer and organi zed | PG to purchase and sel
| eased equi prent.
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Upon purchase of the stock in Quintron, QIN was nerged into
Quintron, and Quintron thereafter remained as the surviving
corporation and was controlled by IPG2 A nmajor benefit to | PG
and to QIN of retaining Quintron as the surviving corporation
after the nerger between Quintron and QIN was that Quintron had
significant taxable inconme in 1993 and prior years agai nst which
cl ai med carryback | osses (arising fromthe clained ordinary
deductions relating to the transactions at issue herein) could be
applied in an attenpt to produce large tax refunds for the
successor corporation to Quintron (and even though, as stated,
QTN in prior years had been a dormant shell corporation).

By prearrangenent and sinultaneously with the above stock
purchase transaction, Quintron (the stock of which was now
controlled by IPG sold to Loral the assets of Quintron.?
Quintron’s sale price for the assets was approxi mately $20.5
mllion in cash, plus the assunption by Loral of certain
l[iabilities of Quintron. Expenses of $892,943 were incurred by
QTN and Quintron in connection with the stock purchase and asset
sal e transacti ons.

In spite of the transactions involving the purchase of its

stock by QIN, QIN s nmerger with Quintron, and the sale of assets

2 After the nmerger of QTN into Quintron, | PG owned directly or
indirectly nore than 75 percent of the stock in Quintron.

8 The parties do not explain why the only assets of Quintron
that were sold to Loral consisted of $4.6 mllion in goodw ||,
$16.5 mllion in trade receivables, and $85,000 in other assets.
Presumabl y, Quintron had operating assets that were the basis of
Quintron’s manufacturing and sal es business. Wat happened to
such operating assets is not explained in the record.
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to Loral, and in spite of Quintron’s nane change on Cctober 27,
1993, to “Nicole Rose Corp.”, for convenience generally
hereinafter we refer to Quintron as “petitioner”

The $20.5 million received on the sale of assets to Loral
was used by petitioner to pay off nost of the bank | oan obtai ned
to purchase the stock in Quintron.

Upon the sale of assets to Loral (due to petitioner’s | ow
carryover tax bases in the assets) petitioner would be required
to recognize on its 1994 Federal incone tax return approxi mately
$11 million in incone.*

The above $11 million in incone that petitioner would have
to report on its 1994 Federal incone tax return (relating to
petitioner’s sale of assets) explains the transactions that were
entered into in order to produce the clainmed $22 nmillion in
ordi nary Federal incone tax deductions that are at issue herein.
Petitioner, QIN, IPG other entities controlled by WIf, and
ot her donestic and foreign entities, planned and participated in
a series of conplicated, tax-oriented transactions involving the
establishment and transfer of petitioner’s interests in certain
| eases of conputer equi pnent and rel ated trusts.

We first explain the background and history relating to the
| eased equi pnment. We then seek to explain the conplicated tax-

oriented maneuvers that petitioner and others entered into in

4 Because the stock in Quintron was purchased by QIN, followed
by QTN s nmerger into Quintron, Quintron’s tax bases in the assets
were not, prior to the sale to Loral, adjusted to fair market

val ue.
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order to produce the clained $22 nmillion tax deductions relating

t her et o.

Backqground Rel ating to Leases®

In 1990, N. V. Brussels Airport Term nal Co. (Brussels
Airport), a Bel gium corporation which financed, devel oped, and
managed the Brussels, Belgium airport, purchased from ABN AMRO
Bank, N. V. (ABN), a commercial Dutch bank, certain conputer
equi pnrent and | eased the equi pnent back to ABN, which was the end

user of the equipnment. Brussels Airport financed the purchase of

5 Also in 1990 and later years, in addition to the series of
conput er equi pnent | easing transactions, transfers, and paynents
into trust (relating to what we refer to generally as the
Brussel s Airport package of |eased equipnent) that are
specifically described in our findings of fact, two other series
of transactions were entered into involving petitioner, entities
controlled by IPG other donestic entities, and two foreign
entities (nanely, N V. Reilly Chemcals SSA. (Reilly) and

Rei belco S.A. (Reibelco)), that also involved conputer equi pnent
| easi ng transactions, transfers, and paynents into trusts, and
that generated | arge ordinary tax deductions clainmed by
petitioner, that were disallowed by respondent, and that are at

i ssue herein.

