Estate of Miriam R. Kolker, Deceased, Fabian H. Kolker and Gloria K. Hack,
Personal Representatives, Petitioner v. Commissioner of Internal Revenue,
Respondent, 80 T. C. 1082 (1983)

A gift to a trust that postpones the beneficiaries’ enjoyment until a future date
constitutes a future interest, not qualifying for the annual gift tax exclusion under
section 2503(b).

Summary

In Estate of Kolker v. Commissioner, the U. S. Tax Court ruled that a trust
established by Miriam R. Kolker to distribute $3,000 annually to her grandchildren
on her birthday did not create present interests in the beneficiaries. The court
determined that the fixed annual distributions, which were to commence in the
future and were contingent upon the beneficiaries’ survival until the distribution
date, constituted future interests. Therefore, the estate could not claim the annual
gift tax exclusions under section 2503(b). This decision clarifies that the timing and
nature of the beneficiaries’ rights to enjoyment are crucial in distinguishing between
present and future interests for tax purposes.

Facts

On December 28, 1976, Miriam R. Kolker established an irrevocable trust for the
benefit of her 13 living grandchildren. The trust was funded the following day with
her interests in eight savings accounts or certificates. The trust agreement required
the trustees to distribute $3,000 to each beneficiary who was alive on June 13 of
each year, starting in 1977. Any income not distributed in the fiscal year it was
received was to be added to the principal. Kolker claimed 18 annual exclusions on
her gift tax return, with 13 attributable to the trust transfers.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Kolker’s Federal
gift tax for the calendar quarter ending December 31, 1976. Kolker’s estate filed a
petition in the U. S. Tax Court challenging this determination. The case was fully
stipulated and proceeded to a decision on the merits, resulting in a ruling in favor of
the Commissioner.

Issue(s)

1. Whether the transfer to the trust on December 29, 1976, created present interests
in the beneficiaries, qualifying for the annual exclusion under section 2503(b)?

Holding

1. No, because the trust did not grant the beneficiaries immediate enjoyment of the
trust’s income or principal, and the right to the annual distributions was postponed
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until a future date, making it a future interest.
Court’s Reasoning

The court applied the legal rule that a future interest is one that is limited to
commence in use, possession, or enjoyment at some future date. The trust did not
create a present right to income as it was generated but instead required annual
distributions of a fixed sum on a specific future date, which was contingent upon the
beneficiary’s survival until that date. The court distinguished this case from others
where trusts created present income interests through mandatory annual
distributions. The court noted that the trust’s provisions for accumulation of income
further supported the classification as a future interest. The decision was also
influenced by the policy of ensuring that the annual exclusion is only available for
gifts that provide immediate enjoyment, as stated in the regulations and prior case
law such as Commissioner v. Disston and United States v. Pelzer.

Practical Implications

This ruling impacts how trusts are structured to qualify for the annual gift tax
exclusion. Trusts must provide immediate rights to income or principal for
beneficiaries to claim the exclusion. Practitioners should carefully draft trust
instruments to ensure beneficiaries have present interests if the goal is to utilize the
annual exclusion. The decision may lead to changes in estate planning strategies, as
trusts designed to delay distributions until a future date will not qualify for the
exclusion. This case has been applied in subsequent rulings to clarify the distinction
between present and future interests in trust distributions, influencing how similar
cases are analyzed and decided.
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