14 T.C. 349 (1950)

Transferred property is includible in a decedent’s gross estate under Section 811(c)
of the Internal Revenue Code if the decedent retained possession, enjoyment, or a
reversionary interest that didn’t end before their death, indicating the transfer was
intended to take effect at or after death.

Summary

James Gilbert transferred stock in his company to his wife but retained significant
control through agreements that restricted her ability to sell or transfer the stock
and required her to will the stock back to the corporation. The Tax Court held that
the stock was includible in Gilbert’s gross estate because the transfers were
intended to take effect at or after his death, as he retained a reversionary interest
and significant control over the stock. While the transfers were not made in
contemplation of death, the restrictions placed on the stock by the agreements
meant the decedent had not fully relinquished control of the transferred assets.
Thus, the stock’s value was properly included in the decedent’s taxable estate.

Facts

James Gilbert, the sole stockholder of Gilbert Casing Co., transferred 437 shares of
stock to his wife, Charlotte, in December 1940 and January 1941. As part of the
transfers, agreements were executed stipulating that the corporation could pledge
the stock for loans, Gilbert had a 30-day option to repurchase the stock if Charlotte
received a bona fide offer, and Charlotte would bequeath the stock to the
corporation in her will. Charlotte endorsed the stock certificates and returned them
to James for safekeeping. James continued to manage the company. Charlotte had no
experience in the casing business. James died in 1945.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the estate tax,
arguing the stock transfers were either made in contemplation of death or intended
to take effect at or after death. The Estate of James Gilbert, through Charlotte
Gilbert as executrix, petitioned the Tax Court for a redetermination of the
deficiency.

Issue(s)

1. Whether the transfers of stock from James Gilbert to his wife, Charlotte Gilbert,
were made in contemplation of death, thus includible in his gross estate under
Section 811(c) of the Internal Revenue Code?

2. Whether the stock transfers were intended to take effect in possession or
enjoyment at or after James Gilbert’s death, thus includible in his gross estate under
Section 811(c) of the Internal Revenue Code?
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Holding

1. No, because the transfers were primarily motivated by Charlotte’s desire to
prevent James’s former partners from entering the business, not by contemplation of
his own death.

2. Yes, because under the terms of the transfers, James retained significant control
and a reversionary interest in the stock, meaning the transfers were intended to
take effect at or after his death.

Court’s Reasoning

The court reasoned that the transfers were not made in contemplation of death
because James’s primary motive was to appease his wife and ensure the business’s
continuity, not to distribute property in anticipation of death. The court emphasized
that James was active in his business, traveled extensively, and his death was
sudden and unexpected.

However, the court found that the transfers were intended to take effect at or after
James’s death because he retained significant control over the stock. The
agreements gave the corporation the right to repurchase or pledge the stock, and
Charlotte was required to will the stock to the corporation. Furthermore, James
retained physical possession of the stock certificates. The court cited Estate of
Spiegel v. Commissioner, 335 U.S. 701, emphasizing that a transfer must be
“immediate and out and out, and must be unaffected by whether the grantor live or
dies” to be excluded from the gross estate. The court noted, “the decedent retained
a reversionary interest in the property, arising by the express terms of the
instrument of transfer.” Because James, as the controlling stockholder, could
enforce the conditions attached to the stock, he retained a benefit. The court
dismissed the argument that benefits flowed to the corporation, stating that James
controlled the corporation. The court concluded that the stock transfers were not
complete transfers divesting James of all “possession or enjoyment” of the stock.

Practical Implications

This case illustrates that even if a transfer is nominally a gift, the IRS and courts will
examine the substance of the transfer to determine if the transferor retained enough
control to warrant inclusion of the property in the gross estate. Attorneys
structuring gifts of closely held stock must ensure that the donor relinquishes
sufficient control to avoid estate tax inclusion. The case highlights the importance of
considering the totality of the circumstances, including agreements, bylaws, and the
conduct of the parties. While subsequent legislative changes have modified the
specific rules regarding reversionary interests, the core principle remains: retained
control can trigger estate tax inclusion. Later cases distinguish this ruling by
emphasizing that the grantor must have *actual* control, not merely potential
influence.
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