Teich Trust v. Commissioner, 20 T.C. 8 (1953)

A trust created by an ancestor for the benefit of family members, where the
beneficiaries do not associate for a business purpose, is considered an ordinary trust
and not an association taxable as a corporation.

Summary

The Teich Trust case addressed whether a trust established by parents for their
children should be taxed as a corporation, or as a traditional trust. The Tax Court
distinguished between ordinary trusts and “business trusts,” or “associations,”
which are taxable as corporations. The court held that because the beneficiaries did
not actively participate in a business enterprise, and the trust was created to
conserve property for family members, the trust qualified as an ordinary trust, not
an association, and was thus not subject to corporate tax rates. This decision
clarified the criteria for distinguishing between these two types of trusts,
emphasizing the importance of beneficiary association and the purpose of the trust.

Facts

Curt Teich, Sr. and his wife created a trust for their children. The trust was designed
to protect the children’s inheritance from their own potential mismanagement. The
beneficiaries were prohibited from assigning their interests in either the principal or
the income. The trustees were given broad powers to manage the trust assets. The
IRS determined that the trust was an association, subject to tax as a corporation,
and assessed deficiencies for the years 1949 and 1950.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the Teich Trust’s
taxes for 1949 and 1950, treating it as an association. The Teich Trust challenged
this determination in the United States Tax Court.

Issue(s)

1. Whether the Teich Trust constituted an “association” within the meaning of
Section 3797(a) of the 1939 Internal Revenue Code, and therefore taxable as a
corporation?

Holding

1. No, because the trust was an ordinary trust created for the benefit of family
members without the beneficiaries associating for a business purpose.

Court’s Reasoning

The court referenced the Supreme Court’s decision in Morrissey v. Commissioner,
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which established the key principles for distinguishing between ordinary trusts and
associations. The court emphasized that an “association” implies associates who
enter into a joint enterprise for the transaction of business. The Teich Trust lacked
this characteristic because the beneficiaries were not involved in a common
business endeavor; the trust was created to hold and conserve property for family
members. The court cited Blair v. Wilson Syndicate Trust, which distinguished
between agreements between individuals in trust form and trusts created by an
ancestor, holding that the latter is a method of distributing a donation and not a
business enterprise. The court also distinguished the facts from the case of Roberts-
Solomon Trust Estate, where certificate holders of a transferable beneficial interest
were considered associates because they participated in the business, which was not
the case with Teich Trust.

Practical Implications

The decision in Teich Trust clarifies that when an ancestor creates a trust primarily
for family members’ benefit, and those family members do not actively participate in
a business, the trust will generally be treated as an ordinary trust and not an
association taxable as a corporation. This has important implications for estate
planning and wealth management. Attorneys should consider whether the
beneficiaries are associating to conduct a business enterprise. If the primary
purpose is to conserve and distribute assets to beneficiaries who are not actively
managing a business, it is more likely to be classified as an ordinary trust. The IRS
and other courts have since referenced this distinction. If there is business activity
the trust can be viewed as a corporation.
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