6 T.C. 84 (1946)

When a decedent transfers property into a trust, retaining a life interest and a
reversionary interest conditioned on surviving other beneficiaries, the entire value
of the trust corpus is includible in the decedent’s gross estate for estate tax
purposes, as of the date of death.

Summary

John C. Duncan created a trust in 1924, retaining a life interest, with the trust to
continue for the lives of his son and grandson. The trust stipulated that if Duncan
survived these beneficiaries, the corpus would revert to him. The Tax Court
addressed whether the value of the trust corpus should be included in Duncan’s
gross estate under Section 811(c) of the Internal Revenue Code. The court held that
because Duncan retained a life interest and a reversionary interest that could only
be resolved at or after his death, the entire value of the trust corpus was includible
in his gross estate.

Facts

In 1924, John C. Duncan established a trust with the Farmers’ Loan & Trust Co.,
transferring property he inherited from his deceased wife. The trust provided
income to Duncan for life, then to his son, John Jr., and subsequently to his
grandsons. The trust was to terminate upon the death of the survivor of John Jr. and
John III, with the corpus reverting to Duncan if he was then living. If Duncan was
not living, the corpus would go to his surviving issue, or if none, to the survivors of
his and his deceased wife’s siblings. Duncan died in 1942, survived by John Jr. and
John III. The estate tax return did not include the trust corpus.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Duncan’s estate
tax, including the value of the 1924 trust in the gross estate. Duncan’s executors
challenged this determination in the Tax Court, initially arguing only the value of the
reversion should be included. After Supreme Court cases clarified that the entire
corpus was includable, the executors argued no part of the trust should be included.
The Tax Court upheld the Commissioner’s determination.

Issue(s)

Whether the value of the trust corpus, as of the date of the decedent’s death, is
includible in his gross estate for estate tax purposes under Section 811(c) of the
Internal Revenue Code, given that the decedent retained a life interest and a
reversionary interest in the trust conditioned on surviving his son and grandson.

Holding
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Yes, because the decedent retained a life interest and a reversionary interest such
that the corpus would revert to him if he survived his son and grandson, making the
transfer one intended to take effect in possession or enjoyment at or after his death
under Section 811(c).

Court’s Reasoning

The Tax Court relied heavily on Helvering v. Hallock, 309 U.S. 106, and its
subsequent clarifications in Fidelity-Philadelphia Trust Co. v. Rothensies, 324 U.S.
108, and Commissioner v. Estate of Field, 324 U.S. 113. The court emphasized that
because Duncan retained a life interest and a reversionary interest, the trust corpus
did not shed the possibility of reversion until or after his death. The court quoted the
Field case, stating, “It makes no difference how vested may be the remainder
interests in the corpus or how remote or uncertain may be the decedent’s
reversionary interest. If the corpus does not shed the possibility of reversion until at
or after the decedent’s death, the value of the entire corpus on the date of death is
taxable.” The court distinguished this case from cases like Frances Biddle Trust, 3
T.C. 832, where the grantor had relinquished all possible ties to the property except
for a remote possibility of reversion upon complete failure of the grantor’s line of
descent.

Practical Implications

This case reinforces the principle that retaining a life interest and a reversionary
interest in a trust will likely cause the trust corpus to be included in the grantor’s
gross estate for estate tax purposes. It highlights the importance of carefully
structuring trusts to avoid retaining interests that could trigger estate tax inclusion.
Attorneys drafting trusts should advise clients to consider relinquishing any
reversionary interests, even if they seem remote, to minimize potential estate tax
liabilities. This decision, along with Helvering v. Hallock and related cases, clarifies
that it is the possibility of reversion, not necessarily the probability, that dictates
inclusion in the gross estate. Later cases have continued to apply this principle,
emphasizing the need for grantors to sever all significant ties to trust property to
achieve estate tax avoidance.
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