Shaffer v. Commissioner, 29 T.C. 187 (1957)

When determining eligibility for income tax relief under 26 U.S.C. §107(a), a
trustee’s services are generally considered indivisible if performed under a single
appointment, even if the trustee performs various tasks.

Summary

The case concerns R.O. Shaffer, a trustee in a corporate reorganization, who sought
special tax treatment for compensation received over a period of more than 36
months. He argued that his services relating to the Port Arthur plant were distinct
from those concerning the Fort Worth plant, allowing him to apply a tax provision
(26 U.S.C. § 107(a)) that allowed for spreading income over the period the services
were rendered if a certain percentage of compensation was received in one year.
The Tax Court rejected Shaffer’s argument, holding that, since he acted as trustee
under a single appointment, his services were indivisible for tax purposes, and the
relevant compensation was the total amount he received as trustee. The court
emphasized the practical implications of its ruling, preventing trustees from
artificially separating their work to gain tax advantages.

Facts

In 1944, Texasteel Manufacturing Company entered corporate reorganization. J.
Mac Thompson was initially appointed trustee, but he was replaced by R.O. Shaffer
in 1946. Shaffer was appointed trustee of the estate of the company. He managed
the Fort Worth plant and oversaw the liquidation of the Port Arthur plant. The Port
Arthur plant was sold in 1950, and the Fort Worth plant was sold in 1951. Shaffer
received compensation for his services, including fees for managing the Fort Worth
plant and for his role in the Port Arthur property dealings. Shaffer filed an
application for compensation which divided the fees for services done with respect
to each of the plants.

Procedural History

The Commissioner of Internal Revenue determined a tax deficiency, disallowing the
application of 26 U.S.C. § 107(a) to Shaffer’s income for 1951. Shaffer contested the
deficiency in the United States Tax Court.

Issue(s)

Whether Shaffer’s services as trustee were divisible for the purposes of 26 U.S.C. §
107(a), such that the compensation for the Port Arthur plant services could be
considered separately from other compensation.

Holding

No, because Shaffer’s services were rendered under a single appointment as
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trustee, the compensation was not divisible, and the 80% requirement of 26 U.S.C. §
107(a) was not met.

Court’s Reasoning

The Court focused on the divisibility of the capacity in which the services were
rendered, not the divisibility of the tasks performed. The Court held that the “total
compensation for personal services” should be determined as the total amount paid
to Shaffer in his capacity as trustee, because “the test of divisibility of services is
whether the services were rendered in two distinct capacities and paid for in two
distinct capacities.” The court referenced the case of *Civiletti v. Comm.*, where it
had found “one appointment, one trust, one employment,” in order to underscore
this point. The court reasoned that allowing a division based on the different tasks
would lead to impractical and complex tax determinations. The court also
distinguished the case from prior holdings that could be interpreted in Shaffer’s
favor by observing that these prior cases involved services rendered in different
capacities (such as both executor and lawyer), which was not the case here.

Practical Implications

The *Shaffer* case clarifies how courts determine whether professional services can
be divided for tax purposes, especially when applying provisions like 26 U.S.C. §
107(a). The case established a clear distinction between services rendered under a
single appointment (indivisible) and those rendered in different capacities
(potentially divisible). This is important for trustees, attorneys, and other
professionals whose income may be eligible for special tax treatment. Tax
professionals must consider whether a professional’s various tasks can be
considered services rendered in a distinct capacity. It is crucial to examine the
underlying legal basis for the appointment, employment or the overall relationship
and whether compensation is being earned in one capacity or multiple capacities.
The case reinforces the need to consider the practical implications of tax law, and
the importance of avoiding interpretations that could lead to administrative burdens
or inconsistent applications. Later courts will need to consider if this case is
factually distinguishable.
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