Estate of Charles H. Koiner, 15 T.C. 512 (1950)

A contingent remainder to charity is deductible for estate tax purposes under
Section 812(d) of the Internal Revenue Code if its present value can be reliably
determined through actuarial computations.

Summary

The Tax Court held that a contingent remainder to charity was deductible from the
decedent’s gross estate because its present value could be reliably determined using
actuarial methods. The court distinguished Supreme Court precedent that
disallowed deductions for charitable bequests that were too speculative. The court
also allowed the deduction of brokerage and legal fees incurred in the sale of estate
property as administrative expenses because the sale was conducted by the executor
and allowable under state law.

Facts

Charles H. Koiner’s will included contingent bequests to charities. The IRS denied a
deduction for these bequests, arguing that their present value was too speculative.
The estate also sought to deduct brokerage commissions and legal expenses related
to the sale of the decedent’s residence, which the IRS also disallowed, arguing it
was a trust expense, not an estate administration expense.

Procedural History

The Estate of Charles H. Koiner petitioned the Tax Court for a redetermination of
the estate tax deficiency assessed by the Commissioner of Internal Revenue. The
Commissioner had disallowed deductions for contingent charitable remainders and
expenses related to the sale of real property. The Tax Court addressed both issues in
its opinion.

Issue(s)

1. Whether a contingent remainder to charity is deductible under Section 812(d) of
the Internal Revenue Code.

2. Whether brokerage and legal fees incurred in connection with the sale of realty
are deductible administrative expenses under Section 812(b)(2) of the Code.

Holding

1. Yes, because the present value of the contingent charitable bequests can be
reliably determined through actuarial computations.

2. Yes, because the sale was executed by the executor and the expenses were
properly allowed as administration expenses under New York law.

Court’s Reasoning
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Regarding the charitable deduction, the court distinguished Humes v. United States,
276 U.S. 487 (1928), and Robinette v. Helvering, 318 U.S. 184 (1943), because,
unlike those cases, the estate presented reliable actuarial testimony to estimate the
value of the contingent remainder. The court relied on Estate of Pompeo M. Maresi,
6 T.C. 582 (1946), aff'd, 156 F.2d 929 (2d Cir. 1946), which allowed a deduction
based on actuarial tables. The court stated, “We do not feel that we are at liberty to
disregard this testimony of competent actuaries who have made their computations
in accordance with what appear to be well recognized actuarial methods.” The court
found the actuarial computations provided a reasonable basis for valuing the
charitable remainder, even considering the contingency of illegitimate issue.
Regarding the administrative expenses, the court noted that the executor, not the
trustee, sold the real estate, and that the expenses were allowable under New York
law. Section 812(b) of the Code allows deductions for administration expenses “as
are allowed by the laws of the jurisdiction... under which the estate is being
administered.”

Practical Implications

This case clarifies that contingent charitable remainders are deductible for estate
tax purposes if their value can be reliably determined using actuarial methods. This
ruling allows estates to claim deductions for charitable bequests that might
otherwise be considered too speculative. The case emphasizes the importance of
presenting credible actuarial evidence to support such deductions. Furthermore, it
reinforces the principle that administrative expenses allowable under state law are
deductible for federal estate tax purposes, even if they relate to the sale of property
that ultimately becomes part of a trust. Later cases have cited this case to allow
deductions for contingent claims against an estate where their value could be
reasonably ascertained.
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