Estate of Donald Elbert Lester, Sr. , Deceased, Robert S. Coors, Executor v.
Commissioner of Internal Revenue, 57 T. C. 503 (1972)

The value of a claim against an estate for estate tax deduction purposes must be
determined actuarially as of the date of the decedent’s death, considering the terms
of the obligation at that time.

Summary

Donald Lester’s estate was obligated to pay his ex-wife $1,000 monthly until her
death or the end of a specified term, as per a divorce decree. Upon Lester’s death,
111 payments remained. The estate claimed a $111,000 deduction for these
payments on its tax return. However, the Commissioner argued for an actuarial
valuation of $92,456. 16, based on the likelihood of the ex-wife’s death before the
end of the term. The Tax Court upheld the Commissioner’s valuation method,
affirming that the claim’s value for deduction purposes must be calculated as of the
date of death using actuarial tables, in line with the principle established in Ithaca
Trust Co. v. United States.

Facts

Donald Lester was divorced in 1961 and required by decree to pay his ex-wife
$1,000 monthly for 10 years and 10 months or until her death, whichever came first.
He made 19 payments before dying in 1963, leaving 111 payments due. The estate
continued these payments for 10 months post-death, then settled the claim by
purchasing an annuity policy for $78,700, which also included Lester’s son and
grandson as beneficiaries. The estate claimed a $111,000 deduction for the claim on
its estate tax return, which the Commissioner contested.

Procedural History

The estate filed a Federal estate tax return claiming a $111,000 deduction for the
ex-wife’s claim. The Commissioner determined a deficiency and adjusted the
deduction to $92,456. 16 based on an actuarial valuation. The estate contested this
adjustment, leading to the case being heard by the United States Tax Court.

Issue(s)

1. Whether the estate’s deduction for the ex-wife’s claim should be based on the face
value of the remaining payments or an actuarial valuation as of the date of death.

Holding

1. No, because the value of the claim must be determined actuarially as of the date
of the decedent’s death, following the principle established in Ithaca Trust Co. v.
United States.
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Court’s Reasoning

The court relied on the precedent set by Ithaca Trust Co. v. United States, which
mandates that claims against an estate be valued at the time of death using
actuarial methods. The court emphasized that the estate’s obligation to the ex-wife
was clear and undisputed, and the only issue was its valuation for tax deduction
purposes. The Commissioner’s approach to use actuarial tables, considering the
contingency of the ex-wife’s death before the end of the payment term, was upheld
as the correct method for valuation. The court rejected the estate’s alternative
valuation methods, including using the face value of the remaining payments or the
cost of the annuity policy purchased post-death, as they did not align with
established tax law principles.

Practical Implications

This decision underscores the importance of actuarial valuation for claims against
an estate for tax deduction purposes. It informs estate planning and tax practice by
clarifying that the value of such claims must be calculated as of the date of death,
considering potential contingencies like the death of the claimant. This ruling affects
how estates and their legal representatives approach estate tax filings and may lead
to more conservative estate planning strategies to account for actuarial adjustments.
The case has been cited in subsequent tax law discussions and decisions, reinforcing
the application of actuarial principles in estate tax assessments.
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