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Estate of John E. Cain, Sr., Deceased, 43 B.T.A. 1133 (1941)

When determining whether a transfer was made in contemplation of death, the court
must ascertain the decedent’s dominant motive for making the transfer, focusing on
whether  the  transfer  was  primarily  motivated  by  testamentary  concerns  or  by
lifetime purposes.

Summary

The  Board  of  Tax  Appeals  considered  whether  certain  transfers  made  by  the
decedent were made in contemplation of death and therefore includible in his gross
estate. The decedent had created several trusts, including one designed to maintain
his life insurance policies. The Board held that while some portions of the trusts
were for immediate needs of beneficiaries, the portion dedicated to maintaining life
insurance  and  a  later  trust  mirroring  testamentary  dispositions  were  made  in
contemplation  of  death.  The  Board  emphasized  that  the  dominant  motive  test
requires  scrutinizing  the  purpose  behind  the  transfers,  particularly  where  life
insurance is involved.

Facts

The decedent, John E. Cain, Sr., established three trusts. Trust No. 2 was for the
immediate needs of  his  children.  Trust  No.  1  provided income to his  wife  and
maintained his life insurance policies by using trust income to pay premiums. In
1929,  he  created  another  trust,  contributing  assets  through  an  intervening
corporation, retaining control, and effectively withholding benefits from the donees
during his lifetime. His will, executed six years later, mirrored the beneficiaries and
trustees of the 1929 trust, further integrating the trust into his testamentary plan.

Procedural History

The Commissioner determined that the transfers were made in contemplation of
death and included them in the decedent’s gross estate. The Estate petitioned the
Board of Tax Appeals, contesting the inclusion. The Board reviewed the facts and
circumstances  surrounding  the  transfers  to  determine  the  decedent’s  dominant
motive.

Issue(s)

1. Whether the portions of Trust No. 1 used to pay life insurance premiums, and the
assets  of  the  1929  trust,  constitute  transfers  made  in  contemplation  of  death,
includible in the decedent’s gross estate.

2. Whether the assets transferred by others to the 1929 trust at the same time as the
decedent’s transfer are also includible in the gross estate.

Holding
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1. Yes,  because the dominant motive behind maintaining the life insurance and
establishing the 1929 trust was testamentary, designed to preserve an estate for
distribution upon death.

2. No, because the assets transferred by others were not transfers made by the
decedent.

Court’s Reasoning

The Board applied the “dominant motive” test established in United States v. Wells,
emphasizing  that  the  primary  inquiry  is  whether  the  transfer  was  impelled  by
thoughts of death. Regarding Trust No. 1, the Board noted that the portion used to
pay life insurance premiums indicated a testamentary motive to preserve an estate.
The  Board  highlighted  that  the  trust  instrument  absolved  the  trustee  of  any
obligation other than safekeeping the policies and paying premiums, which was
“regarded as an application of the income so used to the use of the respective
beneficiaries of said Trust Fund.” The Board quoted Vanderlip v. Commissioner,
stating that a gift excludes property from the estate “only so far as they touch upon
his enjoyment in that period.” The 1929 trust, mirroring the decedent’s will, further
confirmed this  testamentary motive.  The Board stated,  “The entire  record thus
confirms decedent’s testamentary motive as to the two trusts, and manifests the
essential unity of decedent’s will, his life insurance, and the inter vivos transfers of
his  own  property.”  However,  the  Board  clearly  stated  that  only  the  assets
transferred by the decedent were includible. The Board ruled that only the portion
of Trust No. 1 income used for insurance and the assets the decedent transferred to
the 1929 trust were includable.

Practical Implications

This  case  illustrates  the  importance  of  analyzing  the  decedent’s  intent  when
determining whether a transfer was made in contemplation of death. It clarifies that
transfers  linked  to  life  insurance  policies  are  subject  to  heightened  scrutiny.
Attorneys  should  advise  clients  to  document  lifetime  motives  for  transfers,
particularly  when those  transfers  involve  life  insurance  or  mirror  testamentary
dispositions.  This  case  also  shows  the  importance  of  tracing  the  source  of
transferred property to ensure only property transferred by the decedent is included
in the gross estate. The ruling is applicable when determining estate tax liability and
informs the structuring of trusts and other estate planning tools. Subsequent cases
have cited this case when applying the dominant motive test and considering the
impact of life insurance on estate tax liability.


