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Oliver v. Commissioner, 10 T.C. 97 (1948)

When an employer establishes a valid pension trust for the exclusive benefit of its
employees, including those already at retirement age, the employees are taxable
only on amounts actually distributed or made available to them, not on the cost of
annuities purchased by the trust.

Summary

The Commissioner determined that the petitioners, Arthur F. Oliver, his sister, and
Clarence A. Salford, were taxable on the cost of annuities purchased for their benefit
by  their  employer’s  pension  trust.  The  Tax  Court  reversed  the  Commissioner’s
determination, holding that because a qualified pension trust existed, the employees
were taxable only on the amounts actually distributed or made available to them, not
on the initial cost of the annuities. The Court emphasized that the trust was intended
to  be  permanent  and  was  not  a  subterfuge  for  the  exclusive  benefit  of  the
petitioners, even though they were already at retirement age when the trust was
established.

Facts

The Company established a non-contributory Pension Plan for the exclusive benefit
of its employees, including Arthur F. Oliver, his sister, and Clarence A. Salford. The
trust provided that the petitioners could continue in service in lieu of retirement, in
which  event  the  annual  payments  to  them  from  the  Trust  would  continue
undiminished.  The petitioners  were  beneficiaries  under  the  trust  and were  not
entitled to delivery of the annuity contracts or payment of their cash surrender value
unless the trust was terminated as to all participants. The trust was intended to be
permanent and was not a subterfuge for the exclusive benefit of the petitioners. The
Commissioner argued the petitioners were in a position to benefit immediately upon
creation of the trust, since they were beyond retirement age.

Procedural History

The Commissioner determined that the petitioners were taxable under Section 22(a)
of the Internal Revenue Code on amounts equal to the cost of the annuities. The
petitioners appealed this determination to the Tax Court, arguing that the annuities
were held by trustees under a qualified pension plan and that they should only be
taxed on the annuity income under Section 165.

Issue(s)

Whether the Commissioner erred in determining that the petitioners were taxable
on the cost of annuities purchased for their benefit, rather than only on the amounts
actually distributed or made available to them under a qualified pension trust.

Holding
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No,  because  the  original  trust  met  the  requirements  of  Section  165  and  the
petitioners  were  bona  fide  beneficiaries  under  the  trust.  The  Commissioner’s
determination to tax the petitioners on the value of the annuities purchased for their
benefit was in error.

Court’s Reasoning

The court  reasoned that  the  Commissioner’s  argument  rested  on  the  incorrect
premise that the petitioners were not part of the plan when it was created in 1941
because they were already of retirement age. However, the parties stipulated that
the Company established its pension plan for the exclusive benefit of its employees,
including  the  petitioners.  The  court  emphasized  that  the  petitioners  were  not
entitled to delivery of the annuity contracts unless the trust was terminated as to all
participants,  and the trust  was intended to  be permanent.  The court  found no
evidence that the trust was a subterfuge for the exclusive benefit of the petitioners.
Applying  Section  165 of  the  Internal  Revenue Code,  the  court  stated  that  the
beneficiary of a qualified employees’ trust shall be taxed on the “amount actually
distributed  or  made  available”  to  him.  The  court  distinguished  this  case  from
Oberwinder v. Commissioner and Hubbell v. Commissioner, where the employers
had not set up a pension plan or trust which qualified under section 165.

Practical Implications

This case clarifies that the tax benefits of a qualified pension trust are available even
to employees who are near or past retirement age when the plan is established, as
long as the plan is bona fide and intended for the benefit of all eligible employees,
not just a select few. The key takeaway for practitioners is to ensure that pension
plans are properly structured and administered to meet the requirements of Section
165 to secure favorable tax treatment for both employers and employees. The focus
remains on whether the amounts are “actually distributed or made available,” and
the mere purchase of an annuity within a qualified trust does not trigger immediate
tax consequences.


