24 T.C. 808 (1955)

To qualify for gift tax exclusions, gifts must have a present ascertainable value, and
the donor bears the burden of proving the value of the gifts, as well as the need for
additional contributions to a trust to benefit beneficiaries.

Summary

In 1948, Matthew P. Whittall contributed $96,000 to a trust he established for the
benefit of his wife, children, and grandchildren. He sought gift tax exclusions for
these contributions. The Tax Court disallowed the exclusions because Whittall failed
to prove the present value of the gifts and that additional contributions were
necessary to benefit the trust beneficiaries. The court also determined that
Whittall’s wife could not be considered to have made one-half of the gifts because
the portion of the contribution transferred to third parties was not ascertainable.
The court’s ruling emphasized that the donor bears the burden of proving the value
of gifts for which exclusions are claimed and the need for funds in the trust, and that
gifts of future interests are not excludible.

Facts

In 1947, Whittall created an irrevocable trust (the “Paget Trust”). The beneficiaries
included Whittall’s wife, four children, and eleven grandchildren. The trust
instrument provided for income to the wife as she requested, $6,000 annually to a
son in poor health, and $200 annually to each grandchild during the life of their
parents, and the education of one grandchild. In 1947, Whittall contributed $67,291
to the trust. In 1948, he contributed an aggregate of $96,000. Whittall claimed gift
tax exclusions for both years, but the Commissioner disputed these claims.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Whittall’s 1948
gift tax. Whittall contested this determination in the United States Tax Court. The
Tax Court considered the allowability of exclusions for gifts to the grandchildren and
children, and whether half of a 1948 contribution could be considered a gift by his
wife under gift-splitting provisions. The Tax Court ruled in favor of the
Commissioner.

Issue(s)

1. Whether Whittall made gifts to his grandchildren and children in 1948 so that the
first $3,000 of such gifts could be excluded for gift tax purposes.

2. Whether Whittall’s gift tax should be based on gifts to the trust in 1948 in the
amount of $72,000 or $96,000.

Holding
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1. No, because the value of the gifts to the grandchildren and children was not
established, and because additional contributions were not shown to be needed to
benefit the beneficiaries. The Court denied the exclusions.

2. The gift tax should be based on $96,000 because it could not be ascertained what
portion of one of the contributions was made to third parties, and therefore, it could
not be treated as a gift made by petitioner’s wife under the gift-splitting provisions.

Court’s Reasoning

The court applied the principle that a donor seeking a gift tax exclusion bears the
burden of proving the value of the gift and that it qualifies for the exclusion.
Specifically, it cited I.R.C. § 1003(b)(3), allowing for an exclusion of the first $3,000
of gifts other than gifts of future interests. The court found that the $200 annual
gifts to the grandchildren were fully funded in 1947 and that the contributions in
1948 would not directly increase the grandchildren’s benefits. The court also noted
that the benefits to the grandchildren were contingent upon surplus income, the
death of certain children, and the indebtedness of the trustee not exceeding $5,000.
The court emphasized that the value of the gift related to the grandson’s education
could not be determined and was considered a future interest. The court stated
“Further, we cannot evaluate the present benefits to the grandchildren from the
increased corpus resulting from the 1948 contributions to the trust, for they will
only benefit if there is a surplus of income, if certain of petitioner’s children are
deceased, and if the indebtedness of the trustee does not exceed $ 5,000. In view of
these conditions, payments to petitioner’s grandchildren in excess of $ 200 a year
might never arise.” The court also found that the interest transferred to the wife was
not ascertainable and thus the gift-splitting provision was unavailable under Section
1000(f) of the 1939 Code and Regulations 108, section 86.3a(4).

Practical Implications

This case underscores the importance of precise valuation and proof when claiming
gift tax exclusions. Attorneys must ensure that they have sufficient evidence to
establish the present value of gifts and the conditions which warrant the gifts. The
case clarifies that contributions to a trust are not automatically eligible for
exclusions. The donor must demonstrate that the contributions will provide present,
ascertainable benefits to the donees, and that the gifts are not of a future interest.
The decision also affects estate planning, as similar trust provisions may be
scrutinized. This case is a reminder to practitioners that mere intent to provide
benefits is insufficient; the ability to calculate those benefits at the time of the gift is
required. Subsequent cases involving gift tax exclusions in the context of trusts
would likely cite this case as precedent for requiring present ascertainable value
and documentation supporting such a value.
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