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IINDIIIGS. CONCLUSIONF and OPINION

Thle casc lnvolv€a D. c. lncomc

ycar 1968. Petlt loner Claln€d ag an

lncome for that ycar t 'non-bualncsB

deductton of 917,090.57 arlslng from

from the egtatc of E. t{. Harunond (ttro

taxes for thc calendar

offaet to her othcr

exp€n8ex,  o r  i loag i

En excess of deductlona

late father of tha

petitlonar) for 1ta flnal taxable yoar (ended Dcccmber II,

1968) ovor tho cstatcre tncotnc for the eame p,€rlod. Durlng

that year thc artatc pald out the cxecutorrs feee and other

expcnsea that had accrucd agalntt thc cctate from the data

of decedentra daath.

Fetltloner recogrrlzac that an eetate and thc lndlvldual

beneflclary of an eatatG arc ordlnarlly two aeparatc taxablc

entltles, cach of rrhlch fllea lta or*n sGparat€ tax rcturnr

and nelther of rrhlch gcts the dcductlons of thc other. Hot+tvcr,

under currcnt tcderal lncomc tax larr, thc eltuatlon ts dlffcrGnt

ar to dcductlonc lncurrcd durlng the flnal tarcablc ycar ln

vhlch thc crtat. 1r llquldatcd and tGrmlnatcd. Under thc

tcdcral lavr durlng that lcarl thc cltatc la rcaardod rr t

ncro eondult through rrhtch ltcma of tax conaequcncc paar and

arc absorbcd by thc dletrlbutccrr or bcneflclarlca of tlrc catatc,

Thttl, tars dcdtrctlonr arc rcflactod ln thc lndlvldual t x rcturna

l

t
t r f : \ r * l  \ f

t

i ^ .
i 1

i
I
{'
t . "
I
j :

t
l
t
I
I
I
I

I
f

l ;r



a{ Buch r l i .str l "L. tr toan or bc., : f1clor les. T'ht  eqtato la fo that

:'6er in tho ;nnltlon of a pnrtnerohlp for fcdersl lncomo t.lrx

purpo8esr  LG.e  l t  f l l es  an  Ln forml t j .on  re tu rn  b ' r t  a l l  o f  1 ta

operat lcng hnvlng lncone tax ccnc.qucnces are rqf lactod on tha

tax  rc tu rna  o f  the  d ls t r lbu tees  or  b :ne f lc ta r les .

Thls {conclul t"  theorl '  apeclf lcal ly appltes, for federal

lncoms ta-r< purpoeea, to the €xce6r of deduetlons ovcr tha

eetatcre groe6 lncome for l ts f lnal  y6u. Sect lon 612(h) of

thc 195t1 Intornal R6venua Ccde providoa as folloyg --

642(hl - If on the tormtnatlon of an catatc
or trugt, thc catate or trust traa -

t t t

(2) for thc last taxable year of ths
estate or trust dsductlona r r r ln exceat
of groae lncomo for auch yeatr then sueh t . t
exc€as ahall bo allored as a doductlon . r r
to tho beneflclarlee auccccdlng to thc proporty
of tha cgtata or trurt.

Petltloncr accordlngly had thc beneflt of, thc crtrtcrr

$17r090.57 excccs dcductlong ra an offsct agalnat hcr othor

lncomc f,or purpoeor of hcr 1968 tcdcral lncomc tax rcturn.

Untll auch tlmc tt Congrstt ti6t flt to snact 'conformJ.tyi

lcg!,a1atlon, honvcrl thc r!.tuatlon undcr thc 195t1 I.R.C. doog

not nccessrrlly govarn tary)lycrra altuatlon undor thc D. C.

lncons tan lar.

fha D. C. lncqrn trx lav urr €nrcted dluly 161 19a7, and

ln general (wftfr com funpo*ant but not prcrently rolayrnt

excoptlona) confornr to thc 1939 Intcrnal Ravenuc Codc er

ancndcd to that drtc. Thc Dlrtrlct of Columbla lncom trx lar

docr not contrln rny prs'vls1on elnllar to Int rnrl Ravonrr

Codc rsctton 6{2(h} quotcd aborrc. HwcvGrr tha D. C. lav docr

coatlln r gcncral proofulon allovlng a dcductlon for IgEg!.
'lncurrcd ln eny tr$frctlon cntcrcd lnto lor thc prodrrtlon

or --l,l->i?t,on of lncorr rubJcct to ttr t. rl, or for thc

ruanagluntl consjltatlon or nalntrnanc.a ol prolrrty hrld for
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tho  produc t lon  o f  tnccr .n"  (D.  c .  code BactLon 4z- l557b(a)  (a )  (B)  )  .  .  " ,

a : : !  a lso  fo r  c lggn l t l  1nc l .4nnt  to  the  "p roduet lon  or  co l loc t lon  
'  ' .

or ineoner or for tho nrnaqnrFcnt,  conaervat lon or malntenaneo

of property hcld for tho product lon of lncomo,, ,  D. C. Coda :" '
. . .

