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Estate of Walter Dawson, Deceased, Walter Dawson III, Executor, Petitioner
v. Commissioner of Internal Revenue, Respondent, 57 T. C. 837 (1972)

Life  insurance  proceeds  are  not  includable  in  a  decedent’s  gross  estate  under
section 2042 when the decedent does not possess any incidents of ownership in the
policies at the time of death.

Summary

The Estate of Walter Dawson challenged a tax deficiency, arguing that life insurance
proceeds should not  be included in  the decedent’s  estate.  Walter  Dawson died
shortly after his wife, Rose, who owned the insurance policies on his life. The court
held that Dawson did not possess any incidents of ownership at his death because he
never had legal possession or the power to dispose of the policies, which remained
under the control  of  Rose’s  estate executor.  This  decision clarifies  that  for  life
insurance to be included in a decedent’s estate, they must have a general legal
power over the policy at the time of death, not merely a vested interest in the estate
of another.

Facts

Walter Dawson and his wife, Rose, died in an automobile accident on October 11,
1965, with Rose dying first. Rose’s will named Dawson as the executor and sole
residuary legatee, but due to his death, an alternate executor took over. At the time
of her death, Rose owned life insurance policies on Dawson’s life, with the proceeds
payable to alternate beneficiaries upon her death. The policies had a negative net
cash value at Dawson’s death due to unpaid premiums.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Dawson’s estate
tax, asserting that the life insurance proceeds should be included in Dawson’s gross
estate. The estate challenged this in the U. S. Tax Court, which held that Dawson did
not possess any incidents of ownership in the policies at his death, and thus the
proceeds were not includable in his estate.

Issue(s)

1. Whether the proceeds of the life insurance policies on Dawson’s life, owned by his
predeceased wife Rose, are includable in Dawson’s gross estate under section 2042
of the Internal Revenue Code.

Holding

1. No, because Dawson did not possess any incidents of ownership in the policies at
the time of his death, as he lacked the legal power to exercise ownership over them.
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Court’s Reasoning

The court applied New Jersey law to determine Dawson’s interest in the policies. It
emphasized that incidents of ownership under section 2042 require a general legal
power to exercise ownership, not just a vested interest in an estate. Dawson’s rights
as  a  residuary  legatee  under  Rose’s  will  were  vested  in  interest  but  not  in
possession, as he did not have the legal power to affect the disposition of the policies
before his death. The court distinguished Dawson’s situation from cases where the
decedent  possessed  incidents  of  ownership  in  a  fiduciary  capacity,  noting  that
Dawson never qualified as executor and could not have done so before his death.
The  court  concluded  that  Dawson’s  mere  expectancy  of  inheritance  as  Rose’s
husband was insufficient to include the policies in his estate.

Practical Implications

This decision impacts estate planning by clarifying that life insurance proceeds are
only includable in a decedent’s estate if they possess incidents of ownership at the
time of death. Practitioners should ensure that clients understand the difference
between a vested interest in an estate and actual control over assets. The ruling may
influence how life insurance policies are structured in estate plans, particularly in
cases where the insured might predecease the policy owner. Subsequent cases have
cited Estate of Dawson when determining the includability of insurance proceeds,
reinforcing the principle that possession of incidents of ownership at the moment of
death is crucial for estate tax purposes.


