25 T.C. 1241 (1956)

A voluntary conveyance of property is presumptively fraudulent and void as to
existing creditors, and the burden rests on the grantee to prove the conveyance’s
validity.

Summary

The United States Tax Court addressed whether Elliott Fried, the minor son of
Meyer and Fanny Fried, was liable as a transferee for his parents’ unpaid tax
liabilities. The Commissioner of Internal Revenue determined a transferee liability of
$14,000 based on funds transferred to Elliott’s savings account. The court found the
transfer presumptively fraudulent under Missouri law because it was a voluntary
conveyance to a family member after a jeopardy notice. The Frieds failed to rebut
the presumption of fraud, thus Elliott was liable as a transferee of his parents’
assets. The decision underscores the principle that transfers to family members,
made after notice of tax liability, are subject to heightened scrutiny and that the
recipient bears the burden of proving their legitimacy.

Facts

Meyer and Fanny Fried, residents of Missouri, received jeopardy notices for
significant income tax liabilities from 1942 to 1949. Subsequently, Meyer Fried
deposited $14,000 into a savings account in the name of “Meyer Fried or Fanny
Fried, Trustees for Elliott Fried.” The IRS demanded the funds from the savings
account, and the money was paid to the director and applied to Meyer Fried’s tax
liability. A deficiency notice for transferee liability was issued to Elliott Fried. The
Frieds’ tax liability remained unsatisfied at the time of the hearing.

Procedural History

The Commissioner issued a deficiency notice against Elliott Fried, determining
transferee liability for the $14,000 transferred to his savings account. The case was
brought before the U.S. Tax Court to challenge this determination. The Tax Court
reviewed the facts, legal arguments, and Missouri law regarding fraudulent
conveyances.

Issue(s)

1. Whether Elliott Fried is liable as a transferee for the $14,000 transferred to the
savings account by his parents.

Holding

1. Yes, because the court found the transfer to be presumptively fraudulent under
Missouri law, and the petitioners failed to rebut this presumption.
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Court’s Reasoning

The court referenced Missouri law, which states that conveyances made with the
intent to hinder, delay, or defraud creditors are void. The court established that the
Commissioner has the burden to prove that the transfer was made to a transferee,
but does not have to show the taxpayer was liable for the tax. The court emphasized
that the relationship between the parties (parents and son) and the fact that the
transfer occurred without consideration triggered a presumption of fraud. Citing
prior cases, the court stated that a “voluntary conveyance of property is
presumptively fraudulent and void as to existing creditors.” The court noted that the
Frieds, as the recipients, failed to provide evidence to overcome this presumption.
The Frieds’ argument that the trust was passive and therefore the son was the
owner of the funds, and that the IRS should have proceeded against him, was
dismissed. The court held that the parents, as trustees and natural guardians, were
properly representing the minor son, and that even if Elliott was the owner, his
parents represented him.

Practical Implications

This case has implications for tax and estate planning. It clarifies that transfers of
assets to family members after a tax liability arises or after a notice from the IRS
may be considered fraudulent, especially if made without adequate consideration.
Legal practitioners must advise clients of this risk. The case highlights the
importance of documenting the consideration for any transfers and the need to avoid
actions that could be perceived as attempts to evade tax obligations. The case
underscores the importance of understanding state law regarding fraudulent
conveyances. The decision informs the analysis of similar cases, as it firmly places
the burden on the recipient of the assets in such transactions to prove the legitimacy
of the transfer. Later cases have affirmed this precedent, particularly in the context
of family-related transactions after notice of liability.
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