Helen R. Albert v. Commissioner of Internal Revenue, 56 T. C. 447 (1971)

Under Texas law, when a corporation transfers its assets to a shareholder-director
while insolvent, the assets are subject to a trust for the benefit of all creditors,
requiring equitable distribution.

Summary

In Albert v. Commissioner, the U. S. Tax Court addressed whether a shareholder-
director could be held liable as a transferee for a corporation’s tax liabilities after
receiving its assets. Jo-Jud Corporation, insolvent and aware of pending tax audits,
transferred all its assets to Helen R. Albert, a shareholder and director, in
satisfaction of her loans. The court held that under Texas law, these assets were
held in trust for all creditors, including the IRS, and Albert was liable as a
transferee, but only for a pro rata share of the assets based on the IRS’s claim
relative to other creditors.

Facts

Jo-Jud Corporation, incorporated in Texas, ceased operations in 1962 and was
insolvent thereafter. On March 8, 1965, it transferred its remaining assets, valued at
$22,960, to Helen R. Albert in exchange for cancellation of her $19,580. 16 loan. At
the time, Jo-Jud’s president, Dr. Arnold Albert, knew that the company’s tax returns
were under audit and a delinquent return had been filed for 1960. In 1966, after the
audit concluded, the IRS assessed a delinquency penalty and interest against Jo-Jud,
which was unable to pay due to insolvency.

Procedural History

The IRS determined that Helen R. Albert was liable as a transferee for Jo-Jud’s tax
liabilities. Albert, representing herself, challenged this determination in the U. S.
Tax Court. The court’s decision focused on whether, under Texas law, Albert was
liable as a transferee of Jo-Jud’s assets.

Issue(s)

1. Whether Helen R. Albert is liable as a transferee for the tax liabilities of Jo-Jud
Corporation under Texas law.

Holding

1. Yes, because under Texas law, the assets of an insolvent corporation are held in
trust for all creditors, and Albert’s receipt of these assets without notice to other
creditors, including the IRS, violated this trust, making her liable as a transferee,
but only for a pro rata share of the assets.

Court’s Reasoning
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The court applied Texas law, which treats the assets of an insolvent corporation as a
trust fund for all creditors. When Jo-Jud transferred its assets to Albert, it was
insolvent and aware of potential tax liabilities, yet failed to provide notice to the IRS
or reserve assets for potential claims. The court cited Texas cases establishing that
such transfers create an equitable lien on the assets in favor of all creditors, not just
the transferee. The court rejected Albert’s argument that the trust had terminated
or that the IRS’s claim was untimely, emphasizing that the IRS’s contingent claim
was protected under Texas law. The court also clarified that Albert’s liability was
limited to a pro rata share of the transferred assets, based on the IRS’s claim
relative to other creditors.

Practical Implications

This decision underscores the importance of considering all creditors’ rights when
transferring assets of an insolvent corporation, especially in jurisdictions like Texas
that recognize a trust fund doctrine. It serves as a caution to directors and
shareholders of insolvent corporations that they cannot prefer themselves over other
creditors without risking personal liability as transferees. For legal practitioners,
this case highlights the need to advise clients on the potential tax and legal
consequences of asset transfers from insolvent entities. It also illustrates how state
law can impact federal tax collection efforts, requiring careful analysis of state trust
fund doctrines in transferee liability cases. Subsequent cases have cited Albert v.
Commissioner in similar contexts, reinforcing the principle that creditors’ rights
must be respected in asset transfers from insolvent corporations.
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