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Estate of Mary H. Hughes v. Commissioner, 7 T.C. 1286 (1946)

The value of a trust corpus is includible in a decedent’s gross estate under Section
811(c) of the Internal Revenue Code if the grantor retained an interest that allowed
for the invasion of the principal for the grantor’s benefit during their lifetime.

Summary

The Tax Court addressed whether the value of a trust corpus should be included in
the decedent’s gross estate because the trust agreement allowed for invasion of the
principal for the grantor’s benefit during her lifetime. The court held that the trust
corpus was includible in the gross estate.  The court  reasoned that the grantor
retained a sufficient interest in the trust because the trustees could invade the
principal for her reasonable care, comfort, or in the event of illness or emergency,
making the transfer intended to take effect at or after death.

Facts

Mary H. Hughes created a trust before March 3, 1931, naming herself  the life
beneficiary  with  the  power  for  the  trustees  to  invade  the  principal.  The  trust
agreement stipulated that if Hughes needed funds beyond the trust’s net income for
her reasonable care, comfort, or due to illness or any other emergency, the trustees
could, at their discretion, encroach upon the principal. Upon Hughes’s death, the
remaining trust assets were to be distributed to her children.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the estate tax,
arguing that the trust corpus should be included in the decedent’s gross estate. The
Estate of Mary H. Hughes petitioned the Tax Court for a redetermination of the
deficiency.

Issue(s)

Whether the value of the trust corpus is includible in the decedent’s gross estate
under Section 811(c) of the Internal Revenue Code, as a transfer intended to take
effect in possession or enjoyment at or after death, because the trust agreement
allowed for the invasion of the principal for the grantor’s benefit during her lifetime.

Holding

Yes, because the trust agreement allowed the trustees to invade the principal for the
grantor’s benefit during her lifetime for her reasonable care, comfort, or in the
event of illness or emergency, thus making the transfer intended to take effect at or
after death.

Court’s Reasoning
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The court relied on the principle established in Helvering v. Hallock and subsequent
cases, which require the inclusion of trust property in the gross estate if the grantor
reserved the use of the property for life, even if such use is restricted to needs for
care, support, or unforeseen emergencies. The court distinguished this case from
situations where trustees have absolute and uncontrolled discretion to invade the
corpus,  noting  that  in  this  case,  there  was  a  standard  provided  by  the  trust
agreement (reasonable care and comfort, illness, emergency), which subjected the
trustees’ actions to potential court oversight. The court stated that


