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Mercer v. Commissioner, 7 T.C. 834 (1946)

A trust is not created unless the testator’s intent to establish a trust is clear from the
will’s language or other evidence, and the beneficiary’s actions are consistent with
holding the property in trust.

Summary

The petitioner argued that her deceased husband’s will and the subsequent decree
of distribution created a trust, making the income taxable as income accumulated
for future distribution under Section 161(a)(1) of the Internal Revenue Code. The
Tax Court disagreed, finding no clear intent in the will to establish a trust. The court
noted the will’s language did not imply a trust, and the petitioner’s actions, such as
commingling funds and not segregating income, did not indicate she believed she
was holding the property in trust. The court concluded the husband likely intended
to give his wife a life estate with the power to consume the property for her support,
not a formal trust.

Facts

Willis Mercer’s will and the decree of distribution granted his wife, the petitioner, a
half-interest in the community property. The petitioner asserted this created a trust
with income taxable under Section 161(a)(1) of the Internal Revenue Code.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  that  no  trust  existed.  The
petitioner appealed this determination to the Tax Court.

Issue(s)

Whether the will of the decedent, Willis Mercer, or the decree of distribution of his
estate, created a trust, the income of which is taxable under Section 161(a)(1) of the
Internal Revenue Code as income accumulated or held for future distribution under
the terms of the will or trust.

Holding

No, because neither the will’s language nor the petitioner’s actions demonstrated an
intent  to  create  or  recognize  a  trust;  the  testator’s  intent,  based on the will’s
language, appeared to grant a life estate with the power to consume, not a formal
trust.

Court’s Reasoning

The court reasoned that the will’s language did not clearly indicate the testator’s
intent to create a trust. It emphasized that testamentary trusts are only declared
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when the testator’s  intention is  plain.  The court  also noted that  the decree of
distribution mirrored the will’s wording, further undermining the claim of a trust.
The petitioner’s actions were inconsistent with managing trust property,  as she
commingled the income from her own property with the income from the property
she received from her husband and did not maintain separate records. The court
drew a parallel to Porter v. Wheeler, 131 Wash. 482; 230 Pac. 640, where similar
language was interpreted as granting a life estate with the power to consume the
property for support. The court stated, “To us it appears that the more probable
intent  of  the decedent was to give his  wife  a  life  estate in  his  interest  in  the
community property, with full enjoyment of the income the property might produce
during that period…and to allow her to consume such portion of the property itself
as might be necessary for her comfort and support.”

Practical Implications

This case highlights the importance of clear and unambiguous language in wills to
establish a trust. It demonstrates that courts will look to the testator’s intent, as
expressed in the will and demonstrated by the beneficiary’s actions, to determine
whether a trust exists. The case informs legal practice by underscoring the need for
attorneys  to  draft  wills  with  specific  trust  language  when a  trust  is  intended.
Otherwise, a court may interpret ambiguous language as creating a life estate with
the power to consume, which has different tax and management implications than a
formal trust. It clarifies that merely receiving property and using the income does
not automatically create a trust for tax purposes. Subsequent cases would likely cite
this case to emphasize the necessity of proving the testator’s explicit intent to create
a trust when ambiguous language is at issue.


