11 T.C. 817 (1948)

A decedent’s gross estate should include only the amount of contributions made by
the decedent to a pension fund, plus interest, when the decedent died before
becoming eligible for a pension and the pension benefits paid to the widow were
deemed discretionary.

Summary

The Tax Court addressed whether the commuted value of pension payments to a
deceased employee’s widow should be included in the decedent’s gross estate for
tax purposes. The employee, Stake, died before reaching the age of 60 required for
pension eligibility, though he had worked for the bank for over 15 years. The
pension plan granted the bank discretion regarding pension payments. The court
held that only the employee’s contributions to the pension fund, plus interest, should
be included in his gross estate, as the widow’s pension was deemed a discretionary
payment rather than a guaranteed right.

Facts

Emil A. Stake worked for The First National Bank of Chicago from 1904 until his
death in 1944. As a bank officer, he was required to contribute 3% of his salary to
the bank’s pension fund, totaling $14,893.20 over his career. The bank also
contributed to the fund. Stake died at age 54, before reaching the pension plan’s
standard retirement age of 60. The pension plan provided that an officer with 15
years of service was entitled to a pension upon reaching 60, and his widow would
receive half that amount. However, the bank retained broad discretion in granting
pensions.

Procedural History

The executor of Stake’s estate filed a federal estate tax return that did not include
any amount for the widow’s pension. The Commissioner of Internal Revenue
determined a deficiency, including $68,931.63, the commuted value of the widow’s
pension, in Stake’s gross estate. The Tax Court was petitioned to review the
Commissioner’s determination.

Issue(s)

Whether the commuted value of annual payments being made to the decedent’s
widow from a pension fund established by decedent’s employer, to which fund the
decedent and his employer made annual contributions, is includible in decedent’s
gross estate under Section 811(c) of the Internal Revenue Code.

Holding

No, because the decedent had at most an expectancy of a pension to his widow, not
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a vested right, and therefore, only the amount of contributions made by him, with
4% interest computed half-yearly until the date of his death, is includible in his gross
estate.

Court’s Reasoning

The court emphasized that Stake had not reached the age of 60, a requirement for
pension eligibility under the general rules of the plan. The plan also granted the
bank discretion in granting pensions. The court distinguished cases involving joint
and survivorship annuities purchased by the decedent, noting Stake only made
limited contributions and had no guaranteed right to a pension for his widow. The
court relied on Estate of Edmund D. Hulbert, 12 B.T.A. 818 and Dimock v. Corwin,
19 F. Supp. 56, where similar pension benefits were deemed expectancies, not
property rights, and thus not includible in the gross estate. The court noted that
Stake had no right to designate a beneficiary; the plan designated the beneficiaries
as widow and/or children. The court interpreted the pension plan as providing Stake
with a right to the return of his contributions plus interest, but nothing more. As the
Court stated, “*the decedent had at most an expectancy of a pension to his widow.*”

Practical Implications

This case highlights the importance of examining the specific terms of pension plans
to determine whether benefits constitute a vested right or a mere expectancy. The
degree of control an employee has over the pension benefits, the certainty of
payment, and the discretion afforded to the employer are critical factors. It clarifies
that employer-provided pension benefits are not automatically included in an
employee’s gross estate for estate tax purposes. Attorneys should carefully analyze
the plan documents to assess the rights and interests held by the employee and their
beneficiaries. This decision influenced later cases by providing a framework for
distinguishing between vested rights and expectancies in employer-sponsored
pension plans, particularly in situations where the employee dies before becoming
fully eligible for retirement benefits.
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