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Estate of McCoy v. Commissioner, 52 T. C. 710 (1969)

A widow’s allowance paid out of  the principal  of  an estate is  deductible under
section 661(a) of the Internal Revenue Code of 1954.

Summary

In Estate of McCoy, the Tax Court ruled that a widow’s allowance, paid from the
estate’s  principal  and mandated by a  probate court,  was deductible  under IRC
section  661(a).  The  case  involved  Dorothy  McCoy,  the  widow and executrix  of
Lawrence McCoy’s estate, who received monthly allowances totaling $7,000 in 1963
and $12,000 in 1964. The court invalidated a regulation restricting such deductions
to  payments  from  income,  emphasizing  that  the  statute’s  language  allowed
deductions  for  any  properly  distributed  amounts,  not  exceeding  the  estate’s
distributable net income.

Facts

Lawrence E. McCoy died on May 9, 1963, and his widow, Dorothy H. McCoy, was
appointed executrix of his estate. On July 15, 1963, Dorothy filed a petition for a
widow’s  allowance with the Probate Court  of  Manchester,  Vermont,  which was
granted, ordering monthly payments of $1,000 for her maintenance. From May 9,
1963, to December 31, 1963, and throughout 1964, the estate paid Dorothy $7,000
and $12,000 respectively,  all  charged to the estate’s principal.  Dorothy claimed
these amounts as deductions on the estate’s fiduciary income tax returns for both
years, but the IRS disallowed these deductions, asserting they were not deductible
under section 661(a) because they were paid from the principal, not the income of
the estate.

Procedural History

The IRS disallowed the deductions claimed by the estate for the widow’s allowances
in the taxable periods ending December 31, 1963, and December 31, 1964. Dorothy
McCoy, as executrix, petitioned the Tax Court to review the IRS’s determination.
The Tax Court, in its decision, reviewed the case and held in favor of the estate,
allowing the deductions.

Issue(s)

1. Whether a widow’s allowance paid out of the principal of an estate, pursuant to a
probate court decree, is deductible under section 661(a) of the Internal Revenue
Code of 1954.

Holding

1. Yes, because the Tax Court found that the regulation restricting deductions to
payments from income was inconsistent with the plain language of section 661(a),
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which  allows  deductions  for  any  amounts  properly  paid  or  required  to  be
distributed, as long as they do not exceed the estate’s distributable net income.

Court’s Reasoning

The court’s decision hinged on interpreting section 661(a) of the IRC, which allows
an  estate  to  deduct  amounts  properly  paid  or  required  to  be  distributed,  not
exceeding  the  estate’s  distributable  net  income.  The  court  found  that  the  IRS
regulation limiting such deductions to payments from income conflicted with the
statute’s language and purpose. The court emphasized that the legislative intent
behind subchapter J of the IRC was to simplify tax treatment of estates and trusts by
focusing on distributable net income rather than the source of the distribution. The
court also noted that the regulation’s requirement to trace distributions to their
source (income or principal) was contrary to this intent. The court invalidated the
regulation  and  allowed  the  deductions,  stating,  “We  think  the  regulation  is
inconsistent with the plain wording of section 661(a). “

Practical Implications

This  ruling expands the scope of  deductions  available  to  estates  under  section
661(a), allowing deductions for payments made from the principal, not just income,
as long as they do not exceed the estate’s distributable net income. This decision
simplifies  estate  planning and tax  management  by  removing the  need to  trace
distributions to their source, aligning with the legislative intent of subchapter J.
Legal  practitioners  should  review  estate  distributions  in  light  of  this  case,
considering  potential  deductions  for  court-ordered  payments  from  principal.
However, attorneys must note that this ruling does not address the taxability of the
widow’s allowance to the recipient, which remains an open question. Subsequent
cases,  such  as  United  States  v.  James,  have  addressed  the  recipient’s  tax
obligations,  highlighting  the  need  for  comprehensive  tax  planning  in  estate
administration.


