Marianne Crocker Elrick v. Commissioner of Internal Revenue, 56 T. C. 903
(1971)

Legal fees incurred in acquiring a life estate are amortizable over the life
expectancy of the beneficiary and deductible under Section 167(a)(2) of the Internal
Revenue Code.

Summary

Marianne Crocker Elrick challenged her father’s will, seeking a share in his estate,
and settled for a life estate in a trust. The U. S. Tax Court ruled that the legal fees
incurred in this action were costs of acquiring the life estate. These fees were
deemed capital in nature and not immediately deductible, but the court allowed
their amortization over Elrick’s life expectancy under Section 167(a)(2), as the life
estate was held for the production of income. This decision clarifies that legal fees
for acquiring life estates can be treated as amortizable costs, impacting how similar
cases involving life estates and legal fees are analyzed for tax purposes.

Facts

Marianne Crocker Elrick’s father established a trust for her benefit in 1937, which
was later revoked and replaced with a new trust in 1955. Following her father’s
death in 1961, his will excluded Elrick from inheriting. Elrick contested the will and
filed a suit for quasi-specific performance of an alleged contract to make a will. The
parties settled, with Elrick receiving a life estate in 909 shares of Provident stock
transferred to the trust. Elrick incurred legal fees of $95,036. 70, which she paid
over several years.

Procedural History

Elrick contested her father’s will in probate court and filed a separate equity suit in
California for quasi-specific performance. Both actions were settled in 1963. The Tax
Court reviewed Elrick’s tax returns for 1965 and 1966, where she claimed
deductions for the legal fees. The court held that these fees were capital in nature
and not deductible under Section 212 but allowed their amortization under Section
167(a)(2).

Issue(s)

1. Whether the legal fees incurred by Elrick in asserting and settling her claims
against her father’s estate were deductible as ordinary and necessary expenses
under Section 212 of the Internal Revenue Code.

2. Whether the legal fees, if capital in nature, could be amortized over Elrick’s life
expectancy under Section 167(a)(2).

Holding
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1. No, because the legal fees were capital in nature and not deductible as ordinary
and necessary expenses under Section 212.

2. Yes, because the legal fees represented the cost of acquiring a life estate, which is
amortizable over Elrick’s life expectancy and deductible under Section 167(a)(2).

Court’s Reasoning

The court applied the capitalization doctrine from Woodward v. Commissioner and
United States v. Hilton Hotels, recognizing that the legal fees were costs of
acquiring a life estate. The court distinguished Lyeth v. Hoey, ruling that Elrick’s
interest was not acquired by gift, bequest, or inheritance but as a third-party
beneficiary to a contract, thus not precluding amortization under Section 273. The
court emphasized that life estates are amortizable over the beneficiary’s life
expectancy, and since Elrick’s life estate produced income, the legal fees were
deductible under Section 167(a)(2). The court rejected the Commissioner’s
argument to limit amortization to only part of the fees, as Elrick elected to have all
shares placed in trust.

Practical Implications

This decision impacts how legal fees related to acquiring life estates are treated for
tax purposes. Taxpayers can now amortize such fees over their life expectancy when
the life estate generates income, offering a method to recover these costs over time.
Legal practitioners should advise clients on structuring settlements to maximize tax
benefits by considering the tax treatment of life estates. The ruling also guides the
analysis of similar cases, emphasizing the importance of distinguishing between
immediate deductions and capital costs that can be amortized. Subsequent cases
may reference Elrick when dealing with the tax treatment of legal fees in estate and
trust litigation.
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