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Estate of Frank Pangas, Deceased, First National Bank of Akron, Executor
(and)  Andrew  J.  Michaels,  Administrator  w.  w.  a.  ,  Petitioner  v.
Commissioner of Internal Revenue, Respondent, 52 T. C. 99 (1969)

Under Ohio law, a surviving spouse’s intestate share of an estate is subject to a
proportionate share of Federal estate and State inheritance taxes for purposes of
computing the marital deduction.

Summary

Frank Pangas’s will directed that all estate taxes be paid from the residue, but his
surviving spouse elected to take her share under Ohio’s intestacy laws. The Ohio
probate court ruled her share passed free of taxes. The Tax Court, however, held
that under Ohio law, the spouse’s intestate share must bear its proportionate share
of estate taxes when calculating the federal estate tax marital deduction. This ruling
was based on Ohio Supreme Court precedent that a spouse’s statutory share cannot
be altered by the decedent’s will provisions regarding tax payments.

Facts

Frank Pangas died testate in 1962, survived by his wife and four children. His will
left the residue in trust, with half for his widow and the remainder for his children.
The will also directed that all Federal estate and Ohio inheritance taxes be paid from
the residue. However, Pangas’s widow elected to take her intestate share under
Ohio law. The Ohio probate court ordered that her share pass free of estate taxes, to
be paid from the residue as per the will. On the estate tax return, a full marital
deduction was claimed without reduction for taxes. The IRS reduced the deduction
by the widow’s proportionate share of the taxes.

Procedural History

The estate filed a petition with the U. S. Tax Court challenging the IRS’s reduction
of the marital deduction. The estate argued that the Ohio probate court’s decision
should control the tax treatment. The Tax Court, however, determined it was not
bound by the probate court’s ruling and must independently interpret Ohio law.

Issue(s)

1.  Whether  the U.  S.  Tax Court  is  bound by an Ohio probate court’s  decision
regarding the tax burden on a surviving spouse’s intestate share.

2.  Whether,  under  Ohio  law,  a  surviving  spouse’s  intestate  share  must  bear  a
proportionate share of Federal estate and State inheritance taxes for purposes of the
marital deduction.

Holding
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1. No, because the U. S. Supreme Court in Commissioner v. Estate of Bosch held
that federal courts are not bound by decisions of inferior state courts on matters of
state law affecting federal taxes.

2. Yes, because Ohio law, as interpreted by the Ohio Supreme Court in Weeks v.
Vanderveer, requires the surviving spouse’s intestate share to bear a proportionate
share of estate taxes, regardless of the decedent’s will provisions.

Court’s Reasoning

The Tax Court relied on Commissioner v. Estate of Bosch to reject the binding effect
of the Ohio probate court’s decision. It then analyzed Ohio Supreme Court cases to
determine the applicable state law. In Miller v. Hammond, the court initially applied
equitable apportionment, but this was overruled in Campbell v. Lloyd, which held
that  a  surviving  spouse’s  share  under  Ohio’s  intestacy  statute  must  bear  its
proportionate share of estate taxes. The Tax Court found that Weeks v. Vanderveer,
decided after the probate court’s ruling but before the Tax Court’s decision, merely
extended Campbell’s  holding by clarifying that  a decedent cannot alter  the tax
burden on a spouse’s statutory share through will  provisions. The court quoted
Weeks v. Vanderveer: “the presence or absence of a tax provision in the will of the
testator cannot be permitted to alter the statutory share of  a surviving spouse
electing to take against the will. ” Therefore, the Tax Court held that the marital
deduction must be reduced by the widow’s proportionate share of estate taxes.

Practical Implications

This decision clarifies that in Ohio, a surviving spouse’s intestate share is subject to
estate taxes for marital deduction purposes, regardless of contrary will provisions.
Practitioners must advise clients that electing against a will does not avoid the tax
burden on the spouse’s share. Estate planners should consider the impact of this
ruling when drafting wills, as the tax clause will not protect an electing spouse’s
share from estate taxes. Subsequent cases have followed this ruling, reinforcing its
precedent.  The  decision  also  underscores  the  importance  of  federal  courts
independently interpreting state law in tax matters, even when contrary to lower
state court rulings.


