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Estate of Warren v. Commissioner, 93 T. C. 694 (1989)

All administrative expenses must be deducted from the residuary estate to calculate
the charitable deduction for federal estate tax purposes, even if paid with post-
mortem income.

Summary

Dorothy J. Warren’s will directed that all administrative expenses be paid from her
residuary estate before it passed into charitable annuity trusts. The estate incurred
significant administrative costs due to disputes over assets and claims. The IRS
argued that these expenses should reduce the residuary estate for calculating the
charitable deduction. The Tax Court agreed, finding the will unambiguous and ruling
that  Texas  law required  all  administrative  expenses  to  be  charged against  the
residuary estate’s corpus, not income, despite a probate court’s contrary allocation.
This decision impacts how estates calculate charitable deductions and underscores
the importance of clear testamentary instructions.

Facts

Dorothy J.  Warren died in  1983,  leaving a  will  that  established two charitable
annuity trusts from her residuary estate, after paying debts, expenses, and taxes.
Her estate faced numerous claims and legal battles, resulting in high administrative
costs.  A settlement agreement was reached, allocating 72. 5% of administrative
expenses to income and 27. 5% to principal. The IRS argued that for federal estate
tax purposes, all administrative expenses should reduce the residuary estate, thus
affecting the charitable deduction calculation.

Procedural History

The estate filed a federal estate tax return but did not include a value for the taxable
estate due to ongoing disputes. After settling claims, the estate filed a supplemental
return, deducting only 27. 5% of administrative expenses from the gross estate. The
IRS issued a deficiency notice, and the estate appealed to the Tax Court, which held
that all administrative expenses must be deducted from the residuary estate for
calculating the charitable deduction.

Issue(s)

1. Whether, for federal estate tax purposes, the residuary estate must be reduced by
all administrative expenses, even if a portion was paid with post-mortem income, in
calculating the charitable annuity deduction.
2.  Whether  the  unambiguous  provisions  of  the  will  and  Texas  law  require  all
administrative expenses to be charged against the residuary estate’s corpus.

Holding
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1. Yes, because the will clearly directed that all administrative expenses be paid
from the residuary estate, and Texas law supports this interpretation.
2. Yes, because the will’s provisions were unambiguous, and Texas law requires
administrative expenses to be charged against the residuary estate’s corpus unless
the will specifies otherwise.

Court’s Reasoning

The court found that Warren’s will unambiguously directed that all administrative
expenses be paid from the residuary estate before calculating the charitable annuity
amount. The court applied Texas law, which states that in the absence of contrary
instructions in the will,  administrative expenses must be paid from the estate’s
corpus. The court rejected the probate court’s allocation of expenses to income, as it
conflicted with the will’s clear language and Texas law. The court emphasized that
the IRS’s interest in the estate tax calculation was not considered in the probate
court’s settlement, and thus, the Tax Court was not bound by it. The court also noted
that allowing a charitable deduction without reducing the residuary estate by all
administrative  expenses  would  effectively  increase  the  gross  estate  with  post-
mortem income, contrary to federal tax law.

Practical Implications

This  decision  clarifies  that  for  federal  estate  tax  purposes,  all  administrative
expenses must be deducted from the residuary estate to calculate the charitable
deduction, even if paid with post-mortem income. Estate planners must ensure that
wills clearly specify the source of administrative expenses to avoid unintended tax
consequences. This ruling may affect how estates allocate expenses between income
and  principal,  especially  in  jurisdictions  with  similar  laws  to  Texas.  It  also
underscores the IRS’s authority to challenge probate court decisions that affect
federal tax calculations. Future cases involving estate tax deductions will need to
carefully consider this precedent when determining the impact of administrative
expenses on charitable bequests.


