Estate of Marcellus L. Joslyn, Robert D. MacDonald, Executor, Petitioner v.
Commissioner of Internal Revenue, Respondent, 63 T. C. 478 (1975)

Incidental expenses incurred in selling estate assets to pay taxes and administration
costs are deductible, but underwriters’ profit on resale is not.

Summary

In Estate of Joslyn v. Commissioner, the estate sold stock to underwriters to cover
estate taxes and costs. The Tax Court held that incidental expenses like travel, legal
fees, and reimbursement to the company were deductible under Section 2053(a)(2)
of the Internal Revenue Code as necessary administration expenses. However, the
court denied a deduction for the underwriters’ profit, ruling it was not a brokerage
fee but part of a bona fide sale to the underwriters. The decision clarifies the scope
of deductible expenses in estate administration, distinguishing between direct costs
and underwriters’ profit.

Facts

Upon Marcellus L. Joslyn’s death, his estate owned 66,099 shares of Joslyn Mfg. &
Supply Co. stock. To pay estate taxes and administration costs, the executor decided
to sell a portion of the stock through a secondary offering. The stock was split 4:1,
resulting in 264,396 shares owned by the estate. After registering the stock with the
SEC, the estate sold 250,000 shares to underwriters for $18. 095 per share. The
underwriters then sold the stock to the public for $19. 25 per share, realizing a
profit. The estate incurred $70,203. 69 in incidental expenses related to the sale,
which were approved by the California probate court. The estate sought to deduct
these expenses and the underwriters’ profit as administration expenses.

Procedural History

Initially, the Tax Court decided in favor of the Commissioner, denying the
deductions. The Ninth Circuit Court of Appeals reversed this decision and remanded
the case for further consideration. Upon remand, the Tax Court reconsidered the
case based on the existing record and briefs, leading to the final decision allowing
the deduction for incidental expenses but denying the deduction for the
underwriters’ profit.

Issue(s)

1. Whether the incidental expenses incurred in selling the estate’s stock are
deductible as administration expenses under Section 2053(a)(2) of the Internal
Revenue Code?

2. Whether the underwriters’ profit on the resale of the estate’s stock is deductible
as a brokerage fee under Section 2053(a)(2)?

Holding
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1. Yes, because the incidental expenses were necessary for the administration of the
estate and were approved by the probate court.

2. No, because the underwriters’ profit was not a brokerage fee but part of a bona
fide sale to the underwriters.

Court’s Reasoning

The court applied Section 2053(a)(2) and Estate Tax Regulations Section 20.
2053-3(d)(2), which allow deductions for expenses necessary for estate
administration, including selling expenses if the sale is necessary to pay debts,
taxes, or preserve the estate. The court found that the incidental expenses, such as
travel, legal fees, and reimbursements, were directly related to the sale and thus
deductible. However, the court rejected the estate’s claim that the underwriters’
profit was a deductible brokerage fee, emphasizing that the underwriting agreement
was a firm commitment sale, not a brokerage arrangement. The court cited the
“market-out” clause as evidence that the underwriters bore some risk,
distinguishing them from mere agents. The decision was influenced by the policy to
allow only direct costs of administration as deductions, not indirect profits earned by
third parties.

Practical Implications

This decision clarifies that estates can deduct direct costs associated with selling
assets to meet estate obligations but cannot deduct profits made by underwriters or
other intermediaries. Practitioners should carefully distinguish between direct
selling expenses and profits realized by third parties when calculating deductible
administration expenses. The ruling impacts estate planning and administration by
reinforcing the need for precise accounting of expenses and understanding the
nature of transactions with underwriters. Subsequent cases, such as Estate of Smith
and Estate of Park, have referenced Joslyn in addressing similar issues of expense
deductibility in estate administration.
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