Estate of Tetsuo Kurihara, Deceased, Eleanore Kurihara, Administratrix,
Petitioner v. Commissioner of Internal Revenue, Respondent, 82 T. C. 51
(1984)

Life insurance proceeds are includable in the decedent’s estate under IRC Section
2035 if the decedent paid the premium through a trustee acting as their agent
within three years of death.

Summary

Tetsuo Kurihara established a life insurance trust and paid the initial premium
directly to the trustee, who then used it to purchase the policy. Kurihara died three
months later, and the issue was whether the policy proceeds should be included in
his estate under IRC Section 2035. The Tax Court held that the trustee acted as
Kurihara’s agent in purchasing the policy, thus the proceeds were includable in the
estate because the premium payment was made within three years of death. The
court distinguished this case from others where the decedent did not control the
trustee’s actions, emphasizing the agency relationship and the timing of the
premium payment.

Facts

Tetsuo Kurihara created an irrevocable trust on July 26, 1977, with Daniel and
Harold Topper as trustees, for the benefit of his wife and children. On the same day,
Daniel Topper, as trustee, applied for a $1 million life insurance policy on Kurihara’s
life, with the trustees as owners and beneficiaries. Kurihara signed the application
as the proposed insured. On September 8, 1977, Kurihara wrote a check for $4,040
to Daniel Topper, specifically designated for the premium payment, which Topper
then endorsed to the insurance company. Kurihara died on November 16, 1977,
three months after the policy was issued and the premium paid.

Procedural History

The estate filed a federal estate tax return that did not include the insurance
proceeds. The Commissioner determined a deficiency and included the proceeds in
the estate. The estate petitioned the Tax Court, which held that the proceeds were
includable in Kurihara’s estate under IRC Section 2035.

Issue(s)

1. Whether the payment of the initial premium within three years of death created
ownership rights in the policy for the trustees.

2. Whether Kurihara paid the premium, thus transferring the policy to the trust
within the meaning of IRC Section 2035.

Holding
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1. Yes, because the payment of the premium created the ownership rights in the
trustees, as the policy application specified that the insurance would not take effect
until the premium was paid.

2. Yes, because Kurihara paid the premium through the trustee acting as his agent,
thus transferring the policy to the trust within three years of his death.

Court’s Reasoning

The court applied the doctrine of substance over form, focusing on the agency
relationship between Kurihara and the trustees. The court reasoned that the check
for the exact amount of the premium, specifically designated for that purpose, left
the trustees with no choice but to use it to pay the premium, thus acting as
Kurihara’s agents. The court cited previous cases like Bel v. United States and
Detroit Bank & Trust Co. v. United States to support its conclusion that the payment
of the premium by Kurihara constituted a transfer of the policy. The court
distinguished this case from Estate of Coleman v. Commissioner, where the
decedent did not control the actions of the policy owner, emphasizing the control
Kurihara had over the trustees’ actions. The concurring opinion by Judge Whitaker
agreed with the result but criticized the majority’s approach, arguing that the case
should be decided on the integrated nature of the transaction rather than the
agency theory.

Practical Implications

This decision impacts how life insurance trusts are structured and funded.
Practitioners should be cautious about the timing of premium payments and the
degree of control the decedent has over the trustee’s actions, as these factors can
determine whether insurance proceeds are includable in the estate. The case
emphasizes the importance of ensuring that trustees have discretion in using funds
provided by the decedent to avoid creating an agency relationship. Subsequent
cases have applied this ruling, reinforcing the need for clear separation of the
decedent’s control over trust assets. This decision also affects estate planning
strategies, encouraging the use of trusts that are truly independent from the
decedent’s control to minimize estate tax liability.
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