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Estate of Dora N. Marshall v. Commissioner, 52 T. C. 704 (1969)

A transfer for estate tax purposes can occur when a decedent relinquishes a debt
claim in exchange for the creation of a trust in which they retain a life interest.

Summary

In Estate of Dora N. Marshall, the court ruled that Dora’s relinquishment of a debt
claim against her husband in exchange for his creation of trusts from which she
received a life interest constituted a transfer subject to estate tax under Section
2036. The court looked at the substance over the form of the transaction, holding
that Dora was effectively a settlor of the trusts to the extent of her debt claim. The
court also found that Dora’s release of her testamentary powers of appointment over
the trusts was not subject to gift tax due to statutory exemptions, thus addressing
both estate and gift tax implications.

Facts

In December 1930,  Dora transferred her McClintic-Marshall  Corp.  stock to her
husband Charles, who promised restitution. In March 1931, Charles created two
trusts, funding them with property valued at $616,021. 66. The trusts provided Dora
with income from six shares and general testamentary powers of appointment over
the corpora. In 1943, Dora released these powers. At her death in 1964, the trusts
were  valued  at  $1,605,289.  96,  and  the  IRS  determined  estate  and  gift  tax
deficiencies based on the transfers and release of powers.

Procedural History

The IRS determined estate and gift tax deficiencies against Dora’s estate. The Tax
Court  addressed the  estate  tax  issue of  whether  Dora made a  transfer  with  a
retained life interest under Section 2036 and the gift  tax issue of whether her
release of testamentary powers constituted a taxable gift. The court ruled on both
issues in favor of the estate, partially upholding the IRS’s estate tax determination
but exempting the release of powers from gift tax.

Issue(s)

1. Whether Dora made a transfer after March 3, 1931, with a retained life interest
within the meaning of Section 2036?
2.  Whether Dora’s  release of  her  testamentary powers of  appointment  in  1943
constituted a taxable gift under Section 1000 of the Internal Revenue Code of 1939?

Holding

1. Yes, because Dora’s relinquishment of her debt claim in exchange for the creation
of trusts from which she received a life interest was a transfer under Section 2036,
as it depleted her estate and allowed her to retain economic benefits.
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2. No, because the release of her testamentary powers was exempt from gift tax
under Section 1000(e) of the 1939 Code, as she did not have the power to revest the
trust property in herself during her lifetime.

Court’s Reasoning

The  court  focused  on  the  substance  of  the  transaction,  noting  that  Dora’s
relinquishment of her debt claim against Charles in exchange for the trusts was
effectively a transfer by her. The court cited prior cases and legal principles to
support the notion that the real party in interest (Dora) should be considered the
settlor to the extent of her contribution, even though Charles executed the trusts.
The court applied Section 2036, which requires inclusion in the gross estate of
property transferred with a retained life interest,  and calculated the includable
amount based on the proportion of Dora’s contribution to the total trust value. For
the gift tax issue, the court found that Dora’s release of her testamentary powers
was exempt under Section 1000(e) because she could not revest the trust property
in herself during her lifetime under Pennsylvania law. The court distinguished cases
cited by the IRS and emphasized that contingent remaindermen had interests in the
trusts that prevented Dora from unilaterally terminating them.

Practical Implications

This decision underscores the importance of looking at the substance of transactions
for tax purposes. Practitioners must consider whether clients’  relinquishment of
claims in exchange for trusts with retained interests could trigger estate tax under
Section 2036. The ruling also clarifies that the release of testamentary powers over
pre-1939 trusts  may  be  exempt  from gift  tax  if  the  grantor  cannot  revest  the
property during their lifetime. This case serves as a reminder to carefully analyze
the terms of trusts and applicable state law when planning for tax consequences.
Subsequent  cases have cited Marshall  in  discussions of  transfers  with retained
interests and the tax treatment of relinquished powers of appointment.


