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Estate of Monroe v. Commissioner, 104 T. C. 352 (1995)

Disclaimers must be irrevocable and unqualified, with no acceptance of benefits, to
qualify for estate tax purposes.

Summary

Louise Monroe’s  estate sought to reduce its  tax liability  by having 29 legatees
disclaim their bequests, which would then pass to her surviving spouse, increasing
the marital deduction. The legatees disclaimed but received equivalent cash gifts
from Monroe’s husband shortly after. The Tax Court ruled these disclaimers were
not  qualified  under  IRC  §  2518  because  the  legatees  received  benefits,  thus
invalidating  the  disclaimers  for  tax  purposes.  The  court  also  clarified  that
generation-skipping transfer  taxes must  be charged to  the transferred property
unless the will  specifically  references these taxes.  Lastly,  the estate was found
negligent for not disclosing the gifts to their accountants, resulting in a penalty.

Facts

Louise  S.  Monroe  died  in  1989,  leaving  a  will  that  bequeathed  assets  to  31
individuals and four entities, with the residuum to her husband, J. Edgar Monroe. To
reduce  estate  and  generation-skipping  transfer  taxes,  Monroe  and  his  nephew
requested 29 legatees to disclaim their bequests. The legatees complied, but shortly
thereafter, Monroe gave them cash gifts equivalent to or exceeding the disclaimed
amounts. The estate included the disclaimed amounts in its marital deduction on the
estate tax return.

Procedural History

The  IRS  issued  a  notice  of  deficiency,  disallowing  the  marital  deduction  and
imposing a negligence penalty. The estate petitioned the U. S. Tax Court, which held
that  the  disclaimers  were  not  qualified  under  IRC §  2518 due to  the  legatees
receiving benefits, upheld the allocation of generation-skipping transfer taxes, and
imposed the negligence penalty.

Issue(s)

1. Whether the renunciations by the legatees constituted qualified disclaimers under
IRC § 2518.
2. Whether generation-skipping transfer taxes should be charged to the property
constituting the transfer or to the residuum of the estate.
3. Whether the estate is liable for the addition to tax for negligence under IRC §
6662.

Holding

1. No, because the legatees received benefits in the form of cash gifts from Monroe
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shortly after disclaiming, rendering the disclaimers not irrevocable and unqualified
as required by IRC § 2518.
2. No, because the will did not specifically reference generation-skipping transfer
taxes, so these taxes must be charged to the property constituting the transfer
under IRC § 2603(b).
3. Yes, because the estate failed to disclose relevant information to its accountants,
resulting in a negligent underpayment of tax under IRC § 6662.

Court’s Reasoning

The court determined that the legatees’ disclaimers were not qualified because they
received cash gifts from Monroe that were essentially equivalent to their bequests,
which the court interpreted as an acceptance of benefits. The court emphasized that
for  a  disclaimer to  be qualified under IRC §  2518,  it  must  be irrevocable  and
unqualified,  and  the  legatee  must  not  accept  any  consideration  in  return  for
disclaiming. The court rejected the estate’s argument that the gifts were separate
from the  disclaimers,  finding  the  timing  and  amounts  of  the  gifts  indicated  a
connection.  Regarding  generation-skipping  transfer  taxes,  the  court  strictly
interpreted IRC § 2603(b), requiring a specific reference in the will to allocate these
taxes to the residuum, which was not present. Finally, the court found the estate
negligent for not informing its accountants about the gifts, which were material to
the tax planning strategy.

Practical Implications

This  decision  underscores  the  importance  of  ensuring  disclaimers  are  truly
irrevocable and unqualified, with no acceptance of benefits, to be valid for estate tax
purposes. Estate planners must carefully advise clients that any post-disclaimer gifts
could  invalidate  the  disclaimer.  When  drafting  wills,  specific  reference  to
generation-skipping transfer taxes is necessary if the intent is to allocate these taxes
to the residuum. The case also serves as a reminder of the need for full disclosure to
tax advisors to avoid negligence penalties. Subsequent cases have cited Estate of
Monroe for its strict interpretation of what constitutes a qualified disclaimer and the
requirement for specific references to taxes in wills.


