31 T.C. 986 (1959)

A marital deduction is not allowable for the value of a surviving spouse’s right to
receive income from a trust where the spouse also has the power to invade the
principal, but does not have a power of appointment over a specific portion of the
trust from which she receives all the income.

Summary

In Estate of Cummings v. Commissioner, the U.S. Tax Court addressed whether a
marital deduction was allowable for the value of a widow’s interest in a trust created
by her deceased husband. The trust provided the widow with all income for life and
the power to request up to $5,000 annually from the principal. The court held that
the estate was not entitled to a marital deduction based on the widow’s right to
invade principal, as this did not meet the requirements for a life estate with a power
of appointment under the Internal Revenue Code. The court reasoned that the
widow’s power to invade the principal did not constitute a power of appointment
over a “specific portion” of the trust, as required by the statute, because she
received all the income from the entire trust, not a specific portion.

Facts

Willard H. Cummings created a trust providing that all income was payable to his
wife, Helen W. Cummings, for her life. The trust also allowed Helen to request up to
$5,000 per year from the principal. The executor of Cummings’ estate claimed a
marital deduction based on the present value of Helen’s right to receive $5,000
annually from the principal. The IRS disallowed this portion of the marital
deduction.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in federal estate tax.
The estate challenged this determination in the U.S. Tax Court, specifically
disputing the disallowance of the marital deduction. The parties stipulated to the
relevant facts. The Tax Court heard the case and ruled in favor of the Commissioner,
denying the marital deduction.

Issue(s)

1. Whether the estate was entitled to a marital deduction based on the value of the
widow’s right to invade the principal of the trust, pursuant to Section 812(e)(1)(F) of
the Internal Revenue Code of 1939, as amended by the Technical Amendments Act
of 1958.

Holding

1. No, because the widow was entitled to all the income from the entire trust and
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not to all the income from a “specific portion” of the trust, and therefore did not
have the necessary power of appointment over a specific portion as required by the
relevant statute.

Court’s Reasoning

The court relied on Section 812(e)(1)(F) of the Internal Revenue Code of 1939,
which allowed a marital deduction for a life estate with a power of appointment in
the surviving spouse. The court focused on the requirement that the surviving
spouse be entitled to all the income from a “specific portion” of the trust. The court
distinguished between situations where the surviving spouse is entitled to income
from the “entire interest” versus a “specific portion.” The court found that because
Helen Cummings was entitled to all the income from the entire trust, her power to
invade the principal did not meet the conditions of the statute. The court stated, “In
our opinion it is apparent that the intention of the quoted statute upon which
petitioner relies was to provide for two mutually exclusive situations.” The Court
explained that for the estate to qualify for the marital deduction, the widow would
have needed the power to appoint the specific portion from which she was entitled
to income for life. The court emphasized that the widow’s power to withdraw from
the principal did not give her the requisite power of appointment over the “specific
portion.”

Practical Implications

This case clarifies the requirements for the marital deduction where a trust provides
the surviving spouse with a life estate and a power of appointment. It highlights the
importance of precisely drafting trust provisions to meet the requirements of the
Internal Revenue Code. Specifically, to qualify for the marital deduction, a surviving
spouse must have the power to appoint a “specific portion” of the trust. If the
surviving spouse receives all the income from the entire trust, the power to invade
principal, without the corresponding power of appointment over a defined portion,
will not suffice. This case is relevant in estate planning and tax litigation involving
the marital deduction, emphasizing the need to carefully analyze trust documents
and statutory requirements.
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