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7 T.C. 1473 (1946)

Under the Trust Estates Act of Louisiana, consistent with the Uniform Principal and
Income Act, interest paid on an estate tax deficiency by trustees of a testamentary
trust  is  properly  charged to  income,  thereby reducing the amount  of  currently
distributable income taxable to the trust beneficiaries.

Summary

The Behl case addresses whether interest paid on a federal estate tax deficiency by
trustees of a testamentary trust should be charged to the trust’s income or corpus.
The Tax Court held that under Louisiana law, which mirrored the Uniform Principal
and Income Act,  such interest  payments  are  properly  charged to  income.  This
decision reduced the amount of distributable income taxable to the beneficiaries.
The court reasoned that because the delay in paying estate taxes allowed the trust
to generate more income, the income beneficiaries should bear the cost of that
delay.

Facts

Minnie and Florence Behl were residuary legatees of the estates of E.W. and A.F.
Zimmerman.  A.F.  Zimmerman’s  will  established  a  testamentary  trust,  with  the
income  to  be  paid  annually  to  the  residuary  legatees.  The  executors  of  A.F.
Zimmerman’s estate filed the federal estate tax return late, resulting in interest and
penalties. The Guaranty Bank & Trust Co. and J.W. Beasley, as cotrustees, paid the
estate taxes, penalties, and interest. They charged the taxes and penalties to the
corpus but deducted the interest paid from the gross income of the trust when
determining distributable income for federal income tax purposes.

Procedural History

The Commissioner  of  Internal  Revenue determined that  the  net  income of  the
Zimmerman  estates  had  been  understated.  The  Commissioner  disallowed  the
deduction for interest paid on the estate taxes, leading to an increase in the amount
of  income  taxable  to  the  Behl  sisters.  The  Behl  sisters  challenged  the
Commissioner’s  determination  in  the  Tax  Court.

Issue(s)

Whether, under Louisiana’s Trust Estates Act, interest paid by testamentary1.
trustees on a deficiency in estate tax is chargeable to corpus or income,
thereby affecting the amount of distributable income taxable to the
beneficiaries.

Holding

Yes, because under the applicable Louisiana law, which is identical to1.
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provisions of the Uniform Principal and Income Act, the interest was properly
chargeable by the trustees to income, not corpus.

Court’s Reasoning

The Tax Court  relied on the Trust  Estates Act  of  Louisiana,  which mirrors the
Uniform Principal and Income Act.  The court acknowledged the Commissioner’s
argument that Louisiana law, based on French Civil Law, might differ from common
law jurisdictions. However, the court emphasized that the Louisiana statute closely
followed the common law of trusts as developed in the United States. Citing the
Restatement of the Law of Trusts and authoritative texts on trust law, the court
concluded that  the legislative  intent  behind the Louisiana act  aligned with  the
prevailing body of trust law in the U.S. The court reasoned that since the delay in
paying estate taxes made funds available to the trust for income production, the
interest paid as a result was properly chargeable to the income beneficiary, not the
remainderman. The court further supported its holding by noting that interest on
mortgages on the trust principal is specifically charged to income under the Act.

Practical Implications

The Behl case clarifies how interest expenses on estate tax deficiencies should be
allocated between trust income and corpus, particularly in states that have adopted
the Uniform Principal and Income Act. This decision is relevant for trustees, estate
planners,  and  tax  professionals  in  determining  the  tax  liabilities  of  trust
beneficiaries. The ruling confirms that beneficiaries receiving current income from a
trust will bear the expense of interest incurred due to delayed tax payments, as they
are the ones benefiting from the use of the funds during the delay. Later cases will
likely  cite  Behl  when interpreting similar  provisions regarding the allocation of
expenses between income and principal in trust administration.


