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Estate of Young v. Commissioner, 110 T. C. 297 (1998)

Joint tenancy property must be valued at its full value less any contribution by the
surviving joint tenant for Federal estate tax purposes, and fractional interest and
lack of marketability discounts are inapplicable.

Summary

The Estate of Wayne-Chi Young contested the IRS’s valuation of jointly held real
property in California for estate tax purposes. The estate argued for a 15% fractional
interest discount,  citing Propstra v.  United States.  The Tax Court held that the
property was held in joint tenancy, not community property, and thus subject to the
valuation rules of IRC section 2040(a). The court rejected the estate’s attempt to
apply  fractional  interest  and  lack  of  marketability  discounts  to  joint  tenancy
property, affirming the full inclusion of the property’s value in the estate minus any
contribution by the surviving spouse. Additionally, the estate was liable for a late
filing penalty under IRC section 6651(a).

Facts

Wayne-Chi  Young  and  his  wife  Tsai-Hsiu  Hsu  Yang  owned  five  properties  in
California as joint tenants. After Young’s death, the estate filed a Federal estate tax
return  claiming  the  properties  were  community  property  and  applying  a  15%
fractional interest discount. The IRS determined the properties were held in joint
tenancy and disallowed the discount.  The estate  obtained a  state  court  decree
stating the properties were community property, but the IRS was not a party to that
proceeding.

Procedural History

The estate filed a Federal estate tax return and later filed a petition with the U. S.
Tax Court after the IRS disallowed the claimed discount and assessed a deficiency.
The Tax Court heard the case and issued its opinion on May 11, 1998.

Issue(s)

1. Whether the properties were held as joint tenancy or community property under
California law.
2.  Whether a  fractional  interest  discount  or  a  lack of  marketability  discount  is
applicable to the valuation of the joint tenancy property.
3. Whether the estate is liable for the addition to tax for late filing under IRC section
6651(a).

Holding

1.  No,  because the estate failed to  overcome the presumption of  joint  tenancy
created by the deeds and the state court decree was not binding on the Tax Court.
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2. No, because IRC section 2040(a) provides a specific method for valuing joint
tenancy property that does not allow for fractional interest or lack of marketability
discounts.
3. Yes, because the estate did not show reasonable cause for the late filing.

Court’s Reasoning

The court applied California law to determine the nature of the property interest,
finding that the deeds created a rebuttable presumption of joint tenancy that the
estate failed to overcome. The court held that the state court decree was not binding
because  the  IRS  was  not  a  party  to  the  proceeding.  For  valuation,  the  court
interpreted IRC section 2040(a)  as  requiring the full  inclusion of  joint  tenancy
property in the estate, less any contribution by the surviving spouse, and found that
Congress intended this to be an artificial inclusion that did not allow for further
discounts. The court rejected the estate’s reliance on Propstra, which dealt with
community property, as inapplicable to joint tenancy. The late filing penalty was
upheld  because  the  estate  did  not  show reasonable  cause,  and  the  executor’s
reliance on the accountant’s advice was not sufficient to avoid the penalty.

Practical Implications

This decision clarifies that joint tenancy property must be valued at its full value for
estate  tax  purposes,  minus  any  contribution  by  the  surviving  tenant,  without
applying fractional interest or lack of marketability discounts. Practitioners should
advise clients that joint tenancy property will be valued differently than community
or tenancy-in-common property for estate tax purposes. The ruling also emphasizes
the importance of timely filing estate tax returns, as reliance on an accountant’s
advice  without  further  inquiry  may  not  constitute  reasonable  cause  to  avoid
penalties. Subsequent cases have followed this approach in valuing joint tenancy
property, and it remains a key precedent in estate tax valuation disputes.


