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Boulez v. Commissioner, 83 T. C. 584 (1984)

Payments labeled as royalties in a contract may be considered compensation for
personal  services  if  they  lack  a  property  interest  transfer,  especially  under
international tax treaties.

Summary

In Boulez v. Commissioner, the U. S. Tax Court held that payments to Pierre Boulez,
a nonresident alien conductor, from CBS Records were not royalties exempt from U.
S. tax under the U. S. -Germany tax treaty but were taxable as compensation for
personal services. Boulez, a resident of Germany, contracted with CBS to produce
recordings, receiving payments based on sales, termed royalties. The court found
that these payments were for Boulez’s personal services, not for any property right
he could license or  sell,  thus taxable in  the U.  S.  This  ruling underscores the
importance of examining the true nature of payments under tax treaties and the
concept of “works for hire” in copyright law.

Facts

Pierre  Boulez,  a  world-renowned  orchestra  conductor  and  a  nonresident  alien
residing in Germany, contracted with CBS Records in 1969 to produce recordings.
The contract, amended in 1971 and 1974, stipulated that CBS would pay Boulez
based on a percentage of sales, described as royalties. Boulez conducted orchestras
for these recordings, which were owned entirely by CBS. In 1975, CBS paid Boulez
$39,461. 47, which Boulez reported as exempt from U. S. tax, claiming it as royalties
under the U. S. -Germany tax treaty. The IRS disagreed, asserting that the payments
were taxable as compensation for personal services.

Procedural History

The IRS determined a deficiency in Boulez’s 1975 U. S. income tax, leading to a
dispute over whether the payments were royalties or personal service income. After
unsuccessful  competent authority  proceedings between the U.  S.  and Germany,
Boulez petitioned the U. S. Tax Court. The case was submitted under Rule 122,
based on stipulated facts and exhibits.

Issue(s)

1.  Whether  the payments  received by Boulez  from CBS Records in  1975 were
royalties exempt from U. S. tax under the U. S. -Germany tax treaty.
2.  Whether  Boulez  had  a  licensable  or  transferable  property  interest  in  the
recordings that would qualify the payments as royalties.

Holding

1. No, because the payments were compensation for personal services performed by
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Boulez in the U. S. , not royalties as defined by the treaty.
2. No, because Boulez had no licensable or transferable property interest in the
recordings, which were considered works for hire owned by CBS.

Court’s Reasoning

The court focused on the intent of the contract and the legal concept of royalties. It
found  that  the  contract’s  language  and  structure  indicated  an  agreement  for
personal services, not a conveyance of property rights. The court emphasized that
for  payments  to  be royalties,  Boulez  must  have had a  property  interest  in  the
recordings, which he did not. The court applied the “works for hire” doctrine from
copyright law, noting that Boulez’s recordings were created under a contract that
did not reserve any property rights to him. The court also cited the U. S. -Germany
tax treaty, which defines royalties as payments for the use of property rights, not
merely labeled as such in a contract. The court rejected Boulez’s argument that the
1971 Sound Recording Amendment to the Copyright Act granted him a property
interest, as the contract did not reflect such a change in rights.

Practical Implications

This  decision  clarifies  the  distinction  between  royalties  and  compensation  for
personal  services  under  tax  treaties,  emphasizing  the  need  to  look  beyond
contractual labels to the substance of the transaction. It impacts how international
entertainers  and  artists  should  structure  their  contracts  to  ensure  proper  tax
treatment. The ruling also reinforces the “works for hire” doctrine in copyright law,
affecting how creators and employers negotiate ownership rights in creative works.
Subsequent cases have cited Boulez for its analysis of the tax treatment of payments
under  international  treaties  and  the  application  of  copyright  law  to  service
agreements. Legal practitioners advising clients on international tax issues must
carefully review the nature of payments and the applicable tax treaties to avoid
similar disputes.


