Estate of John L. Huntsman, Deceased, Anthony Redmond and Wachovia
Bank and Trust Company, N. A. , Executors, Petitioner v. Commissioner of
Internal Revenue, Respondent, 66 T. C. 861 (1976)

Life insurance proceeds payable to a corporation upon the death of its sole
shareholder must be considered as part of the corporation’s assets when valuing the
shareholder’s stock, but are not added to the value of the stock otherwise
determined.

Summary

Upon John L. Huntsman’s death, his wholly owned companies, Asheville Steel Co.
and Asheville Industrial Supply Co. , received life insurance proceeds. The IRS
argued these proceeds should be added to the stock’s value, while the estate
claimed they should be considered as corporate assets. The Tax Court held that the
insurance proceeds are to be treated as nonoperating assets of the corporations,
considered in valuing the stock, but not added to the stock’s value beyond their
impact on the company’s overall asset base. This decision impacts how life insurance
proceeds are treated in estate valuations and corporate stock assessments.

Facts

John L. Huntsman died on February 5, 1971, owning all shares of Asheville Steel Co.
(Steel) and Asheville Industrial Supply Co. (Supply). Both companies received life
insurance proceeds upon his death, with Steel receiving $250,371. 03 and Supply
receiving $153,174. 81. These proceeds were primarily from keyman insurance
policies, intended to support the companies post-Huntsman’s death. The IRS initially
included the proceeds in Huntsman’s estate under section 2042, but later argued
they should be considered in valuing his stock under section 2031. The estate valued
the stock based on earnings and book value, considering the insurance proceeds as
corporate assets.

Procedural History

The IRS issued a notice of deficiency to Huntsman'’s estate, initially including the
insurance proceeds in the gross estate under section 2042. The IRS then amended
its position to argue that the proceeds should be added to the stock’s value under
section 2031. The estate contested this valuation in the U. S. Tax Court, which
upheld the estate’s position that the proceeds should be considered as corporate
assets in valuing the stock but not added to the stock’s value.

Issue(s)

1. Whether life insurance proceeds payable to a corporation upon the death of its

sole shareholder are to be included in the decedent’s gross estate under section
2042,
2. Whether such proceeds are to be added to the value of the stock otherwise
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determined under section 2031, or considered as part of the corporation’s assets in
valuing the stock.

Holding

1. No, because the new regulations under section 20. 2042-1(c) provide that the
incidents of ownership in corporate-owned life insurance are not attributed to the
decedent through his stock ownership.

2. No, because section 20. 2031-2(f) of the Estate Tax Regulations requires that the
proceeds be considered as part of the corporation’s assets in the same manner as
other nonoperating assets, not added to the value of the stock otherwise
determined.

Court’s Reasoning

The court applied the new regulations under sections 20. 2042-1(c) and 20.
2031-2(f) of the Estate Tax Regulations, which clarified that the incidents of
ownership in corporate-owned life insurance are not attributed to the decedent
through his stock ownership. The court emphasized that the fair market value of
stock is the price a willing buyer would pay, considering all relevant facts, including
the insurance proceeds as part of the corporation’s assets. The court rejected the
IRS’s argument that the proceeds should be added to the stock’s value, stating this
would treat the proceeds differently from other nonoperating assets and contradict
the regulations. The court also considered the companies’ earning power and net
asset values in its valuation, ultimately determining the stock’s value after
discounting for Huntsman'’s death.

Practical Implications

This decision clarifies that life insurance proceeds payable to a corporation upon the
death of its sole shareholder should be treated as nonoperating assets in valuing the
stock, not added to the stock’s value. This impacts estate planning for business
owners by emphasizing the importance of considering corporate assets, including
insurance proceeds, in stock valuations. It also affects how estate tax liabilities are
calculated, potentially reducing the taxable value of estates holding corporate stock.
Practitioners must consider this ruling when advising clients on estate planning and
stock valuations, ensuring they align with the regulations. Subsequent cases have
followed this precedent, reinforcing the treatment of corporate-owned life insurance
in estate valuations.
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