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Estate  of  Helen  Longsworth  Smith,  Metropolitan  Bank  of  Lima,  Ohio,
Executor, Petitioner v. Commissioner of Internal Revenue, Respondent, 79 T.
C. 974 (1982)

A surviving spouse’s interest in a trust qualifies for the marital deduction if it is a life
estate with an unlimited power of appointment exercisable alone and in all events.

Summary

In Estate of Smith v. Commissioner, the U. S. Tax Court ruled that a bequest to the
decedent’s husband qualified for the marital deduction under section 2056(b)(5) of
the Internal Revenue Code. The trust allowed the surviving spouse to receive all
income and principal  upon request,  with no limitations,  indicating an unlimited
power  of  appointment.  The  court  determined  that  the  husband’s  power  was
exercisable alone and in all events, despite a trustee’s discretion to distribute during
incapacity, which did not conflict with the husband’s powers. This case clarifies that
a marital deduction can be claimed when the surviving spouse has an unrestricted
ability to appoint the trust’s assets to themselves or their estate.

Facts

Helen Longsworth Smith died on January 3, 1978, and left  a will  directing her
estate’s residue to a trust for her surviving husband, Morris H. Smith. The trust
allowed Morris to receive all  income and principal upon request, with the trust
terminating if all principal was withdrawn. The trust agreement was amended to
clarify that Morris should have the entire principal and income without limitations.
There were no contingent remaindermen if Morris did not exercise his power. The
Commissioner disallowed the marital deduction claimed on the estate tax return,
arguing the husband’s power of appointment was limited.

Procedural History

The executor of Helen Longsworth Smith’s estate filed a petition with the U. S. Tax
Court after the Commissioner disallowed the marital deduction on the estate tax
return. The Tax Court heard the case and issued its decision on December 2, 1982,
ruling in favor of the petitioner and allowing the marital deduction.

Issue(s)

1. Whether the surviving spouse’s interest in the trust qualifies as a life estate with
power of appointment under section 2056(b)(5) of the Internal Revenue Code.
2. Whether the surviving spouse’s power of appointment was exercisable alone and
in all events as required by section 2056(b)(5).

Holding

1. Yes, because the trust gave the husband an unlimited power to appoint the entire
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interest to himself or his estate, satisfying the requirements of section 2056(b)(5).
2. Yes, because the husband’s power was exercisable alone and in all events, despite
the trustee’s discretion during the husband’s incapacity, which did not limit the
husband’s power.

Court’s Reasoning

The court analyzed the trust instrument’s language and amendments to determine
the decedent’s intent. It found that the trust gave the husband an unlimited power of
appointment, as evidenced by the provision allowing him to withdraw the entire
principal and the absence of any alternate disposition to remaindermen. The court
applied Ohio law, which recognizes an unlimited power of appointment when the life
tenant can dispose of the property without incurring liability to remaindermen. The
court  rejected  the  Commissioner’s  argument  that  the  trustee’s  authority  to
distribute principal  upon request  limited the husband’s  power,  finding that  the
trust’s overall intent was to give the husband complete control. Additionally, the
court held that the trustee’s power to distribute during the husband’s incapacity did
not make his power not exercisable alone and in all events, as it was consistent with
the regulations and did not conflict with the husband’s power.

Practical Implications

This decision impacts estate planning by clarifying that a marital deduction can be
claimed when a surviving spouse has an unlimited power of appointment over trust
assets. Estate planners should draft trust instruments to clearly express the intent to
give the surviving spouse such power, without limitations or alternate dispositions to
remaindermen. The ruling also indicates that a trustee’s power to distribute during
the spouse’s incapacity does not necessarily preclude the marital deduction if it is
consistent with the spouse’s power. Subsequent cases have followed this reasoning,
such as Estate of Clayton v. Commissioner, where a similar trust structure was
upheld for the marital deduction. This case serves as a guide for structuring trusts
to maximize tax benefits while providing flexibility to the surviving spouse.