{ 7 - 1 5 5 7 b ( a )  ( r 2 )  .  t ' o t l t l o n a r r e  t h e o r y  i e ,  t h a t  t h c  g l ? , 0 9 0 . 5 7  i  .  ' . ,

axcesa of e:tatc deductlona over lncome for: it; flnal tax yGar
i  ' \

1a eltbor a losr Lncurred ln the managcmentl conacrrrrtlon or i r

malntenance of the ectate, or an Gxp€ngo lncldent to auch I \
i

manag€n€nt, Conaorvrtlon or matntcnrnce, and that lt lc I|  ' .
petltloncrra lose or crpansc as solc irencflclary of tho rctatc. t

Dl gcutelon

Thsrc la no qucatlon but that for faderal tax purporc!,

ln lta raat lDf,r, thc crtrtc lr traated aa r mcrc .condul,t,:

of any arcccrr d.ductlona to tha benaflclary -- rr 1a alrraye

thc caser ln cvcry taxablc ferrr wlth rcgarri to propcr curcnt

lncomc dlatr lbutlona. scc 7r{ ccH Fcdoral Tax Rcp. pr!. 3629.05.

But xl arc not dcallng vlth thc law ar lt cxlcta aftcr thc

ncw acctlon 6{2 (bt rraa bullt lnto thc 195r[ Intcrnal Revcnuc

Codc. Wc arc dcaltng rlth tha 1947 D. C. !.nconp tax lar.

Thc rcal laauc ls rhcthcr ncw rcctlon 642(h) alnpry codtflcr

and reatatee tha exlctlng rulc udcr tJre 1939 rntcrnal Rcvcnuc

codc -- rhlch had provlalonr for thc doductlona o! loeeca end

erpcnac! com;rareblc or ldcntlcal 1n part l'lth th. D. c. codc

aubscctlonr cltcd ebovc - or vhcthcr on thc eontrary ncv

rcctlon 642(h) brlngs lnto exlrtoncc a nsw and dlffcnnt

allowablc dcductlon for bcncflclarlcs durlng th6 loer yhcn

thc cltate 1a rorrnd up end dlrtrlbutcd rlth an .xccrr of doduc-

tlor,r ovcr tncoru. rcdaral cagra and authorltlrr wrdor thr

1939 rntcrnel Rcvonuc codr ur relcvent rnd appllceblc brciuto

thc 19,17 D. c. tncoru tax lar la pcrl plrru ylth thrt coda.
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casae and authorltloa under tha 195{ rntornal Rovcnuo co<ic

on tlt,! partlcular polnt now at lssuo are not rolevant bocauoc

tho D. c. lncon-'c tax lnrr doag not "track', th.r new provlelonr

of that cods. our quostlonr rostated, ls whethor nav soctlon

6{2(h)  of  tho I .R.C.  (a)  ex} j rc€nes,  or  (b)  changea thc pre_

exlatlng loderal law regardlng doductlona ogalnat the bcneftcltrlrc

tncomo,

Leolslatlvo hlstonr. The rGport of the waya and Mcana

Conmlt tec (H.R.  1337,  B3d Cong. ,  2d gets . l  on tho I95{  I .R.C.

generallzea aa lol lovr (p. 61)

lhe btll adherea to the condult thoory
of the cxistlng lcw. Ttrls moana that an
estate or trust ls 1n goneral treatod q6 a
condult through whlch income paaaes to a
boncflclary. In order to tmplement thla
theory ln a tatlefactorl manner, lt 1s
nec€aarry to lncludo in the neasurc ltems
of lncom arrd doductlons ntrlch are not
rcflcctcd tn taxrblc lnconu. r . t

Thc Housc Rcport thon addr thla vcry partlnent cormlnt

(p. 62,

Upon tcrmlnatlon of the trurt (or
egtatc) any of 1tt net operatlng loea or
capltal loaa carryovcra yhlch havc not
boen uacd aro to bc mada availablc to thc
dlstrlbutcce. ft pnacnt ttreac loea carry_
ovor! Erc $tlttd.

tha scnata llnrncc cqrnrlttcc Rcport (g.Rcp. L6zz, g3d

Cong., 2d 9csa.), p. 82r alto gcneral lzct rt th rcgard to

cstator and trusts (tclnretc cntlttas but ircaardcd aa condutta

through vhlch lnconr pqtrcr to thc bcncflclarlr.) end thcn

bccorpa apcclflc (p. 83). rn ralovant part that Rcport

thcrrr atataa -
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(2) Ls..
Your corml.tt e hat nodc thc lollorlng changrr
ln tcctlont 6,12 rnd 643r
r t t

