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Loughridge’s Estate v. Commissioner, 11 T.C. 968 (1948)

A decedent’s  power to  become a trustee and,  as  trustee,  to  terminate a  trust,
constitutes a power to alter, amend, or revoke the trust, thereby making the trust
assets  includible  in  the decedent’s  gross  estate  under  Section 811(d)(2)  of  the
Internal Revenue Code.

Summary

The Tax Court addressed whether the corpus of a children’s trust was includible in
the decedent’s gross estate and whether a deduction for previously taxed property
was allowable. The court held that the trust was includible because the decedent
retained the power to become trustee and terminate the trust, thus altering the
beneficiaries’ enjoyment. It also denied the deduction for previously taxed property
because the petitioner failed to prove the property’s value was included in the prior
decedent’s estate for tax purposes.

Facts

The decedent established a trust for his children, retaining the power to remove the
trustee and appoint himself as trustee. The trustee had the power to terminate the
trust, which would accelerate the beneficiaries’ enjoyment of the trust assets. The
decedent received property from the Fred H. Harmon trust, and his estate sought a
deduction for previously taxed property. The Harmon estate tax return reported only
a small portion of the trust’s value in the gross estate, and a deficiency was later
determined. The parties stipulated a net estate tax liability for the Harmon estate.

Procedural History

The Commissioner determined a deficiency in the decedent’s estate tax. The estate
petitioned the Tax Court, contesting the inclusion of the children’s trust in the gross
estate and seeking a deduction for previously taxed property from the Harmon trust.
The Tax Court reviewed the Commissioner’s determination and the estate’s claims.

Issue(s)

1.  Whether  the value of  the  corpus of  the  children’s  trust  is  includible  in  the
decedent’s gross estate under Section 811(d)(2) of the Internal Revenue Code, given
the decedent’s power to become trustee and terminate the trust.

2. Whether any part of the value of the property received by the decedent from the
Fred H. Harmon trust qualifies as a deduction for previously taxed property under
Section 812(c) of the Internal Revenue Code.

Holding

1. Yes, because the decedent’s power to become trustee and terminate the trust
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constituted  a  power  to  alter,  amend,  or  revoke  the  trust,  thus  affecting  the
beneficiaries’ enjoyment.

2. No, because the petitioner failed to prove that the value of the Harmon trust
property was included in the Harmon estate for tax purposes.

Court’s Reasoning

The court reasoned that the decedent’s power to remove the trustee and appoint
himself, coupled with the trustee’s power to terminate the trust, gave the decedent
the  power  to  alter  the  beneficiaries’  enjoyment  of  the  trust  assets.  Citing
Commissioner v. Estate of Holmes, 326 U.S. 480 (1946), the court stated that “a
power to terminate the contingencies upon which the right of enjoyment rests, so as
to make certain that present enjoyment becomes the right of a beneficiary who may
never have it if the power is not exercised, is a power which affects not only an
acceleration of the time of enjoyment, but also the very right, itself, of enjoyment,
and is a power ‘to alter, amend, or revoke’ within the meaning of that section.” The
court also noted that the requirement of giving notice before removing the trustee
was immaterial under Section 811(d)(3).  Regarding the deduction for previously
taxed property, the court emphasized that deductions are a matter of legislative
grace and the taxpayer must meet all statutory requirements. The court found that
the petitioner failed to prove that the value of  the Harmon trust  property was
included in the Harmon estate for tax purposes; the Harmon estate tax return and
subsequent proceedings showed that only a portion of the trust’s value was included
in the gross estate. The burden of proof was on the petitioner to establish this, and
they did not meet it.

Practical Implications

This case highlights the importance of carefully drafting trust instruments to avoid
unintended  estate  tax  consequences.  Grantors  should  be  aware  that  retaining
powers that allow them to alter the enjoyment of trust assets, even indirectly, can
result  in  the  inclusion  of  those  assets  in  their  gross  estate.  This  case  also
underscores the taxpayer’s burden of proof in claiming deductions. Estates must
maintain detailed records to demonstrate that property qualifies for the previously
taxed property deduction by showing it was included in the prior decedent’s estate
and  subject  to  estate  tax.  The  decision  has  been  cited  in  subsequent  cases
concerning the scope of Section 2036 and 2038 (the modern counterparts to Section
811)  demonstrating  the  enduring  relevance  of  the  principles  discussed  in
Loughridge.


