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5 T.C. 1105 (1945)

A beneficiary  is  taxable  on trust  income only  to  the extent  that  the income is
necessary for their support and maintenance, as determined by the trust instrument
and relevant court decisions, not on the entire income if their access is limited by
such standards.

Summary

The Tax Court addressed whether a trust beneficiary was taxable on the entire net
income of a testamentary trust or only on the portion necessary for her support. The
court considered a state court decision that limited the beneficiary’s access to funds
based on her needs for support. The Tax Court held that the beneficiary was taxable
only on the amount of trust income sufficient for her maintenance and support, even
if she didn’t receive the full amount, relying on the state court’s determination and
the trust’s history.

Facts

A testamentary trust was established for the benefit of the petitioner. The trust’s
income was distributed to the petitioner. A state court, in a contested accounting
proceeding, determined the petitioner was entitled to payments only to the extent of
her  necessities  for  support.  The  state  court  allowed  $30,000  for  the  widow’s
maintenance and support for 1944 and directed the balance to the petitioner’s adult
children. Prior to 1938, she received an average of $30,000 per year. From 1938 to
1942  she  received  an  average  of  $59,000,  but  made  gifts  and  accumulated  a
personal estate exceeding $200,000.

Procedural History

The Commissioner determined that the entire net income of the trust was taxable to
the petitioner for the years 1938-1941. The state court proceeding involving the
trust’s  accounting resulted in a determination limiting the petitioner’s  rights to
income for support. The Tax Court reviewed the Commissioner’s determination in
light of the state court’s decision.

Issue(s)

1. Whether the petitioner was entitled to the entire trust income at her discretion, or
only to the portion necessary for her support and maintenance.

2. If her rights were limited to income for support, what portion of the trust income
was necessary for her support and maintenance in the relevant tax years.

Holding

1.  No,  because the state court  had already determined that  the petitioner was
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entitled only  to  the portion of  the trust  income necessary for  her support  and
maintenance, not an amount subject to her arbitrary discretion.

2. $30,000, because the state court determined that amount was sufficient for 1944,
and the stipulated facts indicate this amount was also sufficient for the taxable years
in question.

Court’s Reasoning

The  Tax  Court  relied  on  the  state  court’s  decision,  stating  that  because  the
proceeding was an adversary action with a decision on the merits by a court of
competent jurisdiction, and no collusion was shown, its decision on property rights
was  binding.  The  court  cited  Freuler  v.  Helvering,  291  U.S.  35,  and  Blair  v.
Commissioner,  300  U.S.  5,  to  support  the  binding  nature  of  the  state  court’s
decision. The Tax Court distinguished Edward Mallinckrodt, Jr., 2 T.C. 1128, where
the  taxpayer  had  “unfettered  command”  of  the  income.  The  court  found  the
beneficiary’s rights here were limited by the


