17 T.C. 72 (1951)

A payment does not constitute a taxable gift if it is made primarily to protect the
payer’s own substantial pecuniary interest, and a transfer in trust is only a
completed gift when the grantor abandons economic control over the property.

Summary

The case concerns a gift tax deficiency assessed against Herbert Pleet. The Tax
Court addressed two issues: whether Pleet’s payment of life insurance premiums on
policies held in trust was a taxable gift, and when a transfer of insurance policies in
trust constituted a completed gift for tax purposes. The court held that Pleet’s
premium payments were not a taxable gift because they protected his own financial
interest as a beneficiary of the trust. Furthermore, the court determined the transfer
in trust became a completed gift upon the death of the insured, as the settlors
retained significant control over the policies prior to that event.

Facts

In 1934, Abraham Pleet created a trust and transferred life insurance policies on his
life to it. The trust terms provided income to his wife and sons, Herbert and Gilbert
(the petitioner). Herbert was entitled to dividends from the policies, and both
brothers could jointly borrow against the policies’ cash value. In 1935, Herbert paid
$5,512.92 in premiums on the policies. In a separate transaction, Herbert and
Gilbert transferred insurance policies on their father’s life into a trust in 1934,
retaining significant powers to alter or revoke the trust. Abraham died in 1937, and
the trust became irrevocable at that time.

Procedural History

The Commissioner of Internal Revenue determined a gift tax deficiency for 1945,
disallowing a specific exemption and adjusting net gifts for prior years (1935 and
1937). Pleet challenged the Commissioner’s determination in the Tax Court, arguing
that the 1935 premium payment was not a gift and that the 1934 transfer in trust
was complete in 1934, not 1937.

Issue(s)

1. Whether Herbert Pleet’s payment of insurance premiums in 1935 on policies held
in trust constituted a taxable gift.

2. Whether the 1934 transfer of insurance policies in trust by Herbert and Gilbert
Pleet became a completed gift in 1934 or upon the death of the insured in 1937.

Holding

1. No, because Herbert Pleet’s premium payment was made to protect his own
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substantial pecuniary interest in the trust.

2. No, the transfer became a completed gift upon the death of the insured in 1937,
because the settlors retained significant powers of control and revocation until that
time.

Court’s Reasoning

The court reasoned that the 1935 premium payment was not a gift because Herbert
Pleet had a substantial financial interest in the insurance policies. He and his
brother had the right to borrow against the policies’ cash surrender value, and the
payment protected that right. The court relied on Grace R. Seligmann, 9 T. C. 191,
which held that similar payments made to protect a beneficiary’s interest were not
taxable gifts. The court found no identifiable donee, noting that the insurance
companies, the settlor, or the trust itself could not be considered recipients of a gift.

Regarding the transfer in trust, the court emphasized that the settlors retained
significant control over the policies until Abraham Pleet’s death. They could change
beneficiaries, borrow against the policies, and even revoke the trust. While Herbert
argued that his brother Gilbert had an adverse interest preventing revocation, the
court found that their interests were mutual and reciprocal, with neither brother
gaining an advantage by opposing revocation. The court stated, “Prior to the
happening of that event there was no abandonment by the settlors of economic
control over the property they put in trust, which is the essence of a taxable gift by
transfer in trust.”

Practical Implications

This case clarifies that payments made to protect one’s own financial interest are
not necessarily taxable gifts, even if they incidentally benefit others. It reinforces the
principle that a completed gift requires the donor to relinquish control over the
transferred property. It highlights the importance of examining the specific terms of
a trust agreement to determine when a gift is complete for tax purposes, particularly
when powers of revocation or alteration are retained. Later cases will analyze
whether the economic benefit to the party making the payment is substantial
enough to avoid the imposition of gift tax. Practitioners should advise clients to
carefully consider the gift tax implications of funding trusts, especially those
involving life insurance policies, and to structure trusts to clearly define when a
completed gift occurs.
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