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Estate of Smith v. Commissioner, 94 T. C. 888 (1990)

The IRS can revalue prior taxable gifts for estate tax purposes even if the statute of
limitations has closed for gift tax reassessment.

Summary

In Estate of Smith, the Tax Court ruled that the IRS could revalue gifts made during
the decedent’s lifetime for estate tax calculation, despite the statute of limitations
for gift tax reassessment having expired. The decedent made substantial gifts of
stock in 1982, which were revalued by the IRS for estate tax purposes after his
death  in  1984.  The  court  found  that  while  Section  2504(c)  prevents  gift  tax
revaluation after the statute of limitations, it does not extend this limitation to estate
tax calculations. The decision allows the IRS to adjust the value of lifetime gifts
when computing the estate tax, but also requires corresponding adjustments to the
gift tax credit, ensuring fairness in tax assessments.

Facts

On December 22, 1982, Frederick R. Smith gifted 62,199 shares of  Bellingham
Stevedoring Co. class B common stock, valuing them at $284,871. 42 for gift tax
purposes. Smith died on December 5, 1984, and his estate reported the same value
for the gifted stock on the estate tax return filed on September 6, 1985. The IRS
later assessed an estate tax deficiency, valuing the stock at $668,495, but did not
adjust the gift tax credit correspondingly. The estate contested the IRS’s ability to
revalue the gifts for estate tax purposes after the gift tax statute of limitations had
expired.

Procedural History

The case was brought before the U. S. Tax Court on the estate’s motion for partial
summary judgment regarding the valuation of gifts for estate tax purposes. The IRS
had assessed an estate tax deficiency based on a higher valuation of the gifted stock,
and the estate challenged this revaluation, arguing it was barred by the statute of
limitations for gift tax reassessment.

Issue(s)

1. Whether the IRS may increase the value of gifts made in years closed to such
increases for gift tax purposes when calculating “adjusted taxable gifts” for estate
tax purposes under Section 2001(b)(1)(B).
2.  Whether  the  estate  is  entitled  to  an  adjusted  gift  tax  credit  under  Section
2001(b)(2) based on any increased valuation of prior gifts.

Holding

1. Yes, because Section 2504(c) does not apply to estate tax calculations, allowing
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the IRS to revalue prior taxable gifts for estate tax purposes.
2. Yes, because the estate is entitled to a gift tax credit adjustment under Section
2001(b)(2) corresponding to any increased valuation of prior gifts.

Court’s Reasoning

The court interpreted Section 2504(c) as a limitation applicable solely to gift tax
revaluations, not extending to estate tax calculations under Section 2001(b)(1)(B).
The court emphasized that the language of Section 2504(c) specifically addresses
gift tax computations, and there is no similar limitation in the estate tax provisions.
The court also noted the legislative history of the Tax Reform Act of 1976, which
unified the estate and gift tax rate schedules but did not incorporate Section 2504(c)
into estate tax computations. The court rejected the estate’s arguments for applying
Section 2504(c) to estate taxes under doctrines like pari materia, citing the distinct
nature of statutes of limitations and the absence of legislative intent to extend such
limitations to estate taxes.  Additionally,  the court addressed the fairness of  tax
assessments,  ruling that  any increase in  the value of  prior  gifts  for  estate  tax
purposes must be accompanied by a corresponding adjustment to the gift tax credit
under Section 2001(b)(2) to prevent the IRS from indirectly collecting time-barred
gift taxes through a higher estate tax.

Practical Implications

This decision affects estate planning and tax practice by allowing the IRS to reassess
the value of lifetime gifts for estate tax purposes even after the statute of limitations
for gift tax reassessment has expired. Practitioners must be aware that while this
gives  the  IRS  greater  flexibility  in  estate  tax  assessments,  it  also  mandates
corresponding adjustments to the gift tax credit to ensure equitable treatment. The
ruling may lead to  increased scrutiny of  lifetime gifts  in  estate tax audits  and
potentially prompt legislative action to clarify or limit the IRS’s authority in this
area.  Subsequent  cases  and  legal  commentaries  have  recognized  the  need  for
taxpayers  to  maintain  detailed  records  of  lifetime  gifts  to  address  potential
revaluations years later.


