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Standish v. Commissioner, 4 T.C. 994 (1945)

A trust providing income to beneficiaries with the corpus distributed later vests
immediately at the grantor’s death, precluding the grantor’s heirs from claiming
subsequent  losses  on  trust  property;  furthermore,  bad  debt  deductions  are
calculated  based  on  amounts  actually  recoverable  by  the  creditor  at  the  time
worthlessness is established.

Summary

This  case  addresses  two  primary  issues:  the  validity  of  an  inter  vivos  trust
established by Miles Standish and the proper calculation of a bad debt deduction
claimed by a partnership. The court determined that the trust vested immediately
upon Miles Standish’s death, preventing his heirs from claiming losses related to the
trust property. The court also held that the partnership correctly calculated its bad
debt deduction based on the amount recoverable from a bankrupt company’s assets
at the time the debt became worthless, not based on subsequent legal adjustments.
This case provides guidance on trust vesting rules and the determination of bad debt
deductions.

Facts

Miles Standish created an inter vivos trust on June 17, 1932, benefiting his son
Allan, Allan’s wife Beatrice, and their two grandchildren.
The trust provided for income distribution to the beneficiaries until the
youngest grandchild reached 30, at which point the corpus would be
distributed.
Miles Standish died five days after creating the trust.
The partnership of Standish & Hickey made a $5,000 loan to Yorkville Lumber
Co., which later went bankrupt.
In 1940, the trustee for Yorkville Lumber Co. distributed funds to creditors,
including Standish & Hickey.
The Commissioner challenged the validity of the trust and the calculation of
the bad debt deduction.

Procedural History

The Commissioner of Internal Revenue assessed deficiencies against the petitioners,
challenging the validity of a trust and the calculation of a bad debt deduction. The
Tax Court reviewed the Commissioner’s determination.

Issue(s)

Whether the inter vivos trust created by Miles Standish violated the rule1.
against perpetuities, and if not, whether it vested immediately upon his death,
thus precluding the petitioners from deducting losses on trust property.
Whether the partnership properly calculated its bad debt deduction based on2.
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the amount recoverable from the bankrupt Yorkville Lumber Co. in 1940.
Whether the penalties for negligence or intentional disregard of rules and3.
regulations were properly imposed.

Holding

No, the trust did not violate the rule against perpetuities and vested1.
immediately upon Miles Standish’s death because the trust provided for
immediate income distribution and the grantor intended immediate vesting of
the corpus.
Yes, the partnership correctly calculated its bad debt deduction because the2.
deduction should be based on the actual amount recoverable at the time the
debt became worthless.
No, the penalties were not properly imposed because the record revealed no3.
more than the ordinary difference of opinion between taxpayers and the
Treasury Department.

Court’s Reasoning

The court reasoned that the law favors the vesting of estates and supports the
intention of the grantor. The trust provided for immediate distribution of income,
indicating an intent to benefit the beneficiaries immediately. Quoting Simes Law of
Future Interests, the court noted that “An intermediate gift of the income to the
legatee or devisee who is to receive the ultimate gift on attaining a given age is an
important element tending to show that the gift is vested and not contingent.” The
court found that the trust,  by its terms, contemplated the immediate vesting of
interest in the corpus of the property in the beneficiaries. Regarding the bad debt
deduction, the court found that the worthlessness of the debt was established in
1940 and the deduction should be based on the amount recoverable at that time.
The  court  rejected  penalties,  finding  no  evidence  of  negligence  or  intentional
disregard of rules.

Practical Implications

This case clarifies the importance of the grantor’s intent and the immediate benefit
to beneficiaries when determining if a trust vests immediately. Attorneys drafting
trusts  should  ensure  the  trust  language  clearly  expresses  the  grantor’s  intent
regarding vesting to avoid future disputes. When claiming bad debt deductions,
taxpayers should focus on establishing the point at which the debt became worthless
and accurately calculating the recoverable amount at that time. Later cases may cite
this decision to determine whether a trust violates the rule against perpetuities or to
determine  the  proper  calculation  of  a  bad  debt  deduction  in  similar  factual
scenarios. It serves as a reminder that tax penalties require more than a simple
disagreement with the IRS.


