Wofford v. Commissioner, 5 T.C. 1152 (1945)

A state court’s determination of property ownership is not binding on a federal court
for tax purposes if the state court decision was based on the parties’ admissions
rather than a genuine controversy.

Summary

The Tax Court addressed whether the distribution of assets from Wofford Hotel
Corporation to its shareholders should be treated as a corporate liquidation for tax
purposes. The petitioner argued that a prior state court decision established
individual ownership of the hotel property by the Woffords, not the corporation. The
Tax Court found that the state court decision was based on admissions rather than a
contested issue, thus not binding for federal tax purposes. The court determined the
property belonged to the corporation, making the distribution a corporate
liquidation and the petitioner liable for taxes on the gains. The court disallowed
certain deductions claimed by the petitioner but overturned a negligence penalty.

Facts

Ora Wofford transferred hotel property to Wofford Hotel Corporation in exchange
for all its stock to facilitate mortgaging the property. The corporation used bond
proceeds to pay off Ora’s debts. Over time, the corporation reduced its bonded
indebtedness using hotel business profits. Later, Tatem and John Wofford’s
residence was conveyed to the corporation and mortgaged as further security for
reissued bonds. The corporation continued to operate, pay taxes, and maintain bank
accounts. A dispute arose among the Woffords, leading to a state court suit where
the court found the Woffords to be the beneficial owners, based on admissions by all
parties. The master then distributed the assets, and the Commissioner treated this
as a corporate liquidation. Tatem Wofford claimed individual ownership and an
assignment of part of his interest to his wife.

Procedural History

The Commissioner determined a deficiency in the petitioner’s income tax, treating
the asset distribution as a corporate liquidation. The petitioner contested this
determination in Tax Court, arguing individual ownership based on a Florida court
decision. The Tax Court reviewed the Commissioner’s determination and the Florida
court proceedings.

Issue(s)

1. Whether the Florida court’s determination of ownership is binding on the Tax
Court for federal tax purposes.

2. Whether the distribution of assets should be treated as a corporate liquidation or
a distribution of individually owned property.

3. Whether the petitioner is entitled to certain deductions, including trade or

© 2025 SCOTUSreports.com. All rights reserved. | 1



business expenses, stamp taxes, and real estate taxes.
4. Whether a negligence penalty should be imposed on the petitioner.

Holding

1. No, because the state court’s decision was based on admissions by the parties,
not a genuine controversy.

2. The distribution was a corporate liquidation because the property belonged to the
Wofford Hotel Corporation.

3. The petitioner is not entitled to the claimed deductions for trade/business
expenses, stamp taxes and real estate taxes, but is entitled to a deduction for
attorney’s fees to the extent claimed in the petition. The deductions were disallowed
because the expenses related to corporate, not individual, property.

4. No, because the petitioner’s actions were based on a reasonable belief, and there
was no clear negligence.

Court’s Reasoning

The Tax Court reasoned that the Florida court’s decision wasn’t binding because it
was based on the parties’ admissions rather than a contested issue. Citing Freuler v.
Helvering, the court emphasized that a state court decision must settle issues
“regularly submitted and not be in any sense a consent decree.” The Tax Court
found that the evidence showed the corporation owned the hotel property, not the
individuals. The court noted the corporation acquired the property, mortgaged it,
paid taxes, and operated as a separate entity. The court stated,
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