Estate of Showers v. Commissioner, 14 T.C. 902 (1950)

When a decedent retains the power to terminate trusts established with community
property, the full value of the trust assets, including accumulated income, is
includible in the decedent’s gross estate for federal estate tax purposes, regardless
of whether the decedent directly contributed all the assets.

Summary

The Estate of E.A. Showers contested the Commissioner’s determination that
proceeds from life insurance policies and the value of assets in several trusts were
includible in Showers’ gross estate. Showers had transferred insurance policies to
his wife and established trusts for his daughters, retaining the power to terminate
the trusts. The Tax Court held that the insurance proceeds attributable to premiums
indirectly paid by Showers after a certain date were includible, as was the full value
of the trust assets because of his retained power to terminate, even if the assets
were initially community property or generated by trust income.

Facts

E.A. Showers, domiciled in Texas, irrevocably assigned four life insurance policies to
his wife in 1938. In 1942, he gifted his community one-half interest in oil leases to
his wife. From 1943 until his death in 1946, premiums on the insurance policies
were paid from the income generated by these oil leases. Showers and his wife also
created five trusts for their daughters in 1937 and 1938, funded with community
property. Showers, as trustee, had the power to terminate the trusts and distribute
the assets to the beneficiaries.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in estate tax,
increasing the value of the gross estate by including insurance proceeds and the
value of the trust properties. The Estate petitioned the Tax Court, contesting the
Commissioner’s determination. The case was submitted on stipulated facts and
exhibits.

Issue(s)

1. Whether the premiums paid on the life insurance policies after 1942 were
indirectly paid by the decedent, making the insurance proceeds includible in his
gross estate under Section 811(g)(2) of the Internal Revenue Code.

2. Whether the value of the trust assets, including the wife’s share of community
property initially transferred and properties acquired with trust income, is includible
in the decedent’s gross estate under Section 811(d)(1) due to the decedent’s power
to terminate the trusts.
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Holding

1. Yes, because the premiums were paid with income derived from property
transferred by the decedent to his wife, and the decedent retained control over the
funds used to pay the premiums.

2. Yes, because the decedent’s power to terminate the trusts extended to the entire
trust estate, including assets acquired with trust income, and because Section
811(d)(5) treats transfers of community property as made by the decedent.

Court’s Reasoning

The court reasoned that although the wife nominally paid the insurance premiums
from her separate account, the funds originated from a gift from the decedent
specifically to enable her to pay these premiums. The court emphasized that the
decedent retained control over the account and personally signed the checks for the
premium payments, demonstrating an “indirect” payment by the decedent. The
court quoted committee reports, stating “This provision is intended to prevent
avoidance of the estate tax and should be construed in accordance with this
objective.”

Regarding the trusts, the court emphasized that under Texas law, the husband has
exclusive control over community property. Furthermore, Section 811(d)(5)
explicitly states that transfers of community property are considered to be made by
the decedent for estate tax purposes. Because Showers retained the power to
terminate the trusts, the court applied Commissioner v. Holmes’ Estate, 326 U.S.
480 (1946), holding that this power affected not only the timing of enjoyment but
also who would ultimately enjoy the assets, thus justifying inclusion in the gross
estate. The court also stated that death was the key factor that effectuates the gift,
and therefore the total current value of the gift must be considered. The court noted
that closing agreements regarding gift tax liability did not preclude the inclusion of
trust values in the gross estate.

Practical Implications

Estate of Showers highlights the importance of carefully structuring lifetime gifts
and trusts to avoid estate tax inclusion. It demonstrates that even when assets are
transferred to another individual or placed in a trust, the retention of significant
control or powers by the grantor can result in the assets being included in their
gross estate. This case is especially relevant in community property states, where
Section 811(d)(5) can significantly impact estate tax planning. The case teaches that
powers to terminate trusts, even if held in a fiduciary capacity, can trigger estate tax
inclusion. Later cases applying the “indirect payment” principle for life insurance
demonstrate continued scrutiny of funding sources. Attorneys in community
property states must meticulously analyze the source of funds and the degree of
control retained by the grantor to properly advise clients on estate tax implications.
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1. *. H. Rept. No. 2333, 75th Cong., 2d sess. (1942-2 C. B. 372, 490-1) and S.
Rept. No. 1631, 75th Cong., 2d sess. (1942-2 C. B. 504, 676-7.

2. 1. ART. 4614. Wife’s separate property.

3. 2. SEC. 402. COMMUNITY INTERESTS.

4. 3. SEC. 811. GROSS ESTATE.
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