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UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

ESTATE OF PRASANA KALAHASTHI, CASE NO. CV 07-05771 MMM (RCx)
Nadadur S. Kumar and Vartkes Kassouni, as
Co-Administrators,
ORDER GRANTING DEFENDANT’S
Plaintiff, MOTION FOR SUMMARY JUDGMENT
VS.

UNITED STATES OF AMERICA,

Defendant.

N N’ N N N N e e e’ e’ e e e e

On September 5, 2007, the Estate of Prasanna Kalahasthi filed this action challenging the
government’s refusal to tax Kalahasthi’s estate at the reduced rate set forth in 26 U.S.C. §8 2201(b)(2)
and (c). Kalahasthi’s husband was a passenger on one of the airplanes that was hijacked on September
11, 2001 and crashed into the World Trade Center. Five weeks after his death, Kalahasthi took her own
life. Plaintiff claims that Kalahasthi should be considered a “victim” of the September 11, 2001 terrorist
attacks as defined in 26 U.S.C. § 692(d)(4) and that it should be deemed eligible for reduced estate tax
rates as a result. On May 9, 2008, plaintiff filed a motion for summary judgment. The government
opposed the motion and filed a cross-motion on June 4, 2008. The question presented by both motions

is whether Kalahasthi is properly considered a “victim” as that term is used in the statute. The facts
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relevant to this legal issue are undisputed.

I. FACTUAL BACKGROUND

A. Undisputed Facts

Pendyala Vamsikrishna and Kalahasthi were married on January 25, 1999." At some point
thereafter, they moved to the United States.? Vamsikrishna was a software engineer employed by DTI
in Fremont, California.®> Kalahasthi was a licensed dentist in India, but she could not practice in the
United States without significant additional schooling.* As a consequence, she enrolled as a graduate
student at the University of Southern California (“USC”) and remained a student there until she died.

On September 11, 2001, Vamsikrishna was returning to Los Angeles from a business trip to
Boston, Massachusetts. He was a passenger on American Airlines Flight 11 when it was hijacked and
crashed into the north tower of the World Trade Center in New York. Vamsikrishna was killed
immediately in the crash.®

Kalahasthi was devastated by her husband’s death.” On October 17, 2001, she purchased a
length of rope from Home Depot and on October 19, committed suicide by hanging herself.® Kalahasthi
left two detailed suicide notes. The first, written to her brother, stated:

“I love Vamsi [Vamiskrishna] too much and the pain is excruciating[.] 1 am not able to

deal with it. If there exists any form after this life | will be with him[;] if not at least it

'Plaintiff’s Statement of Uncontroverted Facts (“Pl.’s Facts”), § 3; Defendant’s Statement of
Genuine Issues (“Def.’s Issues”), 1 3.

?Pl.’s Facts, 1 6; Def.’s Issues, 1 6.

%Pl.’s Facts, 1 4; Def.’s Issues, 1 4.

“Pl.’s Facts, 11 6-7; Def.’s Issues, {1 6-7.
°Pl.’s Facts, 1 1; Def.’s Issues, 1 1.

®Pl.’s Facts, 11 8-10; Def.’s Issues, 11 8-10.
"Pl.’s Facts, 1 11; Def.’s Issues, 1 11.

8p|.’s Facts, 17 20-21; Def.’s Issues, 11 20-21.
2
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will relieve me from this deep pain.™
The second note was written to Vamsikrishna’s brother, and stated: “I am doing this since | love Vamsi
too much and | don’t want to make my life without him.”*° Kalahasthi also left an audio recording for
her family in which she stated:

“l can’t live without Vamsi, Sekhar. 1t’s very tough for me. | loved him too much. |

don’t feel like . . . I don’t feel like living for anyone. 1’'m sorry, but | loved him too

much. And the pain . . . just can’t take the pain. Hurts me too much.”*!

At the time of her death, Kalahasthi was a lawful resident alien of the United States and lived
in California.* After Nadadur S. Kumar and Vartkes Kassouni were appointed co-executors of the
estate, the probate court found that Kalahasthi’s suicide notes were holographic wills.”®* The proceeds
of the estate were ultimately split between her family and Vamsikrishna’s family.** Plaintiff computed
the estate tax due using the reduced rates set forth in 26 U.S.C. § 2201(b)(2). After examining the estate
tax return, the IRS determined that plaintiff was not entitled to take advantage of the reduced rates, and
assessed a deficiency of $669,552.68. Plaintiff paid the deficiency in October 2004. Thereafter, on
November 21, 2005, plaintiff filed a claim for refund from the IRS, arguing that it should have been
taxed at the reduced rate. On May 22, 2007, the IRS denied the claim, and on September 5, 2007,
plaintiff instituted this suit.

