Estate of Leona Engelman, Deceased, Peggy D. Mattson, Executor v.
Commissioner of Internal Revenue, 121 T. C. 54 (U. S. Tax Court 2003)

In Estate of Engelman, the U. S. Tax Court ruled that assets transferred to Trust B
were includable in the decedent’s gross estate due to an ineffective disclaimer under
IRC Section 2518. The court also denied charitable deductions for distributions to
Trust B beneficiaries because these were not transfers by the decedent, highlighting
the importance of clear intent and proper execution in estate planning to avoid tax
liabilities.

Parties

The petitioner, Estate of Leona Engelman, was represented by Peggy D. Mattson,
the executor. The respondent was the Commissioner of Internal Revenue.

Facts

Leona and Samuel Engelman established the Engelman Living Trust in 1990. Upon
Samuel’s death in 1997, the trust assets were to be divided into Trust A and Trust B.
Leona, as the surviving spouse, had a power of appointment over Trust A and could
disclaim her interest in Trust A, thereby allocating assets to Trust B. On February 5,
1998, Leona executed a power of appointment directing the disposition of Trust A
assets. She died on March 6, 1998. Subsequently, on May 11, 1998, the executor,
Peggy D. Mattson, disclaimed Leona’s interest in certain Trust A assets, which were
then allocated to Trust B and distributed to its beneficiaries, including charitable
organizations.

Procedural History

The estate filed a Form 706 claiming a charitable deduction for distributions from
Trust B. The Commissioner of Internal Revenue determined a deficiency, which led
the estate to file a petition with the U. S. Tax Court. The case was submitted fully
stipulated under Rule 122 of the Tax Court Rules of Practice and Procedure.

Issue(s)

Whether a qualified disclaimer was made under IRC Section 2518 with respect to
trust assets worth approximately $617,317 at the date of Leona Engelman’s death?

Whether the estate is entitled to a charitable deduction for certain amounts
distributed to Trust B beneficiaries?

Rule(s) of Law

IRC Section 2518 provides that a qualified disclaimer must be an irrevocable and
unqualified refusal to accept an interest in property, filed in writing within nine
months after the transfer creating the interest, and the interest must pass without
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any direction from the disclaimant. IRC Section 2055 allows a deduction for
bequests to charitable organizations, but the transfer must be made by the
decedent, not by subsequent actions of an executor or beneficiary.

Holding

The court held that the disclaimer executed by the estate’s executor was not
qualified under IRC Section 2518 because Leona Engelman had previously exercised
a power of appointment over the assets, constituting an acceptance of the interest.
Therefore, the trust assets were includable in her gross estate. The court also held
that the estate was not entitled to a charitable deduction for distributions to Trust B
beneficiaries as these were not transfers made by the decedent.

Reasoning

The court reasoned that Leona’s execution of the power of appointment constituted
an acceptance of the Trust A assets because it was an affirmative act manifesting
ownership and control over the property. The court rejected the estate’s arguments
regarding the relation-back doctrine under California law, stating that the doctrine
did not apply because the disclaimer was not effective under state law due to
Leona’s prior acceptance of the interest. The court also noted that the trust
agreement explicitly conditioned allocation to Trust B on a disclaimer qualified
under IRC Section 2518, which was not met. Regarding the charitable deductions,
the court found that the distributions to Trust B beneficiaries were not transfers
made by Leona, but rather by the executor’s discretionary actions. Additionally, the
court ruled that the gift to the State of Israel was not deductible because it was not
restricted to charitable purposes by the decedent.

Disposition

The court’s decision was to be entered under Rule 155, reflecting the inclusion of
the trust assets in the gross estate and the disallowance of the charitable
deductions.

Significance/Impact

The Estate of Engelman case underscores the importance of adhering to the
statutory requirements for disclaimers and the conditions under which charitable
deductions are allowed. It clarifies that a disclaimer must be qualified under IRC
Section 2518 to be effective for federal tax purposes, and that charitable deductions
are not permissible if the transfers are not clearly directed by the decedent. This
decision impacts estate planning strategies, emphasizing the need for careful
drafting of trust instruments and timely execution of disclaimers to avoid unintended
tax consequences.
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