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Gallade v. Commissioner, 106 T.C. 355 (1996)

An attempted waiver of pension plan benefits by a plan participant in favor of their
wholly owned corporation constitutes an impermissible assignment or alienation
under ERISA and the Internal Revenue Code, resulting in a taxable distribution to
the participant.

Summary

Alfred Gallade, sole owner of Gallade Chemical, Inc. (GCI), attempted to waive his
fully vested pension benefits from GCI’s plan back to the corporation to improve its
financial  standing.  The  Tax  Court  addressed whether  this  waiver  constituted  a
taxable  distribution  to  Gallade.  The  court  held  that  the  waiver  was  an  invalid
assignment of benefits under ERISA’s anti-alienation provisions and the Internal
Revenue Code. Consequently, Gallade constructively received a taxable distribution
in 1986, the year the funds became available, but the court found the IRS abused its
discretion in imposing a penalty for substantial understatement due to Gallade’s
good faith reliance on professional advice.

Facts

Alfred Gallade was the sole shareholder and officer of Gallade Chemical, Inc. (GCI).
GCI  maintained  a  qualified  pension  plan  in  which  Gallade  participated.  Facing
financial difficulties, Gallade decided to waive his fully vested benefits under the
plan, intending for the funds to revert to GCI as working capital. GCI adopted a
resolution to terminate the plan,  stating Gallade waived his rights and benefits
which would revert to the corporation. The Pension Benefit Guaranty Corporation
(PBGC) issued a Notice of Sufficiency regarding the plan termination. Funds from
the  plan  were  deposited  into  a  bank  account  requiring  dual  signatures  for
withdrawal,  including  Gallade  and  a  representative  from  the  plan  trustee.
Ultimately,  the  funds  intended  for  Gallade  were  transferred  to  GCI.

Procedural History

The Commissioner of Internal Revenue determined that Gallade’s waiver was an
impermissible assignment of pension benefits, resulting in a taxable distribution.
Gallade petitioned the Tax Court contesting this determination and the imposition of
a penalty for substantial understatement of income tax. The Tax Court considered
whether the waiver was valid, the year of distribution, and the penalty.

Issue(s)

Whether petitioner’s waiver of his pension plan benefits and their use by his1.
wholly owned corporation resulted in a taxable distribution to him.
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If it is a taxable distribution, whether it is recognizable in 1985 or 1986.2.

Whether petitioner is  liable for  an addition to tax under section 6661 for3.
substantial understatement of income tax.

Holding

Yes,  petitioner’s  waiver  of  pension  plan  benefits  resulted  in  a  taxable1.
distribution to him because the waiver was an invalid assignment or alienation
of benefits under ERISA and the Internal Revenue Code.

The taxable distribution was recognizable in 1986 because that was the year2.
the funds were constructively received by petitioner, as access was not fully
available in 1985 due to dual signature requirements on the bank account.

No, petitioner is not liable for the addition to tax under section 6661 because3.
the Commissioner abused her discretion in failing to waive the penalty, given
petitioner’s reasonable cause and good faith reliance on professional advice.

Court’s Reasoning

The court reasoned that ERISA and I.R.C. Section 401(a)(13) contain anti-alienation
provisions  to  protect  pension  benefits  for  employees’  retirement  security.  The
attempted waiver by Gallade was deemed an arrangement for payment of  plan
benefits  to  the  employer,  GCI,  which is  explicitly  defined as  an assignment  or
alienation under Treasury Regulations. The court rejected Gallade’s argument that
the waiver was permissible because it was knowing and voluntary, emphasizing that
the anti-alienation rule applies to qualified plans like GCI’s, which is not a ‘top hat’
plan. The court also dismissed the relevance of the PBGC’s Notice of Sufficiency, as
it pertains to plan funding sufficiency, not tax consequences. Regarding the year of
distribution, the court determined constructive receipt occurred in 1986 when funds
were available, not 1985 when deposited into a restricted account requiring dual
signatures.  Finally,  concerning  the  penalty,  the  court  found  Gallade  acted
reasonably and in good faith by seeking advice from professionals (CPA and actuary)
and  relying  on  their  guidance,  thus  warranting  a  waiver  of  the  substantial
understatement  penalty,  stating,  “Reliance  on  the  advice  of  professionals  is
tantamount to acting in a reasonable manner if ‘under all the circumstances, such
reliance [is] reasonable and the taxpayer acted in good faith.'”

Practical Implications

Gallade  v.  Commissioner  reinforces  the  strict  interpretation  of  ERISA’s  anti-
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alienation provisions and their impact on tax law. It clarifies that plan participants
cannot  waive  or  assign  their  vested  pension  benefits  back  to  their  sponsoring
employers, even in dire financial circumstances, without triggering taxable income.
This case serves as a crucial reminder for legal professionals and businesses that
attempts to redirect pension funds back to the employer through participant waivers
are likely to be deemed invalid assignments, resulting in immediate tax liabilities for
the participant. It highlights the importance of understanding ERISA’s prohibitions
and seeking alternative, compliant methods for corporate financial  restructuring
that do not violate pension plan protections. The case also provides guidance on the
‘constructive  receipt’  doctrine  in  the  context  of  pension  distributions  and
underscores the importance of demonstrating reasonable cause and good faith when
seeking  penalty  waivers  for  tax  understatements,  especially  when  relying  on
professional advice.


