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9 T.C. 616 (1947)

Premiums paid by a creditor-partner on a life insurance policy covering a debtor-
partner are not tax deductible under Section 24(a)(4) of the Internal Revenue Code
when the creditor is a beneficiary of the policy.

Summary

The petitioner, Yarnall, sought to deduct life insurance premiums he paid on policies
insuring his debtor-partner, Gallager. The Tax Court held that these premiums were
not deductible under Section 24(a)(4) of the Internal Revenue Code, which disallows
deductions for life insurance premiums when the taxpayer is directly or indirectly a
beneficiary. The court rejected Yarnall’s argument that the provision should not be
read literally and found that the circumstances fell within the statute’s unambiguous
language, even if the insurance served as collateral for a debt.

Facts

Yarnall  and Gallager were partners in a securities brokerage business. Gallager
became heavily indebted to Yarnall due to firm losses. To secure this debt, Yarnall
held life insurance policies on Gallager. Initially, Gallager was supposed to pay the
premiums or have them added to his debt. However, Yarnall orally agreed to pay the
premiums himself, waiving any right to reimbursement. Yarnall paid the premiums
in 1943 and 1944 and sought to deduct these payments on his tax returns.

Procedural History

The Commissioner of Internal Revenue disallowed Yarnall’s deductions for the life
insurance premiums, resulting in deficiencies in his income tax for 1943 and 1944.
Yarnall petitioned the Tax Court for a review of the Commissioner’s determination.

Issue(s)

Whether premiums paid by a creditor-partner on life insurance policies covering a
debtor-partner are deductible expenses under Section 23(a)(1)(A) or (a)(2) of the
Internal  Revenue  Code,  or  whether  such  deductions  are  disallowed by  Section
24(a)(4) because the taxpayer is a beneficiary under the policy.

Holding

No,  because  Section  24(a)(4)  of  the  Internal  Revenue Code explicitly  disallows
deductions  for  life  insurance  premiums  paid  by  a  taxpayer  who  is  directly  or
indirectly a beneficiary of the policy, and the circumstances of this case fall within
the statute’s scope.

Court’s Reasoning
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The Tax Court relied on the plain language of Section 24(a)(4), which prohibits
deductions for life insurance premiums when the taxpayer is a beneficiary under the
policy. The court acknowledged that statutes are sometimes not read literally if such
a  reading  would  frustrate  the  statute’s  purpose.  However,  the  court  found  no
compelling reason to disregard the unambiguous words of Section 24(a)(4) in this
case. The court rejected Yarnall’s argument that Congress only intended to prohibit
deductions where the insurance served as a hedge against the adverse effects of the
insured’s death on the business. The court noted that Yarnall regarded Gallager as
important to the business, and his continued presence helped to repay the debt.
Gallager’s death before payment of the debt could adversely affect the business,
thus the insurance served as a hedge. The Court stated, “the unambiguous words of
section 24(a)(4) can not be disregarded in the absence of some compelling indication
that Congress did not intend them to apply to a situation like the present or that it
intended them to remedy some particular evil of which the present situation is not a
part.”

Practical Implications

This  case  reinforces  the  strict  interpretation  of  Section  24(a)(4)  regarding  the
nondeductibility of life insurance premiums. Even when life insurance policies are
held as collateral for a debt, the premiums are not deductible if the creditor is also a
beneficiary  of  the  policy.  Tax  advisors  must  carefully  analyze  the  specific
relationships and policy terms to determine deductibility. This ruling serves as a
reminder that the plain language of the tax code is often controlling, absent clear
evidence of contrary Congressional intent. Later cases applying this principle will
scrutinize whether the taxpayer truly benefits from the life insurance policy.


