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31 T.C. 655 (1958)

Gifts to trusts where the income is to be accumulated and the principal distributed
at a future date are considered gifts of “future interests” and do not qualify for the
annual gift tax exclusion, even when the trustee is a parent of the beneficiaries.

Summary

In 1951, Camiel Thorrez established trusts for his grandchildren, with his children
as trustees. The trust income was to be accumulated until the beneficiaries reached
21, when they would receive the principal. The IRS determined that these were gifts
of future interests, thus not eligible for the annual gift tax exclusion. The Tax Court
agreed, emphasizing that the beneficiaries’ enjoyment was deferred and contingent
upon future events. The court also addressed whether Thorrez could treat the gifts
as split between him and his wife for tax purposes, concluding he was not entitled to
do so because his wife did not sign the consent on his original return. Finally, the
court held that the specific exemption claimed in prior years must be deducted from
the current year’s exemption, even if  the prior gifts were later disregarded for
income tax purposes.

Facts

Camiel Thorrez created four identical trusts in 1951 for the benefit of his minor
grandchildren, naming each child’s parent as trustee. The trust instruments directed
the trustee to accumulate income during the beneficiaries’ minority and distribute
the principal upon their reaching age 21. The trustee could make payments for
support or education if the beneficiaries had a need that they could not meet on
their  own.  Thorrez  transferred  a  10%  interest  in  his  partnership,  C.  Thorrez
Industries, to each trust. He filed a gift tax return for 1951, claiming an annual
exclusion for  each of  the ten beneficiaries.  The Commissioner disallowed these
exclusions, asserting the gifts were of future interests. Thorrez also sought to treat
the gifts as made one-half by his wife, but the wife did not sign the required consent
on the original gift tax return. Thorrez had made gifts in 1941 and 1946, and used
his specific exemption against those gifts; the Commissioner sought to deduct the
amounts previously claimed from the available exemption in 1951.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Thorrez’s 1951
gift tax. The IRS disallowed the annual gift tax exclusions, determined that Thorrez
could not treat the gifts as split with his wife, and determined that the specific
exemption used in previous years reduced the available exemption in 1951. Thorrez
petitioned the U.S. Tax Court, challenging the Commissioner’s determinations.

Issue(s)

Whether gifts in trust for minor grandchildren, with income accumulation and1.
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principal distribution at age 21, were gifts of “future interests” ineligible for
the annual exclusion.
Whether Thorrez could treat his gifts as having been made one-half by his wife,2.
given the lack of her consent on his original gift tax return.
Whether prior use of the specific exemption in earlier gift tax returns must be3.
deducted from the exemption available for 1951, even though the gifts
underlying the earlier exemptions were challenged for income tax purposes.

Holding

Yes, because the beneficiaries’ enjoyment and possession were deferred until1.
they reached the age of 21 and the trustee was directed to accumulate income.
No, because the wife’s consent was not signified on the timely filed gift tax2.
return.
Yes, because the specific exemption used in 1941 must be deducted from the3.
available lifetime exemption in 1951.

Court’s Reasoning

The  court  focused  on  the  definition  of  “future  interests”  under  the  gift  tax
regulations. It cited 26 U.S.C. § 1003(b)(3), which excludes from the total amount of
gifts  the  first  $3,000  of  gifts  of  present  interests  to  any  person.  The  court
emphasized that for a gift to qualify as a present interest, the beneficiary must have
the  immediate  right  to  possess,  use,  or  enjoy  the  property.  Because  the  trust
instruments directed the trustee to accumulate income and defer the distribution of
principal until the beneficiaries reached age 21, the court found the gifts were of
future interests. The court found the exception allowing for payments for support or
education was contingent upon a future event and did not change the character of
the gifts. The fact that a parent was the trustee did not alter the outcome. The court
cited the holding in Fondren v. Commissioner, 324 U.S. 18, 20 (1945), the question
is not when title vests, but when enjoyment begins.

Regarding the spousal gift-splitting, the court applied the rule that the consent of
both spouses must be signified on a timely-filed gift tax return. Because Thorrez’s
wife did not sign the consent on the original return, the court rejected his attempt to
file an amended return. The court reasoned that a taxpayer is not allowed to change
their mind to the detriment of the revenue.

Finally, regarding the prior use of the specific exemption, the court determined that
the prior use of the exemption must be deducted from the exemption available for
1951,  regardless of  the subsequent treatment of  the prior  gifts  for  income tax
purposes.  The  court  pointed  out  that  the  income  and  gift  tax  have  different
standards.

Practical Implications
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This case highlights the importance of carefully drafting trust instruments to ensure
gifts  qualify  for  the  annual  gift  tax  exclusion.  It  clarifies  that  deferring  a
beneficiary’s enjoyment, even if it is for a relatively short time, generally results in a
future interest. This decision also emphasizes the requirement of timely consent for
spousal  gift-splitting  and  underscores  that  prior  use  of  the  lifetime  exemption
reduces  its  availability  in  later  years,  even  if  the  underlying  gifts  are  later
disregarded for other tax purposes.

This  case  should  inform the analysis  of  any  case  involving the  gift  tax  annual
exclusion, future interests, and the specific exemption. It shows how courts will
consider the trust instrument language and what it conveys to the donees.


