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Estate of Ida F. Doane, 10 T.C. 1258 (1948)

A charitable deduction is permissible for estate tax purposes when a beneficiary
with  a  potential  interest  in  a  trust  effectively  disclaims  that  interest,  thereby
assuring that the trust property will be used for charitable purposes.

Summary

The case concerns the deductibility of a transfer to a trust for charitable uses in the
decedent’s  estate.  The decedent created a trust  with her sister as the nominal
remainder beneficiary, trusting that the sister would use the funds for charitable
purposes. The sister filed a formal disclaimer after the decedent’s death. The court
held that the disclaimer was operative, making the transfer deductible as a gift for
exempt charitable purposes under Section 812(d) of the Internal Revenue Code. The
court reasoned that the sister’s prior role as trustee did not constitute acceptance of
benefits that would preclude her disclaimer.

Facts

The  decedent  created  a  trust  during  her  lifetime,  naming  herself  as  the  life
beneficiary. The remainder interest was nominally given to her sister, but with the
understanding that the sister would carry out the decedent’s charitable intentions.
The sister was aware of the decedent’s intentions and agreed to fulfill them. After
the decedent’s death, the sister filed a formal disclaimer of her interest in the trust.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the decedent’s
estate tax by including the trust property in the gross estate. The estate argued that
if the transfer was includible, it should be deductible as a charitable gift due to the
sister’s disclaimer. The Tax Court reviewed the Commissioner’s disallowance of the
deduction.

Issue(s)

Whether the disclaimer filed by the decedent’s sister was fully operative, allowing
the trust property to be deducted as a transfer for charitable uses under Section
812(d) of the Internal Revenue Code, despite the sister’s prior role as trustee.

Holding

Yes, because the sister’s role as trustee did not constitute acceptance of a beneficial
interest in the trust that would preclude her from subsequently disclaiming her
nominal remainder interest, thereby assuring the charitable disposition of the trust
property.

Court’s Reasoning
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The court reasoned that the sister’s prior undertaking of trustee duties, while the
decedent was the sole beneficiary,  did not constitute an acceptance of  benefits
under the trust. The court distinguished the case from Cerf v. Commissioner, where
the beneficiary’s acceptance of income from the trust precluded a later attempt to
alter the trust terms for their own benefit. The court stated that, “A donee cannot be
heard to accept the gift and also to renounce it,” but found no inconsistency in
undertaking to assure an ultimate charitable disposition of the trust property while
simultaneously renouncing all personal advantage. The court emphasized the intent
of the estate tax amendments, designed to treat as certain what had become certain,
i.e., the transfer for charitable use. Granting that the precatory language used by
decedent in the trust, and even the sister’s explicit commitment to decedent to carry
out her wishes, might have left an ambiguous legal situation as to the ultimate
charitable use of the trust property, the disclaimer at once eliminated the sister’s
intervening estate and fulfilled the requirements of the estate tax provisions.

Practical Implications

This case clarifies the circumstances under which a disclaimer can effectively secure
a charitable deduction for estate tax purposes. It highlights that serving as a trustee,
without  personally  benefiting  from  the  trust,  does  not  necessarily  preclude  a
beneficiary from later disclaiming their interest to ensure a charitable transfer is
deductible. This allows for flexibility in estate planning, where ambiguous or inartful
trust language can be rectified through a timely disclaimer to achieve the desired
charitable outcome. This ruling emphasizes that courts will look to the substance of
the  transaction  and  the  consistency  of  actions  to  determine  the  validity  of  a
disclaimer in the context of charitable deductions. Later cases might distinguish
Doane by focusing on whether the disclaiming party actually received any benefits
from the trust before disclaiming.


