22 T.C. 30 (1954)

An estate is entitled to an estate tax deduction for claims against the estate, even if
those claims are satisfied through a residuary bequest, provided the claims are valid
and enforceable.

Summary

The Estate of Annie Feder sought an estate tax deduction for $30,000, representing
funds Feder held in trust for her children. Feder’s will acknowledged these trusts
and provided that her children would receive the residue of her estate, but any
beneficiary filing a claim against the estate would forfeit their bequest. The
Commissioner disallowed the deduction, arguing the children waived their claims.
The Tax Court held that the estate was entitled to the deduction because the
children’s receipt of the residuary estate was, in effect, payment of their valid claims
against their mother’s estate, despite the lack of a formal claim filing.

Facts

Annie Feder held $30,000 in trust for her two children, stemming from trusts
established by her mother. Feder invested the funds, used income for her personal
expenses, and never segregated the trust funds from her own. At her death, Feder’s
will acknowledged the trusts and left her children the residue of her estate. The will
stated that if either child filed a claim against the estate, their bequests would be
void. Neither child filed a formal claim. The estate sought an estate tax deduction
for the $30,000, which the Commissioner disallowed.

Procedural History

The Estate of Annie Feder filed an estate tax return, claiming a deduction. The
Commissioner of Internal Revenue disallowed the deduction. The Estate petitioned
the U.S. Tax Court to challenge the deficiency.

Issue(s)

Whether the estate is entitled to a deduction under Section 812(b)(3) of the Internal
Revenue Code for the $30,000 representing claims of decedent’s children, when the
claims were not formally presented but satisfied through a residuary bequest.

Holding

Yes, because the children’s acceptance of the residuary bequest constituted
payment of valid and enforceable claims against the estate.

Court’s Reasoning

The court emphasized that the claims of Feder’s children were valid and enforceable
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against the estate. The fact that they did not file a formal claim, but instead received
their due through the residuary bequest, did not negate the existence or payment of
the debt. The court distinguished the case from those where a claim arose only upon
the decedent’s death (e.g., an option to receive an inheritance instead of a pre-
existing right). The court cited Estate of Walter Thiele, where a deduction was
allowed even without a formal claim, because the obligation was a personal one
existing at the time of death. The court found that the children effectively received
the $30,000 they were owed, and therefore, it was a deductible claim.

Practical Implications

This case clarifies that claims against an estate are deductible even when paid
through alternative means, such as residuary bequests, as long as the claims are
valid, enforceable debts of the decedent. Attorneys should consider the substance of
the transaction over its form. This case is particularly relevant where a will contains
provisions that discourage the filing of formal claims, such as the one in this case. It
highlights the importance of analyzing whether the beneficiary is receiving their
due, irrespective of the formal process followed. Later cases will likely follow this
precedent when determining whether a claim against an estate should be deducted
from the estate tax, looking at whether the underlying debt or obligation was real
and discharged by the estate.
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