Estate of Maurice H. Honickman, Deceased, Kate Honickman, Harold A.
Honickman and Girard Trust Bank, Coexecutors, Petitioners v.
Commissioner of Internal Revenue, Respondent, 58 T. C. 132 (1972)

Transfers made within three years of death are presumed to be in contemplation of
death unless proven otherwise; a spouse’s claim for reimbursement of taxes paid
from separate property income is generally considered a gift under Pennsylvania
law.

Summary

Maurice Honickman transferred life insurance policies to a trust within three years
of his death, prompting the IRS to include their value in his estate under Section
2035 of the Internal Revenue Code, which presumes transfers within three years of
death are in contemplation of death. The court upheld this inclusion, finding no
evidence to overcome the presumption. Additionally, Honickman’s wife, Kate,
claimed reimbursement for federal income taxes paid from her separate property
income, which the court denied, ruling that under Pennsylvania law, such payments
are considered gifts, not loans, and thus not deductible from the estate.

Facts

Maurice H. Honickman transferred ownership of nine life insurance policies on his
life to a trust on July 29, 1963, less than three years before his death on February
14, 1965. These policies, with a cash value of $79,140. 59 and a face value of
$120,000, were pledged as collateral for loans from the Girard Trust Corn Exchange
Bank. Honickman'’s wife, Kate, had guaranteed these loans as a contingent liability.
The trust was set up for the benefit of his wife, children, and grandchildren.
Additionally, Kate used income from her separate property to pay federal income
taxes for herself and her husband from 1948 through 1965, amounting to $152,855.
20 attributable to Maurice’s income. She later claimed this as a loan against
Maurice’s estate.

Procedural History

The IRS determined a deficiency in the estate tax of Maurice Honickman'’s estate,
leading to a petition filed in the U. S. Tax Court. The court addressed two issues:
whether the transfers of the insurance policies were made in contemplation of
death, and whether Kate Honickman had a valid claim for reimbursement against
the estate for taxes paid.

Issue(s)

1. Whether the transfer of life insurance policies by Maurice Honickman within
three years of his death was made in contemplation of death under Section 2035 of
the Internal Revenue Code?

2. Whether Kate Honickman had a valid claim against her husband’s estate for
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federal income taxes she paid on his behalf from 1948 through 19657?
Holding

1. Yes, because the transfers were made within three years of death, and the
petitioners failed to rebut the statutory presumption that such transfers were made
in contemplation of death.

2. No, because under Pennsylvania law, the use of a wife’s income to pay joint tax
liabilities is presumed to be a gift, not a loan, and Kate’s claim for reimbursement
was not valid.

Court’s Reasoning

The court applied Section 2035 of the Internal Revenue Code, which presumes
transfers within three years of death are in contemplation of death unless proven
otherwise. The timing of the transfers, the simultaneous execution of Honickman’s
will, and the lack of evidence supporting alternative motives led the court to uphold
the inclusion of the policies’ value in the estate. For Kate’s claim, the court relied on
Pennsylvania law, which presumes that a wife’s income used for the benefit of the
marriage is a gift. The court found that Kate’s long-term pattern of paying taxes
without claiming reimbursement and the absence of any legal action until well after
Maurice’s death supported the conclusion that her payments were gifts, not loans.

Practical Implications

This decision reinforces the importance of the three-year rule under Section 2035,
urging estate planners to consider the timing of transfers to avoid estate tax
inclusion. For legal practitioners, it highlights the need to understand state-specific
laws on spousal property and claims, as these can significantly impact estate tax
deductions. The ruling also underscores the necessity for clear documentation of
financial arrangements between spouses to avoid ambiguity in estate tax
assessments. Subsequent cases have cited Estate of Honickman for its interpretation
of transfers in contemplation of death and the treatment of spousal tax payments as
gifts under state law.
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