At the tinme of trial, however, none of the docunentation
relating to the Reilly and to the Reibel co transactions could be
| ocated by petitioner. Because the nature and purpose of the
Reilly and Rei bel co transactions (for which no docunentation is
avai lable) are, in all relevant respects, simlar to the
transactions involving the Brussels Airport |eased equi pnent
described in our findings of fact (for which docunentation is
avail able), petitioner and respondent have stipulated that the
resolution of the clainmed tax deductions in issue relating to the
Brussels Airport | eased equipnent wll also control the
resolution of the tax issues relating to the Reilly and Rei bel co
transactions. In order properly to reflect the amounts invol ved
that are the basis for petitioner’s clained $22 mllion tax
deductions, in our findings and opinion we generally use doll ar
anounts that reflect cunulative nunbers and cunul ative dol | ar
anmounts for the three series of transactions (i.e., our findings
and opinion generally reflect cunulative dollar anpunts for the
conbi ned Brussels Airport, Reilly, and Rei belco transactions).
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the equi pment with a loan from Pierson, Heldring & Pierson N. V.
(Pierson), a subsidiary of ABN (Pierson |oan).

The initial termof the | easeback of the equi pnent from
Brussels Airport to ABN (the Brussels Leaseback) extended from
Decenber 28, 1990, to Decenber 31, 1997. Under the Brussels
Leaseback, ABN had the option to extend the Brussels Leaseback
for up to 3 additional years.

Because of simlarities in the anounts due under the
Brussel s Leaseback and the Pierson | oan, ABN was to make | ease
paynments due under the Brussels Leaseback directly to Pierson
and the | ease paynents were then to be applied by Pierson in
sati sfaction of the paynents due on the Pierson | oan.

One year later, on Decenber 12, 1991, ABN assigned to Atrium
Finis (Atrium, an equi pnent |easing and financing partnership
organi zed under the laws of the United Kingdom all of its
interest as | essee under the remaining 6-year termof the 7-year
Brussel s Leaseback. ABN, however, sinmultaneously |eased back
fromAtriumfor approximately 3 years, until Decenber 31, 1994,
use of the equi pnent covered by the Brussels Leaseback, and ABN
retai ned an option to extend this | easeback for an additional 4
years, until Decenber 31, 1998 (the Atrium Subl ease).

On Decenber 12, 1991, ABN prepaid to Atrium approxi mately
$25 mllion, reflecting generally | ease paynents schedul ed to be

paid to Atrium by ABN over the course of the 3-year Atrium
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Subl ease. This $25 mllion (taking into account the tine val ue
of noney) apparently corresponded generally to approximately 90
percent of the total |ease paynents to be paid during the
remai ni ng 6-year termof the Brussels Leaseback

By prearrangenent, with receipt from ABN of the $25 nmillion
in prepaid | ease paynents, the $25 mllion was transferred into a
trust fund (the Trust Fund) to secure Pierson’s right to receive
the | ease paynents due under the remaining 6-year termof the
Brussel s Leaseback.

Under the Decenber 12, 1991, assignnent to Atrium of ABN s
interest in the Brussel s Leaseback, even though Pierson was
secured for the | ease paynents due from Atrium under the Brussels
Leaseback, Atriumwas stated to be nomnally obligated on the
| ease paynents due thereunder (which as stated were to be paid
directly to Pierson as |lender). Pierson, however, had no
recourse to Atriumon the Pierson |loan. Pierson’s recourse
thereon was limted to the equi pnent covered by the Brussels
Leaseback and to the $25 million that was transferred into the
Trust Fund.

