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Mariani v. Commissioner, 54 T. C. 135 (1970)

Settlement proceeds from a claim against an estate based on a breached promise to
bequeath property are taxable income, not excludable as gifts or inheritances.

Summary

Joseph Mariani sued his father’s estate for failing to bequeath him one-third of the
estate as promised in exchange for his ranch management services.  The estate
settled for $70,000, from which Mariani netted $39,666. 66 after fees. The Tax
Court held this amount was taxable income, not excludable under IRC section 102 as
a gift or inheritance, since it stemmed from a contractual claim against the estate
rather than the will  itself.  The decision underscores the taxability of settlement
proceeds based on breached promises to bequeath, even when related to familial
expectations.

Facts

Joseph Mariani worked as foreman on his father’s fruit ranch from 1945 until 1954.
His father’s will initially left one-third of his estate to Joseph, but a later codicil
disinherited him entirely. After his father’s death in 1958, Joseph filed a creditor’s
claim against the estate for $275,000, alleging an agreement that he would receive
one-third of the estate in exchange for his services. The estate rejected the claim,
leading to a lawsuit. The suit settled in 1962 for $70,000, funded equally by his
siblings. After paying legal and investigation fees, Joseph netted $39,666. 66, which
he did not report as income.

Procedural History

Joseph Mariani and his wife filed a joint tax return for 1962, excluding the $39,666.
66 settlement amount.  The IRS issued a deficiency notice treating this  sum as
taxable income. The Marianis petitioned the U. S. Tax Court, arguing the settlement
was excludable under IRC section 102 as a gift or inheritance. The Tax Court ruled
in favor of the Commissioner, holding the settlement proceeds were taxable income.

Issue(s)

1. Whether the net amount of $39,666. 66 received by Joseph Mariani in settlement
of his suit against his father’s estate is excludable from gross income under IRC
section 102 as a gift, bequest, devise, or inheritance.

Holding

1. No, because the settlement proceeds were received in settlement of a contractual
claim against the estate, not as a gift, bequest, devise, or inheritance under the will
or codicil.
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Court’s Reasoning

The Tax Court  reasoned that the settlement stemmed from Joseph’s claim of  a
breached agreement with his father to bequeath him one-third of  the estate in
exchange for services, not from the will itself. The court distinguished this from an
inheritance, noting that Joseph’s suit did not challenge the will’s validity but sought
enforcement of a separate contract. The court cited prior cases like Cotnam and
Davies to support its view that such settlement proceeds are taxable income. The
court also rejected Joseph’s alternative argument for income averaging over the
years he worked, as the settlement was not back pay but compensation for the
breached promise to bequeath. The decision emphasized that the settlement was not
a gift or inheritance but payment for a contractual claim, thus taxable under IRC
section 63(a).

Practical Implications

This case clarifies that settlement proceeds from claims against estates based on
breached promises to bequeath property are taxable income, not excludable as gifts
or  inheritances.  Attorneys  should  advise  clients  to  report  such  settlements  as
income, even if they arise from familial expectations or agreements. The ruling may
deter individuals from pursuing claims against estates on the basis of oral promises
to bequeath, as any settlement will be taxable. The decision also underscores the
importance  of  clear  testamentary  language  to  avoid  disputes  and  potential  tax
liabilities for heirs. Subsequent cases like Estate of Craft v. Commissioner have
distinguished Mariani where the settlement related directly to the validity of the will
itself,  potentially  allowing  for  exclusion  under  section  102  in  those  limited
circumstances.


