Edgar v. Commissioner, 56 T. C. 717 (1971)

The court clarified the tax implications of selling assets through charitable
remainder trusts and the timing of recognizing income from deferred sales.

Summary

Edgar and the Strain family established charitable remainder trusts and sold
corporate stock to Brigham Young University (BYU) through these trusts,
structuring the sale as a deferred payment arrangement. The IRS contended that
the trusts’ sales constituted exchanges for annuities, triggering immediate capital
gains for the grantors. The court ruled that the transactions were deferred sales, not
annuity exchanges, and thus no immediate capital gain was recognized by the
grantors. However, the trusts recognized gain to the extent of liabilities assumed by
the buyer. The court also addressed issues related to charitable contribution
deductions, compensation for services, and the tax treatment of trust income and
losses.

Facts

Glenn Edgar and the Strain family, facing estate planning and business succession
challenges, created several irrevocable charitable remainder trusts in 1963. The
trusts held stock in family corporations, which were sold to BYU in January 1964
under deferred payment contracts. The sale agreements provided for payments over
75 years, with interest payable quarterly to the trusts’ life beneficiaries. The trusts’
remainders were designated to charitable organizations. Edgar received stock at a
bargain price as compensation for his role in facilitating the sale. The Strain family
also transferred a ranch to private foundations they controlled, which continued to
use it for personal purposes.

Procedural History

The IRS issued notices of deficiency to Edgar and the Strain family, asserting that
the stock sales were taxable as annuity exchanges and disallowing certain charitable
contribution deductions. The taxpayers petitioned the Tax Court, which consolidated
multiple cases for decision.

Issue(s)

1. Whether the trusts’ sales of stock to BYU were exchanges for annuities, triggering
capital gains to the grantors in 1964?

2. Whether the trusts realized gain in 1964 when BYU assumed liabilities on stock
pledged as security for loans?

3. Whether Edgar realized taxable income from a bargain purchase of stock as
compensation for his services in facilitating the sale?

4. Whether Edgar realized taxable income from the sale of a duplex and loan of cash
to BYU through his trusts?
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5. Whether the Strain family was entitled to charitable contribution deductions for
the remainder interests of the trusts in 19637

6. Whether Edgar was entitled to charitable contribution deductions for the
remainder interests of his trusts in 1962, 1963, and 1964?

7. Whether the Strain family was entitled to charitable contribution deductions for
contributions to their private foundations in 1964?

8. Whether Harriet Strain was entitled to a charitable contribution deduction for
relinquishing rights under a salary continuation agreement?

9. Whether the Strain family realized constructive dividends from the transfer of a
ranch to their private foundations?

10. Whether the Murphys substantiated a capital loss claimed in 19647

11. Whether Edgar was entitled to deduct partnership losses incurred by his trusts?
12. Whether penalties applied to the trusts for failure to file timely returns?

13. Whether penalties applied to Edgar for underpayment of tax due to negligence
or intentional disregard?

Holding

1. No, because the transactions were deferred sales, not annuity exchanges, and no
immediate capital gain was recognized by the grantors.

2. Yes, because the trusts realized gain to the extent of the liabilities assumed by
BYU.

3. Yes, because Edgar realized taxable income from the bargain purchase of stock as
compensation for his services.

4. No, because the transactions were deferred sales, not annuity exchanges, and no
immediate income was recognized by Edgar.

5. Yes, because the remainder interests were irrevocably dedicated to charitable
purposes in 1963.

6. Yes, because the remainder interests were irrevocably dedicated to charitable
purposes in the respective years.

7. No, because the foundations were not operated exclusively for charitable
purposes.

8. No, because the relinquishment was part of the overall transaction with BYU.

9. Yes, because the transfer to the foundations constituted constructive dividends to
the Strain trusts.

10. No, because the Murphys failed to substantiate the loss.

11. No, because Edgar could not deduct the trusts’ partnership losses.

12. Yes, for the CR-1 trusts that had taxable income, but not for the other trusts.

13. No, because Edgar’s underpayment was not due to negligence or intentional
disregard.

Court’s Reasoning

The court applied the substance over form doctrine, finding that the trusts were
valid entities that made the sales to BYU. The deferred payment contracts were not
treated as annuities because they lacked the essential characteristics of annuity
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contracts and were not computed based on life expectancies. The court determined
that the trusts realized gain only to the extent of liabilities assumed by BYU. Edgar’s
bargain purchase of stock was treated as compensation for services, taxable in the
year the repurchase option lapsed. The court allowed charitable contribution
deductions for remainder interests irrevocably dedicated to charity but disallowed
deductions for contributions to the Strain foundations due to their non-charitable
operations. The transfer of the ranch to the foundations was treated as a
constructive dividend to the Strain trusts. The court also rejected Edgar’s attempt to
deduct partnership losses incurred by his trusts, as such losses were allocable to the
trusts’ corpus, not distributable to Edgar as an income beneficiary.

Practical Implications

This case provides guidance on structuring sales through charitable remainder
trusts and the tax treatment of deferred payment contracts. Attorneys should ensure
that deferred payment arrangements are clearly documented as sales rather than
annuities to avoid immediate capital gain recognition. The case also highlights the
importance of ensuring that private foundations are operated exclusively for
charitable purposes to qualify for charitable contribution deductions. When
structuring compensation arrangements, practitioners should be aware that bargain
purchases of property may be treated as taxable income. The decision clarifies that
partnership losses incurred by trusts are not deductible by income beneficiaries,
impacting estate planning and tax strategies involving trusts as partners in business
ventures. Finally, the case serves as a reminder of the potential for constructive
dividends when assets are transferred to entities controlled by shareholders, even if
the transfer is structured as a charitable contribution.

© 2025 SCOTUSreports.com. All rights reserved. | 3



