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UNITED STATES OF AMERICA, PLAINTIFF v. Lester S. SCHWARTZ, Special Representative of the
Estate of Margaret Lee Knapp, Marc Knapp, and South Carolina Department of Revenue,
DEFENDANTS.

Case Information:

[pg. 2016-5119]

Code Sec(s): 7402; 6321

Court Name: U.S. District Court, Dist. of South Carolina,

Docket No.: Civil Action No. 2:16-1406-CWH,

Date Decided: 06/27/2016.

Tax Year(s): Years 2007, 2008. Date of death 5-4-2008.

Disposition: Decision against Govt.

HEADNOTE

1. District court jurisdiction-declaratory judgments-parallel federal and state court actions-estate
and income tax liens-property under probate. District court declined to exercise its discretionary
jurisdiction to hear declaratory judgment suit that govt. filed against estate representative, seeking



declaration that IRS liens for decedent's estate and income tax debts took priority over any competing
interests in certain real properties in which decedent held interests at time of her death: because there
were pending probate proceedings in state court which involved various conflicting estate-related claims,
and which were more appropriately decided in that court, that would also be more suitable forum for
resolving govt.'s claims.

Reference(s): ¶ 74,025.01(190) USTR Estate & Gift Taxes ¶74,025.01(5). Code Sec. 7402 ; Code
Sec. 6321

OPINION

IN THE UNITED STATES DISTRICT COURT FOR THE DISTRICT OF SOUTH CAROLINA
CHARLESTON DIVISION,

ORDER

Judge: C. WESTON HOUCK UNITED STATES DISTRICT JUDGE

This declaratory judgment action is before the Court on two motions: (1) the motion by the defendant
Lester S. Schwartz ("Schwartz") to dismiss pursuant to Federal Rule of Civil Procedure 12(b)(1) for lack
of subject matter jurisdiction, or alternatively to abstain from ex[pg. 2016-5120] ercising jurisdiction over
this matter pursuant to the doctrine announced in Colorado River Water Conservation Dist. v. United
States, 424 U.S. 800 (1976) (ECF No. 17); and (2) the motion by the plaintiff United States of America
(the "United States") for a preliminary injunction prohibiting Schwartz from: (1) closing any sale of certain
real properties subject to this action to which federal liens allegedly attach; or (2) making distributions of
any sale proceeds from those properties except to pay net proceeds into the Court's registry until the
Court determines the parties' priorities to those real properties (ECF No. 7).

I. FACTUAL BACKGROUND

This case arises out of a dispute involving the estate of Margaret Lee Knapp (the "decedent"), who died
on May 4, 2008. (Compl. ¶ 8, ECF No. 1). At the time of her death, the decedent owned interests in two
real properties that are the subject of the present action. The first real property is located at 2343 Ashley
River Road, Charleston, South Carolina (the "Ashley River Road Property"), and was transferred to her
estate in settlement of a mortgage foreclosure action by quitclaim deed dated July 16, 2008. (Compl. ¶
9). The second real property is located at 5414 5th Fairway Drive, Hollywood, South Carolina (the
"Fairway Drive Property"). (Compl. ¶10).

After the decedent's death in 2008, probate proceedings commenced in the Charleston County Probate
Court. (See Mot. to Dismiss or Abstain 4, ECF No. 17). There have been multiple legal proceedings in



the South Carolina state court system to determine the disposition of the estate's assets. (Id.). These
include: (1) a petition in the Charleston County Probate Court to invalidate a 2008 will executed by the
decedent, reinstitute a 2006 will because of undue influence, and remove co-defendant Marc Knapp as
personal representative of the estate; (2) an action in the South Carolina Court of Common Pleas for
Charleston County to set aside a deed to unrelated property previously owned by the decedent; (3) a
second action in the South Carolina Court of Common Pleas seeking partition of the unrelated property;
and (4) the appointment of Schwartz as special representative of the estate. (Id. 4-5).

A. UNPAID ESTATE TAXES

On August 6, 2009, Schwartz, as special representative of the decedent's estate, filed a Form 706
United States Estate Tax Return with the IRS. (Compl. ¶ 11). The Form 706 included the Fairway Drive
Property and a claim against the Ashley River Road Property in the decedent's gross estate, reporting a
$406,044.00 federal estate tax due. (Compl. ¶ 11). On September 14, 2009, a delegate of the Secretary
of the Treasury assessed $406,044.00 in estate tax against the decedent's estate. (Compl. ¶ 12). The
United States alleges it never received any payments towards this estate tax. (Compl. ¶ 11).

