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Estate of Ellis Branson Ridgway, Deceased, Craig Sawyer Ridgway and Ellis
Branson Ridgway,  Jr.,  Executors,  Petitioner,  v.  Commissioner of  Internal
Revenue, Respondent, 33 T.C. 1000 (1960)

For estate tax purposes under I.R.C. § 811(c)(1)(B), the “transfer” of property in
trust occurs when the trust is initially established, even if the grantor retains a
power to amend the trust, not when the power is later relinquished.

Summary

The  Estate  of  Ellis  Branson  Ridgway  challenged  the  Commissioner  of  Internal
Revenue’s  inclusion  of  trust  property  in  the  decedent’s  gross  estate.  In  1930,
Ridgway created an irrevocable trust with a retained secondary life estate and a
power to amend, which he later relinquished in 1944. The IRS argued that the
“transfer” of the property occurred in 1944 when Ridgway relinquished his power to
amend the trust, making it includible in the estate under I.R.C. § 811(c)(1)(B). The
Tax Court held for the estate, ruling that the “transfer” happened in 1930, before
the statute’s effective date, because the trust was established then and the statute
was expressly inapplicable to transfers made before March 4, 1931.

Facts

On September 25, 1930, Ellis Branson Ridgway established an irrevocable trust,
conveying property valued at $271,593.50 to a trustee. The trust provided income to
his wife, Louise Sawyer Ridgway, for life, then to Ridgway for life, and eventually to
his sons, with general testamentary powers of appointment. Ridgway reserved the
right to change the distributions of principal and income, except to benefit himself
or his estate. On October 15, 1930, the trust was amended to clarify the distribution
of principal if the sons failed to exercise their powers. On May 6, 1944, Ridgway
relinquished  his  power  to  amend  the  trust.  Louise  Sawyer  Ridgway  died  on
September 9, 1951, and Ellis Branson Ridgway died on August 13, 1953. The value
of the trust property at Ridgway’s death was $205,698.57.

Procedural History

The  executors  of  the  Estate  filed  a  federal  estate  tax  return,  which  the
Commissioner  of  Internal  Revenue  subsequently  audited.  The  Commissioner
included  the  value  of  the  trust  property  in  the  gross  estate,  leading  to  a  tax
deficiency.  The estate petitioned the United States Tax Court  to  challenge this
inclusion.

Issue(s)

1. Whether the “transfer” of property in trust, for purposes of I.R.C. § 811(c)(1)(B),
occurred in 1930 when the trust was created, or in 1944 when the power to amend
was relinquished?
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Holding

1. Yes, because the court determined that the transfer occurred in 1930 when the
trust was created.

Court’s Reasoning

The court focused on the meaning of the term “transfer” within the context of I.R.C.
§ 811(c)(1)(B), which concerns transfers taking effect at death. The court examined
the statute and its legislative history, concluding that the “transfer” occurs when the
trust is initially established, even if the grantor retains certain powers. The court
cited and relied upon the holding in Cuddihy, where the transfer was found to have
occurred when the trust was initially created, even though the grantor retained
powers  over  the  trust  corpus.  The  court  emphasized  that  §  811(c)(1)(B)  was
expressly inapplicable to transfers made before March 4, 1931. Thus, the critical
date was the original creation of the trust, not the subsequent relinquishment of the
power.  The court  differentiated the case from a case where a  general  gift  tax
principle had been applied to the specific gross estate section.

Practical Implications

This case provides a framework for determining when a “transfer” occurs for estate
tax purposes, especially when the grantor reserves powers over the trust. The court
clarifies  that  the  creation  of  the  trust  is  the  key  moment,  not  subsequent
modifications  that  might  affect  the  enjoyment  or  control  of  the  property.  The
decision is significant for estate planning because it establishes that the date of the
original transfer, not the date a power is relinquished, generally determines whether
the trust property will be included in the gross estate. Therefore, establishing a trust
early, even if the grantor retains some control, may shield it from estate tax under
certain circumstances,  such as  those present  here.  This  ruling continues to  be
applied in situations involving estate tax matters, particularly in determining which
version of the tax code applies to a particular transfer. Estate planning attorneys
must consider the date a trust is established and the specific powers retained to
ensure appropriate tax treatment.


