Estate of Eugene E. La Meres, Deceased, Kathy Koithan, Personal
Representative, Petitioner v. Commissioner of Internal Revenue,
Respondent, 98 T. C. 294 (1992)

Post-death trust modifications to qualify for a charitable deduction under IRC
2055(a) are invalid if made solely for tax purposes.

Summary

Estate of La Meres involved a revocable trust that included both charitable and
noncharitable beneficiaries. The trustees attempted to modify the trust post-mortem
to separate these interests, aiming to qualify for an estate tax charitable deduction.
The U. S. Tax Court held that such modifications, made solely for tax purposes, did
not qualify the trust for the deduction under IRC 2055(a). Additionally, the court
found that the estate’s reliance on erroneous legal advice regarding a filing
extension constituted reasonable cause, thus excusing the estate from penalties for
late filing and payment of estate taxes.

Facts

Eugene La Meres established a revocable trust before his death, which included
provisions for both charitable and noncharitable beneficiaries. Upon his death, the
residue of his estate was transferred to this trust. Posthumously, the trustees
modified the trust to create the La Meres Beta Trust, separating the charitable and
noncharitable interests. This modification was intended to qualify the trust for a
charitable deduction under IRC 2055(a). The estate also faced issues with timely
filing its estate tax return, having relied on incorrect legal advice regarding a
second extension.

Procedural History

The estate filed its estate tax return late, claiming a charitable deduction. The
Commissioner of Internal Revenue issued a deficiency notice, disallowing the
deduction and imposing penalties for late filing and payment. The estate petitioned
the U. S. Tax Court, arguing the validity of the trust modification and the
reasonableness of its reliance on legal advice for the late filing.

Issue(s)

1. Whether the post-death modification of the trust to separate charitable and
noncharitable interests qualifies for an estate tax charitable deduction under IRC
2055(a).

2. Whether the estate’s reliance on erroneous legal advice regarding a filing
extension constitutes reasonable cause for late filing under IRC 6651(a)(1).

3. Whether the estate’s reliance on the same advice constitutes reasonable cause for
late payment under IRC 6651(a)(2).
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Holding

1. No, because the modification was made solely for tax purposes and did not meet
the requirements of IRC 2055(e)(3).

2. Yes, because the estate reasonably relied on its attorney’s erroneous advice that a
second extension was available, constituting reasonable cause under IRC 6651(a)(1).
3. Yes, because the estate’s reliance on the same advice and the economic hardship
due to the nature of its assets constituted reasonable cause under IRC 6651(a)(2).

Court’s Reasoning

The court reasoned that the trust modification did not qualify for the charitable
deduction because it was done solely to circumvent the split-interest prohibition in
IRC 2055(e)(2), without any nontax purpose. The court rejected the estate’s
argument that a fiduciary duty to conserve trust assets provided a nontax reason,
finding this duty inherently tied to tax consequences. The court also disregarded the
retroactive effect of a state court order approving the modification, as it did not bind
the IRS. Regarding the late filing and payment, the court found that the estate’s
reliance on its attorney’s advice about a second extension was reasonable under the
circumstances, especially given the IRS’s failure to notify the estate of the denial of
the second extension. The estate’s economic situation, with assets heavily tied up in
illiquid hotel properties, also supported a finding of reasonable cause for late
payment.

Practical Implications

This decision clarifies that post-death trust modifications aimed at qualifying for
charitable deductions under IRC 2055(a) must have a nontax purpose to be valid.
Estate planners must carefully consider the requirements of IRC 2055(¢e)(3) for such
modifications. The ruling also underscores the importance of clear communication
from the IRS regarding extension requests and the potential for reasonable cause
defenses when relying on professional advice for tax filings. Practitioners should
advise clients to independently verify the availability of filing extensions and to
document reliance on professional advice. This case may influence future IRS
guidance on the application of charitable deductions and the treatment of late filings
and payments due to reliance on legal advice.
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