As creditor on Brussels Airport’s purchase of the equi prment
from ABN and as the entity to whom the ABN end-user | ease
paynments ultimately were due to be paid under the Brussels
Leaseback, the beneficiary of the Trust Fund was Pierson. Even

t hough Pi erson, however, was the beneficiary of the Trust Fund
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and was to receive distributions fromthe $25 mllion Trust Fund
over the course of the remaining termof the Brussels Leaseback,
Pierson al so was the trustee of the Trust Fund, and, as such,
fromthe Decenber 12, 1991, date on which the funds were
transferred into the Trust Fund, Pierson had possession of the
$25 million.

Under the terns of the Trust Fund, in 1995, 1996, and 1997
Atriumwas required to nmake additional paynents into the Trust
Fund of approximately $1.6 mllion relating to the renmaining 10
percent of the total paynments to be paid during the remaining 6-
year term of the Brussels Leaseback

Resi dual Value Certificate, Transfer of Interest in the
Trust Fund, and Cancell ation of Petitioner’'s Lease |nterest

From March of 1993 through Septenber of 1993, ABN, Atrium
Wl f on behalf of QIN and petitioner, and other parties
negoti ated a nodification or a restructuring to sone of the terns
relating to the paynents due under the Brussels Leaseback, under
the Atrium Subl ease, and under the Trust Fund. The additi onal
$1.6 million that Atrium in |ater years, would have been
required to pay under the Trust Fund was reduced to $400, 000.
ABN effectively obligated itself to continue |easing the
equi pnent during the 4-year renewal period of the Atrium
Subl ease, and the schedul ed | ease paynents to be due from ABN

during the 4-year period were restructured.
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As restructured as of Septenber 30, 1993, the | ease paynents
to be paid to Atriumduring the 4-year renewal period were set
forth and described in what was referred to as a residual val ue
certificate (RVC). Under the ternms of the RVC, ABN would be
required to pay Atrium on Novenber 30, 1996, and on Novenber 30,
1998, an unspecified amunt equal to 200 percent of the fair
mar ket val ue of the |eased equi pnment, as of the two respective
paynment due dates, in excess of specified base ambunts of $5
mllion on the first date and $2 million on the second date. In
other words, if the fair market value of the | eased equi pnent as
of the specified dates did not exceed the stated base anmounts for
t he equi prment, no paynents woul d be due from ABN under the RVC
Al so, under the ternms of the RVC, ABN expressly disclainmed any
warranty or representation regarding the present or future val ue
of the equi pnent.

In connection with ABN' s, Atriums, and ultimtely
petitioner’s participation and acceptance of the terns of the
RVC, no appraisal was obtained of the fair market value of the
| eased equi pnrent as of Septenber 30, 1993, and ABN, Atrium and
petitioner relied on an inconplete and outdated appraisal of the
| eased equi pnrent made in 1991. No credible effort was nade to
establish, as of Septenber of 1993, that the base anounts
specified in the RVC were reasonabl e and that the RVC had any

f or eseeabl e val ue.
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On Septenber 30, 1993 (through a series of section 351
transfers involving a nunber of entities related to and
controll ed generally by Wl f and through which Atriumultimtely
received stock in a corporation related to petitioner),® Atrium
transferred to petitioner Atriums remaining interests and
obligations relating to the underlying Brussels Leaseback, the
Atrium Subl ease, and the Trust Fund. The interests transferred
to petitioner included the potential right to receive the
unspeci fied paynents from ABN under the RVC and the stated
obligation to nake the restructured additional $400, 000 paynent
into the Trust Fund. This transfer to petitioner was the first,
direct step in the plan to generate the multi-mllion dollar
ordinary tax deductions that petitioner sought to use as an
of fset agai nst, anmong other incone, the $11 nmillion that
petitioner would be required to recognize on its 1994 U. S.

Cor poration Inconme Tax Return (Form 1120) as a result of the sale
to Loral of Quintron’s assets.

