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Estate  of  Viola  F.  Saia,  Seredo  J.  Saia,  Executor,  and  Seredo  J.  Saia,
Transferee, Petitioners v. Commissioner of Internal Revenue, Respondent,
61 T. C. 515 (1974)

In Louisiana, life insurance policies are separate property of the beneficiary-owner,
even if premiums are paid with community funds.

Summary

Seredo J. Saia, as executor and transferee, contested the inclusion of life insurance
proceeds in his deceased wife Viola’s estate. The policies were owned by Seredo
with Viola as the insured, and premiums were paid from community funds. The Tax
Court,  following Catalano v.  United  States,  held  that  under  Louisiana law,  the
policies were Seredo’s separate property, and thus no portion of the proceeds was
includable in Viola’s estate. The court rejected the Commissioner’s argument that
the policies were community property, emphasizing Louisiana’s unique treatment of
life insurance as separate from general community property rules.

Facts

Viola and Seredo Saia were married in 1927 and lived in Louisiana. Viola died in
1967. Seredo owned two life insurance policies on Viola’s life, issued in 1963, with
total  death benefits  of  $37,500.  Seredo was the named beneficiary and had all
incidents of ownership, including the right to change beneficiaries, borrow against
the policies, and cancel them. The premiums were paid from community property
funds. All other property owned by the couple during their marriage was community
property, held primarily in Seredo’s name.

Procedural History

The Commissioner determined a deficiency in Viola’s estate tax, asserting that the
insurance policies were community property and thus half the proceeds should be
included in her estate. Seredo, as executor and transferee, filed petitions with the U.
S. Tax Court challenging this determination. The cases were consolidated for trial,
briefing, and opinion.

Issue(s)

1. Whether the life insurance policies on Viola’s life were community property or
Seredo’s separate property under Louisiana law.
2. Whether any portion of the insurance proceeds should be included in Viola’s gross
estate under section 2042 of the Internal Revenue Code.

Holding

1. No, because under Louisiana law, life insurance policies are considered separate
property of the owner-beneficiary, not community property, even if premiums are
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paid with community funds.
2. No, because Viola did not possess any incidents of ownership in the policies at the
time of her death, and thus no portion of the proceeds was includable in her gross
estate under section 2042.

Court’s Reasoning

The  Tax  Court  applied  Louisiana  law,  which  treats  life  insurance  policies  as
contracts sui generis, not governed by general community property rules. The court
followed  the  precedent  set  in  Catalano  v.  United  States,  which  held  that  life
insurance policies owned by one spouse and insuring the other are the separate
property of the owner, even if premiums are paid with community funds. The court
rejected the Commissioner’s reliance on Freedman v. United States, a Texas case,
noting that Louisiana law differs significantly in its treatment of life insurance. The
court also disregarded certain stipulations by the parties that attempted to conclude
legal  questions,  emphasizing  that  such stipulations  do  not  bind  the  court.  The
court’s decision was influenced by the policy of Louisiana law to protect the rights of
the beneficiary in life insurance contracts, even against the general presumption of
community property for assets acquired during marriage.

Practical Implications

This decision clarifies that in Louisiana, life insurance policies are treated as the
separate property of the owner-beneficiary, regardless of the source of funds used to
pay  premiums.  Attorneys  should  advise  clients  in  community  property  states,
particularly Louisiana, to consider the implications of this ruling when structuring
life insurance ownership and beneficiary designations. The case underscores the
importance of understanding state-specific rules governing life insurance in estate
planning. Subsequent cases in Louisiana have continued to apply this principle,
distinguishing life insurance from other community property assets. Practitioners in
other community property states should be aware that their jurisdictions may treat
life insurance differently, and should research applicable state law carefully.


