17 T.C. 1017 (1951)

The statutory benefits of nonrecognition of gain following an involuntary conversion
of property under Section 112(f) of the Internal Revenue Code are personal to the
taxpayer and do not extend to the taxpayer’s estate or personal representative after
death.

Summary

Isaac Goodman received proceeds from a condemnation award two days before his
death, realizing a gain from the involuntary conversion of his real property. His
executor reinvested the proceeds in similar property, claiming non-recognition of
gain under Section 112(f) of the Internal Revenue Code. The Commissioner
disallowed this, arguing that the statute’s benefits are personal to the taxpayer. The
Tax Court agreed with the Commissioner, holding that the right to elect non-
recognition of gain terminates upon the taxpayer’s death. The estate was therefore
liable for the tax on the gain.

Facts

Isaac Goodman owned a one-half interest in a building in Philadelphia, which was
condemned by the Commonwealth of Pennsylvania in February 1942. Goodman
received $187,800 as his share of the condemnation award on October 18, 1944. His
adjusted cost basis in the property was $100,480.37. Goodman deposited $169,020
of the award into a special account. He died two days later, on October 20, 1944.
After Goodman’s death, his executor used funds from the estate to purchase
properties similar to the condemned building.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Goodman’s
income tax for the period ending October 20, 1944. The Estate of Isaac Goodman,
through its executor, Alan S. Goodman, petitioned the Tax Court for a
redetermination, arguing that the gain from the condemnation award should not be
recognized due to the reinvestment in similar property under Section 112(f). The
Tax Court upheld the Commissioner’s determination.

Issue(s)

Whether the benefits of Section 112(f) of the Internal Revenue Code, which allows
for the non-recognition of gain when proceeds from an involuntary conversion are
reinvested in similar property, are available to the taxpayer’s personal
representative when the taxpayer dies before the reinvestment is completed.

Holding

No, because the benefits of Section 112(f) are personal to the taxpayer who
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experienced the involuntary conversion and do not extend to their estate or personal
representative after death.

Court’s Reasoning

The court reasoned that while Section 112(f) is a relief provision, it must be strictly
construed. The court emphasized that the regulations implementing Section 112(f)
consistently refer to actions that “the taxpayer” must take to obtain the benefits of
non-recognition. The court noted that upon Goodman’s death, the condemnation
award became part of his estate, subject to claims of creditors and rights of
beneficiaries. Goodman'’s ability to make choices regarding the money and potential
tax implications ended at death. “Upon the death of [saac Goodman, the money from
the condemnation award became a part of the assets of the estate of the
decedent...and any election available to him terminated with his death.” The court
distinguished the case of Herder v. Helvering, noting the proceeds of the insurance
was taxable income received in the prior period, and, not having been reinvested,
sec. 112 (f) cannot be availed of to avoid payment of taxes in the period the income
was received. Upon the death of George Herder, the proceeds constituted a portion
of his estate and could not be taxed as income derived by the estate. The court
concluded that extending the benefits of Section 112(f) to the estate would amount
to judicial legislation, as Congress did not intend for the provision to apply in such
circumstances.

Practical Implications

This decision establishes that taxpayers seeking to defer gains from involuntary
conversions must personally comply with the requirements of Section 112(f) during
their lifetime. Estate planners should advise clients facing potential involuntary
conversions to complete reinvestments promptly to avoid potential tax liabilities on
their estates. Legal practitioners must recognize that the right to elect non-
recognition of gain under Section 112(f) is a personal right that terminates at death.
This case highlights the importance of timely action and careful planning when
dealing with involuntary conversions, particularly when the taxpayer’s health or life
expectancy is uncertain. Subsequent cases must analyze whether the taxpayer
personally took the required steps during their lifetime and cannot rely on actions
by the estate after death.
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