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24 T.C. 883 (1955)

In Texas, during estate administration, income from community property is taxable
one-half to each spouse’s estate, and Treasury Regulations specifying the time and
manner of making an election for amortizable bond premiums are valid and must be
strictly followed.

Summary

This case concerns the income tax deficiencies claimed against the estates of Bessie
and Emerson Woodward, a deceased married couple from Texas with community
property. The Tax Court addressed two issues: (1) whether the entire income from
community property during estate administration is taxable to one estate or divided
between both, and (2) whether the estates could deduct amortizable bond premiums
despite failing to make a timely election as required by Treasury Regulations. The
court held that community property income is taxable one-half to each estate. It
further ruled that the Treasury Regulation requiring an election for bond premium
amortization in the first applicable tax return is valid and that failing to comply with
this regulation precludes the deduction.

Facts

Emerson and Bessie Woodward, husband and wife domiciled in Texas, died in close
succession in 1943. Their estates consisted entirely of community property. Both
wills  established  similar  testamentary  trusts,  naming  each  other  as
executor/executrix  and  substitute  trustees.  During  administration,  the  estates
generated  income  from  community  property,  including  interest  from  Canadian
bonds. The executors filed separate income tax returns for each estate, reporting
half of the community income in each. They did not initially claim deductions for
amortizable bond premiums on the Canadian bonds. Later, they filed refund claims
seeking these deductions,  arguing the regulation requiring election in  the  first
year’s return was unreasonable because the estate tax valuation, which determined
bond basis, could occur later.

Procedural History

The Commissioner of Internal Revenue assessed income tax deficiencies against
both estates,  arguing the entire  community  income was taxable  to  each estate
(alternatively). The estates petitioned the Tax Court, contesting these deficiencies.
The Tax Court consolidated the proceedings.

Issue(s)

Whether income derived from community property in Texas during the period1.
of estate administration is taxable entirely to one spouse’s estate, or one-half to
each estate.
Whether Treasury Regulations requiring an election to amortize bond2.



© 2025 SCOTUSreports.com. All rights reserved. | 2

premiums in the first taxable year’s return are valid and preclude deductions
claimed through later refund claims when no initial election was made.

Holding

Yes. Income from Texas community property during estate administration is1.
taxable one-half to each spouse’s estate because Texas community property
law dictates equal ownership, and prior Tax Court precedent supports this
division for income tax purposes.
No. The Treasury Regulation specifying the election for bond premium2.
amortization is valid because it is authorized by statute, serves a reasonable
administrative purpose, and is not arbitrary or unreasonable. Failure to make a
timely election as prescribed precludes claiming the deduction later.

Court’s Reasoning

Regarding the community property income, the Tax Court relied on its prior decision
in Estate of J.T. Sneed, Jr., which held that in Texas, each spouse’s estate is taxable
on only half of the community income during administration. The court stated, “This
Court  has  adhered  to  the  view  that  an  estate  of  a  deceased  spouse  during
administration, whether the deceased be the husband or wife, is taxable only on one-
half of the income from Texas community property.”

On  the  bond  premium  amortization  issue,  the  court  emphasized  that  Section
125(c)(2) of the 1939 Internal Revenue Code explicitly authorized the Commissioner
to prescribe regulations for making the election. The court found Regulation 111,
Section 29.125-4, which mandated the election in the first year’s return, to be a
valid  exercise  of  this  authority.  The  court  reasoned  that  such  regulations,
“promulgated pursuant to directions contained in a particular law have the force
and effect of  law unless they are in conflict  with the express provisions of the
statute.” It rejected the petitioners’ argument that the regulation was unreasonable
due to the timing of estate tax valuation, noting that the income tax return deadline
followed  the  optional  estate  valuation  date.  The  court  further  emphasized  the
purpose of the regulation: “One of the purposes of the regulation is to prevent a
taxpayer delaying his determination to see which method would be most profitable.”
The court concluded that the regulation was not arbitrary or unreasonable and must
be strictly adhered to, citing Botany Worsted Mills v. United States for the principle
that statutory requirements for specific procedures bar alternative methods.

Practical Implications

Woodward  v.  Commissioner  provides  clarity  on  the  taxation  of  income  from
community property in Texas during estate administration, confirming that such
income is split equally between the spouses’ estates for federal income tax purposes.
More  broadly,  the  case  underscores  the  importance  of  strict  compliance  with
Treasury Regulations, particularly those specifying procedural requirements for tax
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elections.  It  illustrates  that  taxpayers  cannot  circumvent  valid  regulations  by
attempting to make elections through amended returns or refund claims when the
regulations mandate a specific method and timeframe (like the first year’s return).
This case serves as a reminder to legal professionals and taxpayers to carefully
review  and  follow  all  applicable  tax  regulations,  especially  those  concerning
elections, as courts are likely to uphold these regulations unless they are clearly
unreasonable or in direct conflict with the statute. Later cases would cite Woodward
to support the validity of similar mandatory election regulations in tax law.


