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Estate of Arthur W. Hellstrom, Deceased, Selma M. Hellstrom, Executrix and
Selma M. Hellstrom, Individually, Petitioners, v. Commissioner of Internal
Revenue, Respondent, 24 T.C. 916 (1955)

Payments  made  by  a  corporation  to  the  widow  of  a  deceased  employee  are
considered  a  gift,  and  thus  excludable  from gross  income,  if  the  corporation’s
primary intent is to provide an act of kindness rather than to compensate for the
employee’s past services.

Summary

The  Estate  of  Arthur  W.  Hellstrom  contested  the  Commissioner  of  Internal
Revenue’s determination that payments made to Arthur’s widow, Selma Hellstrom,
by  his  former  employer  were  taxable  income.  Following  Arthur’s  death,  the
corporation resolved to pay Selma an amount equal to her deceased husband’s
salary for the remainder of the year. The court determined these payments were a
gift, not income, because the corporation’s intent was primarily to express kindness
and there was no legal obligation to make the payments. The decision hinged on
whether the payments were a gift, thereby excludable from income under the 1939
Internal Revenue Code, or compensation for the deceased employee’s past services.

Facts

Arthur W. Hellstrom was the president and director of Hellstrom Corporation, which
he co-founded. He died in February 1952. The corporation subsequently resolved to
pay his widow, Selma Hellstrom, a sum equivalent to his salary for the remainder of
the year. The corporation claimed these payments as deductions on its tax returns.
The  payments  were  made  to  Selma Hellstrom in  monthly  installments  totaling
$28,933.32. The Commissioner of Internal Revenue determined that these payments
constituted taxable income to Selma.

Procedural History

The Commissioner determined a tax deficiency against the Estate, including Selma
Hellstrom. The Estate challenged this determination in the United States Tax Court.
The Tax Court ruled in favor of the Estate, concluding the payments were gifts and
not taxable income. No further appeals are recorded.

Issue(s)

1. Whether payments made by a corporation to the widow of a deceased employee
were a gift under Section 22(b)(3) of the 1939 Internal Revenue Code.

Holding

1. Yes, because the payments were intended as a gift, motivated by kindness, and
not as compensation for services rendered by the deceased employee.
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Court’s Reasoning

The Tax Court focused on the intent of the corporation in making the payments to
Selma Hellstrom. The court examined the language of the corporate resolutions and
the  circumstances  surrounding  the  payments.  The  court  determined  that  the
corporation’s primary motive was to express gratitude and kindness to the widow
and family of the deceased employee. The court noted that the corporation was
under no legal  obligation to make the payments,  and the widow performed no
services for the corporation. The court distinguished the payments from those that
would be considered compensation for past services. The Court directly referenced
the Supreme Court’s ruling in Bogardus v. Commissioner which stated, “a gift is
none the less a gift because inspired by gratitude for past faithful services.” Further,
the court referenced a prior IRS ruling which considered such payments as taxable
income, but determined the IRS ruling was not controlling because the payments
constituted a gift and the IRS cannot tax as ordinary income a payment which was
intended as a gift.

Practical Implications

This  case  is  significant  in  determining  whether  payments  to  the  survivors  of
deceased employees constitute gifts or taxable income. When an employer makes
payments  to  the  family  of  a  deceased  employee,  it  is  crucial  to  analyze  the
employer’s intent.  If  the primary intent is to provide financial assistance out of
kindness and without a legal obligation, the payment is likely to be considered a gift,
and therefore excluded from the recipient’s gross income. To support a finding of a
gift, companies should: (1) clearly state the intention in corporate resolutions; (2)
avoid  characterizing  the  payments  as  consideration  for  past  services;  and  (3)
consider  the  absence  of  any  legal  obligation.  This  case  influences  how similar
situations  are  analyzed,  impacting how tax  advisors  and corporations  structure
payments  to  ensure  they  align  with  their  intended  purpose  and  minimize  tax
implications for the recipient.


