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16 T.C. 515 (1951)

Trust income is taxable to a trustee-beneficiary when they possess absolute and
uncontrolled discretion to distribute income to themselves or others, and exercise
that discretion in a way that benefits themselves, even indirectly.

Summary

Ruth Oppenheimer was a trustee and beneficiary of two trusts, one created by her
father and one by her mother. As trustee, she had discretion to distribute income
from two-thirds of each trust to a defined group including herself. From her father’s
trust, she directed income to her mother, who was ineligible under the trust terms.
The Tax Court held this income taxable to Ruth, reasoning she effectively distributed
it to herself and then gifted it. However, income from her mother’s trust, directed to
her father (an eligible beneficiary), was not taxable to Ruth. Additionally, Ruth was
deemed taxable on income attributable to her power to withdraw $25,000 annually
from the trust corpus. The court also found her 1943 tax return was timely filed,
negating penalties.

Facts

In 1935, Ruth Oppenheimer’s parents, Benjamin and Daisy Weitzenkorn, each
created irrevocable trusts, naming Ruth and her husband as trustees.
Each trust divided the corpus into three shares. Article I income (1/3) was for
Ruth’s lifetime benefit, then her mother’s/father’s. Article II income (2/3) was
for the benefit of Ruth’s lineal descendants or ancestors, as Ruth (as trustee)
designated in her absolute discretion.
Article II of Benjamin’s trust excluded payments to him or anyone he was
legally obligated to support, but included Daisy (if Benjamin had no support
obligation) and Ruth. Daisy’s trust similarly included Benjamin and Ruth,
excluding Daisy and those she supported.
In 1942 and 1943, Ruth directed Article II income from Benjamin’s trust to
Daisy, and from Daisy’s trust to Benjamin.
Ruth also had a personal right to withdraw $25,000 annually from each trust
corpus.
Ruth reported Article I income but not Article II income from either trust.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  a  deficiency  in  Ruth
Oppenheimer’s  income taxes  for  1942 and 1943,  arguing all  trust  income was
taxable to her. The Commissioner also assessed a penalty for late filing of her 1943
return. Oppenheimer petitioned the Tax Court to contest these determinations.

Issue(s)

Whether the income from the Article II portion of the trust created by Ruth’s1.
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father, Benjamin Weitzenkorn, is taxable to Ruth, where she, as trustee,
directed the income to her mother, Daisy Weitzenkorn, who was not an eligible
beneficiary under the trust terms.
Whether the income from the Article II portion of the trust created by Ruth’s2.
mother, Daisy Weitzenkorn, is taxable to Ruth, where she, as trustee, directed
the income to her father, Benjamin Weitzenkorn, who was an eligible
beneficiary.
Whether Ruth is taxable on the income attributable to her power to withdraw3.
$25,000 annually from the corpus of each trust.
Whether Ruth’s 1943 income tax return was filed timely, thus avoiding4.
penalties for late filing.

Holding

Yes. The Article II income from Benjamin Weitzenkorn’s trust is taxable to Ruth1.
because, by directing it to an ineligible beneficiary (her mother), she
effectively exercised her discretion to benefit herself by gifting the income
after constructively receiving it.
No. The Article II income from Daisy Weitzenkorn’s trust is not taxable to Ruth2.
because she directed it to an eligible beneficiary (her father), and her control
was exercised in her capacity as trustee, not for personal benefit.
Yes. Ruth is taxable on the income attributable to $25,000 of the corpus of3.
each trust because her unqualified right to withdraw corpus gives her
sufficient command over that portion of the trust property.
Yes. Ruth’s 1943 income tax return was timely filed because the evidence4.
indicated it was mailed before the deadline, despite the collector’s later filing
stamp.

Court’s Reasoning

The Tax Court reasoned:

Trustee Discretion and Control: For the Benjamin Weitzenkorn trust, the court
emphasized that Ruth’s discretion was as a trustee. However, directing income to
Daisy, who was ineligible because Benjamin was legally obligated to support her,
was deemed an exercise of control for Ruth’s benefit. The court stated, “The only
way  such  action  can  be  harmonized  with  the  specific  words  of  the  trust
instrument…is to say that as trustee she distributed the income to herself and then
gave it to her mother.” This constructive receipt principle meant Ruth had taxable
command  over  the  income  under  Section  22(a)  of  the  Internal  Revenue  Code
(predecessor to current Section 61).  For the Daisy Weitzenkorn trust,  directing
income to Benjamin was a valid trustee action within her discretionary powers, and
thus not taxable to her personally.

Power to Withdraw Corpus: The court cited Elsie C. Emery, 5 T.C. 1006, affirming
that an unqualified right to take trust corpus equates to control making the income
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taxable. Though Ruth’s power was limited to $25,000 annually, this still conferred
taxable control over the income from that portion of the corpus. The court rejected
the Commissioner’s broad claim that this power made all  trust income taxable,
limiting taxability to the income from $25,000 of corpus.

Timely Filing:  The court accepted Ruth’s testimony and established practice of
timely filing returns. The lack of evidence from the IRS contradicting timely mailing,
despite the later filing stamp, led the court to conclude the return was timely filed.
The court noted, “While the petitioner had the burden of proof on this issue, it
appears that she has made a prima facie case.“

Practical Implications

Oppenheimer v. Commissioner clarifies several key principles for trust taxation:

Trustee-Beneficiary Conflicts: Trustees who are also beneficiaries must be
cautious when exercising discretionary powers, especially regarding
distributions to themselves or those closely related. Actions benefiting
ineligible beneficiaries can be recharacterized as indirect benefits to the
trustee, triggering tax liability.
Scope of Discretion: While trustees may have broad discretionary powers,
these powers are still fiduciary and must be exercised for the benefit of eligible
beneficiaries, according to trust terms and applicable state law. Abuse or
misdirection of discretion can have adverse tax consequences for the trustee.
Power to Invade Corpus: An unqualified power to withdraw trust corpus,
even if limited annually, creates taxable control over the income attributable to
that portion of the corpus for the power holder. This principle remains relevant
under current grantor trust rules and Section 678 of the IRC.
Burden of Proof for Filing: Taxpayers can establish timely filing through
evidence of mailing practices, especially when direct proof of receipt is
lacking. The IRS’s failure to retain potentially exculpatory evidence (like
mailing envelopes) can weaken their position on penalties for late filing.

This case is frequently cited in trust and estate tax contexts,  particularly when
analyzing the tax implications of trustee powers and beneficiary designations. It
serves as a reminder that substance over form principles apply rigorously to trust
taxation, and that even actions taken in a trustee capacity can have personal income
tax consequences.