As the second, direct, prearranged step in the plan to
generate for petitioner the above-referenced multi-mllion dollar
tax deduction, also on Septenber 30, 1993, sinultaneously with

petitioner’s receipt fromAtriumof the above interests relating

6 For conveni ence, we do not specifically identify each and
every entity related to and generally controlled by Wl f which
participated in the various transactions involving the transfer
of the leases and the interest in the Trust Fund.
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to the Brussel s Leaseback, the Atrium Subl ease, and the Trust
Fund, petitioner transferred to B.V. Handel smaat schappi j
W dervank (W dervank), a Dutch bank based in the Netherl ands,
petitioner’s interests in the Brussels Leaseback and in the Trust
Fund, $400,000 in cash, and 10 shares of stock in Cove
Enterprises, Inc. (Cove), an unrel ated corporation. Petitioner’s
interest in the RVC was not transferred to WI dervank and was
retai ned by petitioner.

I n exchange for the above transfers to W/I dervank,

W | dervank assuned all of petitioner’s purported |ease
obligations relating to the Brussels Leaseback and the Trust
Fund.

On Septenber 30, 1993, the balance of the funds held in
trust by the Trust Fund was approximately $22 nillion.

On or about Novenber 30, 1996, ABN informed petitioner that
no paynment would be nmade to petitioner under the RVC. Petitioner
made no effort to establish the value of the | eased equi pment or
ot herwi se to question why no paynent would be nmade to it under
the RVC. On Cctober 1, 1997, petitioner was |iquidated and went
out of business.

On its 1994 Federal corporation inconme tax return
(reflecting a taxabl e year ending January 31, 1994), petitioner
reported inconme in the anmount of approximately $11 million

relating to the sale of assets to Loral, and petitioner clained
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an ordi nary busi ness expense deduction of $400,000 relating to
the transfer to WI dervank of $400,000 in cash, a capital |oss of
$2,118,644 relating to the transfer to Wl dervank of the 10
shares of Cove common stock, and an ordi nary busi ness expense
deduction of $21,840,660 relating to the transfer to W/I dervank
of its interests in the Brussels Leaseback and in the Trust
Fund. ’

Petitioner’s approximate $22 million claimed ordinary
busi ness expense deductions offset the $11 million in incone that
petitioner was required to report on the sale of assets to Loral
and also resulted in petitioner’s reporting for 1994 a cl ai ned
net operating |loss of $8,953,708. Petitioner elected to carry
back from 1994 to 1992 and to 1993 the $8, 953, 708 cl ai ned net
operating loss to offset Quintron’s reported i ncone for those
years, and based thereon respondent issued refunds to petitioner
for 1992 and 1993 in the respective anmounts of $1,172,448 and
$684, 705.

In respondent’s notice of deficiency to petitioner for 1992,
1993, and 1994, respondent disallowed petitioner’s clainmed
$400, 000 and $21, 840, 660 ordi nary busi ness expense deducti ons

relating to the above transactions petitioner clainmed on its 1994

! Petitioner’s tax return preparer, Howard B. Teig, C P.A.,
recei ved $39,940 for his involvenent in the above transactions
and for his preparation of petitioner’s 1994 Federal incone tax
return.
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Federal inconme tax return, and respondent disallowed petitioner’s
$8, 953, 708 cl ai ned net operating | oss carryback deduction to 1992
and to 1993. Respondent did not disallow the $2,118, 644 cl ai ned
capital loss relating to petitioner’s transfer to WI dervank of

t he Cove common st ock

OPI NI ON
Taxpayers have a legal right to structure transactions to

mnimze their tax obligations. Gegory v. Helvering, 293 U.S.

465, 469 (1935). A transaction, however, entered into solely for
tax avoi dance w thout econom c, commercial, or |egal effect other
t han expected tax benefits constitutes an econonm ¢ sham w t hout

effect for Federal incone tax purposes. Frank Lyon Co. v. United

States, 435 U. S. 561, 573 (1978); Glnman v. Conm ssioner, 933

F.2d 143, 147-148 (2d Gr. 1991), affg. T.C Meno. 1990-205;

Rice's Toyota Wrld, Inc. v. Comm ssioner, 81 T.C. 184, 196

(1983), affd. in part and revd. in part 752 F.2d 89 (4th Cr
1985).

