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25 T.C. 1245 (1956)

Under the 1939 Internal  Revenue Code,  a marital  deduction is  not  allowed for
terminable interests, such as life estates, even if the surviving spouse could have
elected to take a different, deductible interest under state law; an agreement to
provide support does not convert a non-qualifying interest into a qualifying one.

Summary

In Estate of Kleinman v. Commissioner, the U.S. Tax Court addressed the eligibility
of a widow’s benefits for the marital deduction under the 1939 Internal Revenue
Code. The decedent’s will provided his wife with a life estate in two properties and a
potential  interest  in  a  testamentary  trust.  Dissatisfied,  the  widow  entered  an
agreement with the estate’s executors to receive a fixed weekly income for life. The
court held that this agreement didn’t transform the widow’s terminable interest into
a deductible one. The court found that the payments were a continuation of the
terminable interest from the will,  which meant that the estate couldn’t  claim a
marital deduction for them. The case underscores the importance of the nature of
interests passing to a surviving spouse when determining eligibility for the marital
deduction.

Facts

Hyman Kleinman died testate,  leaving his  wife,  Rose,  a  life  interest  in  certain
properties. The residue of his estate was placed in trust, with the trustees given
broad discretion in distributing income to the family. Rose was dissatisfied with the
will’s provisions. Subsequently, the executors and trustees agreed to pay Rose a
fixed weekly sum. The agreement stated Rose accepted the weekly payments rather
than renouncing the will. The estate claimed a marital deduction for the amounts
paid under the agreement, which the Commissioner disallowed.

Procedural History

The  Commissioner  of  Internal  Revenue  determined  deficiencies  in  estate  tax,
disallowing the  marital  deduction  claimed by  the  estate.  The  Estate  of  Hyman
Kleinman challenged the Commissioner’s decision in the United States Tax Court.

Issue(s)

1. Whether the widow, Rose, received a terminable interest under the decedent’s
will and the subsequent agreement.

2. Whether the estate was entitled to a marital deduction under section 812(e) of the
1939 Internal Revenue Code for the agreement to pay the widow a fixed weekly
income.

Holding
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1. Yes, because the widow’s interest under the will, and as further defined by the
agreement, was a terminable interest.

2. No, because the agreement to pay the widow a fixed weekly income didn’t create
an interest eligible for the marital deduction; the interest remained terminable.

Court’s Reasoning

The  court  focused  on  whether  the  widow’s  interest  qualified  for  the  marital
deduction.  It  noted  that  the  will  provided  Rose  with  a  life  estate,  which  is  a
terminable interest. The court emphasized that under Section 812(e)(1)(B) of the
1939 Code, a marital deduction is not allowed for terminable interests, meaning
interests that would terminate upon the occurrence of an event or at the end of a
specified period.  The court  rejected the estate’s  argument  that  the widow had
essentially sold her dower rights in exchange for the agreement. The court reasoned
that the agreement merely guaranteed a certain income stream derived from the
terminable interest, the life estate. The court cited the Senate Finance Committee
Report,  which  stated  that  the  marital  deduction  should  not  be  allowed  if  the
surviving  spouse  takes  a  terminable  interest  even  if  she  could  have  taken  a
deductible interest under state law.

Practical Implications

This case provides key guidance for estate planning. The decision clarifies that the
marital  deduction  is  unavailable  for  terminable  interests,  even  if  the  surviving
spouse could have elected a different interest. Practitioners must carefully analyze
the nature of interests passing to the surviving spouse to determine their eligibility
for the marital deduction. If the interest is terminable, attempts to re-characterize
the interest through agreements or settlements are unlikely to make it eligible for
the deduction. This case underscores the importance of structuring bequests to
qualify for the marital deduction from the outset. It reinforces the need to draft wills
and trusts in a manner that ensures the surviving spouse receives an interest in
property that isn’t terminable, thereby maximizing the potential for tax savings.


