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28 T.C. 32

The reciprocal trust doctrine does not negate the inclusion of trust assets in a
grantor’s  gross estate under Section 811(c)(1)(B) of  the Internal  Revenue Code
when the grantor retains a secondary life estate in the trust, even if reciprocal trusts
were initially established.

Summary

Carl  J.  Guenzel  created a  trust  naming his  wife  Letitia  as  the primary income
beneficiary and himself as the secondary beneficiary. Simultaneously, Letitia created
a similar reciprocal trust. Upon Letitia’s death, her estate included the value of
Carl’s trust due to the reciprocal trust doctrine. Upon Carl’s subsequent death, his
estate also included the value of his trust because he retained a secondary life
estate. The Tax Court held that the reciprocal trust doctrine applied in Letitia’s
estate did not prevent the application of the retained life estate rule in Carl’s estate.
The court emphasized that the plain language of Section 811(c)(1)(B) mandates
inclusion  when  a  grantor  retains  a  life  interest,  regardless  of  reciprocal  trust
arrangements.

Facts

In 1936, Carl J. Guenzel and his wife, Letitia Guenzel, each established irrevocable
trusts. Carl’s trust named Letitia as the primary income beneficiary for life, and
upon her death, if Carl was deceased, the corpus would pass to their sons. If Letitia
predeceased  Carl,  Carl  would  become  the  income  beneficiary.  Letitia’s  trust
mirrored Carl’s, naming Carl as the primary beneficiary and Letitia as the secondary
beneficiary. Upon Letitia’s death in 1947, her estate included the value of Carl’s
trust based on the reciprocal trust doctrine. Carl received income from his trust
after Letitia’s death until his own death in 1951. Carl’s estate argued that including
the trust in his gross estate constituted double taxation because the reciprocal trust
doctrine had already been applied in Letitia’s estate.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Carl J. Guenzel’s
estate tax, including the value of the Carl J. Guenzel Trust in his gross estate. The
Estate of Carl J. Guenzel petitioned the Tax Court to contest this determination.

Issue(s)

Whether the value of the Carl J. Guenzel Trust is includible in Carl J. Guenzel’s1.
gross estate under Section 811(c)(1)(B) of the Internal Revenue Code of 1939
because he retained a secondary life estate?
Whether the prior application of the reciprocal trust doctrine in Letitia2.
Guenzel’s estate, which taxed Carl’s trust in her estate, prevents the inclusion
of the same trust in Carl’s gross estate?
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Whether the Estate of Carl J. Guenzel is entitled to a deduction for property3.
previously taxed because the trust was included in Letitia Guenzel’s estate?

Holding

Yes, because Carl J. Guenzel retained the right to income from the trust for a1.
period that did not in fact end before his death, falling squarely within the
provisions of Section 811(c)(1)(B)(i).
No, because the application of the reciprocal trust doctrine in Letitia’s estate2.
does not negate the separate application of Section 811(c)(1)(B) in Carl’s
estate when he retained a life estate. The court stated, “We see no reason to go
into the applicability of the Lehman doctrine when the transfer in trust, which
the decedent made in this case, is plainly includible in his estate under the
statute.”
No, because the property was not received by Carl Guenzel from Letitia3.
Guenzel by gift, bequest, devise, or inheritance. Carl created the trust with his
own property; his succession to the income interest was due to the terms of his
own trust, not inheritance from Letitia.

Court’s Reasoning

The court reasoned that Section 811(c)(1)(B) clearly mandates the inclusion of trust
property in a grantor’s gross estate if the grantor retains the right to income for life
or for any period not ending before death. Carl Guenzel retained a secondary life
estate, which became possessory upon Letitia’s death, and he received income until
his death. This directly falls under the statute’s provisions. The court rejected the
argument  that  the  reciprocal  trust  doctrine,  applied  in  Letitia’s  estate,  should
preclude  the  application  of  Section  811(c)(1)(B)  in  Carl’s  estate.  The  court
emphasized that the statute’s language is unambiguous. Regarding the previously
taxed property deduction, the court held that Carl did not receive the trust property
from Letitia’s estate;  he created the trust himself.  The court stated, “The trust
property that was transferred to the trustee was decedent’s property. He succeeded
to his interest in the property by virtue of the trust instrument he executed.”

Practical Implications

This case clarifies that the reciprocal trust doctrine and the retained life estate rules
operate independently in estate taxation. Even if reciprocal trusts are unwound for
estate tax purposes in the first spouse’s estate under the reciprocal trust doctrine
(Lehman v. Commissioner),  this does not prevent the inclusion of the nominally
created trust in the second spouse’s estate if that spouse, as the grantor, retained a
life interest. Attorneys must advise clients that creating reciprocal trusts does not
automatically eliminate estate tax inclusion if either grantor retains any form of life
interest in the trust they nominally created. This case underscores the importance of
analyzing each trust and grantor separately under the applicable estate tax statutes,
even within reciprocal trust arrangements. It highlights that the “form” of reciprocal



© 2025 SCOTUSreports.com. All rights reserved. | 3

trusts will not override the “reality” of retained life interests for estate tax purposes.