Whet her we respect a taxpayer’s characterization of a
transacti on depends upon whether the characterization represents
and i s supported by a bona fide transaction with econom c
subst ance, conpelled or encouraged by business or regul atory
realities, and not shaped solely or primarily by tax avoi dance

features that have neani ngl ess | abels attached. Frank Lyon Co.
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v. United States, supra at 583-584; Wnn-Dixie Stores, Inc. V.

Comm ssi oner, 254 F.3d 1313, 1316 (1ith Cr. 2001), affg. 113

T.C. 254 (1999); UPS of Am, Inc. v. Comm ssioner, 254 F.3d 1014,

1018-1020 (11th Gr. 2001), revg. T.C Meno. 1999-268; ACM Pship

v. Comm ssioner, 157 F.3d 231, 247 (3d Cr. 1998), affg. in part,

revg. in part, dismssing in part, and remanding T.C. Meno. 1997-
115.

Qur inquiry as to whether a transaction has sufficient
econom ¢ substance to be recogni zed for Federal incone tax
pur poses turns on the subjective business purpose and on the

obj ective econom ¢ substance of the transaction. Kirchnman v.

Conmi ssi oner, 862 F.2d 1486, 1490-1492 (11th Gir. 1989), affg.

@ ass v. Conmi ssioner, 87 T.C. 1087 (1986).

In UPS of Am, Inc. v. Comm ssioner, T.C. Menp. 1999-268, we

held that the restructure of certain insurance prem uns | acked
busi ness purpose and econom ¢ substance and shoul d be di sregarded
for Federal inconme tax purposes. On appeal, the Court of Appeals

for the Eleventh Circuit reversed. UPS of Am, Inc. V.

Comm ssi oner, 254 F.3d 1014 (11th Gr. 2001). |In the context of

an ongoi ng, vi able business, the Court of Appeals articul ated

“busi ness purpose” broadly, as foll ows:

a transaction has a “busi ness purpose,” when we are
tal ki ng about a going concern like UPS, as long as it
figures in a bona fide, profit-seeking business. * * *
[1d. at 1019.]
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Under any version of the business purpose and econonic
subst ance test, the transactions before us nust be regarded as
| acki ng i n business purpose and econom c subst ance.

Additionally, we note that, prior to the Septenber 1993
transactions, QIN was a dormant shell corporation, controlled by
Wbl f, not a going concern.

Petitioner contends that it is entitled to the $22 mllion
cl ai med ordi nary busi ness expense deductions relating to its
transfer to Wldervank of its interest in the Trust Fund and the
$400, 000 in cash. Petitioner’s apparent theory of deductibility
is that the value of petitioner’s interest in the Trust Fund was
equal to the $21.8 million balance in the Trust Fund and
therefore that when petitioner transferred to Wldervank its
interest in the Trust Fund, plus the $400,000 in cash, the
transfer should be treated as a “paynment” by petitioner to
W dervank of $22 million in exchange for the cancell ation of
petitioner’s obligation on an onerous |ease. |n support,
petitioner cites case authority and respondent’s rulings for the
proposition that paynents extinguishing | ease obligations may
qual ify as ordinary and necessary busi ness expense deducti ons.

Hort v. Conmm ssioner, 313 U S. 28, 32 (1941); Stuart Co. V.

Comm ssioner, 195 F.2d 176, 177 (9th Gr. 1952), affg. a

Menmor andum Qpi nion of this Court; Helvering v. Cnty. Bond &

Mortgage Corp., 74 F.2d 727, 728 (2d Gir. 1935), affg. 27 B.T. A
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480 (1932); Rev. Rul. 69-511, 1969-2 C. B. 23; Rev. Rul. 68-112,
1968-1 C. B. 62.

Petitioner clains that the RVC it received and retai ned had
significant value, that petitioner had the opportunity to realize
significant profit fromthe RVC, and that this profit potenti al
expl ains and supports petitioner’s participation in a legitimte
for-profit transaction.