In 2010, a delegate of the Secretary of the Treasury assessed interest and late payment penalties
against the decedent's estate. (Compl.¶ 12). A delegate of the Secretary of the Treasury gave notice
and made a demand of the unpaid assessed estate tax. (Compl. ¶ 13). The United States alleges that
the decedent's estate owes an assessed balance of $432,798.08 plus additional penalties and interest
that have continued to accrue since April 19, 2010 as provided by law. (Compl. ¶ 113).

B. UNPAID INCOME TAXES

In addition to the estate tax returns, the United States contends that the decedent's estate filed income
tax returns for the years 2007 and 2008, but failed to fully pay the tax reported on those returns. (Compl.
¶ 14). A delegate of the Secretary of the Treasury made assessments against the decedent's estate for
her income tax, penalties, and interest for the years 2007 and 2008. (Compl. ¶ 115). Notice was given
and a demand made of the unpaid assessed income tax. (Compl. ¶ 116). The United States contends
that the decedent's estate has not fully paid the assessed income tax and owes $158,067.27 plus
penalties and interest as of May 9, 20-16. (Compl. ¶ 116).

C. FEDERAL TAX LIENS

As a result of the decedent's estate's alleged failure to satisfy the assessments for the estate and
income taxes, the United States contends that federal tax liens arose on the dates of assessment and
attached to all property and all rights to property of the decedent's estate, including the Ashley River
Road and Fairview Drive Properties (collectively, the "Properties"). (Compl. ¶ 117). On April 12, 2010, a
delegate of the Secretary of the Treasury filed a notice of federal tax liens in the public records of



Charleston County against the decedent's estate for the income taxes assessed for the years 2007 and
2008. (Compl. ¶ 118). On March 31, 2016, a delegate of the Secretary of the Treasury filed a notice of
federal tax lien in the public records of Charleston County against the decedent's estate for the estate
taxes assessed against it. (Compl. ¶ 18).

On March 31, 2016, Schwartz filed a Petition to Sell Real Estate and for Approval of Priority of
Application of Proceeds in the Probate Court [pg. 2016-5121] case of In re: Estate of Margaret Lee
Knapp, No. 2008-0707-2, seeking an order allowing Schwartz to sell the Properties free and clear of the
United States' tax liens. (Mem. in Supp. of Mot. for Prelim. Inj. 4, ECF No. 7-1).

II. PROCEDURAL BACKGROUND

On May 3, 2016, the United States filed the present action, seeking a declaratory judgment that: (1) its
tax liens attach to two real properties located in Charleston County; and (2) those liens have priority over
the other parties named in this action. (Compl. ¶ 1). The United States contends that its estate tax liens
have priority over claims by the special administrator Schwartz and co-defendant Marc Knapp. (Compl. ¶
19). The United States further contends that its income tax liens for 2007 have priority over any other
party's interest in the Properties. (Compl. ¶ 19). For relief, the United States asks the Court to "declare
that the proceeds of any sale of the subject properties be paid first to the United States to be applied in
satisfaction of the Estate of Margaret Lee Knapp's unpaid federal estate and income tax liabilities ...."
(Compl. ¶ 6).

On May 9, 2016, the United States filed a Motion for Preliminary Injunction (ECF No. 7), asking the Court
to issue an injunction prohibiting Schwartz from selling the Properties unless he deposits all sale
proceeds into the Court's registry pending a final determination of the relative priorities of the parties'
interests. (Mot. for Prelim. Inj. 1-2, ECF No. 7). Defendants Marc Knapp and the South Carolina
Department of Revenue filed responses stating they have no objection to the United States' request for
injunctive relief (ECF Nos. 12, 16). On May 26, 2016, Schwartz filed a Memorandum in Opposition to the
United States' Motion for Preliminary Injunction (ECF No. 20). On June 13, 2016, the United States filed
a Reply thereto (ECF No. 34).

On May 25, 2016, Schwartz filed a Motion to Dismiss or Abstain (ECF No. 17) pursuant to Federal Rule
of Civil Procedure 12(b)(l) for lack of subject matter jurisdiction and the Colorado River abstention
doctrine. On June 13, 2016, the United States filed a Memorandum in Opposition thereto (ECF No. 33).
On June 24, 2016, the Court held a hearing on the motions and heard oral argument from the parties. (
See ECF No. 37).

