
© 2025 SCOTUSreports.com. All rights reserved. | 1

3 T.C. 1265 (1944)

The income from an irrevocable trust is not taxable to the grantor merely because
the grantor retains broad administrative powers as trustee, or because the trust
allows income to be used for child support if such income is not actually used for
that purpose.

Summary

J.O. Whiteley created irrevocable trusts for his children, naming himself trustee with
broad  powers.  The  Commissioner  sought  to  tax  the  trust  income  to  Whiteley,
arguing he retained too much control. The Tax Court held that the trust income was
not taxable to Whiteley under Section 22(a) because his powers were administrative,
not beneficial. Furthermore, even if the trust income could have been used for the
children’s  support,  the  1943  Revenue  Act  retroactively  repealed  the  impact  of
Helvering v. Stuart, because no trust income was actually used for that purpose
during the tax years in question. Thus, the trust income was not taxable to Whiteley.

Facts

In 1931, J.O. Whiteley created eight irrevocable trusts, one for each of his children,
funded  with  stock.  Whiteley  named  himself  trustee,  granting  himself  broad
administrative powers over the trusts.  The trust instruments allowed Whiteley’s
wife,  Lillian,  to  use  the  income  for  the  children’s  support,  maintenance,  and
education until they reached 21. Any unused income was to be accumulated for the
child’s benefit. The dividends were deposited into Lillian’s saving account, but no
trust income was used to support the children from 1934-1939. Some of the trusts
terminated during the tax years in question, and all assets were handed over to the
beneficiaries.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Whiteley’s income
tax for 1936-1939, adding the net income of the eight trusts to Whiteley’s income.
Whiteley contested this adjustment, arguing the trust income was not taxable to
him. The Tax Court reviewed the Commissioner’s determination.

Issue(s)

1. Whether the income from the trusts should be taxed to the grantor, J.O. Whiteley,
under  Section  22(a)  of  the  Internal  Revenue  Code,  because  of  the  control  he
retained as trustee?
2. Whether the trust income should be taxed to the grantor because it could have
been used for the support and maintenance of his minor children, even though it
was not?

Holding
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1. No, because the powers retained by Whiteley were administrative in nature and
held in a fiduciary capacity, not for his personal benefit.
2. No, because Section 134 of the Revenue Act of 1943 retroactively repealed the
potential tax consequences under Helvering v. Stuart, given that none of the trust
income was actually used for the children’s support during the taxable years.

Court’s Reasoning

The court distinguished Helvering v.  Clifford,  finding that Whiteley’s powers as
trustee were administrative, not equivalent to ownership. The court emphasized that
Whiteley could not alter, amend, revoke, or terminate the trusts, nor could he vest
title in himself. The court cited Williamson v. Commissioner, noting the powers were
“of  the  kind  usually  conferred  upon a  trustee  to  be  exercised  in  his  fiduciary
capacity.” The court also addressed the potential application of Helvering v. Stuart,
which held that trust income taxable to the grantor if  it  could be used for the
support of his minor children. However, the court recognized that Section 134 of the
Revenue  Act  of  1943  provided  relief,  stating,  “Income of  a  trust  shall  not  be
considered taxable to the grantor under subsection (a) or any other provision of this
chapter  merely  because  such  income,  in  the  discretion  of  another  person,  the
trustee, or the grantor acting as trustee or cotrustee, may be applied or distributed
for  the  support  or  maintenance  of  a  beneficiary  whom  the  grantor  is  legally
obligated to support or maintain, except to the extent that such income is so applied
or  distributed.”  Because  no  trust  income  was  actually  used  for  the  children’s
support, Section 134 applied, and the income was not taxable to Whiteley.

Practical Implications

This case clarifies the scope of  grantor trust  rules,  emphasizing the distinction
between administrative control and beneficial ownership. It highlights that broad
trustee powers alone are insufficient to trigger taxation to the grantor if  those
powers  are  exercised  in  a  fiduciary  capacity.  Whiteley  also  demonstrates  the
retroactive effect  of  legislative changes,  such as Section 134,  in  mitigating tax
consequences.  Attorneys  drafting  trust  instruments  must  carefully  consider  the
powers  granted to  the trustee and whether  the trust  income may be used for
obligations of the grantor. This case also emphasizes the importance of documenting
how trust income is actually used to avoid unintended tax consequences. Later cases
have  cited  Whiteley  to  distinguish  situations  where  the  grantor  retained  more
substantial control or benefit from the trust, leading to different tax outcomes.