B. Disputed Facts

%Pl.’s Facts, 1 17; Def.’s Issues, 1 17.
9P1.’s Facts, 1 18; Def.’s Issues, 1 18.
YP1.’s Facts, 1 19; Def.’s Issues, 1 19.
2P1.’s Facts, 1 23; Def.’s Issues, 1 23.
BPI.’s Facts, 11 25-26; Def.’s Issues, 1 25-26.

%P|.”s Facts, 1 29; Def.’s Issues, 1 29. The estate was comprised primarily of insurance proceeds
due on Vamsikrishna’s death that passed into Kalahasthi’s estate. (Pl.’s Facts, § 28.) The parties
dispute whether Vamsikrishna received any proceeds from the Victim’s Compensation Fund; this
dispute does not appear to be material to the issue before the court, however.

15p| *s Facts, 17 31-36; Def.’s Issues, 71 31-36.
3




© 00 N o o b~ O w NP

N N N N N N N N DN P PP R R R R R R,
Lo N o o A W N PP O O 0O N o ok~ wN -+ o

Case 2:07-cv-05771-MMM-RC  Document 30  Filed 07/07/2008 Page 4 of 29

Although the parties dispute certain facts, none is relevant to resolution of the legal question
presented by the cross-motions. The facts in dispute relate, inter alia, to the closeness of the bond
between Kalahasthi and Vamsikrishna, and the extent of Kalahasthi’s suffering as a result of her
husband’s death. Plaintiff asserts, for example, that Kalahasthi and Vamsikrishna were “an
extraordinarily happy couple” and that Kalahasthi considered Vamsikrishna her “soulmate.”® Plaintiff
notes that Vamsikrishna called Kalahasthi as he was boarding Flight 11, and left a voicemail stating that
he would be home by lunchtime. Plaintiff contends that Kalahasthi listened to this message “over and
over and over again” after September11.'” The government purports to “dispute” these facts; in reality,
however, it objects to most of them as “irrelevant and immaterial.”*® Apart from a minor dispute
regarding the amount of Kalahasthi’s telephone bill,** the government’s only substantive dispute

concerns plaintiff’s assertion that “[Kalahasthi’s] suicide was a direct result of her husband’s death.”?

1%PI.’s Facts, 1 5. Plaintiff also states that

“[i]n the Hindu culture, the marital bond has a sanctity in which a devoted wife looks
upon her spouse as the earthly embodiment of the Lord. The husband, in turn, venerates
and looks upon his wife as a goddess of divine origin deserving of the highest respect
and honor. . .. The respect and devotion between [Kalahasthi] and her husband was
mutual, and was clear in [her] discussions of her husband.” (PI.’s Facts, { 13.)

YPl.’s Facts, 1 12. Relatedly, plaintiff notes that Kalahasthi’s telephone bill for the month
following September 11 was more than $2,000, because she attempted to reach out to those around her
to escape her sorrow. (Id., T 14.) In its memorandum, plaintiff asserts that Kalahasthi’s grief was
compounded by the fact that she was forced to relive the horror of the September 11 attacks over and
over again because “[s]he could not escape the images of September 11, and . . . they were devastating
to her.” (Plaintiff’s Memorandum of Points and Authorities in Support of Motion for Summary
Judgment (“Pl.’s Mem.”) at 19.)

8Def.’s Issues, 1 5. The government states that

“the only issue to be decided in this case [is] whether plaintiff is a ‘specified terrorist
victim” of the September 11, 2001 terrorist attacks, within the meaning of 26 U.S.C. §
692(d)(4), and therefore a *qualified decedent” under Code § 2201(b), entitling her estate
to receive the benefit of the reduced estate tax rates provided by Code § 2201(c).” (Id.
(emphasis original).

“The government notes that plaintiff’s evidence indicates that Kalahasthi owed only $1,536.24
at the time of her death, and asserts that plaintiff has overstated the volume of Kalahasthi’s calls after
September 11. (Def.’s Issues, {1 14-15.)

2P| s Facts,  22.
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The government contends this is a legal conclusion, and posits an alternate chain of causation in which
Kalahasthi’s depression following VVamsikrishna’s death was an intervening factor contributing to her
suicide.”

