Bridges v. Commissioner, 64 T. C. 968 (1975)

The estate tax deduction under Section 691(c) for income in respect of a decedent is
an itemized deduction against adjusted gross income, not an offset against capital
gains before applying the 50% capital gains deduction.

Summary

The petitioners, beneficiaries of J. T. Bridges, Sr. ‘s estate, received long-term
capital gains from a ground lease and timber-cutting contract. The key issue was
whether the estate tax deduction under Section 691(c) must be offset against the
capital gains before applying the 50% capital gains deduction under Section 1202.
The Tax Court held that the Section 691(c) deduction is an itemized deduction
against adjusted gross income, allowing the full deduction without offsetting it
against the capital gains first. This ruling was based on the statutory language and
prior case law, ensuring the beneficiaries could fully utilize their estate tax
deductions.

Facts

J. T. Bridges, Sr. owned timberland and entered into a lease and timber-cutting
contract with Owens-Illinois Glass Co. in 1958. After his death in 1962, the estate
and beneficiaries received payments from this contract, which were reported as
long-term capital gains. The estate’s federal estate tax was $119,610. 92. The
petitioners, including J. T. Bridges, Jr. and Addie Belle Bridges Edwards, sought to
deduct the estate tax attributable to these income items under Section 691(c). The
Commissioner argued that this deduction should first offset the capital gains before
applying the 50% capital gains deduction under Section 1202.

Procedural History

The petitioners filed for redetermination of deficiencies determined by the
Commissioner for the taxable years 1963 and 1964. The cases were consolidated for
trial, briefs, and opinion in the United States Tax Court. The court addressed the
issue of how to treat the Section 691(c) deduction in relation to the capital gains and
Section 1202 deduction.

Issue(s)

1. Whether the deduction allowable for estate tax attributable to income in respect
of a decedent under Section 691(c) must be offset against the long-term capital gain
before allowance of the 50% deduction under Section 1202.

Holding

1. No, because the Section 691(c) deduction is allowable as an itemized deduction
against adjusted gross income, which includes the remaining 50% of the long-term
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capital gains representing income in respect of a decedent, without being offset
against the capital gains first.

Court’s Reasoning

The court interpreted Section 691(c) as providing for a deduction, not an offset,
against income. It relied on the decision in Estate of Viola E. Bray, which
distinguished between statutory deductions and offsets. The court rejected the
Commissioner’s argument, supported by cases like Read v. United States, as those
cases dealt with different tax scenarios. The court followed the Tenth Circuit’s
decision in Quick v. United States, which held that allowing the deduction as an
offset would cut it in half, contrary to the statute’s intent. The court emphasized that
since the income in respect of the decedent exceeded the Section 691(c) deductions,
the full deduction should be allowed against adjusted gross income.

Practical Implications

This decision clarifies that beneficiaries can fully deduct estate taxes attributable to
income in respect of a decedent under Section 691(c) without offsetting them
against capital gains first. This ruling impacts how estates and beneficiaries
calculate their taxable income, ensuring they can maximize their deductions.
Practitioners should note this when advising clients on estate planning and income
tax strategies involving income in respect of a decedent. The decision aligns with the
statutory purpose of preventing double taxation of income and has been followed in
subsequent cases, reinforcing its significance in tax law.
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