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Estate of Clara Edgar, Deceased, Century National Bank & Trust Company,
Executor, Petitioner v. Commissioner of Internal Revenue, Respondent, 74 T.
C. 983 (1980)

A charitable deduction for a split interest trust is disallowed unless the interest
conforms to specific statutory requirements.

Summary

In Estate of Edgar v. Commissioner, the United States Tax Court denied a charitable
deduction for the remainder interest of a trust due to its split interest nature. Clara
Edgar and her sister Jean Edgar Vaughan established reciprocal trusts, with Edgar’s
trust income designated for her life, then to Vaughan, and ultimately to charitable
institutions after  both sisters’  deaths.  Upon Edgar’s  death,  the estate sought a
charitable deduction for the trust’s remainder, but the court held that the trust did
not meet the statutory requirements under section 2055(e)  because it  provided
income  to  nonqualifying  individuals  alongside  charitable  beneficiaries,  thus
disallowing  the  deduction.

Facts

Clara Edgar and her sister Jean Edgar Vaughan created reciprocal revocable inter
vivos trusts in 1961.  Edgar’s  trust  income was payable to her for life,  then to
Vaughan, with the remainder to charitable institutions after both sisters’ deaths.
Vaughan  predeceased  Edgar,  who  then  bequeathed  her  estate’s  residue  to
Vaughan’s  trust.  This  trust  paid  fixed  monthly  amounts  to  four  noncharitable
beneficiaries  and  distributed  the  remaining  income  to  qualifying  charities.  At
Edgar’s death in 1973, the trusts’ assets were valued at approximately $249,000 for
Vaughan’s trust and $138,170. 24 for Edgar’s trust.

Procedural History

The  estate  filed  a  tax  return  claiming  a  charitable  deduction  under  section
2055(a)(2). The Commissioner of Internal Revenue denied the deduction, asserting
the transfer was a split interest subject to section 2055(e). The case was brought
before the United States Tax Court,  where the estate argued the noncharitable
beneficiaries had no interest in Edgar’s trust income, and thus the deduction should
be allowed.

Issue(s)

1. Whether the transfer to the trust was a split interest subject to section 2055(e),
thereby disallowing a charitable deduction under section 2055(a)(2).

Holding

1.  Yes,  because the  trust  created a  split  interest  by  providing income to  both
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noncharitable  and  charitable  beneficiaries,  failing  to  meet  the  statutory
requirements  of  section  2055(e).

Court’s Reasoning

The  court  applied  section  2055(e),  enacted  to  correct  abuses  in  charitable
contributions, which disallows deductions for split interest trusts unless they meet
specific  statutory  requirements.  The  court  rejected  the  estate’s  argument  that
economic factors (sufficient income from Vaughan’s trust to cover noncharitable
beneficiaries) should allow the deduction, stating such considerations contradict
Congress’ intent to establish clear rules. The trust did not qualify as a charitable
remainder annuity trust or unitrust under sections 664 and 642(c)(5), nor did it meet
the requirements of section 2055(e)(2)(B). The court emphasized that the trust’s
legal  structure,  not  its  economic performance,  determined its  eligibility  for  the
deduction. The court cited the legislative history and prior case law to support its
decision, noting that the regulation relied upon by the estate was inapplicable to
decedents dying after December 31, 1969.

Practical Implications

This decision underscores the strict application of section 2055(e) to split interest
trusts,  requiring  precise  adherence  to  statutory  requirements  for  charitable
deductions. Attorneys must carefully structure trusts to comply with these rules, as
economic  considerations  alone  cannot  override  statutory  mandates.  This  case
impacts  estate  planning,  requiring trusts  to  be either  exclusively  for  charitable
purposes or structured as qualifying split interest trusts. Subsequent cases, such as
those involving charitable  remainder  trusts,  often reference Estate  of  Edgar  to
clarify the boundaries of charitable deductions. This ruling also serves as a reminder
of the need for clear, legally enforceable trust terms to ensure intended tax benefits
are realized.


