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Rogers Caldwell & Co. v. Commissioner, 47 B.T.A. 45 (1942)

A taxpayer constructively receives income when a third party’s promissory notes are
used  to  satisfy  the  taxpayer’s  debt,  even  if  the  original  debt  is  not  entirely
discharged, and the notes are considered income to the extent of their fair market
value.

Summary

Rogers Caldwell  & Co. sold oil  and gas leases to Davis & Co.,  who, in return,
promised to pay Caldwell’s debts to Transwestern Oil Co. and Kellogg. Davis paid
some of these debts in cash, which Caldwell conceded was taxable income. The
remaining debt to Kellogg was covered by promissory notes issued by Davis. The
Tax Court addressed whether the unpaid portion of these notes in 1939 constituted
taxable income to Caldwell, even though Caldwell’s original obligation was not fully
discharged. The court held that the notes constructively received were income to the
extent  of  their  fair  market  value,  finding  the  Commissioner’s  valuation  was
adequately supported.

Facts

Rogers Caldwell & Co. sold oil and gas leases to Davis & Co. in exchange for Davis’s
agreement to pay Caldwell’s $60,000 debt to Transwestern Oil Co. and $200,000
debt to Kellogg. Davis paid Transwestern $60,000 in cash and Kellogg $100,000 in
cash, and issued promissory notes to Kellogg for the remaining $100,000. $33,332 of
these notes were paid in 1939. The remaining $66,668 in notes were not due or paid
in 1939, but were later paid within the following year.

Procedural History

The Commissioner determined that the $66,668 in unpaid notes constituted income
to Caldwell in 1939. Caldwell contested this determination, arguing that the notes
were not constructively received and had no market value. The Board of Tax Appeals
(now the Tax Court) reviewed the Commissioner’s decision.

Issue(s)

Whether the promissory notes received by Kellogg from Davis & Co.  in partial
satisfaction of Caldwell’s debt constitute taxable income to Caldwell in 1939, even
though Caldwell’s original obligation was not discharged and the notes were not
directly received by Caldwell.

Holding

Yes, because the receipt of property (the notes) in consideration for a sale is treated
as the receipt of cash to the extent of the property’s value. The court found that the
notes had a determinable fair market value and their receipt by Kellogg was a
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constructive receipt by Caldwell.

Court’s Reasoning

The court reasoned that the legal fiction of constructive receipt applies because the
receipt of the notes by Kellogg is equivalent to receipt by Caldwell. Even though
Caldwell’s obligation to Kellogg continued, the constructive receipt of the notes in
consideration for the sale of the oil and gas leases constitutes income to the extent
of their value. The court cited § 111(b) of the Revenue Act of 1938, Whitlow v.
Commissioner, 82 F.2d 569, Helvering v. Bruun, 309 U.S. 461, and Musselman Hub-
Brake Co. v. Commissioner, 139 F.2d 65, supporting the principle that receipt of
property  in  a  sale  is  treated  as  cash  to  the  extent  of  its  value.  The  court
distinguished between the promise to pay and the actual constructive receipt of the
promissory notes as property. Caldwell argued that the notes had no market value in
1939 because they were secured by a contract that might not be fulfilled. However,
the court found that the notes were paid according to their terms shortly after 1939,
suggesting that they did have value in 1939, subject to the possibility of rescission of
the contract. The court concluded the evidence did not establish that the notes were
worth less than their face value.

Practical Implications

This case illustrates the principle of constructive receipt in the context of  debt
satisfaction. It clarifies that even if a taxpayer does not directly receive property, it
can still  be considered income if  it’s  used to satisfy the taxpayer’s  obligations.
Attorneys must consider the fair market value of any property received by third
parties to satisfy a client’s debt when determining the client’s taxable income. The
case highlights the importance of assessing the value of promissory notes and other
non-cash consideration at the time of receipt, even if the underlying obligation is not
fully discharged. Later cases applying this ruling would likely focus on valuation
issues and whether the third-party payment truly benefits the taxpayer.


