Estate of Wall v. Commissioner, 101 T. C. 307 (1993)

A settlor’s power to replace a corporate trustee with another independent corporate
trustee does not constitute a retained power sufficient to include trust assets in the
settlor’s gross estate under sections 2036(a)(2) or 2038(a)(1) of the Internal
Revenue Code.

Summary

In Estate of Wall, the Tax Court ruled that the assets of three irrevocable trusts
created by Helen Wall were not includable in her gross estate for estate tax
purposes. Wall had retained the power to remove the corporate trustee and appoint
another independent corporate trustee, but the court found this did not amount to
control over the beneficial enjoyment of the trust assets. The decision hinged on the
principle that a settlor’s power to replace a trustee does not equate to a legally
enforceable power to control the trust’s administration, especially when the
trustee’s actions are governed by fiduciary duties to the beneficiaries. This ruling
clarifies that for estate tax purposes, the ability to change trustees without altering
the trust’s terms or beneficiaries’ rights does not result in estate inclusion.

Facts

Helen Wall established three irrevocable trusts for her daughter and
granddaughters, with First Wisconsin Trust Co. as the initial trustee. The trust
agreements allowed Wall to remove the trustee and appoint another independent
corporate trustee. Wall transferred assets to these trusts between 1979 and 1986,
reporting the transfers on gift tax returns. After Wall’s death in 1987, the IRS
sought to include the trust assets in her estate, arguing that her power to replace
the trustee was equivalent to retaining control over the trust’s assets under sections
2036(a)(2) and 2038(a)(1) of the Internal Revenue Code. Wall had never exercised
her power to replace the trustee.

Procedural History

The estate filed a Federal estate tax return excluding the trust assets, leading to an
IRS deficiency notice. The estate then petitioned the Tax Court for a
redetermination of the deficiency, arguing that the trust assets should not be
included in Wall’s gross estate.

Issue(s)

1. Whether Helen Wall’s retained power to remove the corporate trustee and
appoint another independent corporate trustee constitutes a power to designate the
persons who shall possess or enjoy the trust property or its income under section
2036(a)(2).

2. Whether the same power constitutes a power to alter, amend, revoke, or
terminate the enjoyment of the trust property under section 2038(a)(1).
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Holding

1. No, because Wall's power to replace the trustee with another independent
corporate trustee did not amount to an ascertainable and legally enforceable power
to control the beneficial enjoyment of the trust property.

2. No, because the power to replace the trustee did not affect the “enjoyment” of the
trust property as contemplated by section 2038(a)(1).

Court’s Reasoning

The court applied the Supreme Court’s definition from United States v. Byrum that a
retained “right” under section 2036(a)(2) must be an ascertainable and legally
enforceable power. The court rejected the IRS’s argument that Wall’s power to
replace the trustee implied control over the trust’s administration. The court
emphasized that a corporate trustee, such as First Wisconsin, is bound by fiduciary
duties to act in the beneficiaries’ best interest, not the settlor’s. The court also noted
that the trust agreements did not allow Wall to appoint herself as trustee, further
distinguishing this case from precedents where settlors retained such powers. The
court cited Estate of Beckwith and Byrum to support its conclusion that the power to
replace a trustee with another independent trustee does not equate to retained
control over the trust’s assets. The court found no evidence of any prearrangement
or understanding between Wall and the trustee that would suggest indirect control
over the trust’s administration.

Practical Implications

This decision provides clarity for estate planners and taxpayers on the inclusion of
trust assets in the gross estate. It establishes that a settlor’s power to replace a
corporate trustee with another independent corporate trustee does not, by itself,
result in estate tax inclusion under sections 2036(a)(2) or 2038(a)(1). This ruling
may influence how trusts are structured to avoid estate tax, particularly in cases
where the settlor wishes to maintain some control over the trustee but not the
trust’s assets. The decision also reinforces the importance of fiduciary duties in trust
administration, highlighting that trustees must act in the beneficiaries’ interests,
regardless of the settlor’s ability to change trustees. Subsequent cases may cite
Estate of Wall when addressing similar issues of settlor control and estate tax
inclusion.
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