31 T.C. 188 (1958)

A taxpayer’s transfer of assets with the intent to hinder or defraud creditors, such as
the IRS, is a fraudulent conveyance, and the transferee (in this case, the taxpayer’s
wife) is liable for the tax debt.

Summary

This case involved a doctor, Bowlin, who underreported his income and faced tax
deficiencies. Bowlin transferred assets, including insurance policies, to his wife,
Ann, after the IRS investigation began. The court found Bowlin’s tax returns were
fraudulent. It held the transfers to Ann were fraudulent conveyances designed to
shield assets from his creditors (the IRS) and that Ann, as the transferee, was liable
for Bowlin’s tax deficiencies, including penalties for fraud. The court emphasized
that the transfers left Bowlin insolvent and were made without consideration, thus
meeting the criteria for fraudulent conveyance under Tennessee law.

Facts

Robert Bowlin, a physician, underreported his income for the years 1942-1947. The
IRS investigated and determined tax deficiencies and penalties for fraud. After the
investigation began, Bowlin transferred real property and insurance policies to his
wife, Ann. These transfers rendered him insolvent. Bowlin’s records were
inadequate and did not accurately reflect his income. Bowlin purchased numerous
war bonds and paid significant amounts in cash for insurance premiums during the
tax years in question, while reporting low incomes.

Procedural History

The Commissioner of Internal Revenue determined tax deficiencies and additions to
tax for fraud against Robert Bowlin. The Commissioner also determined that Ann
Bowlin was liable as a transferee for Robert Bowlin’s tax liabilities. The case was
heard in the United States Tax Court, which ruled in favor of the Commissioner.

Issue(s)

1. Whether the statute of limitations had run for the taxable years 1942 through
1947.

2. Whether the IRS correctly determined income tax deficiencies against Robert
Bowlin for 1942-1947.

3. Whether Robert Bowlin was liable for additions to tax for fraud under section
293(b) of the Internal Revenue Code of 1939 for each of the years in question.

4. Whether Ann Bowlin was liable, as a transferee, for the tax deficiencies and
additions due from Robert Bowlin for the same years.
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Holding

1. No, because Bowlin’s returns were fraudulent, so the statute of limitations did not
apply.

2. Yes, because Bowlin failed to show error in the Commissioner’s deficiency
determinations.

3. Yes, because Bowlin filed false and fraudulent returns with intent to evade tax.

4. Yes, because Ann Bowlin was a transferee of assets transferred by Robert Bowlin
with the intent to defraud the government, therefore she was liable for the
deficiencies.

Court’s Reasoning

The court found Bowlin’s returns were false and fraudulent with intent to evade
taxes. The court cited the substantial underreporting of income and the use of cash
for expenditures such as war bonds and insurance premiums. They also considered
the fact that Bowlin made transfers of assets to his wife, Ann, after the IRS
investigation began, rendering him insolvent. The court applied the Tennessee law
of fraudulent conveyances, concluding that the transfers were made without
consideration and with the intent to hinder or defraud creditors (the IRS). The court
emphasized that Bowlin’s actions, including the timing of the transfers and his
overall financial conduct, demonstrated an intent to evade his tax obligations. The
court reasoned that Ann, as the recipient of the fraudulently conveyed assets, was
liable for her husband’s tax debts. The court rejected Ann’s argument that the
insurance policies should be excluded as they were not reached by creditors under
Tennessee law, and instead referenced the Supreme Court’s decision in United
States v. Bess, holding that the transfer of policies was a fraudulent conveyance. The
court cited Vestal v. Commissioner affirming that adjustments made for tax liability,
including fraud penalties, are proper in determining insolvency.

Practical Implications

This case emphasizes the importance of accurately reporting income and the serious
consequences of fraudulent tax filings. It provides a framework for analyzing cases
involving tax fraud and fraudulent conveyances. Attorneys should understand the
legal requirements for proving fraud, which include demonstrating an intent to
evade taxes. This case reinforces the principle that taxpayers cannot shield assets
from the IRS by transferring them to others, particularly when the transfers are
made without consideration and with the intent to avoid tax liabilities. It also
underscores the necessity to scrutinize the timing and nature of asset transfers,
especially when a tax investigation is underway. The case provides a clear
illustration of transferee liability and the remedies available to the government in
situations where assets have been fraudulently conveyed. Further, the case
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highlights how evidence of cash transactions, underreporting of income, and the
timing of asset transfers can be used to establish the element of fraudulent intent.
Future cases involving similar situations may consider the precedent set by this case
and its rationale when considering whether a taxpayer’s transfer of assets was
fraudulent.
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