Gumm v. Commissioner, 93 T. C. 475 (1989)

Transferees of an estate’s assets may be held liable for the estate’s unpaid federal
estate taxes under certain conditions.

Summary

The case involved Nancy J. Gumm and Ellen Gumm Bailey, who received
distributions from their mother’s estate, which became insolvent. The IRS sought to
collect unpaid estate taxes from them as transferees. The Tax Court held that the
petitioners were liable under IRC § 6901 for the estate’s federal estate tax deficiency
of $9,018. 27, as they received assets without consideration after the estate’s tax
liability accrued, and the estate was rendered insolvent by the distributions. The
court reasoned that under Illinois law, transferees are liable for estate debts to the
extent of the property received, and the IRS had made reasonable efforts to collect
from the estate before pursuing the transferees.

Facts

Martha O’Hair Kirsten died in 1980, leaving a will that distributed her estate equally
among her three children, with Richard Z. Gumm appointed as executor. The estate
filed federal estate tax returns, but an Illinois death tax credit was disallowed due to
non-payment. Distributions were made to the children, including real property and
other assets. In 1982, the estate lost significant assets due to investments managed
by Dr. Gumm, and the last real property was distributed to the children. Dr. Gumm
filed for bankruptcy in 1984. The IRS assessed the estate for the unpaid taxes and,
unable to collect from the estate, sought to collect from the transferees.

Procedural History

The IRS issued notices of transferee liability to Nancy J. Gumm and Ellen Gumm
Bailey in 1985. The Tax Court consolidated the cases and held a trial, ultimately
deciding in favor of the Commissioner, holding the petitioners liable as transferees
for the estate’s tax deficiency.

Issue(s)

1. Whether the petitioners received property from the estate without consideration
after the estate’s tax liability accrued?

2. Whether the estate was insolvent at the time of or as a result of the transfers to
the petitioners?

3. Whether the IRS made reasonable efforts to collect the delinquent taxes from the
estate before pursuing the transferees?

Holding

1. Yes, because the petitioners received estate property without paying
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consideration, and the transfers occurred after the estate’s tax liability accrued.
2. Yes, because the estate was rendered insolvent by the distribution of the last real
property in 1982, and the estate’s claims against Dr. Gumm were speculative and
uncollectible.

3. Yes, because the IRS made reasonable efforts to collect from the estate, which
was insolvent, before pursuing the transferees.

Court’s Reasoning

The court applied IRC § 6901, which allows the IRS to collect unpaid taxes from
transferees if a basis exists under state law or equity. Under Illinois law, transferees
are liable for estate debts to the extent of the property received. The court
determined that the petitioners received estate assets without consideration after
the estate’s tax liability accrued. The estate was rendered insolvent by the
distribution of the last real property, and the estate’s claims against Dr. Gumm were
deemed speculative and uncollectible. The IRS made reasonable efforts to collect
from the estate before pursuing the transferees, including contacting the executor
and attempting to locate undistributed assets. The court rejected the petitioners’
arguments that the estate’s administration must be closed before transferee liability
could be imposed, noting that federal estate tax liability is not contingent on the
estate’s closure.

Practical Implications

This decision clarifies that transferees may be held liable for an estate’s unpaid
federal estate taxes under IRC § 6901 if the estate becomes insolvent due to
distributions. Estate planning professionals should advise clients on the potential
risks of transferee liability when distributing estate assets, particularly in cases
where the estate may be insolvent or face significant tax liabilities. The ruling
emphasizes the importance of the IRS making reasonable efforts to collect from the
estate before pursuing transferees, but also highlights that such efforts need not
include pursuing speculative claims against third parties. This case has been cited in
subsequent decisions involving transferee liability, reinforcing the principles
established here.
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