The parties also dispute the proper characterization of certain actions of the state probate court.
Plaintiff asserts that the probate judge “determined that [Kalahasthi] was a victim of the September 11,
2001 tragedy.”® The government counters that the probate court also stated that Kalahasthi “died as
a result of an alleged suicide in Los Angeles,” undermining plaintiff’s suggestion that the court found
the terrorist attacks were the direct cause of her death. The government also notes that the language
cited by plaintiff was not drafted by the probate judge, but by counsel for one of the administrators of
the estate after a non-adversarial hearing. Finally, the government notes that division of the estate —
which was the purpose of the probate proceeding — did not require that the court determine the cause
of Kalahasthi’s death.?

Plaintiff’s assertion that the state court determined Kalahasthi was a victim of the terrorist attacks
misrepresents the import of court’s holding. Even were this not true, however, and even had the probate
court unequivocally determined that Kalahasthi was a victim of the attacks, the law is clear that such
a state court determination is not binding for purposes of assessing federal estate taxes. See United
States v. Boulware, 384 F.3d 794, 804 (9th Cir. 2004) (“It is clear, therefore, that with regard to the
calculation of estate taxes, federal courts are not bound by the judgments of a state probate court,” citing
Estate of Rapp v. Comm’r, 140 F.3d 1211, 1215-16 (9th Cir. 1998)). For both reasons, the court accords
no weight to plaintiff’s assertion that the probate court determined that Kalahasthi was a victim of the
terrorist attacks.?*

Finally, plaintiff asserts that Kalahasthi and Vamsikrishna paid no income tax in 2001. This is

Z1Def.’s Issues, | 22.
22p| ’s Facts, | 27.
ZDef.’s Issues, | 27.

**Recognizing that any decision of the issue by the state court would not be binding, plaintiff
properly focuses its argument on the meaning of “victim” in the statutory definition.

5
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not disputed.?® Plaintiff suggests that the reason neither paid tax in 2001 was that, as victims of the
September 11 attacks, their income tax liability was forgiven.” The government disputes this. The
government acknowledges that it did not assess income tax against Vamsikrishna because he was clearly
a “victim” of the terrorist attack. It asserts that the same is not true of Kalahasthi, because
Vamsikrishna’s wages accounted for nearly all of the taxable income reported on the couple’s joint
return, and consequently it “did not allocate any of the tax liability [on this income] to Kalahasthi.”?
In the end, both parties acknowledge that the outcome of their motions turns on proper interpretation
of “specified terrorist victim” as that term is used in 26 U.S.C. 8 692(d)(4), and that the essential facts
relevant to that inquiry are undisputed.?® They agree the question is whether the statute contemplates
that a spouse who commits suicide in response to the death of her husband in a terrorist attack can be

considered a victim of the attack for tax purposes.?

2p|.’s Facts, | 37; Def.’s Issues, § 37.
p|.”s Facts, 1 37.

?Def.’s Issues,  37; Defendant’s Opposition to Plaintiff’s Motion for Summary Judgment
(“Def.’s Opp.”) at 8 (emphasis original).

8See PI.’s Mem. at 11 (“The primary issue to be decided is whether [Kalahasthi] was a ‘victim’
of the terrorist attacks under § 692(d)(2) of the Code, and thus entitled to application of the reduced rates
provided for in 88§ 2201(b)(2) and (c)”); Def.’s Opp. at 1 (“The sole disputed issue in this case is legal
in nature; namely, whether decedent [Kalahasthi] is a “specified terrorist victim” . . . as that term is
defined in Section 692(d)(4) of the Internal Revenue Code . . . and consequently, whether Kalahasthi
is a ‘qualified decedent’ under 26 U.S.C. 8 2201(b) entitling her estate to receive the benefit of the
reduced estate tax rates contained in Code § 2201(c)”).

*Because this is the central and controlling question, the court agrees with the government that
“this case is not about the intensity of Kalahasthi’s love for her husband . . . or the strength of the[ir]
marriage and their religious and cultural traditions . . ., but whether Kalahasthi died ‘as a result’ of th[e]
terror attacks.” (Def.’s Opp. at 1.) The government acknowledges that VVamsikrishna’s death was a
contributing cause of Kalahasthi’s suicide, and does not appear to assert that other intervening factors
resulted in her death. (See Def.’s Issues, { 22 (suggesting that Vamsikrishna’s death caused Kalahasthi
to become depressed and that her ongoing depression, coupled with the loss of Vamsikrishna’s
companionship, caused Kalahasthi to commit suicide).) It contends, however, that, no matter how close
the couple’s relationship and no matter how deep their love, individuals in Kalahasthi’s position are not
eligible for tax relief under the statutory scheme.

