Estate of Louis Zaiger, Deceased, Beatrice Zaiger, Executrix, Marion Lappin,
Executrix, and Robert 1. Lappin, Executor, Petitioner v. Commissioner of
Internal Revenue, Respondent; Beatrice Zaiger, Petitioner v. Commissioner
of Internal Revenue, Respondent, 64 T. C. 927 (1975)

Transfers are not considered ‘in contemplation of death’ if they are part of a long-
standing pattern motivated by life-related considerations rather than death-related
motives.

Summary

Estate of Zaiger v. Commissioner addressed whether certain transfers were gifts in
contemplation of death under IRC Section 2035. The court found that withdrawals
by Beatrice Zaiger from a joint bank account were not gifts because Louis Zaiger
was unaware of them, and thus could not have made them in contemplation of
death. Similarly, Louis’s gifts of voting trust certificates to family members were not
in contemplation of death, as they continued a pattern begun years earlier and were
not motivated by his health issues. The court also determined the fair market value
of these certificates for tax purposes, emphasizing the need for accurate financial
adjustments when calculating corporate earnings.

Facts

Louis and Beatrice Zaiger maintained a joint bank account where Beatrice made
unauthorized withdrawals totaling $29,025 between 1962 and 1963. Louis was
unaware of these withdrawals. Louis also made gifts of voting trust certificates of
Signal Manufacturing Co. to his son-in-law and daughter between 1962 and 1964,
following a pattern of gifts begun in 1948. Louis suffered from various health issues,
including a stroke in 1959 and a heart attack in 1961, but remained active in
business. Despite his illnesses, Louis did not consider his mortality, as confirmed by
his doctor’s testimony.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the estate and gift
taxes of Louis Zaiger’s estate and Beatrice Zaiger, asserting that the bank
withdrawals and stock gifts were made in contemplation of death. The cases were
consolidated for trial in the U. S. Tax Court, which ruled in favor of the petitioners,
finding that neither the withdrawals nor the stock gifts were made in contemplation
of death. The court also settled the fair market values of the voting trust certificates
involved.

Issue(s)

1. Whether the withdrawals by Beatrice Zaiger from the joint bank account
constituted gifts in contemplation of death under IRC Section 2035.
2. Whether the gifts of voting trust certificates by Louis Zaiger to his family were
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made in contemplation of death under IRC Section 2035.
3. What were the fair market values of the voting trust certificates of Signal and
Shetland for tax purposes on the relevant dates?

Holding

1. No, because the withdrawals were made without Louis’s knowledge, so they could
not have been made in contemplation of death.

2. No, because the gifts were part of a long-standing pattern and not motivated by
Louis’s health issues or contemplation of death.

3. The fair market values of the voting trust certificates were determined to be $685
per share for Signal on January 3, 1964, and May 14, 1964, and $7,710 per share for
Shetland on May 14, 1964, July 20, 1965, and October 11, 1965, as pleaded in the
amended petitions.

Court’s Reasoning

The court applied IRC Section 2035 and relevant regulations, which define transfers
‘in contemplation of death’ as those motivated by the thought of death. For the bank
withdrawals, the court found no contemplation of death because Louis was unaware
of them, citing Harley A. Wilson. The court also noted that some of the withdrawn
funds likely belonged to Beatrice due to her joint ownership of income-producing
assets. Regarding the stock gifts, the court concluded that they were part of a life-
motivated pattern, not influenced by Louis’s health issues. The court relied on
testimony about Louis’s optimistic outlook despite his illnesses. For valuation, the
court accepted the adjusted 1964 earnings of Signal and Shetland and applied
appropriate price-earnings ratios, rejecting the Commissioner’s higher valuations as
based on less comparable companies.

Practical Implications

This case clarifies that for a transfer to be considered ‘in contemplation of death’,
the transferor must have a motive associated with death. Attorneys should advise
clients that gifts made without knowledge of the transferor, or as part of a long-
standing pattern unrelated to mortality, are unlikely to be included in the estate.
The case also emphasizes the importance of accurate financial adjustments in
corporate valuations for tax purposes. Subsequent cases have used this ruling to
distinguish between life and death motives in gift taxation. Legal practitioners
should ensure that clients maintain clear records of their intentions and financial
transactions to support their estate planning strategies.
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