<strong><em>Estate of Allen v. Commissioner</em>, 22 T.C. 70
(1954)</em></strong>

When calculating the marital deduction, the value of a life estate passing to a
surviving spouse should reflect the spouse’s actual life expectancy if evidence
indicates it is shorter than the standard actuarial tables.

<strong>Summary</strong>

The case concerns the proper calculation of a marital deduction under the Internal
Revenue Code of 1939. The decedent’s will established a trust, and the issue was the
extent to which the proceeds of annuity and insurance contracts, in which the
surviving spouse had a life interest, should be considered in determining the trust’s
corpus for marital deduction purposes. The court held that the value of the life
interest should be based on the spouse’s actual life expectancy, supported by
medical testimony, rather than standard mortality tables if the actual life expectancy
is shorter. The court also addressed arguments related to implied disclaimers and
the impact of terminable interests on the marital deduction.

<strong>Facts</strong>

The decedent’s will created a trust for the benefit of his surviving spouse, Agnes.
The estate included proceeds from annuity and insurance contracts, where Agnes
held a life interest. The primary dispute centered on how to value this life interest
for the marital deduction. Medical testimony indicated that Agnes had a significantly
reduced life expectancy at the time of the decedent’s death, significantly shorter
than the life expectancy indicated by standard mortality tables. The IRS contended
that the full proceeds of the annuity and insurance contracts passed to the surviving
spouse, and the petitioner argued that no part of the proceeds passed to the spouse
under a proper construction of the will. Both parties presented alternative
arguments on valuation.

<strong>Procedural History</strong>

The case was heard in the United States Tax Court. The Commissioner of Internal
Revenue contested the estate’s calculation of the marital deduction. The Tax Court
considered the arguments presented by both parties, evaluated the evidence,
including medical testimony, and issued its ruling.

<strong>Issue(s)</strong>

1. Whether the value of the life interest of the surviving spouse in annuity and
insurance contracts should be based on standard mortality tables or her actual life
expectancy, given medical testimony of a shorter lifespan.

2. Whether an “implied disclaimer” by the decedent’s children affected the marital
deduction.
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3. Whether the fact that the proceeds of the annuity and insurance contracts
involved a terminable interest precluded the allowance of a marital deduction for the
trust created by the decedent’s will.

<strong>Holding</strong>

1. Yes, the valuation should be based on the spouse’s actual life expectancy,
supported by the medical testimony, rather than standard mortality tables.

2. No, the circumstances did not support a finding of an implied disclaimer that
would impact the marital deduction.

3. No, the existence of a terminable interest in the annuity and insurance contracts
did not preclude the marital deduction for the trust.

<strong>Court's Reasoning</strong>

The court determined that a life interest passed to the surviving spouse, but the
crucial issue was its valuation. The court agreed with the petitioner that the value of
the surviving spouse’s life interest should be determined by her actual life
expectancy at the time of death rather than the actuarial tables. The court relied on
medical testimony regarding the spouse’s poor health and shorter expected lifespan.
“On this issue we agree with petitioner both on the facts and the law.” The court
clarified that the corpus of the trust should be calculated by adjusting the gross
estate by the life interest’s value. The Court rejected the Respondent’s argument
regarding an implied disclaimer, stating that there was no action by the children
that constituted a disclaimer, as the widow did not receive more than she was
entitled to under the will. Further, the court dismissed the argument that the
terminable interest in the annuity and insurance contracts precluded the marital
deduction for the trust because the terminable interest was not in the corpus of the
trust itself.

<strong>Practical Implications</strong>

This case provides key guidance on how to value life estates for marital deduction
purposes. It is crucial to consider the actual health and life expectancy of the
surviving spouse if this information is available and supported by reliable medical
evidence. Standard mortality tables may not always be appropriate. This case
directs practitioners to seek expert medical opinions when calculating life
expectancies to support valuations, particularly in estate planning and tax litigation.
If a surviving spouse’s health is poor, a lower valuation of the life estate, and a
larger marital deduction, may be justified. Moreover, the case clarifies that simply
providing a surviving spouse a terminable interest in an asset (e.g., the annuity or
insurance proceeds) does not necessarily disqualify a separate trust from receiving a
marital deduction.
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