Davis v. Commissioner, 55 T. C. 416 (1970)

A trust established for the education of specific family members does not qualify for
a charitable deduction, and nunc pro tunc reformation cannot retroactively alter the
tax consequences of a completed gift.

Summary

Samuel Davis created a trust for his grandnieces and grandnephews’ college
education, with any remainder to go to a charitable foundation. The IRS denied a
charitable deduction, ruling the trust’s primary purpose was private rather than
charitable. Davis also established trusts for his grandchildren but later attempted to
reform these to qualify for annual exclusions under Section 2503(c). The court held
that the initial trusts were for future interests, and nunc pro tunc reformation could
not change the tax consequences of completed transactions. The decision
underscores the distinction between private and public charitable purposes and the
limits of post-gift modifications to affect tax outcomes.

Facts

In 1964, Samuel Davis set up a trust with stock valued at $40,000, directing
payments for the college education of his 12 grandnieces and grandnephews, with
any remainder to go to the Jasam Foundation, a charitable organization. He also
transferred stock to a trust for his five grandchildren in December 1964, formalized
by trust agreements in June and July 1965. In 1966, after learning the gifts did not
qualify for annual exclusions, Davis executed nunc pro tunc reformations to comply
with Section 2503(c).

Procedural History

The IRS issued deficiency notices for the years 1964 and 1965, disallowing the
charitable deduction for the grandnieces and grandnephews’ trust and the annual
exclusions for the grandchildren’s trusts. Davis petitioned the U. S. Tax Court, which
consolidated the cases for trial, briefs, and opinion.

Issue(s)

1. Whether the trust for the education of Davis’s grandnieces and grandnephews
qualified for a charitable deduction under Section 2522(a)(2).
2. Whether the nunc pro tunc reformations of the trusts for Davis’s grandchildren
allowed for annual exclusions under Section 2503(b) and (c).

Holding

1. No, because the trust was established primarily for the private education of
specific family members, not for a public charitable purpose.
2. No, because the trusts as originally established were for future interests, and
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nunc pro tunc reformations cannot alter the tax consequences of completed
transactions.

Court’s Reasoning

The court applied Section 2522(a)(2), which requires a trust to be operated
exclusively for charitable purposes. The trust for the grandnieces and grandnephews
was deemed private because it specifically targeted Davis’s family members, with
the charitable remainder being unlikely at the time of the trust’s creation. The court
cited Estate of Philip Dorsey and Amy Hutchison Crellin to support its ruling that
private educational purposes do not qualify for charitable deductions.

For the grandchildren’s trusts, the court applied Sections 2503(b) and (c). The initial
trusts were found to be for future interests because they did not meet the
requirements of Section 2503(c). The court held that nunc pro tunc reformations,
even if valid under state law, do not affect federal tax liabilities, citing Van Den
Wymelenberg v. United States and other cases to emphasize that such reformations
cannot retroactively change the tax consequences of completed transactions.

Practical Implications

This decision clarifies that trusts primarily benefiting specific family members do not
qualify for charitable deductions, even if they include a remote possibility of a
charitable remainder. Attorneys should carefully structure trusts to ensure they
serve a public charitable purpose if seeking such deductions. Additionally, the ruling
reinforces that nunc pro tunc reformations are ineffective for altering federal tax
consequences, guiding practitioners to ensure compliance with tax laws at the time
of gifting. Subsequent cases like Griffin v. United States have followed this
reasoning, emphasizing the distinction between private and public charities. This
case informs legal practice by highlighting the need for precise planning to achieve
desired tax outcomes and the limitations of post-transaction modifications.
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