
© 2025 SCOTUSreports.com. All rights reserved. | 1

Stavroudis v. Commissioner, 27 T.C. 583 (1956)

A taxpayer is only taxable on trust income over which they have substantial control,
either through direct ownership, the power to revoke the trust, or the power to
receive distributions.

Summary

The United States Tax Court considered whether Elizabeth Stavroudis was taxable
on all the income generated by a testamentary trust established by her deceased
husband, or only on the income she actually received. The trust provided her with a
guaranteed annual income and allowed her to designate the beneficiaries of any
excess income, with the remainder added to the trust principal. The Commissioner
argued she possessed sufficient control over the trust to be taxed on all income,
while  the  petitioner  contended  her  tax  liability  was  limited  to  her  actual
distributions. The court held that because she did not have unfettered control or the
right to receive all the income, she was only taxable on the income she received,
distinguishing her situation from cases where a grantor retains substantial control
or benefit. The court determined that the power to direct income to others is not, by
itself, enough to make a person taxable on the income.

Facts

John C. Distler and Elizabeth Stavroudis, husband and wife, entered into a written
agreement to manage their estates. The agreement stipulated that Distler would
establish a will and create a testamentary trust for his wife’s benefit. Following
Distler’s  death,  the  trust  was  established  with  Elizabeth  contributing  her  own
property. The terms of the trust provided that Elizabeth would receive a set amount
of income annually, with the trustees paying the difference between her personal
income and the amount stipulated from trust income. Any excess income after her
guaranteed income was distributable, one-third to Elizabeth and the balance to their
children. Elizabeth had the power to designate amounts and proportions, if any, to
the children, otherwise the excess income was added to the corpus of the trust. The
Commissioner of Internal Revenue determined that Elizabeth was taxable on the
total  income,  including the part  distributed to  the children.  The trustees could
invade the corpus of the trust, but this was dependent on Elizabeth’s need.

Procedural History

The Commissioner assessed income tax deficiencies against Elizabeth Stavroudis for
1951 and 1952, asserting that she was taxable on all the trust income. The case was
brought before the United States Tax Court. The Tax Court ruled in favor of the
taxpayer, concluding that she was only taxable on the distributions she actually
received, not on the income distributed to the children.

Issue(s)
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1. Whether Elizabeth Stavroudis possessed such dominion and control over the trust
income as to be taxed on the entire income under Section 22(a) of the Internal
Revenue Code of 1939.

2. Whether Elizabeth Stavroudis should be deemed the owner of the trust and taxed
on all its income under Sections 166 or 167 of the Internal Revenue Code of 1939.

Holding

1. No, because the court found that the taxpayer did not possess unfettered control
of the trust or the income generated by the trust.

2. No, because Elizabeth was taxable only on the trust income attributable to her
contribution to  the  trust,  and the  income at  issue derived from her  husband’s
contribution.

Court’s Reasoning

The court examined Elizabeth’s control over the trust’s income and corpus. It cited
Helvering v. Clifford and Edward Mallinckrodt, Jr., establishing that the taxability of
trust income hinges on the degree of control or benefit the taxpayer has. The court
determined that Elizabeth did not have unfettered command over the trust, as she
could not arbitrarily direct the trustees to make distributions to her beyond her
guaranteed annual income. It noted that “the power to direct the distribution of
trust income to others is not alone sufficient to justify the taxation of that income to
the possessor of such a power.” While Elizabeth could designate the distribution of
excess income, this power was not deemed sufficient to give her unfettered control.
Furthermore, the court emphasized that Elizabeth was a grantor only to the extent
of her contribution and could only be taxed on income derived from her property,
not that transferred by her husband.

Practical Implications

This case highlights the importance of trust structure in determining income tax
liability. The court emphasized that the existence of limitations on a beneficiary’s
power,  such  as  the  lack  of  authority  to  direct  distributions,  affects  the  tax
implications. It emphasizes that in cases involving trusts, the degree of control and
benefit  a  grantor or beneficiary has is  critical  in determining tax liability.  This
decision supports the notion that a grantor’s tax liability for trust income is limited if
the grantor’s control over the trust and its income is restricted. Attorneys should
carefully analyze trust documents to determine if a client’s power is sufficiently
limited  to  avoid  tax  consequences.  The  case  underlines  the  significance  of
distinguishing between income derived from different sources and the necessity for
separate accounting of assets contributed by different parties to a trust.


