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16 T.C. 863 (1951)

An estate is liable as a transferee for unpaid corporate income taxes when it holds
stock in its name and receives rental-dividends in a fiduciary capacity, but not when
it merely acts as a nominee for the beneficial owners of the stock.

Summary

The  Tax  Court  addressed  whether  the  Estate  of  Frank  Work  was  liable  as  a
transferee for the unpaid income taxes of two telegraph companies. The court held
the estate liable for taxes related to stock it owned and managed in its fiduciary
capacity. However, the court found no transferee liability for stock the estate held
merely as a nominee for other beneficiaries, where the dividends were immediately
distributed  to  those  beneficiaries  and  the  estate  derived  no  benefit.  This  case
clarifies when an estate’s role as a registered shareholder creates transferee liability
for corporate taxes.

Facts

Frank Work died in 1911, owning stock in Pacific and Atlantic Telegraph Company
(P&A) and Southern and Atlantic Telegraph Company (S&A). These companies had
leased  their  telegraph  systems  to  Western  Union  in  the  late  19th  century  in
exchange for annual rental payments to be distributed to their shareholders. A 1917
court decree ordered the executors of Work’s estate to distribute some of this stock
to specific beneficiaries (Lucy Work Hewitt and the Roche trust). However, those
beneficiaries requested that the estate retain possession of the stock and forward
the dividend income to them. In 1930, the estate received rental-dividends from
Western Union for all the P&A and S&A stock registered in its name.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the income taxes
owed  by  P&A  and  S&A  for  1930.  When  those  companies  failed  to  pay,  the
Commissioner sought to hold the Estate of Frank Work liable as a transferee under
Section 311 of the Revenue Act of 1928. The Tax Court reviewed the Commissioner’s
determination of transferee liability.

Issue(s)

1. Whether the Estate of Frank Work is liable as a transferee for the unpaid income
taxes of P&A and S&A for 1930 with respect to stock the estate held and managed in
its fiduciary capacity.

2. Whether the Estate of Frank Work is liable as a transferee for the unpaid income
taxes of P&A and S&A for 1930 with respect to stock the estate held merely as a
nominee for other beneficiaries.
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Holding

1. Yes, because the estate held title to the stock, received the rental-dividends, and
administered and distributed them in its fiduciary capacity.

2.  No,  because  the  estate  held  the  stock  as  a  mere  nominee,  immediately
distributing the dividends to the beneficial  owners without deriving any benefit
itself.

Court’s Reasoning

The  court  distinguished  between  the  stock  the  estate  managed  as  part  of  its
fiduciary duties and the stock it held solely as a nominee. For the former, the court
followed Samuel Wilcox,  16 T.C. 572,  and Estate of  Irving Smith,  16 T.C. 807,
holding the estate liable as a transferee. For the latter, the court emphasized that
the estate was “completely divested of all ownership and interest in the stock” that
was to be distributed to Lucy Hewitt and the Roche trust. The court noted: “The
single fact that the petitioners allowed the stock to remain registered in the name of
the estate and, therefore, received the rental-dividends in 1930 is not sufficient to
establish their liability as transferees when the evidence shows that they and the
estate held title  to the stock merely as nominees for  the convenience of  other
parties.” The court relied on precedents such as John Robert Brewer, 17 B.T.A. 713,
to support its holding that nominee status shields the estate from transferee liability.

Practical Implications

This case provides guidance on determining transferee liability for estates holding
stock. It illustrates that merely being the registered holder of stock and receiving
dividends is not enough to establish transferee liability. The key factor is whether
the estate exercises control over the stock and benefits from the dividends in its
fiduciary capacity. Attorneys should carefully examine the nature of the estate’s
involvement with the stock, focusing on whether it acted as a true owner or merely
as a conduit for the beneficial owners. This decision highlights the importance of
documenting the distribution of assets from an estate to avoid potential tax liabilities
down the line and informs how similar cases involving nominee holdings should be
analyzed.