III. DISCUSSION

Schwartz contends that: (1) the Court lacks subject matter jurisdiction pursuant to Federal Rule of Civil



Procedure 12(b)(1) and the probate exception to federal jurisdiction; and (2) even if the Court has
subject matter jurisdiction, it should abstain from exercising jurisdiction over the case pursuant to the
doctrine announced in Colorado River. (Mot. to Dismiss or Abstain 1). In opposition, the United States
counters that: (I) the Court has subject matter jurisdiction because the United States seeks only a
declaration of its rights in property and will not interfere with the jurisdiction of the Charleston County
Probate Court; and (2) the action is not extraordinary enough to warrant abstention under the Colorado
River doctrine. (Mem. in Opp'n to Mot. to Dismiss or Abstain 1, ECF No. 33).

[1] The Court has "great latitude in determining whether to assert jurisdiction over declaratory judgment
actions." United Capitol Ins. Co. v. Kapiloff, 155 F.3d 488, 493 (4th Cir. 1998) (citations omitted). The
Declaratory Judgment Act provides in pertinent part that "[i]n a case of actual controversy within
itsjurisdiction,... [the Court] ... may declare the rights and other legal relations of any interested party
seeking such declaration, whether or not further relief is or could be sought." 28 U.S.C. § 220l(a)
(emphasis added). "This power has consistently been considered discretionary." Centennial Life Ins. Co.
v. Poston, 88 F.3d 255, 256 (4th Cir. 1996) (citing Brillhart v. Excess Ins. Co., 316 U.S. 491, 494 (1942);
Wilton v. Seven Falls Co. , 515 U.S. 277, 289 (1995); Aetna Cas. & Sur. Co. v. Quarles, 92 F.2d 321,
324 (4th Cir. 1937)).

A declaratory judgment action "is appropriate `when the judgment will serve a useful purpose in
clarifying and settling the legal relations in issue, and ... when it will terminate and afford relief from the
uncertainty, insecurity, and controversy giving rise to the proceeding.'" Poston, 88 F.3d at 256 (quoting
Quarles, 92 F.2d at 325). "At the same time, whenever a parallel proceeding is pending in state court,
district courts must also take into accounts `considerations of federalism, efficiency, and comity.'"
Kapiloff, 155 F.3d at 493 (citing Nautilus Ins. Co. v. Winchester Homes, Inc. , 15 F.3d 371, 376 (4th Cir.
1994)). The Fourth Circuit has provided four factors for the Court to consider in balancing the state and
federal interests when a parallel state action is pending:

(1) whether the state has a strong interest in having the issues decided in its courts; (2)
whether the state courts could resolve the issues more efficiently than the federal courts;
(3) whether the presence of overlapping issues of fact or law might create unnecessary
entanglement between the state and federal courts; and (4) whether the federal action is
mere procedural fencing, in the sense that the [pg. 2016-5122] action is merely the
product of forum-shopping.

Id. at 493-94 (citing Nautilus, 15 F.3d at 377).

Although the parties did not discuss in their briefs the Court's discretion to hear the United States'
declaratory judgment claim, the Court finds that its discretion to exercise jurisdiction is best declined in
this case. Although there is no indication of forum-shopping by the United States, the other three factors
noted above weigh heavily in favor of dismissing the case. Probate matters rest almost exclusively with
the South Carolina state court system. See Beattie v. J.M. Tull Found., 941 F. Supp. 57, 58-59 (D.S.C.



1996) (citations omitted) (discussing parameter of probate exception to federal jurisdiction). The
decedent's estate has already been opened in the Charleston County Probate Court, and several issues
related to the decedent's estate have been and continue to be addressed in the South Carolina state
court system. Resolving conflicting claims to a decedent's estate is one of the primary functions of a
probate court, and this Court has no doubt that the Charleston County Probate Court is the more
suitable forum to handle the United States' claim.

Therefore, the Court declines to exercise its discretionary jurisdiction pursuant to the Declaratory
Judgment Act. Accordingly, the Court need not assess the merits of Schwartz's Rule l2(b)(1) motion to
dismiss for lack of subject matter jurisdiction, the applicability of Colorado River abstention, nor the
United States' motion for preliminary injunction.

IV. CONCLUSION

For the foregoing reasons, the Court declines to exercise its jurisdiction and dismisses this case, thereby
disposing of Schwartz's motion to dismiss or abstain (ECF No. 17) and the United States' motion for
preliminary injunction (ECF No. 7).

AND IT IS SO ORDERED.

C. WESTON HOUCK

UNITED STATES DISTRICT JUDGE

June 27, 2016

Charleston, South Carolina
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