Estate of Dwight B. Roy, Jr. , the Connecticut Bank and Trust Company and
Mary C. Roy, Executors, Petitioners v. Commissioner of Internal Revenue,
Respondent, 54 T. C. 1317 (1970)

For estate tax purposes, the value of a decedent’s reversionary interest in a trust
must be calculated using mortality tables, not the decedent’s actual health
condition.

Summary

Dwight B. Roy, Jr. transferred property into a trust with a reversionary interest
contingent on his father’s death. Roy’s health deteriorated significantly before his
death, reducing his actual life expectancy. The key issue was whether his
reversionary interest should be valued based on his actual health or standard
mortality tables. The U. S. Tax Court held that for the purposes of section 2037(a)(2)
of the Internal Revenue Code, Roy’s reversionary interest must be valued using
mortality tables, disregarding his actual health condition. This decision reinforces
the use of actuarial tables to maintain consistency and predictability in estate tax
calculations.

Facts

In 1959, Dwight B. Roy, Jr. , and his brother established an irrevocable trust,
transferring property with their father, D. Benjamin Roy, as the life beneficiary. The
trust was to terminate upon their father’s death, with the corpus reverting to Roy
and his brother if they were alive. Roy had chronic glomerulonephritis, a kidney
disease, discovered in 1952. His condition worsened significantly in 1963, leading to
his death in 1965. Roy’s father died in 1969. At the time of Roy’s death, his actual
life expectancy was very short due to his health condition.

Procedural History

The executors of Roy’s estate filed a federal estate tax return in 1966, excluding the
trust assets from Roy’s gross estate based on his limited actual life expectancy. The
Commissioner of Internal Revenue issued a deficiency notice, including half of the
trust corpus in Roy’s estate under section 2037. The case was brought before the U.
S. Tax Court to determine whether Roy’s actual health should be considered in
valuing his reversionary interest.

Issue(s)

1. Whether the value of Roy’s reversionary interest in the trust should be
determined using his actual health condition or the applicable mortality tables under
section 2037(a)(2) of the Internal Revenue Code.

Holding
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1. No, because the value of a reversionary interest for estate tax purposes must be
calculated using mortality tables as prescribed by section 2037(b) and the
corresponding regulations, without regard to the decedent’s actual health condition.

Court’s Reasoning

The court emphasized that section 2037(b) mandates the use of “usual methods of
valuation, including the use of tables of mortality and actuarial principles” for
valuing reversionary interests. The court rejected the petitioners’ argument to
consider Roy’s actual health, stating that doing so would undermine the certainty
Congress intended to establish with section 2037. The court noted that accepting
the petitioners’ argument would effectively limit the application of section 2037 to
sudden deaths, which was not Congress’s intent. The court also upheld the
Commissioner’s regulations as consistent with the statute’s purpose, following the
principle that regulations should not be overruled without “weighty reasons. ” The
court distinguished prior cases cited by the petitioners, noting those cases did not
involve the application of a statutory de minimis rule.

Practical Implications

This decision establishes that estate planners and tax professionals must use
mortality tables to value reversionary interests under section 2037, regardless of the
decedent’s actual health condition. This ruling ensures consistency and
predictability in estate tax calculations, preventing disputes over valuations based
on individual health circumstances. Practitioners should be aware that this approach
may result in higher estate tax liabilities for estates with reversionary interests
where the decedent’s health was poor. This case has been influential in subsequent
estate tax cases and is often cited to support the use of actuarial tables in similar
contexts.
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