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Estate of Philip H. Burton v. Commissioner, 17 T.C. 7 (1951)

The reciprocal trust doctrine, which disregards the nominal grantor of a trust for
estate  tax  purposes,  applies  only  when  the  trusts  are  interrelated  and  grant
substantially  the same economic benefits,  such as primary life  estates,  to  each
grantor.

Summary

The Tax Court addressed whether the reciprocal trust doctrine applied to trusts
created  by  a  husband  and  wife.  The  husband  created  two  trusts  naming  his
daughters as primary beneficiaries and his wife as a contingent beneficiary. The wife
created a trust naming the husband as the primary beneficiary. The Commissioner
argued the trusts were reciprocal and included a portion of the husband’s trusts in
the wife’s estate. The court held the trusts were not reciprocal because the benefits
were not equivalent. The wife received only a contingent life estate in her husband’s
trusts, while he received a primary life estate in hers. The court emphasized that the
reciprocal trust doctrine should be applied cautiously, and it was not warranted in
this case.

Facts

Philip H. Burton (husband) and his wife (decedent) created trusts on the same date,
August 19, 1935. The husband created two irrevocable trusts, with each daughter as
the primary life income beneficiary and the decedent as the contingent income
beneficiary if she survived the daughter. The decedent created an irrevocable trust
where her husband was the primary life income beneficiary, and the daughters were
secondary beneficiaries.  The trust  terms and beneficiaries  differed substantially
between the husband’s and wife’s trusts. Neither the decedent nor her husband had
any power to alter, amend, terminate, or revoke the trusts.

Procedural History

The Commissioner included a portion of the value of the property in the husband’s
trusts in the decedent’s gross estate. The estate petitioned the Tax Court, arguing
that the trusts were not reciprocal,  and therefore,  the reciprocal trust doctrine
should not apply. The Tax Court reviewed the Commissioner’s determination.

Issue(s)

Whether the trusts created by the decedent and her husband were reciprocal trusts
such that the decedent should be considered the grantor of her husband’s trusts for
estate tax purposes under Section 811(c)(1)(B) of the Internal Revenue Code.

Holding

No, because the decedent and her husband did not act in consideration of each
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other, and the trusts did not provide substantially equivalent economic benefits to
each grantor. The decedent’s contingent income interest in her husband’s trusts was
not a quid pro quo for his primary life income interest in her trust.

Court’s Reasoning

The  court  acknowledged  the  reciprocal  trust  doctrine  is  a  court-made  concept
applied when the reality of a situation suggests someone other than the nominal
grantor has retained economic interests or control over property transferred to a
trust. However, the court emphasized this doctrine should be applied cautiously,
only  when clearly  warranted by the facts.  The court  found the decedent  acted
independently in dictating the terms of her trust. It inferred that the decedent’s
trust was not made in consideration of the trusts her husband created. The only
concert of action was that the decedent wanted her husband to be consulted and the
documents were executed on the same date. The court further reasoned that, unlike
cases where the reciprocal trust doctrine had been applied, the uncrossing of the
trusts would not leave each grantor with substantially the same degree of beneficial
right or control. The court found a significant disparity in the value and nature of the
interests each grantor retained, with the husband receiving a primary life estate and
the wife receiving a contingent one.

Practical Implications

This case clarifies that the reciprocal trust doctrine is not a broad rule and should be
applied  narrowly.  For  trusts  to  be  considered  reciprocal,  there  must  be  clear
evidence of a quid pro quo, and the benefits received by each grantor must be
substantially equivalent. The Burton case demonstrates that a mere overlapping of
beneficiaries or similar trust terms is insufficient to trigger the doctrine. It serves as
a  reminder  that  the  motives  and  intentions  of  the  grantors  are  relevant  in
determining whether a reciprocal arrangement exists. Subsequent cases have cited
Burton for  the proposition that  the reciprocal  trust  doctrine requires  a  careful
examination of the economic realities of the trusts involved. It reinforces that tax
authorities cannot simply assume reciprocity based on superficial  similarities in
trust  documents;  they  must  demonstrate  a  clear,  pre-arranged  plan  to  create
equivalent benefits for each grantor.


