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Estate of Ford v. Commissioner, 53 T. C. 114 (1969)

A gift is not made in contemplation of death if the dominant motives are associated
with life rather than death.

Summary

Edward Ford transferred bonds to his daughter within three years of his death. The
IRS argued the transfer was made in contemplation of death under IRC § 2035, but
the Tax Court disagreed. Ford’s motives were to fulfill his late wife’s wishes and
improve his daughter’s standard of living, not to avoid estate taxes. Additionally, the
court held that Ford did not retain powers over a trust he created for his grandson
that would require inclusion in his estate under IRC §§ 2036 and 2038. The decision
emphasizes that the dominant motive behind a transfer,  rather than its  timing,
determines whether it was made in contemplation of death.

Facts

Edward E. Ford transferred State and municipal bonds valued at $818,000 to his
daughter, Julia, on March 22, 1961, after withdrawing them from a trust created by
his late wife, Jane. This transfer occurred less than three years before Ford’s death
on March 6, 1963. Ford was in good health and actively engaged in life, including
remarrying  and  traveling  extensively.  He  had  a  history  of  making  gifts  to  his
daughter and grandchildren. The bonds constituted less than 3% of Ford’s IBM
stock  holdings,  and  Julia  was  set  to  inherit  significant  wealth  from  a  trust
established by her grandfather. Ford’s will primarily benefited the Edward E. Ford
Foundation, not his daughter.

Procedural History

The IRS determined a  deficiency  in  Ford’s  estate  tax,  asserting  that  the  bond
transfer to Julia was made in contemplation of death under IRC § 2035 and should
be included in Ford’s gross estate. Additionally, the IRS argued that Ford retained
powers over a trust for his grandson, Edward, that required inclusion under IRC §§
2036 and 2038. The Estate of Ford challenged these determinations in the U. S. Tax
Court.

Issue(s)

1. Whether Ford’s transfer of State and municipal bonds to his daughter within
three years of his death was made “in contemplation of his death” under IRC § 2035.
2. Whether Ford retained the right to designate who would possess or enjoy the
property or income of a trust he created for his grandson under IRC § 2036(a)(2), or
the power to alter, amend, revoke, or terminate such trust under IRC § 2038(a)(1).

Holding
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1. No, because Ford’s dominant motives for the transfer were associated with life,
not death. The transfer was intended to fulfill his late wife’s wishes and improve his
daughter’s standard of living, not to avoid estate taxes.
2. No, because Ford did not retain either the right to designate beneficiaries or the
power to alter, amend, revoke, or terminate the trust. The trust’s terms provided
judicially enforceable standards limiting Ford’s discretion as trustee.

Court’s Reasoning

The court analyzed whether Ford’s motives for the bond transfer were associated
with life or death. It found that Ford’s dominant motives were to fulfill his late wife’s
wishes and enhance his daughter’s standard of living, not to avoid estate taxes. The
court noted Ford’s good health, active lifestyle, and lack of testamentary intent
towards his daughter. For the trust issue, the court examined the trust instrument
and found that Ford did not retain powers that would trigger inclusion under IRC §§
2036 and 2038. The trust’s terms required the trustee to determine the beneficiary’s
“need” before invading principal, providing an objective standard enforceable in
court. The court also considered New York law, which would constrain a trustee’s
discretion to favor one beneficiary over another.

Practical Implications

This decision clarifies that the dominant motive behind a transfer, not merely its
timing  within  three  years  of  death,  determines  whether  it  was  made  in
contemplation of death under IRC § 2035. Attorneys should advise clients that gifts
motivated by life-related purposes, even if made within three years of death, may not
be included in the gross estate. The case also emphasizes the importance of clear
trust  language providing objective  standards  for  a  trustee’s  discretion to  avoid
estate tax inclusion under IRC §§ 2036 and 2038. Later cases have followed this
reasoning, focusing on the donor’s motives and the nature of retained trust powers
when determining estate tax liability.


