Estate of Fulmer v. Commissioner, 85 T. C. 308 (1985)

Tort judgments and related attorney’s fees paid from a decedent’s share of
community property are fully deductible by the decedent’s estate under Texas law.

Summary

In Estate of Fulmer, the U. S. Tax Court ruled that tort judgments and related
attorney’s fees paid from the decedent’s share of community property were fully
deductible by the estate. Vernis Fulmer’s estate was ordered to pay tort judgments
from his share of the community property after his death. The IRS argued only half
the judgments were deductible, but the court found that under Texas law, the entire
amount paid from the decedent’s share was deductible. This decision hinges on the
interpretation of Texas Family Code sections 5. 61 and 5. 62, which allow courts to
direct the order of asset use in satisfying judgments. The ruling clarifies how estates
can deduct tort liabilities in community property states.

Facts

Vernis Fulmer negligently shot Jerry Don Rider and intentionally or negligently shot
Nancy Hester Rider. After Fulmer’s death, the injured parties sought recovery from
his estate. A Texas state court initially awarded judgments, which were later
reduced through a settlement approved by the court. The judgments were to be paid
from Fulmer’s separate property, and if insufficient, from his share of the
community property. The estate paid the full judgments and related attorney’s fees
from Fulmer’s share of the community property. The IRS assessed a deficiency,
claiming only half of these payments were deductible by the estate.

Procedural History

The case originated in the 145th Judicial District Court of Nacogdoches County,
Texas, where judgments were initially awarded and later reduced through
settlement. The County Court at Law of Nacogdoches County approved the
settlement and ordered payment from Fulmer’s share of community property. The
IRS issued a notice of deficiency, leading the estate to file a petition with the U. S.
Tax Court. Both parties agreed there were no genuine issues of material fact, and
the court treated the IRS’s motion as one for summary judgment under Rule 121.

Issue(s)

1. Whether tort judgments and related attorney’s fees paid from the decedent’s
share of community property are fully deductible by the estate, or only to the extent
of one-half of the amounts paid.

Holding

1. Yes, because under Texas law, the court had the authority to order the tort
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judgments and related attorney’s fees to be paid from the decedent’s share of
community property, and such payments were fully deductible by the estate.

Court’s Reasoning

The court’s decision was based on the interpretation of Texas Family Code sections
5. 61 and 5. 62. Section 5. 61(d) states that all community property is subject to the
tortious liability of either spouse. However, section 5. 62 allows courts to determine
the order in which property is used to satisfy judgments. The court found that the
Texas courts properly applied these sections in ordering the tort judgments to be
paid from Fulmer’s share of community property. The court also considered the
possibility of a right of reimbursement for the surviving spouse, which would
support the Texas courts’ decision. The court rejected the IRS’s argument that only
half of the payments were deductible, citing that the entire amount paid from the
decedent’s share was deductible under Texas law. The court drew an analogy to the
deductibility of funeral expenses, where a change in Texas law allowed full
deductibility from the estate.

Practical Implications

This decision provides clarity on the deductibility of tort judgments in community
property states. It establishes that when a court orders tort judgments to be paid
from a decedent’s share of community property, the full amount is deductible by the
estate. This ruling may influence estate planning and tax strategies in community
property jurisdictions, as it allows estates to deduct the full amount of tort liabilities
when paid from the decedent’s share. It also highlights the importance of
understanding state-specific laws on community property and their impact on
federal tax obligations. Subsequent cases may need to consider this precedent when
dealing with similar issues of deductibility in community property states.
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