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Roberts v. Commissioner, 73 T. C. 750 (1980)

A taxpayer can report gains from stock sales on the installment method if the sale is
to an independent irrevocable trust and the taxpayer does not control or benefit
economically from the sales proceeds.

Summary

In Roberts v. Commissioner, the Tax Court upheld the taxpayer’s right to report
gains from stock sales on the installment method under Section 453 of the Internal
Revenue Code. Clair E. Roberts sold shares of Sambo’s Restaurants, Inc. stock to an
irrevocable trust  he established,  with the trust  reselling the stock on the open
market. The IRS challenged the validity of the installment method, arguing the trust
was a mere conduit for Roberts. The court, applying the Rushing test, determined
that Roberts did not control or economically benefit from the proceeds, as the trust
was independent and had discretion over the investments. This decision reinforced
the  legitimacy  of  using  trusts  for  installment  sales  when  structured  correctly,
impacting how taxpayers and legal professionals approach similar transactions.

Facts

Clair  E.  Roberts,  a  shareholder  in  Sambo’s  Restaurants,  Inc.  ,  established  an
irrevocable  trust  in  1971,  appointing  his  brother  and  accountant  as  trustees.
Between 1971 and 1972, Roberts sold shares of Sambo’s stock to the trust, which
then sold them on the open market. The sales were reported on the installment
method under Section 453 of the Internal Revenue Code, with Roberts receiving
promissory notes from the trust for the sales. The IRS issued a deficiency notice,
asserting that Roberts could not use the installment method because the trust was
merely a conduit for his control over the sales proceeds.

Procedural History

The  IRS  issued  a  statutory  notice  of  deficiency  to  Roberts  for  the  tax  years
1971-1973, challenging his use of the installment method. Roberts petitioned the
Tax Court for a redetermination of the deficiency. The Tax Court heard the case and
ruled in favor of Roberts, allowing the use of the installment method.

Issue(s)

1. Whether Roberts could report the gains from the sale of Sambo’s stock to the
trust on the installment method under Section 453 of the Internal Revenue Code.

Holding

1. Yes, because Roberts satisfied the Rushing test, demonstrating that the trust was
independent and he did not control or economically benefit from the sales proceeds.
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Court’s Reasoning

The court applied the Rushing test, which requires that the taxpayer selling property
to a trust does not have control over, or the economic benefit of, the proceeds. The
court found that Roberts did not control the trust, as he had no power to alter or
amend the trust agreement, remove the trustees, or direct the investments. The
trustees, despite being related to Roberts, acted independently in reselling the stock
and managing the trust’s assets. The court also noted that the absence of security
for the promissory notes left Roberts at risk, further indicating the transaction’s
legitimacy. The decision was influenced by the policy of Section 453 to align tax
payments with the receipt of income, as articulated in Commissioner v. South Texas
Lumber Co. The court rejected the IRS’s argument that the trust was merely a
conduit,  emphasizing  that  the  trust’s  independence  and  the  taxpayer’s  lack  of
control over the proceeds validated the installment reporting.

Practical Implications

This decision provides guidance for taxpayers and legal professionals on structuring
sales to trusts for installment reporting. It clarifies that an irrevocable trust can be
used for  such purposes  if  it  operates  independently  of  the  seller.  Practitioners
should  ensure  that  trusts  have  genuine  discretion  over  the  management  and
investment of proceeds to avoid being deemed mere conduits. The ruling impacts
estate planning and tax strategies, allowing for more flexible asset transfer and
income recognition timing. Subsequent cases, such as Stiles v. Commissioner, have
applied similar reasoning, reinforcing the principles established in Roberts. This
case underscores the importance of demonstrating the trust’s independence and the
seller’s lack of control to utilize the installment method effectively.