Respondent clains that the transfer to WI dervank of
petitioner’s interests in the Brussels Leaseback, in the Trust
Fund, and in the $400,000 in cash, in exchange for WIdervank’s
assunption of petitioner’s obligations relating to the Brussels
Leaseback and the Trust Fund | acked busi ness purpose and econom c
subst ance and shoul d be disregarded. W agree with respondent.

The record establishes that no credi bl e busi ness purpose and
that no viable econom c substance existed for the transfer to
W dervank of petitioner’s interests in the Brussels Leaseback,
in the Trust Fund, and in the $400,000 in cash. The conplicated
nature of these transactions fails to mask the | ack of business
pur pose and econom ¢ substance in key aspects of the transactions
and the tax avoi dance objectives thereof.

I n Septenber of 1993, when it participated in these
transactions, petitioner never had any genuine obligation with
respect to the Brussels Leaseback and the Trust Fund. Even

petitioner’s paynent of the $400,000 in cash we regard as not
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supported by a valid business purpose and econom c subst ance.
That paynent is tainted by petitioner’s sole tax notivation for
participating in these transactions.

Petitioner’s only purpose for transferring to Wldervank its
interests in the Brussels Leaseback and in the Trust Fund was to
create the clainmed tax deductions. As respondent’s expert
testified at trial, independent of the production of clainmed tax
deductions, there was no purpose to, and no substance for, the
transfer to Wl dervank of petitioner’s interests in the Brussels
Leaseback and in the Trust Fund.

As respondent’s expert testified, the RVC had no value. In
fact, due to inconplete information, a significant portion of the
under | yi ng equi pnent to which the RVC rel ated was not capabl e of
bei ng val ued.

The testinony at trial and the report of the expert who was
used in late 1990 and early 1991, at the tine of the original
Brussel s Leaseback, were significantly inadequate. The expert
and his report reflect inconplete information on the type of
equi pnrent, the manufacturer of the equipnent, the extent of the
equi pnent, the nodel of the equi pnment, and the original market
introduction date of the equipnent. 1In his calculations, the
expert used a beginning life for the equipnment that corresponded
with the 1991 Brussel s Leaseback, even though the expert knew

that the type of equi pnent involved in the | easeback had been
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introduced into the market a nunber of years prior thereto. The
expert utilized the sane nethodol ogy for valuation that he used

and that we specifically rejected in Snoot v. Conmm ssioner, T.C

Meno. 1991- 268.

Al though we criticize petitioner’s expert w tness, who al so
was used in 1990 and 1991 in connection with the Brussels
Leaseback, we do not suggest any | ack of business purpose or
econom ¢ substance in the Brussels Leaseback, the Atrium
Subl ease, or the Trust Fund, about which we have inadequate
i nformati on, which involved generally non-U. S. taxpayers, and
with respect to which no U S. tax issue has been raised. CQCur
focus, our findings, and our conclusions relate to petitioner’s
interest in, and the transfer of its interest in, the Trust Fund
and in the value of the RVC, and whether a business purpose and
econom ¢ substance were associated with petitioner’s
participation in these specific latter transactions.

The report and the testinony of petitioner’s trial expert
witness (in addition to relying on and perpetuating errors nmade
by petitioner’s first expert witness) were riddled with
additional significant errors and inaccuracies. Many itens of
equi pnent were omtted fromhis report, and val ues were used for
sone of the equipnent that was included in his report that were
hi gher than the original cost figures for the equi pnent.

Petitioner’s experts were not credible.
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Petitioner’s actions, or |lack thereof, corroborate that
petitioner never regarded the RVC as having any value. |In 1993,
prior to receiving the RVC, petitioner never obtained an
i ndependent apprai sal of the equipnment, and in 1997, when
petitioner was notified that a paynent would not be nade under
the RVC, petitioner did nothing to establish the value of the
equi pnrent and to verify that under the RVC petitioner had no
right to receive a paynent from ABN.

