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Estate of Rapelje v. Commissioner, 74 T. C. 53 (1980)

A decedent’s gross estate must include the value of property transferred during life
if the decedent retained possession or enjoyment of the property until death under
an implied agreement.

Summary

In Estate of Rapelje,  the court addressed whether a gifted residence should be
included in the decedent’s gross estate under IRC § 2036(a)(1) due to retained
possession, and if there was reasonable cause for the late filing of the estate tax
return. The decedent transferred his residence to his daughters but continued living
there until his death. The court found an implied agreement allowing the decedent
to retain possession, thus including the residence’s value in the estate. Additionally,
the court held that the executrices’ reliance on their attorney did not constitute
reasonable cause for the late filing, resulting in penalties under IRC § 6651.

Facts

Adrian K. Rapelje transferred his Saratoga Springs residence to his daughters in
August 1969 as a gift. He continued to live there until his death in November 1973,
except for a brief period when he vacationed in Florida. After the transfer, the
decedent paid the real estate taxes, while one daughter occasionally paid utility
bills. The daughters’ relatives briefly lived in the residence, but the decedent was
the primary occupant.  The estate tax return was filed late, and the executrices
claimed they relied on their attorney for timely filing.

Procedural History

The IRS determined a deficiency and additions to tax, which the estate contested.
The Tax Court heard the case, focusing on whether the residence should be included
in the gross estate and if there was reasonable cause for the late filing of the estate
tax return.

Issue(s)

1. Whether the value of the residence transferred to the decedent’s daughters must
be included in his gross estate under IRC § 2036(a)(1).
2. Whether there was reasonable cause for the late filing of the estate tax return and
late payment of the estate tax liability.

Holding

1. Yes, because the decedent retained possession and enjoyment of the residence
under an implied agreement until his death.
2. No, because the executrices did not exercise ordinary business care and prudence
in relying on their attorney to file the return timely.
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Court’s Reasoning

The court applied IRC § 2036(a)(1), which mandates inclusion in the gross estate of
property transferred where the decedent retained possession or enjoyment.  The
court found an implied agreement based on the decedent’s continued occupancy,
payment of real estate taxes, and the daughters’ failure to use or sell the property.
The court rejected the estate’s argument that the agreement arose post-transfer,
citing the burden of proof on the estate to disprove such an agreement, especially in
intrafamily arrangements.  For the late filing, the court applied IRC § 6651 and
regulations, stating that mere reliance on an attorney without ensuring diligence
does not constitute reasonable cause. The executrices’ failure to inquire about the
filing deadline or their attorney’s progress was deemed insufficient oversight.

Practical Implications

This decision clarifies that property gifted during life may still be included in the
gross estate if  the decedent retains possession or enjoyment under any implied
agreement.  Practitioners  should  advise  clients  to  document  any  agreements
regarding property use post-gift to avoid unintended estate inclusion. The ruling
also  underscores  the  responsibility  of  executors  to  monitor  their  attorneys’
compliance with tax filing deadlines, emphasizing that ignorance of deadlines is not
a  defense  against  penalties.  Subsequent  cases  have  followed this  precedent  in
determining the inclusion of gifted property in estates and the adequacy of reliance
on professionals for timely filings.


