Estate of Henry C. Taylor, 46 B.T.A. 707 (1942)

A gift is not considered a transfer intended to take effect in possession or enjoyment
at or after death, for estate tax purposes, if the donor unconditionally parts with all
interest and control over the property during their lifetime, even if payment is
deferred until after the donor’s death.

Summary

The Board of Tax Appeals addressed whether a gift made by the decedent to his son
was includible in the decedent’s gross estate for tax purposes. The decedent
assigned a portion of a debt to his son, who agreed to establish a trust with the
funds, paying income to himself and then his daughter. The Board held that the gift
was not a transfer intended to take effect at or after death because the decedent had
relinquished all control and interest in the property during his lifetime. The fact that
the note wasn’t required to be paid until after the decedent’s death was not
determinative.

Facts

In 1932, Henry C. Taylor owed the decedent $675,000. The decedent assigned
$165,000 of this debt to his son, William. Henry C. Taylor then executed two notes:
one for $165,000 payable to William and another for the remaining balance payable
to the decedent. The note payable to William was due no later than 18 months after
the decedent’s death. William agreed to establish a trust with the $165,000,
providing income to himself for life, then to his daughter, with the principal
ultimately going to his daughter’s issue, or Henry C. Taylor’s descendants. The
agreement was enforceable by the decedent and the beneficiaries. The gift would be
charged against William’s share of the decedent’s residuary estate. The decedent’s
purpose was to avoid income tax on his annual support contributions to William.

Procedural History

The Commissioner of Internal Revenue sought to include the $165,000 gift in the
decedent’s gross estate. The Board of Tax Appeals was tasked with determining
whether the gift was a transfer intended to take effect in possession or enjoyment at
or after the decedent’s death under Section 302(c) of the Revenue Act of 1926, as
amended.

Issue(s)

Whether the gift by the decedent to his son was a transfer intended to take effect in
possession or enjoyment at or after the decedent’s death, and thus includible in the
decedent’s gross estate under Section 302(c) of the Revenue Act of 1926, as
amended.

Holding
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No, because the decedent unconditionally parted with all interest and control over
the note during his lifetime, and his death did not add to William’s property rights in
the note.

Court’s Reasoning

The court reasoned that the gift to William was complete during the decedent’s
lifetime. The decedent had parted with every vestige of control over the beneficial
enjoyment and possession of the note. The court distinguished Helvering v. Hallock,
309 U.S. 106 (1940), noting that in that case, the grantor retained a possibility of
reverter, making the transfer testamentary in nature. Here, the decedent’s death
merely fixed a definite time for the payment of the note, which could have been paid
prior to his death; it did not affect the ownership of the rights in the note, which had
vested in William before his father’s death. The Board cited Reinecke v. Northern
Trust Co., 278 U.S. 339 (1929), stating that the statute doesn’t intend to tax
completed gifts where the donor retained no control, possession, or enjoyment. As
stated in Estate of Flora W. Lasker, 47 B.T.A. 172, “in order that a gift may be
included in the donor’s estate as intended to take effect in possession or enjoyment
at or after death, it is necessary that something pass from decedent at death.”
William was required to create a trust. However, the decedent did not attach any
“strings” to the gift, and his executors’ only right was to commence an action for
specific performance if William failed to create the trust. The Court found that the
decedent’s death was not the “generating source” of any accession to the property
rights of William.

Practical Implications

This case illustrates that for a gift to be included in a decedent’s gross estate as a
transfer intended to take effect at or after death, the donor must retain some form of
control or interest in the property until death. The mere deferral of possession or
enjoyment until after the donor’s death is insufficient if the donor has irrevocably
transferred all ownership rights. Attorneys structuring gifts should ensure the donor
relinquishes all control to avoid estate tax inclusion. Later cases often cite this
principle, focusing on the degree of control retained by the donor. This case
emphasizes the importance of a completed transfer during the donor’s lifetime for
inter vivos gifts intended to avoid estate tax consequences.
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