Ellsworth M. Statler Trust of January 1, 1920, for Ellsworth Morgan Statler,
et al. v. Commissioner of Internal Revenue, 43 T. C. 208 (1964)

Charitable deductions cannot reduce the net long-term capital gain when computing
the alternative tax under section 1201(b) of the Internal Revenue Code of 1954.

Summary

In Statler Trust v. Commissioner, the U. S. Tax Court addressed whether charitable
deductions could reduce the net long-term capital gain for the purpose of calculating
the alternative tax on capital gains. The Statler Trusts sold shares of Hotels Statler
Co. , Inc. and sought to deduct portions of the gains set aside for charity under
section 642(c) of the IRC. The court held that while these amounts were allowable as
ordinary deductions, they could not be used to reduce the net long-term capital gain
when computing the alternative tax under section 1201(b), following the precedent
set in Walter M. Weil. This decision clarifies that charitable deductions do not affect
the calculation of the alternative tax on capital gains, impacting how trusts and
estates calculate their tax liabilities.

Facts

In 1954, the Ellsworth M. Statler Trusts sold their shares in Hotels Statler Co. , Inc.
to Hilton Hotels Corp. , realizing long-term capital gains. The trusts were required
by their trust agreement to distribute between 15% and 30% of their net income to
charitable causes annually. The trusts sought to reduce their long-term capital gains
by the amounts set aside for charitable purposes, claiming these as deductions
under section 642(c) of the Internal Revenue Code. The Commissioner of Internal
Revenue disallowed these deductions for the purpose of calculating the alternative
tax on capital gains under section 1201(b).

Procedural History

The trusts filed their federal income tax returns for 1954, reporting long-term
capital gains but reducing these gains by the amounts set aside for charitable
purposes. The Commissioner determined deficiencies, arguing that such deductions
were not allowed in calculating the alternative tax on capital gains. The trusts
appealed to the U. S. Tax Court, which consolidated the proceedings and heard the
case.

Issue(s)

1. Whether, under section 1201(b) of the Internal Revenue Code of 1954, the 25%
alternative tax rate on long-term capital gains can be applied to the net long-term
capital gain reduced by the amounts set aside for charitable purposes.

Holding
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1. No, because the court followed the precedent in Walter M. Weil, which held that
charitable deductions could not reduce the net long-term capital gain when
computing the alternative tax under similar provisions in the 1939 Code.

Court’s Reasoning

The court reasoned that section 1201(b) was clear and unambiguous, requiring the
application of the alternative tax rate to the full amount of the net long-term capital
gain without reduction for charitable contributions. The court cited the Walter M.
Weil case, which had established that deductions, including those for charitable
contributions, were matters of legislative grace and could not be used to offset
capital gains for the purpose of calculating the alternative tax. The court
distinguished other cases cited by the trusts, such as United States v. Memorial
Corporation and Read v. United States, as inapplicable due to their different factual
and legal contexts. The court emphasized that the trust agreement did not vest any
right or interest in trust property or income to charitable organizations, but rather
allowed the trustees discretion in distributing income to such causes.

Practical Implications

This decision clarifies that trusts and estates cannot reduce their net long-term
capital gains by charitable contributions when calculating the alternative tax under
section 1201(b). Practitioners advising trusts and estates must ensure that their
clients understand this limitation and plan their tax strategies accordingly. The
ruling may affect how trusts allocate funds between capital gains and charitable
contributions, potentially leading to different tax planning strategies. Subsequent
cases have followed this precedent, reinforcing its impact on tax law regarding the
interaction between capital gains and charitable deductions.
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