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Estate of H. B. Hundley, Deceased, George H. Beuchert, Jr. , and William J.
McWilliams, Co-Executors, Petitioners v. Commissioner of Internal Revenue,
Respondent, 52 T. C. 495 (1969)

Transfers of  property in marital  settlement agreements are taxable gifts  to the
extent they exceed the value of support rights relinquished by the recipient spouse.

Summary

H. B. Hundley transferred securities worth approximately $370,000 to a trust for his
wife’s benefit as part of a marital settlement agreement. The agreement settled
ongoing litigation and relinquished the wife’s support and inheritance rights. The
court held that the transfer constituted a taxable gift to the extent it exceeded the
value of the wife’s relinquished support rights, valued at $102,398. 92. This decision
was based on the interplay between gift  and estate tax statutes,  which do not
consider  the  release  of  inheritance  rights  as  adequate  consideration  for  tax
purposes. The court also found no negligence in the estate’s failure to report the
gift, given reliance on competent legal advice.

Facts

H. B. Hundley and his wife, Bertha Suzanne Hundley, engaged in extensive litigation
over his competency and property management. In January 1963, they entered into
a settlement agreement, transferring securities worth $370,567. 51 to a trust for
Bertha’s benefit. The agreement aimed to end their litigation, including Bertha’s
separate  maintenance  claim,  and  she  relinquished  her  support  and  inheritance
rights. Hundley died two months later. The estate reported the transfer as a sale for
income tax purposes, not filing a gift tax return, based on advice from Hundley’s
attorney, who became an executor of the estate.

Procedural History

The Commissioner  determined deficiencies  in  gift  and  estate  taxes.  The  estate
contested these, arguing the transfer was not a gift. The Tax Court consolidated the
cases  and found that  while  the transfer  was taxable  as  a  gift  to  the extent  it
exceeded the value of relinquished support rights, no additions to tax for negligence
were warranted due to reliance on competent counsel.

Issue(s)

1. Whether the transfer of securities to a trust for the benefit of Hundley’s wife
constituted a taxable gift?
2. If so, what was the amount of the taxable gift?
3. Whether the estate was liable for additions to tax due to failure to file a gift tax
return?

Holding
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1. Yes, because the transfer was in exchange for the relinquishment of support and
inheritance  rights,  and  only  the  value  of  the  support  rights  ($102,398.  92)
constituted adequate consideration under tax statutes.
2. The taxable gift amounted to $268,168. 59, the difference between the value of
the  securities  transferred  ($370,567.  51)  and  the  value  of  the  support  rights
relinquished ($102,398. 92).
3. No, because the estate relied on competent legal advice that the transfer was a
sale, not a gift, and thus not subject to gift tax.

Court’s Reasoning

The court applied gift and estate tax statutes, particularly sections 2512(b) and
2043(b), which deem a transfer a gift to the extent it exceeds full and adequate
consideration in money or money’s worth. The release of inheritance rights is not
considered such consideration. The court valued the support rights at $102,398. 92
as determined by the Commissioner, finding no evidence to contradict this valuation.
Hundley’s transfer was motivated by ending litigation and securing his property, but
these motives did not constitute consideration in money or money’s worth. The court
also considered the absence of divorce proceedings significant, as it meant the wife
did not relinquish a presently enforceable claim to property upon divorce, which
might have altered the tax treatment. The court rejected the estate’s argument that
the transfer was made in the ordinary course of business, as it did not meet the
criteria for such a transaction. The court also found no negligence in failing to file a
gift tax return, given Hundley’s reliance on his experienced attorney’s advice.

Practical Implications

This  decision  clarifies  that  transfers  under  marital  settlement  agreements  are
taxable gifts to the extent they exceed the value of relinquished support rights.
Attorneys  must  carefully  value  these  rights  and  consider  potential  gift  tax
implications in such agreements, especially when no divorce follows. The ruling
underscores the importance of legal advice in tax planning and the potential for
reliance on such advice to mitigate penalties. Subsequent cases have applied this
ruling, distinguishing between support and inheritance rights in marital agreements,
and  it  remains  relevant  in  advising  clients  on  the  tax  treatment  of  property
settlements.


