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Estate  of  David  H.  Levine,  Deceased,  Jacob Paul  Levine and Richard L.
Levine,  Executors,  Petitioners  v.  Commissioner  of  Internal  Revenue,
Respondent;  Lillian  K.  Levine,  Petitioner  v.  Commissioner  of  Internal
Revenue, Respondent, 63 T. C. 136 (1974)

Income interests in trusts for minors can be treated as a single property interest for
the purpose of the annual exclusion under IRC § 2503(b) and (c), encompassing both
the income during minority and majority.

Summary

In Estate of Levine v. Commissioner, the U. S. Tax Court addressed whether income
interests in trusts for minors, which qualify as present interests under IRC § 2503(c)
during the beneficiary’s minority, should be treated as separate components or as a
single property interest when considering the annual exclusion under IRC § 2503(b).
David  H.  Levine  established  trusts  for  his  grandchildren,  providing  for  income
distribution during and after their minority. The court held that the income interests
should be treated in toto as a single form of property, qualifying for the annual
exclusion. This decision was based on the principle that the entire income interest,
when  viewed  together,  constitutes  a  present  interest  due  to  the  statutory
liberalization under § 2503(c).

Facts

David H. Levine created five irrevocable trusts for his grandchildren, each trust
providing  for  income  accumulation  and  discretionary  distribution  during  the
beneficiary’s  minority  (under  age  21).  Upon reaching age  21,  the  accumulated
income would be distributed in a lump sum, and the beneficiary would receive
annual income payments for life. The trusts also included provisions for principal
distribution and powers of  appointment.  The Commissioner of  Internal  Revenue
challenged  the  treatment  of  the  income  interest  during  majority  as  a  present
interest for annual exclusion purposes.

Procedural History

The case was brought before the U. S. Tax Court to determine the applicability of
the annual exclusion for the income interests in the trusts. The court consolidated
the  cases  involving  David  H.  Levine’s  estate  and  Lillian  K.  Levine,  who  had
consented to gift splitting. The court’s decision focused on the interpretation of IRC
§ 2503(b) and (c) in relation to the trusts’ income interests.

Issue(s)

1. Whether the income interest in each trust for the period subsequent to the named
beneficiary attaining age 21 until his or her death is a present interest qualifying for
the annual exclusion under IRC § 2503(b) when the income interest during the
beneficiary’s minority qualifies as a present interest under IRC § 2503(c).
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Holding

1. Yes, because the income interest during minority qualifies as a present interest
under § 2503(c), and the entire income interest, when viewed together, constitutes a
single form of property that is a present interest under § 2503(b).

Court’s Reasoning

The court reasoned that the income interest should be treated as a single property
interest rather than separate components. It emphasized that IRC § 2503(c) was
enacted to address the classification of gifts to minors as present interests, and it
partially relaxes the future interest restriction of § 2503(b). The court rejected the
Commissioner’s reliance on dictum from Arlean I. Herr, which treated the income
interest after majority as a future interest, arguing that the issue in Herr was not
fully litigated and that the trusts in Levine provided for an unrestricted right to
income during majority,  thus qualifying the entire income interest as a present
interest.  The  court  highlighted  the  legislative  intent  behind  §  2503(c)  and  the
necessity of treating the income interests together to avoid penalizing donors who
structure trusts to benefit minors. Judge Raum dissented, arguing that the majority’s
decision improperly extended the Herr ruling and that the income interest after
majority should be treated as a future interest not qualifying for the exclusion.

Practical Implications

This decision impacts how trusts for minors are structured and analyzed for tax
purposes. It allows for the aggregation of income interests during and after minority
for the annual exclusion, potentially reducing gift tax liability. Practitioners should
consider structuring trusts to ensure that the income interest during majority is not
subject  to  discretionary  distribution,  as  this  could  affect  the  application of  the
annual  exclusion.  The  ruling  may  influence  future  trust  planning  strategies,
encouraging the creation of trusts that provide for continuous income distribution to
beneficiaries upon reaching majority. Subsequent cases, such as Commissioner v.
Thebaut, have reaffirmed the principle that income interests can be treated as a
single property for tax purposes, further solidifying the practical application of this
decision.


