Estate of Fiore Agnello, Deceased, John Agnello, Executor, Petitioner v.
Commissioner of Internal Revenue, Respondent, 103 T. C. 605 (1994)

The estate tax marital deduction is limited to the value of the property interest as of
the date of the decedent’s death, excluding any post-death appreciation.

Summary

Fiore Agnello’s estate settled a claim by his widow, Rose Marie Agnello, for her
elective share under New Jersey law. The settlement included post-death
appreciation of estate assets. The estate claimed a marital deduction for the total
settlement amount. The Tax Court held that the marital deduction under Section
2056 of the Internal Revenue Code is limited to the value of property as of the date
of death, thus disallowing the deduction for post-death appreciation. This decision
underscores the principle that federal tax law, not state law, governs the valuation
for the marital deduction, impacting how estates calculate and claim such
deductions.

Facts

Fiore Agnello died on January 23, 1988, leaving a will that bequeathed his business
interests to his children and the residue to his surviving spouse, Rose Marie Agnello.
However, due to debts and expenses, no residue was left for Rose Marie. She
invoked her right to an elective share under New Jersey law, leading to a lawsuit
against the estate. The estate settled with Rose Marie for an amount that included
post-death appreciation of assets, totaling $629,107, which was claimed as a marital
deduction on the estate tax return.

Procedural History

The estate filed a federal estate tax return claiming a marital deduction based on the
settlement amount. The Commissioner of Internal Revenue disallowed part of the
deduction, attributing it to post-death appreciation. The estate petitioned the U. S.
Tax Court, which upheld the Commissioner’s disallowance.

Issue(s)

1. Whether the estate tax marital deduction under Section 2056 of the Internal
Revenue Code includes the amount received by the surviving spouse in settlement of
her elective share claim to the extent it includes post-death appreciation of estate
assets?

Holding

1. No, because the marital deduction is limited to the value of the property interest
as of the date of the decedent’s death, and post-death appreciation is not included in
the decedent’s gross estate under Section 2031.
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Court’s Reasoning

The Tax Court relied on Section 2056(a), which allows a marital deduction only to
the extent the interest is included in the decedent’s gross estate, and Section
2031(a), which values the gross estate at the time of death. The court emphasized
that the settlement included post-death appreciation, which was not part of the
gross estate. The court rejected the estate’s argument that the settlement’s arm’s-
length nature should override statutory limitations, and distinguished prior cases
like Estate of Hubert v. Commissioner, which did not address post-death
appreciation. The court also dismissed the relevance of New Jersey law on valuation,
citing Morgan v. Commissioner, which established that federal law governs tax
valuation.

Practical Implications

This decision reinforces that the marital deduction is strictly limited to date-of-death
values, impacting estate planning strategies. Estates must carefully calculate the
marital deduction, excluding any post-death appreciation, even if state law might
value a surviving spouse’s interest differently. This case may influence future estate
tax planning, particularly in states with elective share laws, and serves as a
reminder that federal tax law preempts state law in determining tax deductions.
Subsequent cases have continued to apply this principle, ensuring that estates do
not claim deductions for post-death increases in asset value.
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