28 T.C. 384 (1957)

When calculating the marital deduction for estate tax purposes, the value of a
surviving spouse’s life interest in annuity and insurance contracts should be based
on her actual life expectancy, not actuarial tables, if her health at the time of the
decedent’s death significantly impacted her life expectancy.

Summary

In this case, the U.S. Tax Court addressed the proper calculation of the marital
deduction for federal estate tax purposes. The decedent’s will established a trust for
his wife, with the corpus determined by a formula that considered assets passing to
her outside the trust. The wife had a life interest in annuity and insurance contracts,
and the court considered how these interests affected the marital deduction. The
court ruled that the value of the wife’s life interest in these contracts should be
calculated based on her actual, shortened life expectancy due to her terminal illness
at the time of her husband’s death, rather than standard actuarial tables. This
decision clarified the valuation of life interests in the context of marital deductions
and emphasized the importance of considering individual circumstances when
determining life expectancy.

Facts

John P. Hoelzel died testate on December 26, 1950, leaving a will that provided a
bequest to his wife, Agnes M. Hoelzel. The will established a trust, with a corpus
equal to one-half of the excess of the gross estate over allowable deductions,
reduced by assets passing to his wife outside of the trust. The estate included
annuity and life insurance contracts where Agnes had a life interest. Agnes had been
diagnosed with incurable cancer before her husband’s death and had a significantly
reduced life expectancy. The Commissioner of Internal Revenue disputed the
estate’s calculation of the marital deduction, arguing that the value of the life
interests in the annuity and insurance contracts should have been calculated based
on actuarial tables. Agnes died April 1, 1952.

Procedural History

The Estate of John P. Hoelzel filed an estate tax return. The Commissioner of
Internal Revenue determined a deficiency, disallowing a portion of the claimed
marital deduction. The Estate petitioned the U.S. Tax Court for a redetermination of
the deficiency. The Tax Court reviewed the facts, including the terms of the will and
Agnes’s medical condition, and issued its decision.

Issue(s)

1. Whether the value of the life interest held by Agnes Hoelzel in the annuity and
insurance contracts should reduce the corpus of the trust established by the will.
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2. Whether the valuation of the wife’s life interest is to be made on the basis of the
wife’s actual life expectancy or the standard actuarial tables.

3. Whether the use of the wife’s terminable interest under the annuity and insurance
contracts in computing proper corpus of the trust invalidates the trust as a marital
deduction.

4. Whether there was an “implied disclaimer” by decedent’s children as to the
corpus of the trust properly computed under the decedent’s will.

Holding

1. Yes, the value of the life interest held by Agnes Hoelzel in the annuity and
insurance contracts should reduce the corpus of the trust established by the will,
because the contracts provided a life interest that passed to her.

2. Yes, the valuation of the wife’s life interest should be based on her actual life
expectancy, because the medical evidence established her life expectancy was
significantly shorter than that predicted by actuarial tables.

3. No, the use of the wife’s terminable interest under the annuity and insurance
contracts in computing the corpus of the trust did not invalidate the trust as a
marital deduction, because after the computation has been made and the amount
thereof has been properly determined, there is no terminable interest which would
preclude its allowance as a marital deduction.

4. No, there was no “implied disclaimer” by the decedent’s children, because the
court determined the corpus of the trust, and it was no more than the widow was
entitled to.

Court’s Reasoning

The court first addressed how to determine the amount of the corpus of the trust.
The court concluded that the life interest in the annuity and insurance contracts did
pass to the wife and therefore should be considered in reducing the amount of the
trust corpus, in accordance with the terms of the will. The court then determined
how to value this life interest. The court rejected the Commissioner’s use of
standard actuarial tables, noting that the wife’s medical condition at the time of her
husband’s death showed a life expectancy of no more than one year. The court relied
on prior cases, which allowed for the consideration of actual life expectancy rather
than actuarial tables when special circumstances were present. “On this issue we
agree with petitioner both on the facts and the law,” referencing Estate of John
Halliday Denbigh, 7 T.C. 387 (1946), Estate of Nellie H. Jennings, 10 T.C. 323 (1948)
and Estate of Nicholas Murray Butler, 18 T.C. 914 (1952).

The court also rejected the argument that the children’s actions constituted an
implied disclaimer. The court held that since the trust corpus was properly
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computed based on the will, the children’s actions were not an implied disclaimer.
Finally, the court determined that the terminable interest did not invalidate the
marital deduction.

Practical Implications

This case underscores the importance of a facts-and-circumstances analysis when
calculating estate taxes, particularly regarding marital deductions. It establishes
that when a surviving spouse’s life expectancy is demonstrably and significantly
impacted by a known medical condition at the time of the decedent’s death, the use
of standard actuarial tables for valuation may be inappropriate. Attorneys should
gather medical evidence and expert testimony to support a valuation based on
actual life expectancy when a spouse has a terminal illness. This case also
emphasizes the importance of carefully drafting wills to ensure clear instructions on
how assets are to be distributed, especially when including formulas for marital
deductions. It also guides on considering all the assets passing to the spouse outside
of the trust that will reduce the marital deduction, and the importance of
considering all aspects of the estate when determining the proper amount to claim
as a marital deduction. Later cases have cited this decision for its guidance on the
valuation of life interests for marital deduction purposes when the surviving
spouse’s health significantly affects life expectancy.
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