12T.C. 1118 (1949)

For estate tax purposes, a deduction for a claim against the estate based on an
agreement is only allowed if the agreement was contracted for an adequate and full
consideration in money or money’s worth; relinquishment of marital rights or rights
lacking ascertainable monetary value does not constitute adequate consideration.

Summary

The Estate of Rosalean B. Ottmann sought to deduct a payment made to the
decedent’s former husband in settlement of a claim. The claim was based on an
agreement where the decedent promised monthly payments in exchange for the
husband relinquishing rights to their son’s custody, control, and earnings. The Tax
Court disallowed the deduction, holding that the agreement lacked adequate and full
consideration in money or money’s worth as required by Section 812(b)(3) of the
Internal Revenue Code. The court found that the relinquished rights were either
marital rights or lacked ascertainable monetary value.

Facts

Rosalean B. Ottmann (decedent) entered into an agreement with her former
husband, Augusto Fernando Pulido, in 1922. Pulido agreed to relinquish all rights to
the custody, care, control, and earnings of their son, John F. Pulido. In return,
Ottmann agreed to pay Pulido $416.66 per month for life and to include a provision
in her will directing a trustee to continue these payments after her death. After
Ottmann’s death, Pulido filed a claim against her estate based on this agreement.
The estate settled the claim for $14,518.

Procedural History

The Estate of Ottmann filed an estate tax return and deducted the $14,518 payment
to Pulido. The Commissioner of Internal Revenue disallowed the deduction, arguing
that the underlying agreement was not contracted for full and adequate
consideration. The Tax Court reviewed the Commissioner’s determination.

Issue(s)

Whether the $14,518 paid to the decedent’s former husband in settlement of his
claim against the estate is deductible under Section 812(b)(3) of the Internal
Revenue Code.

Holding

No, because the agreement upon which the claim was based lacked adequate and
full consideration in money or money’s worth as required by Section 812(b)(3) of the
Internal Revenue Code.
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Court’s Reasoning

The court focused on whether the agreement between Ottmann and Pulido was
supported by adequate and full consideration in money or money’s worth. The court
noted that Section 812(b)(3) disallows deductions for claims founded on agreements
releasing marital rights, and such rights do not constitute adequate consideration.
The court acknowledged the estate’s argument that Pulido relinquished a valuable
right to his son’s earnings. However, the court found no evidence in the record to
demonstrate the value of the son’s earnings or that he was even capable of earning
any money. Therefore, the court concluded that the mere right to the son’s earnings,
without any showing of actual or potential monetary value, did not constitute
adequate and full consideration. Quoting Taft v. Commissioner, the court
emphasized Congress’s intent to narrow the class of deductible claims. The court
stated, “Petitioner having failed to present any evidence whatever on the subject of
the value of that consideration, we can not say that the disallowance was
erroneous.” The court further stated that to the extent that the rights relinquished
by the husband were of the nature of marital rights, those would not be considered
consideration in money or money’s worth.

Practical Implications

This case clarifies the standard for deducting claims against an estate based on
agreements, emphasizing the need for adequate and full consideration in money or
money’s worth. Attorneys advising clients on estate planning must ensure that any
agreements intended to support deductible claims against the estate are supported
by tangible, demonstrable monetary value. The relinquishment of rights that are
primarily personal or familial, such as custody or companionship, will likely not be
considered adequate consideration for estate tax deduction purposes. This case also
highlights the importance of creating a strong evidentiary record to support the
valuation of any consideration exchanged in such agreements, as the burden of
proof lies with the estate to demonstrate that the agreement meets the statutory
requirements for deductibility. Later cases citing Ottmann often involve disputes
over what constitutes “adequate and full consideration” in the context of estate tax
deductions, frequently concerning agreements made in divorce or separation
proceedings.
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