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Porter v. Commissioner, 52 T. C. 515 (1969)

Litigation expenses incurred by transferees in contesting estate tax liability are
deductible in computing the transferor’s estate tax liability.

Summary

In  Porter  v.  Commissioner,  the  U.  S.  Tax  Court  addressed  whether  litigation
expenses incurred by transferees in contesting estate tax liability could be deducted
from the transferor’s estate. The case involved the estate of Alice M. Porter, with the
IRS determining a deficiency against the transferees, Harry and Robert Porter. The
court held that such expenses were deductible under New Mexico law, emphasizing
that the primary burden of these costs should be borne by the estate, even when the
litigation arises from a deficiency determined against the transferee. This ruling
impacts how estate tax liabilities  and related litigation expenses are treated in
transferee cases, ensuring that such expenses can be considered part of the estate’s
administrative costs.

Facts

Alice M. Porter died in 1953, and her estate was distributed to her sons, Harry and
Robert Porter, as transferees. The IRS determined a deficiency in estate tax against
the transferees. The litigation expenses in question were incurred by the transferees
in contesting this deficiency. The total litigation expenses claimed were $10,209. 36,
with Harry Porter claiming a deduction of $4,579. 68, having previously deducted
$520 of the fees he paid. The primary issue was whether these expenses could be
deducted in computing the estate tax liability of the transferor, Alice M. Porter’s
estate.

Procedural History

The original opinion in this case was issued in 1967, with the court directing entry of
decisions under Rule 50. In 1969, the parties submitted Rule 50 computations, with
the petitioners claiming a deduction for litigation expenses. The IRS objected to this
deduction, leading to the court’s supplemental opinion in 1969, where the issue of
deductibility was addressed.

Issue(s)

1.  Whether  litigation expenses  incurred by  transferees  in  contesting estate  tax
liability are deductible in computing the transferor’s estate tax liability.
2. Whether the issue of deductibility of litigation expenses can be raised in a Rule 50
proceeding.

Holding

1. Yes, because under New Mexico law, these expenses are considered necessary for
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the administration of the estate and should be borne primarily by the estate.
2. Yes, because the court has discretion to allow amendments to the petition to claim
such deductions before entry of final decision.

Court’s Reasoning

The court reasoned that litigation expenses incurred by transferees in contesting
estate tax liability are deductible under section 812(b)(2) of the Internal Revenue
Code of 1939 (now section 2053(a)(2) of the 1954 Code). The court emphasized that
these expenses are a proper expense of the estate under New Mexico law, as they
are necessary for the care, management, and settlement of the estate. The court
also noted that even though the IRS can proceed directly against the transferee, the
primary burden of these costs should be on the estate, as per section 826(b) of the
1939 Code, which intends that the estate tax be paid out of the estate. The court
rejected the IRS’s argument about potential double deductions, stating that section
642(g)  of  the  1954 Code,  as  amended,  provides  a  mechanism to  prevent  such
occurrences. The court also addressed the procedural issue, granting the petitioners
leave to amend their petition to claim the deduction.

Practical Implications

This decision clarifies that litigation expenses incurred by transferees in contesting
estate tax liabilities can be deducted from the transferor’s estate, even when the IRS
proceeds directly against the transferee. This ruling impacts estate planning and
administration, as it allows for the inclusion of such expenses as part of the estate’s
administrative costs.  Practitioners should consider this when advising clients on
potential estate tax liabilities and the deductibility of related litigation expenses.
This case also underscores the importance of timely amendments to petitions in Tax
Court proceedings to claim such deductions. Subsequent cases may cite Porter v.
Commissioner to support the deductibility of similar expenses in transferee cases.