6
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I1. DISCUSSION

A. Legal Standard Governing Summary Judgment

A motion for summary judgment must be granted when “the pleadings, depositions, answers to
interrogatories, and admissions on file, together with the affidavits, if any, show that there is no genuine
issue as to any material fact and that the moving party is entitled to a judgment as a matter of law.”
FED.R.CIV.PROC. 56(c). A party seeking summary judgment bears the initial burden of informing the
court of the basis for its motion and of identifying those portions of the pleadings and discovery
responses that demonstrate the absence of a genuine issue of material fact. See Celotex Corp. v. Catrett,
477 U.S. 317, 323 (1986). Where the moving party will have the burden of proof on an issue at trial,
the movant must affirmatively demonstrate that no reasonable trier of fact could find other than for the
moving party. On an issue as to which the nonmoving party will have the burden of proof, however,
the movant can prevail merely by pointing out that there is an absence of evidence to support the
nonmoving party’s case. Seeid. If the moving party meets its initial burden, the nonmoving party must
set forth, by affidavit or as otherwise provided in Rule 56, “specific facts showing that there is a genuine
issue for trial.” Anderson v. Liberty Lobby, Inc., 477 U.S. 242, 250 (1986).

In judging evidence at the summary judgment stage, the court does not make credibility
determinations or weigh conflicting evidence. Rather, it draws all inferences in favor of the nonmoving
party. See T.W. Electric Service, Inc. v. Pacific Electric Contractors Ass’n, 809 F.2d 626, 630-31 (9th
Cir. 1987). The evidence presented by the parties must be admissible. FED.R.Civ.PROC. 56(e). In
addition, conclusory, speculative testimony in affidavits and moving papers is insufficient to raise
genuine issues of fact and defeat summary judgment. See Thornhill Pub. Co., Inc. v. GTE Corp., 594
F.2d 730, 738 (9th Cir. 1979); see also Falls Riverway Realty, Inc. v. Niagara Falls, 754 F.2d 49, 56
(2d Cir. 1985).

B. The Relevant Statutory Scheme

1. The Victims of Terrorism Tax Relief Act of 2001

After the terrorist attacks of September 11, 2001, Congress passed the “Victims of Terrorism Tax

Relief Act of 2001” (“VTTRA?) to afford tax relief to victims of the attacks. See Pub. L. No. 107-143,

§ 101 et. seq., 115 Stat. 2427 (2002) (codified in various sections of the Internal Revenue Code). The
7
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act grants relief from income taxes (see 26 U.S.C. 8 692(d)(2)); excludes certain death benefits from
taxation (see 26 U.S.C. § 101(i)); reduces the estate tax rate (see 26 U.S.C. 88 2201(b)(2)); excludes
disaster relief payments from taxation (see 26 U.S.C. § 139); excludes certain cancellations of
indebtedness from taxation (see 26 U.S.C. § 108); treats payments by charitable organizations arising
from the death, injury or illness of an individual as related to the function that qualifies them as exempt
(see 26 U.S.C. 8§ 501); and delegates authority to the IRS to postpone certain deadlines for up to a year
(see 26 U.S.C. § 7508A).%°

As relevant here, the VTTRA provides that the estates of “qualified decedents” are taxed at a
reduced rate according to the schedule set out in 26 U.S.C. § 2201(c). See 26 U.S.C. § 2201(a). The
statute defines a “qualified decedent” as, inter alia, “any specified terrorist victim (as defined in section
692(d)(4)).” 26 U.S.C. § 2201(b)(2).3* Section 692(d) deals generally with income tax relief for victims
of the terror attacks.** It defines a “specified terrorist victim” as

“any decedent —

(A)  who dies as a result of wounds or injury incurred as a result of the terrorist

attacks against the United States on April 19, 1995,% or September 11, 2001, or

(B)  who dies as a result of illness incurred as a result of an attack involving anthrax

%3ee Final Rule, Statement by the Special Master, 67 Fed. Reg. 11233, 11241 (March 13, 2002)
(“The Victims of Terrorism Tax Relief Act of 2001 provides income and estate tax relief to the families
of victims of terrorism. The law waives the income tax liability of a victim who died in one of the
attacks for both the year of the attack and the previous year, and ensures that a minimum benefit of
$10,000 is provided to the family of each victim. In addition, the law shields the first $8.5 million of
a victim’s estate from the federal estate tax”); Patrick E. Tolan, Jr., Tax and Insurance Consequences
of Major Disasters: Weathering the Storm, 31 NovA L. REV. 487, 501 (Summer 2007) (describing the
provisions of the VTTRA).

