Arthur L. Blakeslee v. Commissioner, 7 T.C. 1171 (1946)

A grantor is taxable on trust income when they retain substantial control over the
trust, including the power to distribute income at their discretion among
beneficiaries, essentially retaining control equivalent to enjoyment of the income.

Summary

The Tax Court addressed whether the grantor of two trusts was taxable on the trust
income under Section 22(a) of the Internal Revenue Code, based on the principles
established in Helvering v. Clifford. The grantor, Blakeslee, retained broad powers
over the trusts, including the discretion to distribute income and principal to his
sons. The court concluded that Blakeslee’s retained powers were so extensive that
he maintained control equivalent to ownership, rendering him taxable on the trust
income. The court distinguished other cases based on the degree of control retained
by the grantor and the mandatory or discretionary nature of income distributions.

Facts

o Arthur L. Blakeslee established two trusts, one for each of his sons.

 The initial trust corpus primarily consisted of stock in Cleveland Graphite
Bronze Co., later diversified.

» Blakeslee retained significant powers, including the ability to direct the
distribution of income and principal to his sons at his sole discretion.

» Trust instruments contained spendthrift provisions preventing beneficiaries
from assigning their interests.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Blakeslee’s
income tax, arguing that the trust income was taxable to him. The case was
remanded to the Tax Court to consider the application of Section 22(a) of the
Internal Revenue Code. The Tax Court then rendered the decision detailed in this
brief.

Issue(s)

Whether the grantor of a trust is taxable on the trust income under Section 22(a) of
the Internal Revenue Code when the grantor retains broad powers, including the
discretion to distribute income and principal to the beneficiaries.

Holding

Yes, because the grantor’s retained powers, particularly the discretion to distribute
income, constituted sufficient control over the trust to be considered equivalent to
enjoyment, thus making the income taxable to the grantor.
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Court’s Reasoning

The court relied heavily on the precedent set in Helvering v. Clifford and subsequent
cases like Stockstrom v. Commissioner, which established that a grantor could be
taxed on trust income if they retained substantial control over the trust. The court
emphasized that Blakeslee’s power to “spray” income, deciding how much each
beneficiary received, allowed him to control the disposition of income between life
beneficiaries and remaindermen. This control, combined with other broad
administrative powers, led the court to conclude that Blakeslee retained control
equivalent to ownership. The court distinguished J.M. Leonard, 4 T.C. 1271,
because, in that case, mandatory distributions limited the grantor’s discretion. The
court cited the Stockstrom court: “the direct satisfactions of pater familias are thus
virtually undiminished, as are those indirect satisfactions * * * which the Supreme
Court regards as noteworthy indicia of taxability.”

Practical Implications

This case reinforces the principle that grantors cannot avoid tax liability on trust
income simply by creating a trust if they retain significant control over the assets or
income. Attorneys must carefully consider the extent of powers retained by the
grantor when drafting trust documents. Grantors who wish to avoid tax liability on
trust income should relinquish substantial control over the trust assets and
distributions. Later cases applying or distinguishing this ruling have focused on the
degree of discretion retained by the grantor, emphasizing that mandatory
distributions or limitations on the grantor’s power to shift income among
beneficiaries can prevent the grantor from being taxed on the trust income.
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