Estate of Edward Satz, Deceased, Robert S. Goldenhersh, Executor,
Petitioner v. Commissioner of Internal Revenue, Respondent, 78 T. C. 1172
(1982)

Claims against an estate based on a separation agreement must be contracted for
full and adequate consideration to be deductible under the estate tax.

Summary

In Estate of Satz v. Commissioner, the Tax Court held that a claim against Edward
Satz’s estate for unpaid life insurance proceeds, stemming from a separation
agreement with his former wife Ruth, was not deductible under section 2053 of the
Internal Revenue Code. The court ruled that the claim lacked full and adequate
consideration in money or money’s worth, as required for deductibility. The decision
hinged on whether the claim was founded on the separation agreement or the
divorce decree, and whether section 2516 of the gift tax code could supply the
necessary consideration. The court found that the claim was based on the
agreement and that section 2516 did not apply to estate tax considerations.

Facts

Edward Satz and Ruth C. Satz divorced in 1971 after entering into a separation
agreement that included Edward’s promise to name Ruth as the primary beneficiary
of four life insurance policies. Edward died in 1973 without fulfilling this obligation.
Ruth sought and obtained a judgment against the estate for the insurance proceeds,
claiming $66,675. 48. The estate sought to deduct this amount from its federal
estate tax under section 2053.

Procedural History

After Edward’s death, Ruth filed a claim in the Probate Court of St. Louis County,
which was allowed. The estate appealed to the Circuit Court, which consolidated the
appeal with Ruth’s petition for declaratory judgment and injunction. The Circuit
Court granted summary judgment to Ruth, ordering the estate to pay her the net
proceeds of the policies plus the amount of unauthorized loans. The estate then
sought a deduction for this amount in its federal estate tax return, which was
disallowed by the Commissioner of Internal Revenue, leading to the appeal to the
Tax Court.

Issue(s)

1. Whether the claim against the estate for the insurance proceeds was founded on
the separation agreement or the divorce decree.

2. Whether the claim was contracted for full and adequate consideration in money or
money’s worth.

3. Whether section 2516 of the gift tax code could be applied to satisfy the
consideration requirement for estate tax purposes.
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Holding

1. No, because the claim was founded on the separation agreement, not the divorce
decree, as the Missouri court lacked power to decree or vary property settlements.
2. No, because the estate failed to prove that the insurance provision was contracted
in exchange for support rights, and thus lacked full and adequate consideration.

3. No, because section 2516, which provides that certain transfers incident to
divorce are deemed for full consideration under the gift tax, does not apply to the
estate tax.

Court’s Reasoning

The court applied section 2053(c)(1)(A), which limits deductions for claims founded
on promises or agreements to those contracted for full and adequate consideration.
The court determined that Ruth’s claim was based on the separation agreement, not
the divorce decree, because Missouri courts lacked the power to decree or modify
property settlements. The court also found that the estate did not prove that the
insurance provision was bargained for in exchange for support rights, which could
have constituted adequate consideration. Finally, the court declined to extend
section 2516’s gift tax consideration rule to the estate tax, citing clear congressional
intent to limit its application to the gift tax. The court emphasized the need for
legislative action to correlate the estate and gift tax provisions.

Practical Implications

This decision clarifies that claims against an estate based on separation agreements
must have full and adequate consideration to be deductible, impacting how estates
structure and negotiate such agreements. Practitioners must carefully document
consideration in separation agreements to ensure potential deductibility of claims.
The ruling also highlights the distinct treatment of estate and gift tax provisions,
underscoring the need for legislative action to harmonize them. Subsequent cases
involving similar issues have generally followed this precedent, reinforcing the
separation of estate and gift tax considerations unless explicitly linked by statute.
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