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29 T.C. 479 (1957)

A donor’s gifts in trust are not eligible for gift tax exclusions when the trustee has
the discretion to distribute the trust’s corpus, making the value of the beneficiary’s
present interest in income unascertainable.

Summary

The United States Tax Court addressed whether gifts in trust for minors qualified for
gift tax exclusions. The court determined that gifts made in 1951 and 1952 were
gifts of future interests because the trustee had the discretion to terminate the trust
and distribute the corpus. Gifts of income in those years were also deemed not
excludable because their value was unascertainable. For gifts made in 1953 and
1954, the court found the corpus gifts to be future interests, but allowed exclusions
for the present value of income interests because the trust agreements did not grant
the trustee the power to distribute the corpus. The court also addressed transferee
liability for gift tax deficiencies, holding that donees were liable to the extent of the
value  of  the  gifts  they  received,  even  when  the  statute  of  limitations  barred
assessment against the donors.

Facts

J.A. LaFortune and Gertrude L. LaFortune (the donors) made gifts in trust for the
benefit of minors between 1951 and 1954. In 1951 and 1952, the trust agreements
authorized the trustee (often the parent of the beneficiary) to distribute the trust
corpus at any time. The 1953 and 1954 agreements did not include this provision.
The donors claimed annual gift tax exclusions for each gift. The Commissioner of
Internal  Revenue disallowed these  exclusions,  arguing  the  gifts  were  of  future
interests or that the income value was unascertainable, leading to deficiencies. The
Commissioner  also  asserted  transferee  liability  against  the  trustees  and  other
donees  for  the  1951  gift  tax  deficiencies,  as  the  statute  of  limitations  barred
assessment against the donors.

Procedural History

The Commissioner issued notices of gift tax deficiencies to the donors for the years
1952, 1953, and 1954, and asserted transferee liability against the trustees and
other donees for deficiencies from 1951. The cases were consolidated in the U.S.
Tax Court.  The Tax Court  addressed the nature of  the gifts,  the availability  of
exclusions, and the issue of transferee liability. The Tax Court found in favor of the
Commissioner.

Issue(s)

Whether gifts to trusts, where the trustee could distribute corpus, were gifts of1.
“future interests” or “present interests” for gift tax exclusion purposes under
the Internal Revenue Code.
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If any gifts were of present interests, whether their values were ascertainable.2.
Whether the donees were liable as transferees for the 1951 gift tax3.
deficiencies.

Holding

Yes, the gifts of corpus made in 1951 and 1952 were gifts of future interests,1.
and for 1953 and 1954.
No, the value of the income interests in 1951 and 1952 was not ascertainable2.
because the trustee could distribute corpus at any time.
Yes, the donees were liable as transferees for the donors’ 1951 gift tax3.
deficiencies.

Court’s Reasoning

The court relied on the definition of “future interest” as any interest limited to
commence in possession or enjoyment at a future date. The court found that the
1951  and  1952  trust  agreements  created  a  substantial  barrier  to  the  present
enjoyment of the corpus because the trustee’s discretion to distribute it at any time
could prevent the beneficiaries from accessing the principal. “Generally speaking,
the fact that the trustee has sole discretion to distribute or not distribute principal
or income is a conclusive argument that any gift so placed in trust is of a future
interest.” Because the trustee was not required to distribute the corpus, the court
held that the gifts of corpus were future interests. The court distinguished the case
from George W. Perkins, where the beneficiary or their guardian could demand the
property, which was not the case in the La Fortune trusts. The court also stated that
the value of the right to income was unascertainable because the trustee could
distribute the corpus, thereby reducing the income stream. However, for 1953 and
1954,  since  there  was  no  trustee  discretion  to  distribute  corpus  before  a
beneficiary’s majority, the income interests were considered present interests with a
determinable value.

Regarding the transferee liability, the court held that the donees were liable for the
1951 deficiencies, even though the statute of limitations barred assessment against
the donors, and even though no specific deficiency was attributable to gifts made to
particular donees. The court cited that each donee is liable to the extent of the value
of his gift for unpaid tax on all gifts made by a donor during the same calendar year.

Practical Implications

This case underscores the importance of trust provisions in determining whether
gifts qualify for gift tax exclusions. If a trustee has the discretion to distribute the
corpus of a trust, a gift of the corpus is considered a future interest, and any income
interest may not be valued for gift tax purposes. This ruling affects the drafting of
trust instruments. Practitioners should avoid giving trustees unrestricted power to
distribute corpus if the donor wishes to claim an annual exclusion for a gift. Also,
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donees should be aware that they may be liable for unpaid gift taxes of the donor,
even if assessment against the donor is time-barred and even if the donee did not
receive the specific gift that triggered the tax liability. The court’s clear distinction
highlights that the ability to demand property or income is critical for avoiding a
future interest classification.

Meta Description

The  La  Fortune  case  clarifies  gift  tax  rules  regarding  trust  distributions,
emphasizing  that  trustee  discretion  over  corpus  can  negate  present  interest
exclusions and create transferee liability.
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