Estate of Reichardt v. Commissioner, 114 T. C. 144 (2000)

The value of property transferred to a family limited partnership is includable in the
transferor’s gross estate under IRC section 2036(a) if the transferor retains
possession, enjoyment, or the right to income from the transferred property.

Summary

Charles E. Reichardt transferred nearly all his assets to a family limited partnership
but retained control and use of the property, including living rent-free in his
transferred residence. The Tax Court held that these assets were includable in his
gross estate under IRC section 2036(a) because he retained possession, enjoyment,
and the right to income from the transferred property. The court rejected arguments
that the transfers were bona fide sales for adequate consideration and found that
the decedent’s continued use of the property indicated an implied agreement to
retain economic benefits, despite the formal transfer of legal title.

Facts

Charles E. Reichardt formed a revocable family trust and a family limited
partnership in 1993, shortly after his wife’s death. He transferred nearly all his
assets to the partnership through the trust, including his residence, rental
properties, and investment accounts. Reichardt retained control over the
partnership as the sole active trustee and general partner, managing and using the
assets as he had before the transfer. He lived rent-free in his transferred residence
and continued to manage the partnership’s assets, including investment accounts
and a note receivable, without any change in his relationship to the assets. In
October 1993, Reichardt gifted a 30. 4% limited partnership interest to each of his
two children. He died in August 1994.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in gift and estate
taxes, arguing that the transferred assets should be included in Reichardt’s gross
estate under IRC section 2036(a). The Estate of Reichardt challenged this
determination in the United States Tax Court. After concessions by the
Commissioner, the Tax Court focused solely on whether the assets were includable
under section 2036(a).

Issue(s)

1. Whether the assets transferred to the partnership are included in Reichardt’s
gross estate under IRC section 2036(a)?

2. Whether the transfer of assets to the partnership was a bona fide sale for full and
adequate consideration?
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Holding

1. Yes, because Reichardt retained possession, enjoyment, and the right to income
from the transferred assets during his lifetime, indicating an implied agreement to
continue using the property.

2. No, because Reichardt’s children did not provide any consideration for the
transferred assets, and the transfer was not an arm’s-length transaction.

Court’s Reasoning

The court applied IRC section 2036(a), which requires inclusion in the gross estate
of property transferred during life if the transferor retains possession, enjoyment, or
the right to income from the property. The court found that despite the formal
transfer of legal title to the partnership, Reichardt’s relationship to the assets
remained unchanged. He continued to live in his residence without paying rent,
managed the partnership’s assets, and used partnership funds for personal
expenses. The court concluded that this indicated an implied agreement between
Reichardt and his children to allow him to retain the economic benefits of the
property. The court rejected the argument that the transfers were for full and
adequate consideration, noting that Reichardt’s children provided no consideration
and that the partnership was not a bona fide sale. The court also distinguished the
case from others where similar transfers were upheld, emphasizing the lack of
change in Reichardt’s control and use of the property.

Practical Implications

This decision reinforces the principle that transfers to family limited partnerships
will be scrutinized under IRC section 2036(a) to determine if the transferor retains
economic benefits of the transferred property. Attorneys advising clients on estate
planning should ensure that transfers to family limited partnerships are structured
to genuinely relinquish control and use of the assets, or face the risk of inclusion in
the gross estate. The case highlights the importance of documenting bona fide sales
and ensuring that family members provide adequate consideration to avoid section
2036(a) issues. Practitioners should also be aware of the potential for the IRS to
challenge such transfers, particularly when the transferor continues to use the
property as before. Subsequent cases have cited Reichardt in analyzing similar
transfers, emphasizing the need for a clear break in control and use to avoid estate
tax inclusion.
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