*1The other individuals who are “qualified decedents” are: (1) citizens or residents of the United
States who die while in active service of the Armed Forces either in action in a combat zone or as a
result of wounds, disease, or injury suffered while serving in a combat zone; and (2) any astronaut
whose death occurs in the line of duty. See 26 U.S.C. 88 2201(b)(1 & 3).

%2Like § 2201, this statute also provides relief for members of the armed forces and astronauts
who die in the line of duty. See 26 U.S.C. § 692(c).

®This is the date of the attack on the Alfred P. Murrah building in Oklahoma City.
8
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occurring on or after September 11, 2001 and before January 1, 2002.” 26
U.S.C. § 692(d)(4).

There is, as yet, no case law interpreting this definition. Specifically, no court has addressed the
meaning of the terms “as a result of”” and “wounds or injury incurred” as used in 8 692(d)(4). Although
there is no case law construing the definition, the Joint Committee Technical Explanation of the bill
states, as respects the income tax exemption, that “[t]he exemption applies to these individuals whether
killed in an attack (e.g., in the case of the September 11, 2001, attack in one of the four airplanes or on
the ground) or in rescue or recovery operations.”* Joint Committee on Taxation Staff, Technical

Explanation of the “Victims of Terrorism Tax Relief Act of 2001,” as Passed by the House and the

*Plaintiff notes that this portion of the report explains only the income tax provisions of the
VTTRA, and that, although included in the first draft, the final version of the report contains no similar
explanation of the estate tax provision. Plaintiff asserts the fact that the Joint Committee chose not to
describe “specified terrorist victim” with reference to the estate tax provision demonstrates Congress’s
intent that a more expansive definition of the term apply for estate tax purposes. This argument fails
given the statement in § 2201(b)(2) that the meaning of “specified terrorist victim” is “as defined in
section 692(d)(4).” 26 U.S.C. 8 2201(b)(2). To the extent that the Joint Committee report explains the
definition set forth in § 692(d)(4), therefore, it also explains the definition to be used for purposes of §
2201. Plaintiff identifies no reason why Congress would have defined the term differently for income
and estate tax purposes. Moreover, such an approach is contrary to general tenets of statutory
interpretation. See Sullivan v. Stroop, 496 U.S. 478, 484 (1990) (noting “the “normal rule of statutory
construction that identical words used in different parts of the same act are intended to have the same
meaning” (internal quotation marks omitted)); Sunv. Ashcroft, 370 F.3d 932, 938 (9th Cir. 2004) (noting
the “normal rule of statutory construction that identical words used in different part of the same act are
intended to have the same meaning”).

Not only is there no compelling reason for concluding that the term is defined differently for
purposes of 88 692 and 2201, but plaintiff’s argument requires a large conjectural leap. If, as plaintiff
asserts, Congress truly intended to expand the definition of “specified terrorist victim” as it is used in
§ 2201, surely it would have made such an intent explicit. Absent explicit expansion of the meaning
of the term, the more likely reason for the omission of reference to the estate tax in the second draft of
the report is that, given the fact that 8 2201 incorporates by reference the definition contained in § 692,
additional explanation would have been superfluous and duplicative. Especially in the context of a tax
exemption, plaintiff’s conjecture is too attenuated to be persuasive.

Consequently, to the extent the Joint Committee report assists in interpreting “specified terrorist
victim” as used in § 692(d)(4), it is equally helpful in interpreting the term in 8§ 2201(b)(2). See 34A
Federal Taxation AM. JUR. 2D | 144,913 (“However, the language in the income tax section of the
Technical Explanation presumably applies for purposes of the estate tax relief provision, because the
statutory definition of individuals who qualify for relief (i.e., ‘specified terrorist victims’) is the same
for both income tax and estate tax purposes”).

