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Estate of Atlas Duncan Williams v. Commissioner, 103 T. C. 451, 1994 U. S.
Tax Ct. LEXIS 68, 103 T. C. No. 25 (1994)

A surviving spouse’s elective share under Tennessee law must be reduced by a pro
rata share of the decedent’s secured debts when calculating the marital deduction
for federal estate tax purposes.

Summary

Carolyn S. Williams, executrix of the Estate of Atlas Duncan Williams, elected to
take an elective share against her late husband’s will. The estate’s gross value was
approximately $102 million with secured debts of about $38 million. The dispute
centered on whether the elective share should be reduced by a portion of these
secured debts in calculating the estate’s marital deduction for federal estate taxes.
The Tax Court ruled that under Tennessee law, the elective share must be reduced
by a pro rata share of the secured debts, thereby decreasing the marital deduction
available to the estate. This decision was based on the interpretation of Tennessee’s
elective share statute and a related debt payment statute, supported by relevant
case law.

Facts

Atlas Duncan Williams died on May 17, 1989, leaving a will that placed his estate
into  trust  accounts,  providing  his  wife,  Carolyn  S.  Williams,  with  only  income
interests. Carolyn elected to take an elective share under Tennessee law, which was
calculated as one-third of the net estate. The Shelby County Probate Court approved
this election and her allocation of unencumbered assets (stocks and cash) to fund
the elective share. The estate’s gross value was around $102 million, with secured
debts of approximately $38 million. The estate argued that the elective share should
not be reduced by the secured debts, while the Commissioner contended that it
should be reduced by a pro rata share of these debts.

Procedural History

The estate filed a federal estate tax return claiming a marital deduction based on the
elective share.  The Commissioner disagreed with the calculation of  the elective
share and issued a notice of deficiency. Both parties filed motions for summary
judgment in the U. S. Tax Court, which granted the Commissioner’s motion and
denied the estate’s, ruling that Tennessee law required a reduction of the elective
share by a pro rata share of the secured debts.

Issue(s)

1. Whether, under Tennessee law, the surviving spouse’s calculated elective share
must be reduced by a pro rata share of the decedent’s secured debts in determining
the estate’s maximum allowable marital deduction.
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Holding

1.  Yes,  because  Tennessee  law,  as  interpreted  by  the  court,  requires  that  the
elective share be reduced by a pro rata share of the decedent’s secured debts to
calculate the marital deduction under section 2056(a) of the Internal Revenue Code.

Court’s Reasoning

The court’s decision was based on its interpretation of Tennessee’s elective share
statute (Tenn. Code Ann. sec. 31-4-101) and the debt payment statute (Tenn. Code
Ann. sec. 30-2-305). The 1985 amendment to the elective share statute removed the
exemption of the elective share from secured debts, which the court interpreted as
requiring a pro rata reduction for these debts. The court also considered relevant
Tennessee case law, such as Cannon v. Apperson and Merchants & Planters Bank v.
Myers, which supported the view that the elective share should bear a portion of the
estate’s obligations, including secured debts, unless the will specified otherwise. The
court emphasized that the executrix’s choice of unencumbered assets to fund the
elective share did not change the requirement to reduce the share by secured debts.

Practical Implications

This ruling clarifies that under Tennessee law, the calculation of an elective share
for marital deduction purposes must account for a pro rata share of secured debts.
Attorneys should be aware that the choice of assets to fund the elective share does
not affect this calculation, as the focus is on the statutory entitlement rather than
post-death estate planning. This decision may impact estate planning strategies,
particularly in states with similar elective share statutes, by requiring estates to
consider secured debts in their calculations. It also underscores the importance of
state law interpretation in federal tax matters, as seen in the application of the
Bosch doctrine. Subsequent cases have followed this precedent when dealing with
similar  issues  in  other  jurisdictions,  highlighting  the  need for  careful  statutory
analysis in estate planning and tax calculations.


