Estate of Tilyou v. Commissioner, 56 T. C. 1362 (1971)

Personal property in a residuary estate is not includable in the marital deduction if it
is subject to a condition that may terminate the spouse’s interest before distribution.

Summary

In Estate of Tilyou, the U. S. Tax Court ruled that personal property in the residuary
estate could not be included in the marital deduction calculation. Francis Tilyou’s
will left his entire residuary estate to his wife, but included a condition that if she
died before being “entitled to any part or share” of the estate, it would pass to his
children. The court held that the wife’s interest in the personal property was
terminable because she would not be entitled until after administration and
distribution, potentially after her death. This decision clarified that such conditions
can disqualify personal property from the marital deduction, impacting how estates
are planned and administered.

Facts

Francis S. Tilyou died on May 6, 1964, leaving a will that bequeathed his entire
residuary estate to his wife, Florence J. Tilyou. The will included a condition that if
Florence died before she was “entitled to any part or share” of the residuary estate,
it would pass to their children. At the time of his death, Francis owned various
personal properties, including 397 shares of stock in Tilyou Realty. Florence filed for
a marital deduction including the entire residuary estate, but the IRS contested the
inclusion of personal property due to the “entitlement” condition.

Procedural History

The estate filed a federal estate tax return claiming a marital deduction that
included the personal property in the residuary estate. The Commissioner of Internal
Revenue determined a deficiency and excluded the personal property from the
marital deduction. The estate petitioned the U. S. Tax Court, which upheld the
Commissioner’s determination, ruling that the personal property was not includable
in the marital deduction due to the terminable interest created by the will’s
condition.

Issue(s)

1. Whether the personal property in the residuary estate was an “interest in
property” for the purpose of the marital deduction under section 2056(a) of the
Internal Revenue Code.

2. Whether the condition in the will that the wife’s interest would terminate if she
died before being “entitled to” the residuary estate created a terminable interest
under section 2056(b)(1).
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Holding

1. No, because the personal property was not an “interest in property” for marital
deduction purposes under section 2056(a). The court held that the personal property
was subject to a terminable interest due to the condition in the will.

2. Yes, because the condition created a terminable interest under section 2056(b)(1).
The court reasoned that the wife’s interest would not vest until after the estate’s
administration and distribution, potentially after her death.

Court’s Reasoning

The court focused on the interpretation of the phrase “entitled to” in the will. It
determined that under New York law, the wife would not be entitled to the personal
property until after the administration of the estate was complete and the property
was distributed. The court rejected the estate’s argument that the phrase referred
only to specific trust property, finding no such limitation in the will. It emphasized
that personal property remains subject to the estate’s debts until distributed, and
thus the wife’s interest was terminable. The court also distinguished between real
and personal property, noting that the Commissioner conceded the marital
deduction for real property but not for personal property. The court cited Estate of
Fried v. Commissioner to support its decision, noting the similarity in the wills’
conditions.

Practical Implications

This decision has significant implications for estate planning, particularly in drafting
wills to maximize the marital deduction. Attorneys must carefully consider the
language used to describe the timing of a spouse’s entitlement to estate assets. The
ruling suggests that conditions in a will that may terminate a surviving spouse’s
interest before distribution can disqualify personal property from the marital
deduction. This case has been applied in subsequent estate tax cases to assess the
terminability of interests in personal property. Estate planners should ensure that
wills are drafted to avoid such conditions or structure the estate to comply with the
requirements for the marital deduction. This decision may also lead to increased
scrutiny of wills by the IRS to determine the eligibility of personal property for the
marital deduction.
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