Baptiste v. Commissioner, 100 T. C. 252 (1993)

Transferees are personally liable for interest on their limited liability for unpaid
estate tax from the due date of the transferor’s estate tax return.

Summary

Gabriel J. Baptiste, Jr. , and Richard M. Baptiste received $50,000 each from life
insurance proceeds upon their father’s death. The estate tax was not fully paid, and
the IRS issued notices of transferee liability to both sons. The Tax Court ruled that
each transferee was liable for interest on their personal liability for unpaid estate
tax from the due date of the estate tax return. This decision clarified that the
statutory limit on transferee liability for the tax itself does not apply to interest on
that liability, ensuring that transferees cannot indefinitely delay payment without
accruing interest.

Facts

Gabriel J. Baptiste died on September 26, 1981, owning life insurance policies. His
sons, Gabriel J. Baptiste, Jr., and Richard M. Baptiste, received $50,000 each from
these policies on November 16, 1981. The estate filed a federal estate tax return on
December 29, 1982, and a deficiency was determined and contested in court. On
October 6, 1989, the IRS issued notices of transferee liability to the sons, asserting
they were liable for the estate tax to the extent of the insurance proceeds they
received.

Procedural History

The estate contested the IRS’s determination of a deficiency in estate tax, which was
resolved by a stipulated decision in the Tax Court on May 13, 1988. The sons filed
separate petitions contesting their transferee liability on January 2, 1990. On April
1, 1992, the Tax Court determined the sons were personally liable for the unpaid
estate tax up to the value of their insurance proceeds. The issue of interest on this
liability was reserved for later decision, culminating in the court’s opinion on March
29, 1993.

Issue(s)

1. Whether transferees are liable for interest under Federal law on the amount of
their personal liabilities for unpaid estate tax from the due date of the transferor’s
estate tax return.

2. Whether the limitation imposed by section 6324(a)(2) applies to the transferees’
liability for such interest.

Holding

1. Yes, because section 6601 (a) mandates interest from the last date prescribed for
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payment, which is the due date of the estate tax return as per section 6324(a)(2).
2. No, because the limitation in section 6324(a)(2) applies only to the transferee’s
liability for the tax itself and not to the interest accrued on that liability.

Court’s Reasoning

The court reasoned that the transferee’s liability for unpaid estate tax arises on the
due date of the estate tax return under section 6324(a)(2). Section 6601(a) then
imposes interest on this liability from that due date. The court distinguished
between the transferee’s liability for the estate tax and the interest on that tax,
holding that the statutory limitation in section 6324(a)(2) does not extend to interest
on the transferee’s personal liability. This ruling ensures that transferees cannot
delay payment without accruing interest, consistent with the policy of compensating
the government for the use of money due. The court also distinguished its decision
from Poinier v. Commissioner, noting differences in the timing of liability and
interest accrual. Concurring opinions supported the majority’s view, emphasizing
traditional concepts of transferee liability and statutory interpretation.

Practical Implications

This decision clarifies that transferees of estate property are subject to interest on
their personal liability for unpaid estate tax from the due date of the estate tax
return, regardless of when the IRS issues a notice of liability. Legal practitioners
must advise clients receiving estate property that they could be liable for both the
tax and interest if the estate’s tax obligations are not met. This ruling impacts estate
planning, as it encourages timely payment of estate taxes to avoid accruing interest
on transferee liabilities. It also affects how the IRS pursues collection from
transferees, ensuring they cannot avoid interest by delaying payment. Subsequent
cases, such as Estate of Whittle v. Commissioner, have followed this precedent,
further establishing the principle in estate tax law.
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