Estate of Harrison v. Commissioner, 115 T. C. 161 (2000)

Life estates transferred in a simultaneous death scenario have no value for estate
tax credit purposes.

Summary

Judith and Kenneth Harrison, presumed dead after their plane disappeared, left wills
granting each other life estates with a survival presumption clause. Their estates
claimed a tax credit under IRC § 2013, valuing the life estates using actuarial tables.
The Tax Court ruled that in cases of simultaneous or near-simultaneous death, such
life estates are valueless for tax credit purposes, disallowing the credit. This
decision upholds the principle that a willing buyer, aware of the circumstances,
would not pay for an interest with no realistic chance of enjoyment.

Facts

On July 25, 1993, Judith and Kenneth Harrison boarded their private aircraft in Utah
but never reached their destination in California. After their disappearance, probate
orders were issued on April 1, 1994, presuming their death on that date due to a
probable aircraft crash. Their wills included a clause presuming survival of the other
spouse in cases of unknown order of death and created trusts granting life estates to
the surviving spouse. The estates filed tax returns claiming a credit for tax on prior
transfers under IRC § 2013, valuing the life estates using actuarial tables.

Procedural History

The Commissioner of Internal Revenue disallowed the claimed credits, asserting the
life estates were valueless due to the simultaneous death scenario. The estates
petitioned the U. S. Tax Court for review. The case was submitted fully stipulated,
and the Tax Court issued its decision on August 22, 2000, upholding the
Commissioner’s position and denying the credits.

Issue(s)

1. Whether the estates of Judith and Kenneth Harrison are entitled to credits for tax
on prior transfers under IRC § 2013.

2. Whether the life estates transferred between the spouses should be valued using
actuarial tables or deemed valueless due to the simultaneous or near-simultaneous
death scenario.

Holding

1. No, because the life estates transferred between the spouses were deemed
valueless under the circumstances of their deaths.

2. No, because actuarial tables are not appropriate for valuing life estates in
simultaneous death scenarios; such interests are valueless for tax credit purposes.
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Court’s Reasoning

The Tax Court applied recognized valuation principles, which include exceptions to
the use of actuarial tables in cases of simultaneous or imminent death. The court
found that the Harrisons’ situation was analogous to a simultaneous death scenario,
where a willing buyer, aware of the facts, would not pay for the life estates due to
the high probability of brief or non-existent survival. The court cited prior case law
and revenue rulings supporting this approach, including Estate of Lion and Estate of
Carter, which held that life estates transferred in common disasters are valueless for
tax credit purposes. The court rejected the estates’ argument that transitional rules
under IRC § 7520 mandated the use of actuarial tables, emphasizing that these rules
did not address the substantive issue of when such tables should be used. The court
also noted the probate orders and death registrations presuming simultaneous
deaths, reinforcing the rationale for deeming the life estates valueless.

Practical Implications

This decision clarifies that life estates transferred in simultaneous or near-
simultaneous death scenarios should not be valued using actuarial tables for tax
credit purposes. Attorneys should advise clients to consider alternative estate
planning strategies, such as simultaneous death clauses or different beneficiary
designations, to avoid similar issues. The ruling may affect estate planning
practices, particularly for couples with joint assets or those engaging in high-risk
activities. Subsequent cases, such as Estate of McLendon, have distinguished this
ruling but not overturned its application to simultaneous death scenarios. This case
underscores the importance of understanding the practical impact of presumptions
of death and survival clauses in estate planning and tax calculations.
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