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Estate of Robert G. Fenton, Deceased, Manufacturers Hanover Trust Co. ,
Executor, Petitioner v. Commissioner of Internal Revenue, Respondent, 70 T.
C. 263 (1978)

Claims against an estate based on a separation agreement are deductible to the
extent they are contracted for adequate and full consideration, valued at the date of
the agreement.

Summary

In Estate of Fenton v. Commissioner, the court addressed the deductibility of claims
against  an  estate  stemming  from a  separation  agreement  between  Robert  and
Catherine Fenton. The agreement promised Catherine life insurance proceeds and a
life estate in a trust upon Robert’s death. The key issue was whether these claims
were deductible under Section 2053 of the Internal Revenue Code, which limits
deductions to the extent of bona fide consideration. The court held that the date of
the agreement, not the date of death, should be used to value the consideration
given and received. By valuing Catherine’s relinquished support rights at the time of
the agreement, the court determined she gave adequate and full consideration for
her  claims,  allowing a  full  deduction.  This  case underscores  the importance of
timing in valuing estate tax deductions related to separation agreements.

Facts

Robert  and  Catherine  Fenton,  married  since  1938,  entered  into  a  separation
agreement on January 7, 1960. The agreement stipulated that upon Robert’s death,
Catherine would receive the proceeds of life insurance policies totaling $22,500 and
a life estate in a trust consisting of one-half of Robert’s net taxable estate. They
divorced  on  April  14,  1960,  in  Chihuahua,  Mexico,  with  the  divorce  decree
incorporating the agreement by reference. Robert died on December 2, 1971, and
his estate claimed a deduction for Catherine’s claims against the estate, which the
Commissioner  challenged,  arguing  the  claims  were  not  fully  deductible  under
Section 2053(c)(1)(A) due to inadequate consideration.

Procedural History

The estate filed a federal estate tax return claiming a deduction for Catherine’s
claims against Robert’s estate. The Commissioner determined a deficiency, asserting
the  deduction  should  be  limited  to  the  value  of  Catherine’s  support  rights
relinquished under the agreement. The estate petitioned the Tax Court, which held
that the claims were founded on the separation agreement, not the divorce decree,
and that the value of the consideration should be determined at the date of the
agreement.

Issue(s)

1. Whether Catherine’s claims against Robert’s estate were “founded on a promise
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or agreement” under Section 2053(c)(1)(A), thus limiting the estate’s deduction to
the extent of bona fide consideration given.
2. Whether the date of Robert’s death or the date of the separation agreement
should be used to value the consideration given by Catherine for her claims against
the estate.

Holding

1. Yes, because the claims were based on the separation agreement, not the divorce
decree, and thus subject to the limitation under Section 2053(c)(1)(A).
2. The date of the separation agreement should be used, because the consideration
must be valued at the time the agreement was made to determine if it was adequate
and full.

Court’s Reasoning

The  court  determined  that  Catherine’s  claims  were  “founded  on  a  promise  or
agreement”  because  the  divorce  decree  merely  incorporated  the  separation
agreement  without  altering  its  terms.  The  court  rejected  the  Commissioner’s
argument to value the claims at Robert’s death, emphasizing that the agreement’s
terms  were  bargained  for  at  the  time  of  execution,  and  the  value  of  the
consideration given (Catherine’s support rights) should be measured at that time.
The court noted that valuing the claims at death would unfairly use hindsight and
could lead to inconsistent results, as the estate’s value could fluctuate over time.
The court found that Catherine’s relinquished support rights, valued at $34,518. 41
on  January  7,  1960,  provided  adequate  and  full  consideration  for  her  claims,
allowing a full deduction under Section 2053(a)(3).

Practical Implications

This  decision  clarifies  that  for  estate  tax  deductions  related  to  separation
agreements, the consideration given must be valued at the time of the agreement,
not at the decedent’s death. This approach ensures that the parties’ intentions and
bargaining  positions  at  the  time of  the  agreement  are  respected.  Practitioners
should carefully document the value of support rights relinquished in separation
agreements, as this will determine the deductibility of claims against the estate. The
case  also  highlights  the  importance  of  clearly  defining  terms  in  separation
agreements to avoid ambiguity and potential tax disputes. Subsequent cases have
followed this valuation approach, reinforcing the principle established in Estate of
Fenton.