9




© 00 N o o b~ O w NP

N N N N N N N N DN P PP R R R R R R,
0 N o o BN W N P O © 00w N o o0 N~ w N Pk O

Case 2:07-cv-05771-MMM-RC  Document 30  Filed 07/07/2008 Page 10 of 29

Senate on December 20, 2001 (“Staff Report”), JCX-93-01 (December 21, 2001) at 6;* see 34A Federal
Taxation AM. JUR. 2D 1 144,913 (“The definition of a “specified terrorist victim’ applies regardless of
whether the individual was killed in the attack itself (e.g., in one of the four airplanes involved in the
Sept. 11, 2001 attacks or on the ground) or in rescue or recovery operations”).
2. Other September 11 Victim Compensation Statutes

The VTTRA is the only statute at issue here. Other statutes, however, were passed in the wake
of the September 11, 2001 attacks and may provide interpretative guidance that will assist in construing
the VTTRA. Most relevant is the “Air Transportation Safety and System Stabilization Act”
(“ATSSSA”), Pub. L. No. 107-42, 115 Stat. 230 (2001) (codified as amended at 49 U.S.C. § 40101
note). The Second Circuit described the relevant terms of the ATSSSA in In re WTC Disaster Site, 414
F.3d 352 (2d Cir. 2005):

“Congress enacted the original version of ATSSSA within days after the September 11

attacks. The principal components of the original enactment were the creation of the

Victim Compensation Fund [*VCF’] to provide relief, without litigation, to individuals

(or relatives of deceased individuals) physically injured or killed as a result of the

September 11 aircraft crashes, see ATSSSA 8§88 403, 405; the limitation of the airlines’

liability for damages sustained as a result of those crashes, see id. § 408(a); the creation

% Although courts have found that Joint Committee reports do “not rise to the level of legislative
history, because [they were] authored by Congressional staff and not by Congress. . . such explanations
[are] highly indicative of what Congress did, in fact, intend.” Hutchinsonv. Comm’r, 765 F.2d 665, 670
(7th Cir. 1985); see Estate v. Wallace v. C.1.R. 965 F.2d 1038, 1050 n. 15 (11th Cir. 1992) (“We cite the
General Explanation not as an expression of legislative intent, as it was prepared by committee staff
after enactment of the statute, but as a valuable aid to understanding the statute. We accord it no weight
as binding authority on legislative intent”); McDonald v. C.1.R., 764 F.2d 322, 336 n. 25 (5th Cir. 1985)
(“The Joint Committee is a staff committee, and its “Explanation’ was issued after the fact. Hence it
does not directly represent the views of the legislators or an explanation available to them when acting
on the bill. The Joint Committee’s views, however, are entitled to great respect”); see also Pierce v.
United States, 76 Fed. Cl. 638, 650 (Fed. Cl. 2007) (“Congress’ intent is also found in the Joint
Committee’s General Explanation of the Tax Reform Act of 1986 and Joint Committee’s Technical
Explanation of the Tax Relief and Health Care Act of 2006”"); United States v. One Parcel of Land,
Known as Lot 111-B, 902 F.2d 1443, 1445 (9th Cir. 1990) (“A congressional joint committee report
explaining the identical language of Section 881(a)(6) leaves no doubt as to the proper interpretation
of the “knew or consented’ language”™).

10
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of a federal cause of action as the exclusive judicial remedy for damages arising out of

those crashes, see id. 8 408(b)(1); and the concentration in federal court in the Southern

District of New York (or “Southern District”) of suits on that federal cause of action, see

id. § 408(b)(3).” Id. at 373.

As noted, “[o]ne purpose of the [VCF] is “to provide compensation to any individual (or relatives
of a deceased individual) who was physically injured or killed as a result of the terrorist-related aircraft
crashes of September 11, 2001.”” Virgilio v. City of New York, 407 F.3d 105, 111 (2d Cir. 2005)
(quoting ATSSSA § 403). The VCF identifies two categories of claimants eligible for compensation.
Most pertinent here, it defines an eligible individual as one who

“(i) was present at the World Trade Center, (New York , New York), the Pentagon

(Arlington, Virginia), or the site of the aircraft crash at Shanksville, Pennsylvania at the

time, or in the immediate aftermath, of the terrorist-related aircraft crashes of September

11, 2001; and

(i) suffered physical harm or death as a result of such an air crash.” ATSSSA §

405(c)(2)(A).%*

ATSSSA provides for a federal cause of action arising out of the attacks that preempts all other
claims.?” The statute states that “[t]here shall exist a Federal cause of action for damages arising out of
the hijacking . . . [and] this cause of action shall be the exclusive remedy for damages arising out of the
hijacking and subsequent crashes of such flights.” Id., § 408(b)(1). Under § 408, “[t]he United States
District Court for the Southern District of New York [has] exclusive jurisdiction over all actions brought

for any claim . . . resulting from or relating to the terrorist-related aircraft crashes of September 11,

*The second category is individuals who were passengers or crew on any of the airplanes
involved in the attacks, so long as they have not been found to be participants or conspirators in the
attacks. See ATSSSA, § 405(c)(2)(B).

