Estate of Harry Schneider, Deceased, Molly Schneider, Administratrix, and
Molly Schneider, et al., Petitioners, v. Commissioner of Internal Revenue,
Respondent, 30 T.C. 929 (1958)

Beneficiaries of life insurance policies are generally not liable as transferees for the
insured’s unpaid federal income taxes, and the determination of transferee liability
is based on state law.

Summary

The United States Tax Court considered the liability of several beneficiaries as
transferees of the assets of Harry Schneider, who died with outstanding federal
income tax liabilities. The court addressed whether the beneficiaries of life
insurance policies, co-owners of savings bonds, and recipients of Totten trust
proceeds were liable for the taxes. Relying on the Supreme Court’s decision in
Commissioner v. Stern, the Tax Court determined that state law governed whether
the beneficiaries of the life insurance policies were liable. Applying New York law,
where the insured and beneficiaries resided, the court found the beneficiaries not
liable because the state’s insurance law protected beneficiaries from creditors’
claims unless there was evidence of an actual intent to defraud. The co-owner of
savings bonds was also not liable under state debtor-creditor law because the
transfer wasn’t made with fraudulent intent. However, the recipient of Totten trust
proceeds was held liable to the extent of assets received.

Facts

Harry Schneider had unpaid federal income tax liabilities. Upon his death, the
Commissioner of Internal Revenue assessed transferee liability against several
beneficiaries. The beneficiaries included Molly Schneider (wife), Katherine
Schneider, and Manny Schneider. Molly and Katherine were beneficiaries of life
insurance policies on Harry’s life. Molly was also a co-owner with Harry of certain
U.S. savings bonds. Manny was the beneficiary of various Totten trusts established
by Harry. The Commissioner sought to recover the unpaid taxes from the
beneficiaries, arguing they were transferees of Harry’s assets. The case was initially
postponed pending the Supreme Court’s decision in Commissioner v. Stern, which
addressed the key issue of transferee liability and life insurance proceeds.

Procedural History

The Commissioner determined transferee liability against Molly, Katherine, and
Manny Schneider in the U.S. Tax Court. The Tax Court consolidated the cases and
initially postponed its decision, awaiting the Supreme Court’s ruling in
Commissioner v. Stern. Following the Stern decision, the Tax Court addressed the
issues of transferee liability for life insurance proceeds, savings bonds, and Totten
trusts. The Tax Court ruled in favor of Molly and Katherine regarding the life
insurance proceeds and the savings bonds but found Manny liable as a transferee,
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based on his receipt of the Totten trust assets.
Issue(s)

1. Whether the receipt by Molly and Katherine Schneider of proceeds from life
insurance policies on Harry Schneider rendered them liable as transferees of his
assets under the Internal Revenue Code.

2. Whether Molly Schneider was liable as a transferee for the redemption value of
U.S. savings bonds held in co-ownership with Harry Schneider.

3. Whether Manny Schneider was liable as a transferee for the proceeds of Totten
trusts established by Harry Schneider.

Holding

1. No, because under New York law, the beneficiaries of the life insurance policies
were not liable as transferees of the assets.

2. No, because under New York law, Molly was not liable as a transferee for the
redemption value of the savings bonds.

3. Yes, because Manny Schneider was liable as transferee to the extent of the trust
assets he received.

Court’s Reasoning

The court first addressed the issue of life insurance proceeds and relied heavily on
the Supreme Court’s decision in Commissioner v. Stern. The Court in Stern held that
the ability of the government to recover unpaid taxes from life insurance
beneficiaries depends on state law, in the absence of a tax lien. The court then
looked to New York law, the state of residence of the parties. Two provisions of New
York law were relevant: Section 166 of the New York Insurance Law and Section
273 of the New York Debtor and Creditor Law. Section 166 generally protects life
insurance proceeds from creditors’ claims. Because there was no evidence of a lien
and no evidence of any intent to defraud, the court found that the beneficiaries of
the life insurance policies were not liable as transferees. The court held that there
was no finding that Harry Schneider was insolvent prior to his death, thus the
transfer was not fraudulent. The court also determined, based on the prior
incorporated case opinion, that Manny Schneider was liable for the proceeds of the
Totten trusts.

Practical Implications

This case underscores the importance of understanding state law when assessing
transferee liability, especially in situations involving life insurance proceeds.
Attorneys should carefully examine the relevant state’s insurance and debtor-
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creditor laws to determine the extent to which beneficiaries may be protected from
claims by creditors or the government. The case also highlights the significance of
fraudulent intent in determining whether a transfer can be set aside. Furthermore,
the case emphasizes that the transfer of assets through Totten trusts can expose
beneficiaries to transferee liability. Lawyers should advise clients about the
potential tax implications of these financial arrangements. This case emphasizes the
impact of the Commissioner v. Stern ruling, establishing that state law plays a
crucial role in federal tax collection efforts related to life insurance.
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