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7 T.C. 251 (1946)

A grantor’s power to control trust income determines taxability, irrespective of life
expectancy  or  subsequent  changes  in  IRS regulations,  unless  those  regulations
represent  a  long-standing,  uniform  administrative  construction  approved  by
legislative  reenactment.

Summary

The Tax  Court  reconsidered  its  prior  decision  regarding  the  taxability  of  trust
income to the grantor,  Louis  Stockstrom, following an appellate court  mandate
prompted by changes in IRS regulations. The court originally held, and the appellate
court affirmed, that the trust income was taxable to Stockstrom because of his
control  over  the  trusts.  Despite  the  new  regulations  and  the  introduction  of
Stockstrom’s  age (77 at  the time of  trust  creation)  as  a  factor,  the Tax Court
reaffirmed its original holding. It emphasized that the new regulations did not have
the force of law and did not alter the fundamental principle that a grantor’s control
over trust income triggers tax liability.

Facts

Louis Stockstrom created seven trusts for his grandchildren, retaining significant
control over the distribution of income. He was 77 years old at the time of creation.
The Tax Court initially determined that the income from these trusts was taxable to
Stockstrom. On appeal, the Circuit Court affirmed this decision regarding income
from the property Stockstrom placed in trust. The appellate court reversed and
remanded on the narrow issue of income from property added to the trusts by
Stockstrom’s children. Subsequently, the Circuit Court authorized the Tax Court to
reconsider Stockstrom’s tax liability considering newly issued IRS regulations.

Procedural History

The Tax Court initially ruled the trust income was taxable to the grantor. The Eighth
Circuit  Court  of  Appeals  affirmed in  part  and reversed in  part,  remanding for
consideration of income from assets contributed by others. The Circuit Court later
authorized the Tax Court to reconsider the grantor’s tax liability in light of new
Treasury regulations. The Tax Court then conducted a hearing under the modified
mandate.

Issue(s)

Whether the grantor’s life expectancy at the time of trust creation affects the1.
determination of taxability of trust income to the grantor under the grantor
trust rules?
Whether subsequent changes in IRS regulations mandate a different2.
conclusion regarding the taxability of trust income to the grantor?
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Holding

No, because an estate for life is not equivalent to a term for years, and the1.
grantor’s control is the determining factor.
No, because the new regulations do not have the force of law and do not2.
represent a long-standing, uniform administrative construction entitled to
deference.

Court’s Reasoning

The Tax Court reasoned that Stockstrom’s advanced age and limited life expectancy
did not alter the fundamental principle that control over trust income determines
taxability. The court dismissed the argument that a limited life expectancy equates
to a definite term of years, distinguishing it from cases involving fixed-term trusts.
Regarding  the  new  IRS  regulations,  the  court  acknowledged  that  while  such
regulations are entitled to weight and consideration, they do not have the force and
effect of  law, especially when they represent a recent change in administrative
interpretation. The court emphasized that it was not bound to automatically adopt
the Commissioner’s changed view, particularly since the prior decision had already
been affirmed by the appellate court. The court stated that the regulations “do not
represent an administrative construction of the statute which has been uniform or of
long standing, nor has there been a reenactment of the statute subsequent to the
change in the regulations which might be construed as a legislative approval of such
change.” The court explicitly stated that even if the amended regulations covered
the taxability of the trust income, it would not consider them a correct interpretation
of the statute.

Practical Implications

The Stockstrom case reinforces the principle that grantor trust rules are driven by
control, not by the grantor’s life expectancy. It also demonstrates that courts are not
bound to automatically adopt changes in IRS regulations, particularly when those
changes are recent and contradict established case law. This case highlights the
importance  of  analyzing  the  grantor’s  powers  within  the  trust  document  and
emphasizing the consistency of legal precedent. Later cases will evaluate changes in
tax regulations with scrutiny and are not bound by them unless they represent long-
standing interpretations or have legislative approval through reenactment of the
underlying statute. The ruling is a caution against relying solely on administrative
guidance  without  considering  judicial  interpretations  and  the  overall  statutory
framework.