¥"This further ATSSSA’s purpose of “provid[ing] quick no-fault compensation decisions for
victims while capping the litigation exposure of front-line defendants.” Virgilio, 407 F.3d at 111; see
id. (“itis quite clear that the Act’s “general purpose is to protect the airline industry and other potentially
liable entities from financially fatal liabilities while ensuring that those injured or killed in the terrorist
attacks receive adequate compensation,”” quoting Canada Life Assurance Co. v. Converium
Ruckverischerung (Deutschland) AG, 335 F.3d 52, 55 (2d Cir. 2003).
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2001.” Id., § 408(b)(3).

As can be seen, the ATSSSA uses different phrases connoting causation in different provisions.
Section 405, which defines those eligible to receive funds from the VCF, limits claimants to those who
were present at the crash sites and suffered physical harm or death “as a result of” a crash. See id. 8
405(c)(2)(A)(ii).® Section 408, however, recognizes a federal cause of action for damages “arising out
of” the hijackings. See id., 8 408(b)(1). In a later subsection, Congress uses a third formulation,
providing that the Southern District of New York has jurisdiction to hear claims “resulting from or
relating to” the crashes. 1d., § 408(b)(3). In WTC Disaster Site, the Second Circuit analyzed the causal
language used in 8§88 405 and 408, noting that “the phrases used in 88 405 and 408 are significantly
different in describing the required relationship between the September 11 events and the claims that
are the subjects of those sections.” WTC Disaster Site, 414 F.3d at 376. The court held that § 408’s use
of “arising out of” and “relating to” was broader and more expansive than § 405’s “as a result of.” See
id. (“Section 408 uses two broader concepts: (1) It creates a federal cause of action for damages ‘arising
out of” the crashes, . . . which encompasses a broader group of claims than does the phrase ‘as a result
of” the crashes; and (2) while § 405’s “as a result of” concept is repeated — as ‘resulting from’ — in the
8§ 408 subsection that gives the federal court exclusive jurisdiction, § 408’s operative phrase is ‘resulting
from or relating to’ the crashes . . . and a phrase such as ‘relat[ing] to’ is “clearly expansive,”” quoting
New York State Conf. of Blue Cross & Blue Shield Plans v. Travelers Ins. Co., 514 U.S. 645, 655
(1995)). The court thus concluded that “whereas 8 405 relief is limited to injuries suffered “as a result
of” the air crashes, the scope of § 408, dealing with “all actions brought for any claim . . . resulting from
or relating to’ the crashes, is clearly broader.” 1d. (emphasis added).

While the Second Circuit’s interpretation of the ATSSSA does not bear directly on interpretation
of the VTTRA, itis informative. First, as the parties note, an “eligible individual” under the VCF must
have been “present” at one of the crash sites to recover. The VTTRA contains no such requirement.

The VTTRA, however, defines “specified terrorist victims” as individuals who died “as a result of”

BAs discussed infra, VTTRA also uses “as a result of” to define the causal link that must exist
for one to be a “specified terrorist victim.” See 26 U.S.C. § 692(d)(4).

12
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wounds or injuries suffered “as a result of” the terrorist attacks. This, of course, is the same causal
language used in the ATSSSA to define those individuals who can recover from the VCF.

C. The Construction of Tax Exemption Statutes

Itisawell settled rule of law that statutory tax deductions “depend[ ] upon legislative grace; and
only as there is clear provision therefor can any particular deduction be allowed.” New Colonial Ice Co.
v. Helvering, 292 U.S. 435, 440 (1934). “Because tax deductions are a matter of legislative grace,
statutes providing for them should be narrowly construed against the taxpayer.” Strange v. C.1.R., 270
F.3d 786, 787 (9th Cir. 2001). This rule applies with equal force to all types of federal taxation,
including the federal estate tax. See Davis v. C.1.R., 394 F.3d 1294, 1298 (9th Cir. 2005) (noting that
the marital deduction for federal estate tax purposes codified in 26 U.S.C. § 2056 “is ‘to be strictly
construed and applied,’” quoting Comm’r v. Estate of Bosch, 387 U.S. 456, 464 (1967)); Estate of Shedd
v. Comm’r, 237 F.2d 345, 357 (9th Cir. 1956) (“[S]tatutory exemptions from [estate taxes] should be
strictly construed against the taxpayer, and are held applicable only to subject matter or beneficiaries
clearly within their terms”).

