Estate of Huntington v. Commissioner, 101 T. C. 10 (1993)

Settlement payments to beneficiaries based on reciprocal-will agreements are not
deductible as claims against an estate under Section 2053(a)(3) due to lack of
adequate consideration.

Summary

In Estate of Huntington v. Commissioner, the court addressed whether a $425,000
payment made by the estate to settle a lawsuit could be deducted as a claim against
the estate under Section 2053(a)(3). The payment stemmed from a settlement
agreement related to a disputed reciprocal-will between the decedent and her
husband, intended to benefit their children. The court ruled that the payment was
not deductible because it was supported only by the donative intent of the spouses,
which does not constitute adequate consideration under estate tax law. This decision
clarifies the stringent criteria for deductibility of settlement payments in estate
taxation, emphasizing the need for bona fide contractual consideration.

Facts

Elizabeth G. Huntington died intestate on December 24, 1986. Prior to her death,
her husband Dana executed a will in 1979 leaving his entire estate to Elizabeth,
revoking a prior will that had allocated portions to their children. After Dana’s
death, his sons, Charles and Myles, filed a lawsuit against Elizabeth, alleging a
binding oral agreement for reciprocal wills, where Elizabeth promised to devise her
estate equally among their children. A settlement was reached where Elizabeth
agreed to devise 40% of her estate to Charles and Myles. After Elizabeth’s death,
her estate paid $425,000 to Charles and Myles as per the settlement, and sought to
deduct this amount from the estate tax under Section 2053(a)(3).

Procedural History

Charles and Myles filed a lawsuit in 1981 seeking a constructive trust on the
property Elizabeth received from Dana’s estate. This lawsuit was settled in 1986
with Elizabeth agreeing to devise 40% of her estate to Charles and Myles. After
Elizabeth’s death in 1986, her estate paid the agreed-upon sum, and sought to
deduct it on the estate tax return filed in 1988. The IRS disallowed the deduction,
leading to the estate’s appeal to the Tax Court.

Issue(s)

1. Whether the $425,000 payment made by the estate to Charles and Myles is
deductible as a claim against the estate under Section 2053(a)(3).

Holding

1. No, because the payment was not supported by adequate and full consideration in
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money or money’s worth, as required by Section 2053(c). The court found that the
settlement was based solely on the alleged reciprocal-will agreement, which lacked
adequate consideration due to its donative nature.

Court’s Reasoning

The court applied Section 2053(a)(3), which allows deductions for claims against the
estate only if they are enforceable obligations of the decedent and supported by
adequate consideration. The court scrutinized the nature of the reciprocal-will
agreement, citing cases like Bank of New York v. United States and Estate of Lazar
v. Commissioner, which held that claims based on reciprocal wills lack adequate
consideration if supported only by donative intent. The court emphasized that the
settlement payment to Charles and Myles was essentially a testamentary disposition,
not a creditor’s claim, and thus not deductible. The court directly quoted Section 20.
2053-4 of the Estate Tax Regulations, which requires claims to be “contracted bona
fide and for an adequate and full consideration in money or money’s worth. “

Practical Implications

This decision impacts how estates can claim deductions for settlement payments,
particularly those arising from disputes over testamentary dispositions. Legal
practitioners must carefully evaluate the nature of any settlement agreements to
ensure they are supported by adequate consideration beyond mere donative intent.
This ruling may influence how estates negotiate settlements in similar cases,
pushing for clearer contractual obligations that meet the IRS’s criteria for
deductibility. Subsequent cases like Estate of Moore v. Commissioner have cited
Huntington to support similar holdings, further entrenching the principle that
payments based on reciprocal-will agreements are not deductible as claims against
the estate.
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