The various transfers prior to 1993 relating to the Brussels
Leaseback, the Atrium Subl ease, and the Trust Fund created
essentially a circular flow of funds with the net result that,
once the $25 mllion was transferred into the Trust Fund by ABN,
Pi erson was obligated to pay itself. Pierson’s only recourse for
t he paynents under the Brussels Leaseback was fromthe equi pnent
and fromthe funds held in the Trust Fund. Because the $25
mllion transferred into the Trust Fund represented security for
Pi erson as | ender on the Brussels Leaseback and because of
Pierson’s status as trustee on and as beneficiary of the Trust

Fund, petitioner had no legitinate interest of value in the Trust

Fund and no legitimte obligations associated therewth.
Petitioner’'s claimed $22 mllion tax deductions relating to

interests held for less than a day in the Brussels Leaseback and

in the Trust Fund constitute nerely a tax ploy, a sham w thout

busi ness purpose and w t hout econom c subst ance.
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Petitioner’s case and ruling authority involving the tax
treatnent of paynents to cancel legitinmte and econom cally
vi abl e | ease obligations are not applicable.

Further, from petitioner’s perspective, no nontax profit
potential was associated with petitioner’s role as facilitator in
connection with the purchase of the Quintron stock and the sale
of assets to Loral. As a result thereof (due only to the | ow tax
bases in the assets), petitioner was required to report nore than
$11 mllion in paper taxable incone. Petitioner paid $23, 369, 125
for the stock of Quintron and then sold to Loral the assets of
Quintron for $20,576, 754 (retaining five accounts receivable with
a bal ance of $2,997,364). Assunming the retained accounts
receivable were fully collected by petitioner, producing a gross
profit of $204,992 on the prearranged and sinultaneous stock
purchase and asset sale transactions, petitioner’s $892,943 in
expenses nore than consuned any gross profit.

Petitioner’s participation in the purchase of Quintron stock
and in the asset sale to Loral is explained by petitioner’s
manufacture of the $22 mllion clained tax deductions which, if
al l oned, would effectively offset the tax cost associated with
petitioner’s sale of assets and which would produce to petitioner
refunds of $1,857,153 in taxes Quintron (not petitioner) had paid

in prior years. Again, frompetitioner’s perspective, clained
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tax benefits provide the only credible explanation for
petitioner’s participation.

The evidence is clear that petitioner had no valid business
purpose for the transfer to Wldervank of its interests in the
Trust Fund and in the Brussels Leaseback and for the transfer to
W dervank of the $400,000 in cash. Qher than clained tax
benefits, petitioner received nothing of value. The transactions
| acked busi ness purpose and econom ¢ substance, and the
transactions are to be disregarded for Federal incone tax
pur poses.

Petitioner argues that because of a shift in respondent’s
argunent, the burden of proof should be shifted to respondent.
Rul e 142. Qur findings and conclusions herein are based on the
evi dence and are made wi thout reliance on the burden of proof.

O her argunents nade by petitioner have been consi dered and
are without nerit.

Section 6662 inposes a penalty of 20 percent on
under paynents of tax attributable to negligence or to disregard
of the rules or the regulations. For purposes of section
6662(a), negligence constitutes a failure to nmake a reasonabl e
attenpt to conply with the Internal Revenue Code. Sec. 6662(c).

The accuracy-rel ated penalty under section 6662(a) will not
apply to any part of petitioner’s underpaynents of tax if, with

regard to that part of the underpaynents, petitioner establishes
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reasonabl e cause and if petitioner acted in good faith. Sec.
6664(c) .

The participation of highly paid professionals provides
petitioner no protection, excuse, justification, or immnity from
the penalties in issue. Petitioner participated in a clear and
obvi ous schene to reap the benefits of clained ordinary business
expense deductions that had no busi ness purpose and no econom c
substance. The facts and circunstances of this case reflect no
reasonabl e cause and no good faith for petitioner’s participation
in the transactions before us.

Petitioner is liable for the accuracy-rel ated penalties
under section 6662(a).

To reflect the foregoing,

Deci sion will be entered

for respondent.




