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Estate of Frank Work v. Commissioner, 1951 Tax Ct. Memo LEXIS 16 (1951)

A fiduciary is not liable as a transferee for tax deficiencies related to stock held
nominally for the benefit of other parties, but is liable for deficiencies related to
stock held in their fiduciary capacity.

Summary

This case addresses whether the executors of an estate are liable as transferees for
unpaid income taxes on dividends from stock registered in the estate’s name. The
court held that the executors were not liable for taxes on dividends from stock they
held as nominees for other beneficiaries, but were liable for taxes on dividends from
stock they  held  in  their  fiduciary  capacity.  This  decision  clarifies  the  scope of
transferee liability under Section 311 of the Revenue Act of 1928, distinguishing
between beneficial ownership and nominal holding.

Facts

The executors of Frank Work’s estate were directed by a court decree to distribute
certain shares of Pacific and Atlantic stock and Southern and Atlantic stock to Lucy
Hewitt  and  the  Roche  trust.  However,  at  the  request  of  the  distributees,  the
executors retained possession of the stock, received the dividends, and paid them
over to Hewitt and the Roche trust. The Commissioner sought to hold the executors
liable as transferees for unpaid income taxes on the dividends.

Procedural History

The Commissioner determined a deficiency against the executors as transferees. The
executors petitioned the Tax Court for a redetermination. The Tax Court considered
the Commissioner’s assessment of transferee liability for the unpaid income taxes.

Issue(s)

Whether the executors are liable as transferees for unpaid income taxes on1.
dividends from stock registered in the estate’s name but held for the benefit of
Lucy Hewitt and the Roche trust.
Whether the executors are liable as transferees for unpaid income taxes on2.
dividends from stock registered in the estate’s name and held in their fiduciary
capacity.

Holding

No, because the executors held the stock as nominees for Lucy Hewitt and the1.
Roche trust and did not have a beneficial interest in the dividends.
Yes, because the executors held the stock in their fiduciary capacity as2.
executors and trustees of the decedent’s will.
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Court’s Reasoning

The court reasoned that the executors were completely divested of ownership and
interest in the stock distributed to Hewitt and the Roche trust. The estate had no
beneficial interest in those shares, and the executors merely acted as nominees.
Citing precedent, the court emphasized that holding stock in the estate’s name and
receiving dividends is insufficient to establish transferee liability when the evidence
shows the executors held title merely for the convenience of other parties. However,
regarding the stock the estate continued to own, the court relied on Estate of Irving
Smith, 16 T.C. 807, holding that executors are liable as transferees for taxes on
income from assets  held in  their  fiduciary capacity.  The court  also referred to
Samuel Wilcox, 16 T.C. 572, regarding the burden of proof for showing insolvency of
the transferors.

Practical Implications

This case clarifies the scope of transferee liability, emphasizing the importance of
beneficial  ownership.  It  establishes that  merely holding legal  title  to  stock and
receiving dividends is insufficient to impose transferee liability if the fiduciary acts
as a nominee for the true beneficial owners. This ruling affects how tax advisors
structure estate distributions and manage assets held in trust or estate accounts. It
informs the Commissioner’s  approach to assessing transferee liability,  requiring
them to consider the actual beneficial ownership of assets. Later cases will likely
distinguish Estate of Frank Work when the fiduciary exercises control or derives a
benefit from the nominally held assets.


