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Estate  of  James  H.  Lumpkin,  Jr.  ,  Deceased,  Christine  T.  Hamilton,
Executrix, Petitioner v. Commissioner of Internal Revenue, Respondent, 56
T. C. 815 (1971)

An employee does not possess incidents of ownership in a group life insurance policy
if  their  only  substantive  right  is  to  select  an  optional  mode  of  settlement  for
payments to a beneficiary.

Summary

The Estate of Lumpkin case addressed whether the proceeds from a group life
insurance policy should be included in the decedent’s estate under IRC section
2042.  The  policy,  entirely  employer-funded  and  with  fixed  beneficiary  classes,
allowed the decedent only to choose an optional settlement mode for payments to
his spouse. The court ruled that this limited right did not constitute an incident of
ownership, as it did not allow control over the economic benefits of the policy or the
power to dispose of the proceeds. The decision clarified that the power to terminate
employment, the lack of a conversion privilege under Delaware law, and the ability
to assign rights under the policy did not amount to incidents of ownership.

Facts

James H. Lumpkin, Jr. , an employee of Humble Oil & Refining Co. , was covered by
a group term life insurance policy paid for entirely by Humble. The policy specified
that benefits would be paid to designated classes of preference relatives upon the
employee’s death. Lumpkin’s only substantive right under the policy was to select an
optional mode of settlement, which allowed him to adjust the timing of payments to
his  spouse.  The  policy  was  governed  by  Delaware  law  and  did  not  include  a
conversion privilege to an individual policy upon termination of employment.

Procedural History

The Commissioner  of  Internal  Revenue determined a  deficiency  in  the  estate’s
federal estate tax, asserting that Lumpkin possessed incidents of ownership in the
group life insurance policy. The Estate of Lumpkin contested this determination in
the United States Tax Court, which held that Lumpkin did not possess any incidents
of ownership under the policy.

Issue(s)

1.  Whether  the decedent’s  ability  to  select  an optional  mode of  settlement  for
payments to his spouse constituted an incident of ownership under IRC section
2042.
2. Whether the decedent’s power to cancel the insurance coverage by quitting his
job was an incident of ownership.
3. Whether the decedent’s potential conversion privilege under Texas or New York
law constituted an incident of ownership.
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4.  Whether the decedent’s  ability  to  assign his  rights  under the policy was an
incident of ownership.

Holding

1. No, because the ability to select the settlement mode was limited and did not
confer control over the economic benefits of the policy or the power to dispose of
the proceeds.
2. No, because the power to terminate employment is not considered an incident of
ownership in the context of group insurance policies.
3. No, because the policy was governed by Delaware law, which did not require a
conversion privilege, and the Texas and New York statutes did not apply.
4. No, because the only substantive right assignable was the limited settlement
mode selection, which was not an incident of ownership.

Court’s Reasoning

The court  applied IRC section 2042,  which requires  the inclusion of  insurance
proceeds in the gross estate if the decedent possessed incidents of ownership. The
court  interpreted incidents  of  ownership  as  rights  that  confer  control  over  the
economic benefits of the policy or the power to dispose of property. The decedent’s
ability to select an optional mode of settlement was deemed too limited to meet this
criterion, as it only affected the timing of payments to his spouse and did not alter
the  beneficiaries  or  the  total  amount  payable.  The  court  also  rejected  the
Commissioner’s arguments that the power to terminate employment or potential
conversion  privileges  under  Texas  or  New  York  law  constituted  incidents  of
ownership, citing Delaware law’s governance over the policy and established case
law. The court emphasized that the power to assign rights under the policy was not
an  incident  of  ownership  if  the  rights  assigned  did  not  themselves  constitute
incidents of ownership.

Practical Implications

This decision clarifies that limited rights to adjust the timing of payments under a
group life insurance policy do not constitute incidents of ownership for estate tax
purposes.  It  informs  legal  practitioners  that  the  mere  power  to  terminate
employment  does  not  create  taxable  incidents  of  ownership  in  group  policies.
Additionally, the ruling highlights the importance of the governing law specified in
the policy, which may override statutory conversion privileges in other states. This
case impacts how estate planners and tax professionals assess the tax implications
of group life insurance policies, emphasizing the need to focus on substantive rights
that confer control over the policy’s economic benefits. Subsequent cases, such as
Landorf  v.  United  States  and  Kramer  v.  United  States,  have  reinforced  these
principles.


