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2 T.C. 291 (1943)

Gifts in trust where the beneficiary’s enjoyment is  contingent or subject to the
trustee’s discretion are considered future interests, disqualifying them for the gift
tax exclusion, and both the trustee and beneficiary can be held liable as transferees
for unpaid gift taxes.

Summary

The Tax Court addressed deficiencies in gift tax related to gifts made in trust. The
central issues were whether gifts in trust constituted present or future interests and
whether the statute of limitations barred collection. The court held that the gifts
were future interests because the beneficiary’s enjoyment was not immediate or
guaranteed.  The court further determined that the donor was not entitled to a
specific exemption claimed belatedly after the full exemption amount had already
been used in prior years. Finally, it held both the trustee and the beneficiary liable
as transferees for the unpaid gift tax, even though the statute of limitations barred
collection from the donor.

Facts

Alma M. Myer created an irrevocable trust in 1932, naming herself as trustee and
her son, Leo A. Drey, as beneficiary. The trust granted Myer discretion over income
distribution to Drey until he turned 30. Gifts were made to the trust in 1932, 1933,
1934, and 1937. Myer claimed gift tax exclusions and specific exemptions in her
returns for these years. Disputes arose regarding the nature of the gifts (present vs.
future interests), the availability of the specific exemption, and the liability of Myer
(as trustee) and Drey (as beneficiary) for unpaid gift taxes.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in gift tax for the
years 1933 and 1937. Alma M. Myer, as donor and trustee, and Leo A. Drey, as
beneficiary,  petitioned  the  Tax  Court  for  redetermination.  The  cases  were
consolidated.  The  Commissioner  disallowed  certain  exclusions  and  exemptions
claimed by Myer, leading to the asserted deficiencies. The Tax Court upheld the
Commissioner’s determinations.

Issue(s)

1. Whether gifts made in trust in 1933 and 1937 were gifts of present or future
interests, thus affecting the availability of the gift tax exclusion under Section 504(b)
of the Revenue Act of 1932.
2. Whether the statute of limitations barred collection of a deficiency against Alma
M. Myer for the year 1933.
3. Whether Alma M. Myer was entitled to a $5,000 specific exemption for 1933
under Section 505(a)(1) of the Revenue Act of 1932.
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4. Whether the statute of limitations barred collection of gift tax for 1937 from Alma
M. Myer as trustee or transferee.
5. Whether Alma M. Myer, as trustee, and Leo A. Drey, as beneficiary, were liable as
transferees for the gift tax owed by the donor, Alma M. Myer, for the year 1937.

Holding

1.  No,  because  the  beneficiary  did  not  have  the  absolute  right  to  the  present
enjoyment of the income or possession of the corpus; the trustee had discretion over
income  distribution,  and  the  trust  estate  was  not  to  be  distributed  until  the
beneficiary reached 30 years of age.
2. No, because the deficiency for 1933 was determined on December 13, 1941, on
Myer’s return for 1933, belatedly filed on June 22, 1941.
3. No, because she had already been allowed the full amount of $50,000 provided by
the statute before she claimed the additional $5,000 exemption.
4. No, because the assessment of liability against a transferee can be made within
one year after the expiration of the period of limitation for assessment against the
donor.
5. Yes, because under Section 510 of the Revenue Act of 1932 and relevant case law,
both the trustee and beneficiary can be held liable as transferees for the unpaid gift
tax to the extent of the value of the gift.

Court’s Reasoning

The court reasoned that because the trustee had discretion over the distribution of
income and the beneficiary’s access to the corpus was delayed, the gifts were future
interests, not qualifying for the $5,000 exclusion. Regarding the specific exemption,
the court emphasized that the $50,000 limit was absolute, and Myer had already
claimed and been allowed the full amount in prior years. The court cited Senate
Finance Committee Report No. 665, stating that “after the $50,000 exemption has
been used up no further exemption is allowed.” The court relied on Evelyn N. Moore
to establish transferee liability, even when the donor was solvent. The statute of
limitations did not bar collection from the transferees because the assessment was
made within one year after the expiration of the limitation period for the donor.

Practical Implications

This case clarifies that gifts in trust granting trustees discretionary control over
income distribution generally create future interests, thus losing the benefit of the
gift  tax  exclusion.  It  also  highlights  the  importance  of  accurately  tracking  the
specific  exemption  and  filing  gift  tax  returns  on  time.  Moreover,  the  decision
reinforces  the  concept  of  transferee  liability,  demonstrating  that  donees  and
trustees can be held responsible for a donor’s unpaid gift taxes, even if the donor is
solvent and the statute of  limitations bars collection from the donor.  This case
influences how estate planners structure trusts to ensure qualification for present
interest exclusions and emphasizes the potential liabilities for both trustees and
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beneficiaries.


