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Schuhmacher v. Commissioner, 8 T.C. 453 (1947)

A gift to a minor is considered a gift of a future interest, ineligible for the gift tax
exclusion, when the donee’s access to the property or its income is restricted or
subject to the discretion of a guardian until the donee reaches the age of majority.

Summary

The  Tax  Court  addressed  whether  gifts  of  stock  to  minor  grandchildren,  with
restrictions on access and control until they reached 21, qualified for the gift tax
exclusion. The court held that these gifts constituted future interests because the
grandchildren lacked the immediate right to use or enjoy the property. The donor’s
intent, as expressed in the gift letter, indicated a desire to maintain control through
the children’s fathers as guardians, further supporting the classification as future
interests. This case clarifies the distinction between present and future interests in
the context of gift tax exclusions, focusing on the donee’s immediate right to benefit
from the gift.

Facts

Julia Agnes Robson Schuhmacher gifted 200 shares of Schuhmacher Co. stock to
each of her five minor grandchildren. The gifts were made via a letter instructing
that the stock be issued in the names of the grandchildren’s fathers, to be held by
them as  guardians  until  each  grandchild  reached  21  years  of  age.  The  letter
specified that the fathers, as guardians, would vote the stock and that any dividends
or proceeds from the sale of the stock should be used exclusively for the benefit of
the  grandchildren.  The  grandchildren  could  not  access  the  principal  until  they
turned 21, and the use of income was at the discretion of their fathers.

Procedural History

The Commissioner of Internal Revenue determined that these gifts were gifts of
future  interests  and  disallowed  the  donor’s  claimed  gift  tax  exclusions.
Schuhmacher petitioned the Tax Court, arguing that the gifts were present interests
and  qualified  for  the  exclusions.  The  Tax  Court  upheld  the  Commissioner’s
determination.

Issue(s)

Whether gifts  of  stock to  minor  grandchildren,  with restrictions on access  and
control until they reach the age of 21, constitute gifts of present interests eligible for
the gift tax exclusion under Section 1003(b)(2) of the Internal Revenue Code.

Holding

No, because the grandchildren did not have the immediate right to use, possess, or
enjoy the property or its income, making the gifts future interests ineligible for the
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gift tax exclusion.

Court’s Reasoning

The court reasoned that the donor’s letter clearly indicated an intent to postpone the
grandchildren’s  enjoyment  of  the  gifts  until  they  reached  21.  The  explicit
instructions that the stock be held by their fathers as guardians, who would control
the voting rights and have discretion over the use of income, demonstrated that the
grandchildren did not have a present right to the economic benefits of the stock. The
court emphasized that the key factor in determining whether a gift is a present
interest is whether the donee has the right “presently to use, possess or enjoy the
property,” which terms “connote the right to substantial present economic benefit.”
Citing precedent, the court stated, “The question is of time, not when title vests, but
when  enjoyment  begins.”  The  court  distinguished  this  case  from  Smith  v.
Commissioner, 131 F.2d 254, where the trust instrument lacked specific provisions
for  accumulation  or  postponement  and  the  settlor’s  intent  was  to  educate  the
grandchildren. In Schuhmacher, the explicit directions against the fathers benefiting
from the stock or  its  income suggested an intent  to  accumulate  and postpone
enjoyment.

Practical Implications

Schuhmacher v.  Commissioner  provides crucial  guidance on structuring gifts  to
minors to qualify for the gift tax exclusion. Attorneys should advise clients that gifts
to minors are more likely to be considered future interests if the minor’s access to
the gift  or  its  income is  restricted or  subject  to  the discretion of  a  trustee or
guardian. To ensure a gift qualifies as a present interest, the minor should have an
unrestricted right to use and enjoy the property immediately. Later cases have cited
Schuhmacher to emphasize the importance of immediate and unrestricted access to
the gift for the donee. This case influences how trusts for minors are drafted to
comply  with  Section  2503(c)  of  the  Internal  Revenue Code,  which provides  an
exception for certain gifts to minors that would otherwise be considered future
interests.