(b) Subscctlon (h) of sactlan 642
appoercd ln substance ln thr Houaa blll aa
sactlon 662(d) r rclatlng to Gxcora docluctlonr
on tarmlnatlon rvallablc to benotlclatlc..
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Lrndcr thls prcvlslcn unurqd loss enrr-vovarg
Fnd deductlcnq ln exc-nr of orosn lncornq ln
+-he yoar of t^rm'tnatier o[ t ]c p-trte or
t;uet aro nnti l  avnllabl.t  to tha ron1ln' jor
: . * . : r  tO r r '1 :11r  t l ' . r  qg61' r - r ty  1c d1" t r1 l - l r ted.
!_'-".9::_c.-.iat.'--_,1'-w_:t-."'_-i'--uarlt-i_.:i1l:.rr-ll'g-y,1qq
.'rl-Ji1-c:.!_sJ'a'tt__c-!_!cnr_FrSgojl;U.i-tr_lhq
C1!"'$e of,.l5a,qq_-to-E$r11!€8. (Enphaela
added.)  r  i  t

fhe Confcrcnc€ Report (Rap. 2563, 83d Cong. 2d Scga.)

Bholrlr that tha Sonatc rewrltc of tho orlglnal Houac provlslon

(Sectlon 662 ln tire Houae veralon) xmakeg elear that tlrc

6xc6as of deductlona ovrar grosr lncorne of tha ostatc or trurt

to be allorcd to thc lucc€edtng bcncflclarlca lt only tlra

excear for thc last taxablc lnoar I I itr, whlch thc Houcc

Confcrecs accGptcd.

lhc legl8latlve hlatory accordl,ngty tndicatol clearly

that ccctton 642(h) clt6g6s, rather than crcprGlrcr, prcaxlatlng

laY.

Othor authorltlcs. tt ler of courgc, clcmantary that

doductlonr ar. glvcn to taxpeyan u I matter of lcglalatlw

grrce -- thcy rrc prlvllcaca to ba nlrrouly conatruad. XcrtGnr,

Lav of lederal Incom Taratlon, 8cc. 3.08 and nany cucr ctt d.

Accordlng to DlGrtrnr, gp. 913., dlacuatlng thc allorranca

of 'dcduetlons ln cxcarr of thc groar lncorr' to thc bcnc-

f1clar1ce ln ths year of tcrmlnatlon of ortrtccl rA contrary

rula prevallcd undcr prlor lar ' ,  1.o.1 bcforc th. I95a I.R.C.

8!co 642(hl (2) prstrlllon. (gcctlon 36.106 tcxt rnd footnotr

65.) fha autJror clt .r Hcllot v. 9sj.rr 156 l.Supp. 253 (t.D.

Pa.l t  affd. 257 t.2d 798 (C.4.31, dlgrl lovlng thc crrr l /brck

of e l95O nct op.ratlng lorr aurtalncd ttz en crtrtc to the

l9f9 pcrtontl lncon trr rcturn. of th. hclru. Thr lorrr

eourt thcrc a613s66{ - (fl th.t thc trrcprycr tuetelnlng t*rr

loca rls thc cttrtc end not tht ho1nr, (2t .tlrcr. yrr no

provlelon ln th. 1939 Codc, rr arnndcd, rhich rould havr
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allo$G,i. the holrg ttla cerr.?backr (3) dodrrctlong nuat bc batod

on apcclf lc provlalonr of the lew. 156 r.Supp. at 255. Sao

llgo, oplnlon of .7udgo l(alodner on appoal, atraaelng tho

Btqtutory nature of daductton provt.slona and thc non-rppllcablllty

of cqultablc conrldcrat. lons (ZSZ r.2d at 8oo - goul and 5

Herteno,  op.  g l ! , . ,  1953 and 1956 edl t lonsr  ptF.  29.10.

It belng rcaronably clcar ttrat I.R.C. aactlon 642(h) door

not erq)r€ee prlor larr under tlrc 1939 Internai Rcvenuc Codc aa

to the rcach ol the provlalona coverlng loaaes and expanaoa,

a comprrabla lnterprctatlo:r nuet bc madc rlth rcgcrd to our

D. C. lnconE tax provlslonr on thc gtrrp aublcctar and

declslon v31l bo cntere6 for rcrpondent.
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on cpocl f le  prov la lons of  the lcw.  156 f .Supp.  at  255.  366

algo, oplnlon of .Iudgo lQlodner on appoal, strcaelng tho

atatutory natura of Caductlon provt.sLona and thc non-epplleablllty

of cqultablc conrtdcrat. lons (257 D.2d at 8OO - BOUI and 5

Hort€ne,  op.  g l ! . ,  1953 and 1956 edl t lonsr  pt r .  29.10.

It belng rcaronably clcar ttrat I.R.C. aactlon 642(h) doer

not o:q)r€se prlor law under tbc 1939 Intarnai Rcvcnuc Codc ac

to ttre raach of the provlelona coyerlng loaaes atrd exlronaos,

a eomplrabla lntarprctatton rnuet bc madc trlth rcgcrd to our

D. C. lnconp tax provlslonr on thc sGrE tub5ectrr and

declgion vSll bo cntered for rcarrcndent.

I

l , '

t

f .

' {

I

t
I
t"

I

I

i

i

ll. lfclton
Judgc

- 6 -


