Estate of Goldstone v. Commissioner, 78 T.C. 1146 (1982)

Under the Uniform Simultaneous Death Act, when a policy owner and insured die
simultaneously and the policy owner is presumed to survive, the policy proceeds are
subject to gift tax upon the insured’s death, but the policy owner’s theoretical
‘instantaneous’ life estate in the trust receiving the proceeds does not trigger estate
tax inclusion under Section 2036.

Summary

Lillian and Arthur Goldstone died in a plane crash with no evidence of order of
death. Lillian owned life insurance policies on Arthur, payable to a trust where she
was a beneficiary. Under the Uniform Simultaneous Death Act, Lillian was presumed
to survive Arthur. The IRS argued Lillian made a taxable gift of the policy proceeds
to the trust upon Arthur’s death and that these proceeds were includable in her
estate under Section 2036 because she retained a life estate for the theoretical
instant of her survival. The Tax Court held that Lillian made a taxable gift but that
the proceeds were not includable in her estate under Section 2036, rejecting the
notion that a theoretical instantaneous life estate triggers estate tax inclusion.

Facts

Lillian and Arthur Goldstone died in a plane crash with no evidence to determine the
order of death. Lillian owned two life insurance policies on Arthur’s life. The policies
designated a trust established by Arthur as the beneficiary. The trust divided into
Trust A (marital deduction trust) and Trust B (non-marital). Lillian was to receive
income from both trusts if she survived Arthur, and had a general power of
appointment over Trust A. Under the Uniform Simultaneous Death Act, Lillian was
presumed to have survived Arthur.

Procedural History

The IRS determined a gift tax deficiency based on the theory that Lillian made a gift
of the life insurance proceeds upon Arthur’s death because she was presumed to
survive him. The IRS also determined an estate tax deficiency, arguing the proceeds
were includable in Lillian’s gross estate under Section 2036 due to her retained life
estate in the trust. The Tax Court reviewed both deficiencies.

Issue(s)

1. Whether Lillian Goldstone made a taxable gift of one-half of the life insurance
proceeds when her husband, the insured, predeceased her by a presumed instant
under the Uniform Simultaneous Death Act.

2. Whether one-half of the life insurance proceeds are includable in Lillian
Goldstone’s gross estate under Section 2036 because she retained a life estate in the
trust receiving the proceeds for the theoretical instant of her presumed survival.
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Holding

1. Yes, because under the mechanical application of the Uniform Simultaneous
Death Act, Lillian is presumed to have survived Arthur, and thus made a gift of the
matured policy proceeds at Arthur’s death.

2. No, because the theoretical ‘instantaneous’ life estate retained by Lillian is not
the type of interest Congress intended to capture under Section 2036; it is a legal
fiction arising from the Simultaneous Death Act and not a substantive retained
interest.

Court’s Reasoning

The court overruled its prior decisions in *Chown* and *Wien* and adopted the view
of several Circuit Courts of Appeals, applying the presumptions of the Uniform
Simultaneous Death Act mechanically. Regarding the gift tax, the court reasoned
that because Lillian was presumed to survive Arthur, she made a gift at the moment
of Arthur’s death, equal to the policy proceeds. The court cited *Goodman v.
Commissioner* to support this view. However, the court rejected the IRS’s estate
tax argument under Section 2036. The court stated, “The notion that when two
people simultaneously die, one takes a life estate at death from the other extends
logic far beyond the substance of what has transpired. Certainly, what has
transpired is not even remotely connected with the evil Congress contemplated
when it dealt with... section 2036 (transfers with a retained life estate).” The court
emphasized the “theoretical” nature of the presumed survival and instantaneous life
estate, concluding it was a legal construct not intended to trigger estate tax
inclusion under Section 2036. The court found support in *Estate of Lion v.
Commissioner*, which denied a tax credit for a similarly theoretical life estate.

Practical Implications

This case clarifies the tax consequences of simultaneous deaths in the context of life
insurance and trusts. It establishes that while the Uniform Simultaneous Death Act’s
presumption of survival can trigger gift tax on life insurance proceeds when the
policy owner is deemed to survive the insured, it does not create a substantive
retained life estate for estate tax purposes under Section 2036. This decision
emphasizes a practical approach, preventing the extension of legal fictions to create
unintended and illogical tax consequences. It signals that courts will look to the
substance of transactions over purely theoretical constructs when applying tax law
in simultaneous death scenarios. Later cases would need to distinguish situations
where a more tangible retained interest exists from the ‘theoretical instant’ life
estate in *Goldstone*.
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