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In a community property state, the burden is on the estate to prove what portion of
jointly held property originally belonged to the surviving spouse or was acquired
with adequate consideration from the surviving spouse’s separate property or
compensation for personal services to exclude it from the decedent’s gross estate.

Summary

Joseph Heidt died in California, a community property state, owning several
properties jointly with his wife. His estate argued that portions of these properties
should be excluded from his gross estate because his wife contributed to their
acquisition through her separate property and personal services. The Tax Court held
that the estate failed to adequately trace the source of funds used to acquire the
properties, particularly distinguishing between community property and the wife’s
separate property or compensation. Because the estate did not meet its burden of
proof under Section 811(e) of the Internal Revenue Code, the full value of the jointly
held properties was included in the decedent’s gross estate.

Facts

Joseph Heidt and Louise Weise married in 1893 and resided in California. Joseph
started a produce business with $1,000 given to him by Louise. Heidt’s business
went broke three times but was generally successful. Louise engaged in real estate,
buying, selling, and managing properties. The Heidts held several properties and
bank accounts jointly. Louise contributed funds to these joint holdings from her real
estate activities. At Joseph’s death, the estate sought to exclude portions of the
jointly held property from his gross estate, arguing Louise’s contributions came from
her separate property or compensation for services.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the federal estate
tax. The estate petitioned the Tax Court for a redetermination, arguing that certain
jointly held properties should be excluded from the gross estate. The Tax Court
upheld the Commissioner’s determination, finding the estate failed to meet its
burden of proof.

Issue(s)

Whether the estate sufficiently proved that the surviving spouse’s contributions to
jointly held property originated from her separate property or compensation for
personal services, thus entitling the estate to exclude a portion of the property’s
value from the decedent’s gross estate under Section 811(e) of the Internal Revenue
Code.

Holding

© 2025 SCOTUSreports.com. All rights reserved. | 1



No, because the estate failed to adequately trace the funds contributed by the
surviving spouse to their original source as either separate property or
compensation for personal services, as required by Section 811(e) of the Internal
Revenue Code. The commingling of community property with separate property
made it impossible to determine what portion of the consideration represented the
spouse’s personal services or separate property.

Court’s Reasoning

The court emphasized that Section 811(e)(1) of the Internal Revenue Code includes
the entire value of jointly held property in the gross estate unless the estate
demonstrates that the surviving joint tenant originally owned part of the property or
acquired it from the decedent for adequate consideration. In community property
states, this requires tracing contributions to the surviving spouse’s separate
property or compensation for personal services. The court found the estate’s
evidence too vague to establish the source of funds Louise contributed. It noted that
while Louise actively engaged in real estate, the funds she used were often
commingled with community property, making it impossible to determine what
portion represented her separate property or compensation. The court stated, “To
allow an exception from the gross estate under section 811 (e) (1) of community
property includible therein under 811 (e) (2) would open up a field of tax evasion
which, in our judgment, would defeat the very purpose of section 811 (e) (2).” Judge
Murdock dissented, arguing that the majority failed to allocate portions of the
property that demonstrably came from the wife’s efforts.

Practical Implications

Heidt highlights the strict burden of proof for estates seeking to exclude jointly held
property from the gross estate, especially in community property states. It
reinforces the need for meticulous record-keeping to trace the source of funds used
to acquire property. This case serves as a cautionary tale for estate planners and
taxpayers in community property jurisdictions, emphasizing the importance of clear
documentation distinguishing between community property, separate property, and
compensation for services. Later cases cite Heidt for its emphasis on tracing
requirements. It illustrates that general testimony about a spouse’s business
activities is insufficient; specific evidence linking those activities to the acquisition
of jointly held property is essential.
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