Frank Sawyer Trust of May 1992 v. Commissioner of Internal Revenue, 133
T.C. 60 (2009)

In Frank Sawyer Trust of May 1992 v. Commissioner, the U. S. Tax Court ruled that
neither res judicata nor collateral estoppel barred the IRS from pursuing transferee
liability against the Frank Sawyer Trust for the unpaid taxes of four corporations it
had sold to Fortrend International. The court clarified that the earlier deficiency
proceedings, resolved through a stipulated decision, did not preclude the IRS from
seeking to collect corporate taxes from the Trust as a transferee. This decision
underscores the distinct nature of deficiency and transferee liability actions under
tax law, impacting how tax liabilities are pursued post-corporate transactions.

Parties

The petitioner in this case was the Frank Sawyer Trust of May 1992, with Carol S.
Parks as the Trustee. The respondent was the Commissioner of Internal Revenue.

Facts

The Frank Sawyer Trust owned the stock of four corporations: Town Taxi, Checker
Taxi, St. Botolph, and Sixty-Five Bedford. In 2000 and 2001, these corporations sold
their assets, generating significant capital gains. Shortly after, the Trust sold the
stock of these corporations to Fortrend International, LLC. Fortrend then
transferred assets with inflated bases to the corporations, which they sold,
generating artificial losses to offset the capital gains. The IRS examined the Trust’s
and the corporations’ tax returns, determining deficiencies in the Trust’s fiduciary
income tax and issuing notices of transferee liability to the Trust for the
corporations’ unpaid taxes.

Procedural History

The IRS issued notices of deficiency to the Trust for 2000 and 2001, asserting
deficiencies and accuracy-related penalties. The Trust petitioned the Tax Court and
the parties entered into decision documents, resulting in no deficiencies and no
penalties for the Trust. Subsequently, the IRS examined the corporations’ returns,
entered into closing agreements disallowing the claimed losses and imposing
penalties, and issued notices of transferee liability to the Trust. The Trust then filed
a motion for summary judgment in the Tax Court, arguing that res judicata and
collateral estoppel barred the transferee liability action.

Issue(s)

Whether res judicata bars the IRS’s current transferee liability action against the
Frank Sawyer Trust?

Whether the IRS is collaterally estopped from arguing that there were deemed
liquidating distributions from the corporations to the Trust?
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Rule(s) of Law

Res judicata applies when there is a final judgment on the merits in an earlier
action, an identity of parties or privies, and an identity of the cause of action in both
suits. Collateral estoppel applies to issues actually litigated and necessarily decided
in a prior suit. The burden of proving transferee liability under 26 U. S. C. §
6901(a)(1) rests with the Commissioner, while the existence and extent of such
liability are determined under state law.

Holding

The Tax Court held that res judicata does not bar the IRS’s transferee liability action
against the Trust because the cause of action in the deficiency cases differed from
that in the transferee liability action. The court further held that the IRS is not
collaterally estopped from arguing that there were deemed liquidating distributions
from the corporations to the Trust, as this issue was not actually litigated or
essential to the decision in the deficiency cases.

Reasoning

The court reasoned that the deficiency cases concerned the Trust’s fiduciary tax
liabilities from the sale of its stock in the corporations, whereas the transferee
liability action concerned the Trust’s liability for the unpaid taxes of the
corporations. The court emphasized that the causes of action were distinct, as the
deficiency cases did not require the Trust to pay the corporations’ unpaid taxes.
Furthermore, the court noted that the stipulated decisions in the deficiency cases
did not address the issue of whether there were deemed liquidating distributions,
thus not precluding the IRS from raising this issue in the transferee liability action.
The court also considered that the IRS could not have asserted transferee liability in
the deficiency cases due to jurisdictional limits, further supporting the conclusion
that res judicata and collateral estoppel did not apply.

Disposition

The Tax Court denied the Trust’s motion for summary judgment, allowing the IRS to
proceed with the transferee liability action against the Trust.

Significance/Impact

This case clarifies the application of res judicata and collateral estoppel in tax law,
particularly in distinguishing between deficiency and transferee liability actions. It
underscores that a stipulated decision in a deficiency case does not necessarily
preclude subsequent transferee liability actions, impacting how the IRS may pursue
tax liabilities post-corporate transactions. The decision reinforces the IRS’s ability to
collect unpaid corporate taxes from transferees under 26 U. S. C. § 6901, even after
resolving related deficiency cases.
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