As its title states, the VTTRA was intended to provide targeted “tax relief” to victims of the
terrorist attacks. The government argues that the reduced tax schedule available to “specified terrorist
victims” is clearly a tax deduction that must be “strictly construed” against the taxpayer. Although it
did not clearly raise the argument in its reply, plaintiff asserted at oral argument that the “strict
construction” rule does not apply because the tax relief afforded by the VTTRA is neither a deduction
nor an exemption.* Rather, plaintiff contends, the VTTRA affords tax relief via a targeted reduction
in the estate tax rate applicable to the estates of “specified terrorist victims.” Because the statute did not
reduce the assets subject to tax, as a deduction or exemption would have, plaintiff maintains that the
VTTRA is not subject to the strict construction rule.

Plaintiff concedes that it has no authority supporting this position, and after considering the

argument, the court disagrees. As can be seen from the cases cited above, the rationale behind strict

*Pplaintiff noted that “deductions and exemptions” generally reduce the amount of income or
assets that are eligible for taxation and thus lower the amount of tax owed by decreasing the total pool
of taxable income or assets to which the applicable tax rate applies.

13
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construction is that, where Congress affords individuals tax relief as a matter of “legislative grace,” the
extent of the relief should be narrowly construed. Stated differently, statutes granting tax relief are
strictly construed in favor of the government because they constitute “‘a privilege granted by the
Government.”” Chrysler Corp. v. C.1.R., 436 F.3d 644, 654 (6th Cir. 2006) (quoting Burroughs Adding
Mach. Co. v. Terwilliger, 135 F.2d 608, 610 (6th Cir. 1943)). Applying this rationale there is no
principled distinction between the rate reduction at issue here and a tax deduction or exemption. Indeed,
the lower tax rate in 8 2201 is functionally indistinguishable from a tax exemption that reduces the size
of a decedent’s estate to which the standard tax rate applies. Either method provides targeted tax
“relief” that is properly understood to be an act of “legislative grace.” Cf. Falcon Steel Co. v. C.I.R,,
15B.T.A. 1133, 1139 (B.T.A. 1929) (Green, J., dissenting) (“I realize, of course, that section 327(d) is

a relief provision and that, as such, it should be construed strictly”).°

Because the reduced tax rate in § 2201 is equivalent to a tax deduction, strict construction is

applicable. This means that any ambiguity in the statutory definition of “specified terrorist victim” must

“Earlier cases dealing with tax exemptions for servicemen buttress the court’s conclusion that
the VTTRA should be interpreted narrowly. In Estate of DuPont v. C.I.R., 18 T.C. 1134 (Tax Court
1952), the decedent was a civilian working under military supervision who died in the crash of an
experimental military glider. Applying a provision of the tax code that exempted servicemen’s estates
from tax if they died as a result of their active military service, the court held that the decedent was not
in “active service” and thus did not qualify for the exemption despite the fact that he was acting under
military authority. See id. at 1142.

Likewise, the income tax relief provision in earlier versions of 8 692 has been strictly interpreted
as an exemption. See Hampton v. United States, 513 F.2d 1234 (Ct. Cl. 1975). There, the widow of a
deceased serviceman sought to recover taxes under a prior version of § 692. The provision authorized
“additional tax relief in the case of a serviceman who dies while serving in a combat zone.” It applied
“from the time a serviceman first entered [a] combat zone until his subsequent death. .. .” 1d. at 1248.
Italso applied to all earlier years for which taxes remained unpaid at the time of the serviceman’s death.
Id. Although the decedent had died in combat, he did not serve in a combat zone during the years for
which his wife sought income tax relief. Because taxes for those years had been paid, and the
serviceman’s widow sought a refund, the court concluded that the statute did not apply. See id. (“To
allow plaintiff to recover taxes for years of noncombat service (1963 and 1964), prior to Colonel
Hampton’s combat zone assignment to Vietnam in 1967, would provide plaintiff with a windfall and
would stretch the relief afforded by § 692 beyond its intended bounds™).

Although neither DuPont nor Hoffman is directly relevant, as they do not concern the version
of the statute at issue here, they reinforce the notion that statutes similar to the current version of § 692
must be read narrowly in favor of the government.
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