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LIFE INSURANCE PLANNING: 

THINGS TO CONSIDER 
 
As a financial service professional, it is part of my job to be on the alert to mistakes 

in my client’s life insurance and financial products.  Some mistakes I’ve found 

were made by others when the policy was originally purchased, and some others 

developed later on.   

 

What happens when the life insurance in an estate plan isn’t right?  Unfortunately, in 

many cases, the parties end up in court fighting over issues related to the plan.  In a 

substantial number of those cases, the problems could have been avoided with simple 

fixes. 

 

I recently heard about some court cases where the heirs of a deceased insured ended 

up with undesirable or unexpected results.  I thought I’d share important facts from 

three of those cases with you. 

 

1. Carroll Raymond purchased life insurance with a face amount of $126,000 

from his employer.  On the beneficiary form, the insured listed Catherine 

Raymond—his ex-wife—the beneficiary of 100% of the death benefit.  The 

insured also named his sister Marilyn Lewis, the beneficiary of 100% of the 

death benefit on the line below Catherine’s designation. 

 

 At Carroll’s death, the insurance company had to decide how to pay out the 

 death benefit.  It decided that the insured intended to name Catherine  (the 

 ex-wife) as the sole primary beneficiary, and it paid out the death 

 benefit to her.  Marilyn filed suit. 

 

 Marilyn argued that it was clear on the form’s face that Carroll intended  for 

 the life proceeds to be split between herself and Carroll’s ex-wife.  The 

 court disagreed, and decided that the company properly paid only 

 Catherine. 

 

2. In 1992, Scott White worked for a company that offered a voluntary 

permanent life insurance plan paid for through payroll deductions.  Scott 

elected to participate in the plan, and paid approximately $22,000 in 

premiums through voluntary payroll contributions. 
 

 After about three years, Scott left his job to work for a new employer.  He 

 stopped paying premiums for his policy and promptly forgot about it. 
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 The life company continued to administer the policy under an automatic 

 loan provision until 2008, at which point the relatively large existing loan 

 balance caused the policy to lapse.  The loan balance at that time was 

 approximately $25,000. 
 

 The life company sent Scott an IRS Form 1099 for 2008, indicating a taxable 

 distribution from the policy in the amount of about $3,000—the 

 difference between Scott’s contributions to the policy ($22,000) and the loan 

 balance at the time of the policy lapse ($25,000).  Scott, who never received 

 any money from the carrier, disputed the accuracy of Form 1099, and the Tax 

 Court case resulted. 
 

 The Tax Court ruled that Scott was on the hook for the tax liability 

 associated with the policy lapse—even though he was unaware of the policy 

 loan and had forgotten about the policy. 
 

3. In 1989, Thomas Pitts agreed to become responsible for the child support 

payments for his daughter, Jamie, who was born in 1987.  As part of his 

obligation, he was required to maintain a $35,000 life insurance policy 

payable to his daughter for as long as the support obligation continued. 
 

 Tom married Michele in 1993.  That same year, Tom purchased a life policy 

 with $109,000 of death coverage.  Jamie was listed as the beneficiary of the 

 first $35,000 of coverage, with Michele as the beneficiary of the rest. 
 

 Tom’s support obligation to Jamie ended in 2005.  Tom died in 2007.  The 

 insurance company’s records indicated that Jamie was still the beneficiary of 

 the first $35,000 of death benefits, with Michele to receive the other $74,000, 

 and it paid the death claim accordingly—despite the fact that the support 

 obligation was over. 

 

I work with my clients to make sure all of their life insurance and financial plans are 

structured in a way that is consistent with their estate planning intentions. 

 

Are your plans up-to-date? 

 

AS ALWAYS, PLEASE FEEL FREE TO CALL TO DISCUSS THESE OR 

OTHER FINANCIAL SECURITY ISSUES OF CONCERN. 
 

Any discussion pertaining to taxes in this communication (including 

attachments) may be part of a promotion or marketing effort. As provided for in 

government regulations, advice (if any) related to federal taxes that is contained 

in this communication (including attachments) is not intended or written to be 

used, and cannot be used, for the purpose of avoiding penalties under the 

Internal Revenue code. Individuals should seek advice based on their own 

particular circumstances from an independent tax advisor. 
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