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17 T.C. 695 (1951)

Payments from the New York Stock Exchange to a deceased member’s beneficiaries
constitute  life  insurance  proceeds  for  estate  tax  purposes  if  they  meet  the
characteristics of insurance as defined by the relevant circuit court, even if the Tax
Court initially disagreed.

Summary

The Tax Court reconsidered its position on whether payments from the New York
Stock  Exchange  (NYSE)  to  a  deceased  member’s  beneficiaries  constituted  life
insurance. The Commissioner argued that the $20,000 payment should be included
in the gross estate as insurance under Section 811(g)(2) of the Internal Revenue
Code. The court initially sided with the taxpayer in Estate of Max Strauss, but the
Second Circuit  reversed that decision.  Facing a similar case,  the Tax Court,  to
promote  uniformity  in  tax  law,  decided  to  adopt  the  Second  Circuit’s  broader
definition  of  insurance,  despite  expert  testimony  to  the  contrary.  This  case
demonstrates the Tax Court’s approach to circuit court reversals and the importance
of adhering to appellate precedent for consistent application of tax laws.

Facts

Charles H. Schultz was a member of the New York Stock Exchange.
Upon Schultz’s death, pursuant to Article XVI of the NYSE constitution,
$20,000 was paid to his widow and children.
The Commissioner determined a deficiency in estate tax by including the
$20,000 in Schultz’s gross estate, arguing it was insurance.
The estate continued its membership in the Exchange after Schultz’s death and
continued to pay assessments.

Procedural History

The Commissioner assessed a deficiency in estate tax.
The Estate petitioned the Tax Court for review.
The Tax Court initially ruled in favor of the taxpayer in a similar case, Estate of
Max Strauss, 13 T.C. 159.
The Second Circuit Court of Appeals reversed the Tax Court’s decision in
Strauss.
The Supreme Court denied certiorari in Strauss.

Issue(s)

Whether the $20,000 received by the decedent’s widow and children from the1.
NYSE constitutes “insurance” under Section 811(g)(2) of the Internal Revenue
Code.

Holding
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Yes, because the Tax Court will follow the Second Circuit’s decision in1.
Commissioner v. Treganowan, which held that similar payments from the
NYSE constitute insurance, to ensure uniform application of tax law, even
though the Tax Court initially disagreed.

Court’s Reasoning

The Tax Court acknowledged its prior decision in Estate of Max Strauss, which held
that such payments were not insurance. However, the Second Circuit reversed that
decision in Commissioner v. Treganowan, and the Supreme Court denied certiorari.
The Tax Court recognized its duty to strive for uniform decisions across the United
States. While not bound by the Second Circuit’s decision in cases appealable to
other  circuits,  the  Tax  Court  decided  to  adopt  the  Second  Circuit’s  broader
definition of insurance in this case. The court stated, “Inasmuch, however, as the
Tax Court must endeavor to make its decision uniform for all taxpayers within the
United States, we cannot discharge that duty by following a circuit court’s decision
in a subsequent case by a different taxpayer if we think it is wrong…” The court
noted that expert testimony presented conflicting opinions on whether the payment
constituted  insurance  but  determined  that  the  Second  Circuit’s  decision  was
controlling.

Practical Implications

This case demonstrates the Tax Court’s approach to handling reversals by circuit
courts of  appeals.  While the Tax Court is  not bound to follow a circuit  court’s
decision outside that circuit, it will do so when necessary to promote uniformity in
tax law. This decision highlights the importance of considering appellate precedent,
even  when  the  Tax  Court  has  initially  taken  a  different  view.  It  clarifies  that
payments from organizations like the NYSE, providing death benefits to members’
beneficiaries, may be treated as life insurance for estate tax purposes, depending on
the  prevailing  legal  definition  in  the  relevant  jurisdiction.  This  case  instructs
attorneys to consider the definition of “insurance” adopted by the relevant circuit
court when advising clients on estate tax matters involving similar death benefits.


