Estate of Anenberg v. Commissioner, 162 T. C. No. 9 (United States Tax
Court 2024)

The U. S. Tax Court ruled that the termination of marital trusts and subsequent
distribution of QTIP property to the surviving spouse, Sally J. Anenberg, did not
result in gift tax liability. The court found that Anenberg received back the interests
in property she was deemed to hold under the QTIP regime, negating any gratuitous
transfer required for gift tax imposition. This decision underscores the importance of
considering the full transaction when evaluating QTIP-related tax implications.

Parties

Estate of Sally J. Anenberg, with Steven B. Anenberg as Executor and Special
Administrator, was the Petitioner. The Commissioner of Internal Revenue was the
Respondent.

Facts

Sally J. Anenberg and her husband, Alvin, established a family trust. After Alvin’s
death in 2008, the trust’s assets, including shares in their company, Al-Sal Oil
Company, passed to marital trusts. Sally held a qualifying income interest for life in
these trusts, with Alvin’s children holding contingent remainder interests. A QTIP
election was made on Alvin’s estate tax return, and a marital deduction was claimed.
In March 2012, with the consent of Alvin’s children and Sally, a state court
terminated the marital trusts, distributing all assets to Sally. Subsequently, Sally
gifted a portion of the Al-Sal shares to Alvin’s children in August 2012 and sold the
remaining shares to Alvin’s children and grandchildren in September 2012 in
exchange for promissory notes. Sally reported gift tax only on the August 2012 gift.
After her death, the Commissioner issued a Notice of Deficiency to her estate,
asserting gift tax liability on the termination of the marital trusts and the sale of the
shares.

Procedural History

The Commissioner issued a Notice of Deficiency to Sally’s estate, asserting a gift tax
deficiency and accuracy-related penalty. The estate filed a timely Petition for
redetermination and a Motion for Partial Summary Judgment, arguing that the
termination of the marital trusts and the sale of the shares did not result in a taxable
gift. The Commissioner filed a competing Motion for Partial Summary Judgment,
arguing the opposite. The Tax Court granted the estate’s Motion and denied the
Commissioner’s Motion.

Issue(s)

Whether the termination of the marital trusts and distribution of QTIP to Sally
resulted in a taxable gift under I. R. C. § 2519?
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Whether Sally’s sale of the Al-Sal shares in exchange for promissory notes resulted
in a taxable gift under I. R. C. § 2519?

Rule(s) of Law

I. R. C. § 2519 provides that any disposition of a qualifying income interest for life in
QTIP shall be treated as a transfer of all interests in such property other than the
qualifying income interest. I. R. C. § 2501 imposes a tax on the transfer of property
by gift. Treasury Regulation § 25. 2519-1(e) states that the exercise of a power to
appoint QTIP to the donee spouse is not treated as a disposition under § 2519.

Holding

The court held that, assuming the termination of the marital trusts was a transfer
under I. R. C. § 2519, Sally’s estate was not liable for gift tax because she received
back the interests in property she was deemed to hold and transfer under the QTIP
regime, resulting in no gratuitous transfer as required by I. R. C. § 2501. The court
also held that Sally’s sale of the Al-Sal shares for promissory notes did not result in
gift tax liability because her qualifying income interest for life in QTIP terminated
with the trusts, and § 2519 did not apply to the sale.

Reasoning

The court reasoned that the QTIP regime treats the surviving spouse as receiving all
interests in the property, but a transfer under § 2519 alone does not trigger gift tax;
the transfer must be gratuitous under § 2501. The court found that Sally received
full ownership of the Al-Sal shares after the trusts’ termination, negating any
gratuitous transfer. The court emphasized that Sally’s receipt of the QTIP property
preserved its value in her estate for future taxation, consistent with the QTIP
regime’s purpose of deferring tax until the property leaves the marital unit. The
court also noted that Sally’s qualifying income interest for life ceased upon the
trusts’ termination, precluding the application of § 2519 to her subsequent sale of
the shares. The court rejected the Commissioner’s arguments that the termination
and distribution automatically triggered gift tax, highlighting that Sally received
adequate consideration by receiving the QTIP property outright.

Disposition

The Tax Court granted the estate’s Motion for Partial Summary Judgment and
denied the Commissioner’s Motion for Partial Summary Judgment.

Significance/Impact

This case clarifies that the termination of a QTIP trust and distribution of its assets
to the surviving spouse does not necessarily result in gift tax liability if the surviving
spouse receives the property outright. It emphasizes the importance of considering
the full transaction when evaluating QTIP-related tax implications, ensuring that the
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value of the QTIP remains within the marital unit for future taxation. This decision
may influence estate planning strategies involving QTIP trusts and the structuring of
transactions to avoid unintended tax consequences.
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