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McEwen v. Commissioner, 6 T.C. 1018 (1946)

An economic benefit conferred on an employee as compensation is taxable income,
regardless of the form or mode by which it is effected, including payments made to a
trust for the employee’s benefit.

Summary

McEwen, a hosiery executive, arranged for a portion of his compensation to be paid
into a trust for his and his family’s benefit. The Commissioner of Internal Revenue
argued that the amount paid into the trust was taxable income to McEwen. The Tax
Court  agreed  with  the  Commissioner,  holding  that  the  payment  to  the  trust
constituted an economic benefit conferred on McEwen as compensation and was
therefore taxable income, irrespective of  the fact that McEwen did not directly
receive  the  funds.  The  court  emphasized  that  McEwen  had  requested  this
arrangement, further solidifying its stance.

Facts

McEwen was a leader in the hosiery industry and a valuable officer of May McEwen
Kaiser Co. To secure his services, the company entered into an employment contract
with him. As part of the compensation package, a portion of McEwen’s earnings (5%
of  net  earnings  over  $450,000)  was paid  directly  to  a  trust,  with  the Security
National Bank of Greensboro as trustee. The trust was established for the benefit of
McEwen and his family. McEwen himself suggested this trust arrangement to the
company.

Procedural History

The Commissioner of Internal Revenue determined that the amount paid into the
trust was taxable income to McEwen and assessed a deficiency. McEwen petitioned
the Tax Court for a redetermination of the deficiency.

Issue(s)

Whether the amount paid by May McEwen Kaiser Co. to the Security National Bank
of Greensboro, as trustee for the benefit of McEwen and his family, constituted
taxable income to McEwen in 1941.

Holding

Yes, because the payment to the trust represented an economic or financial benefit
conferred on McEwen as compensation, and such benefits are taxable income under
Section 22(a) of the Internal Revenue Code.

Court’s Reasoning
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The Tax Court reasoned that the employment contract and the trust agreement
clearly demonstrated that the payment to the trustee bank was intended as part of
McEwen’s compensation for services rendered. The court cited Commissioner v.
Smith, 324 U.S. 177, stating that Section 22(a) of the Revenue Act is broad enough
to include in taxable income any economic or financial benefit conferred on the
employee as compensation. The court highlighted that McEwen himself suggested
the trust arrangement, and his failure to personally receive the amount was due to
his own volition. The trust agreement stipulated that no part of the trust could
revert  to the company,  ensuring that the funds were irrevocably for McEwen’s
benefit. The court stated that the payment was clearly an “economic or financial
benefit  conferred  on  the  employee  as  compensation.”  The  court  distinguished
Adolph Zukor, 33 B.T.A. 324, because in Zukor, the trustee could withhold payment
if the employee didn’t perform his obligations.

Practical Implications

This case reinforces the principle that compensation can take many forms, and any
economic benefit conferred on an employee is generally taxable income. Employers
and employees need to be aware that arrangements such as trusts, annuities, or
other indirect payments intended as compensation will likely be treated as taxable
income to the employee, even if the employee does not directly receive the funds.
This case has been cited in subsequent cases dealing with deferred compensation
and the economic benefit doctrine. It illustrates that the key inquiry is whether the
employee has received an economic benefit, not necessarily whether the employee
has actual possession of the funds. Planning around compensation arrangements
requires careful consideration of tax implications. The case also demonstrates that
who suggests a compensation structure can be important; if the employee suggests
a structure, it is more likely to be seen as for their benefit.


