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25 T.C. 807 (1956)

Income from an estate is taxable to the beneficiary when the administration of the
estate is complete, and distributions are made pursuant to the will’s provisions or a
court order reflecting income, not when distributions are made from the estate’s
principal.

Summary

The case concerns the tax liability of Charlotte Leviton Herbert, the sole beneficiary
of  her  deceased  husband’s  estate.  The  court  addressed  whether  the  income
generated by the estate during its administration was taxable to Herbert. The court
held  that  income  was  taxable  to  Herbert  in  1948  and  1949,  as  the  estate
administration concluded in 1948. The distributions in 1947 were not taxable to her
because they were not distributions of income, but distributions from principal. The
court  also  addressed  the  deductibility  of  leasehold  amortization  and  loss,
determining that the estate was not entitled to reduce its net income for these items.

Facts

David Leviton died in 1943, leaving his entire estate to his wife, Charlotte Leviton
Herbert. His will appointed Isidor Leviton as executor. The estate administration
was informal, with no formal accounting filed or executor discharge by the court. In
1948, the executor obtained a general release from Herbert, effectively concluding
the estate administration. The estate generated income in 1947, 1948, and 1949. In
1947,  the estate made distributions to  Herbert  exceeding the estate’s  reported
income, but these were charged against the principal. In 1948, the estate completed
the sale of its remaining assets and the executor obtained a release from Herbert.
The Commissioner determined that income of the estate was taxable to Herbert
during all three years.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Herbert’s income
taxes for 1947 and 1948 and for the joint return of Jess and Charlotte Herbert for
1949,  based on the inclusion of  estate income. The taxpayers challenged these
deficiencies in the United States Tax Court.

Issue(s)

1. Whether the income reported by the estate is taxable to the petitioner under
section 162 (b) of the Internal Revenue Code of 1939, because the period of the
administration of the estate was completed before the end of 1947.

2. Whether the income of the estate is taxable to petitioner under section 162 (c) of
the Internal Revenue Code of 1939.
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3. Whether the income of the estate for the years 1947 and 1948 should be reduced
by the amortization of and loss on abandonment of certain leasehold interests owned
by the decedent.

Holding

1. No, because the period of administration ended in 1948, not 1947, when the final
steps were taken to close the estate, so the income was not taxable in 1947.

2. No, because the distributions made to Herbert in 1947 were not distributions of
income, and the will did not direct the distribution of current income to the legatee.

3. No, because the claimed reduction for amortization and loss was not supported by
the evidence, particularly as the value of the leasehold was determined by the court
to be zero in 1948.

Court’s Reasoning

The court applied the regulations defining when an estate’s administration period
ends, emphasizing that without formal court supervision, the period is determined
by the time required to perform the ordinary duties of administration. The court
found  that  the  period  of  administration  concluded  in  1948  when  the  executor
completed the essential  tasks of  the estate.  The court  looked at  the executor’s
actions, especially obtaining a release from the beneficiary, effectively closing the
estate. The court cited Estate of W.G. Farrier in support of the conclusion that net
income of the estate for 1948 and 1949 was taxable to Herbert. Regarding the
taxability  of  the  1947  distributions,  the  court  distinguished  them  from  actual
distributions of income because they came from the estate’s principal, and the will
did not provide for income distribution.

The court referenced the case Horace Greeley Hill, Jr. to support its finding that
where payments are made to beneficiaries by an estate during administration and
the circumstances show they do not represent income, they are not taxable under
section 162 (c). The court also determined that the petitioner could not reduce her
income by amortization or loss on leasehold interests because there was no evidence
to show a basis for depreciation or loss.

Practical Implications

This case underscores the importance of determining the completion date of estate
administration. Attorneys must carefully evaluate the actions of the executor and the
substance of the transactions to determine when the income becomes taxable to the
beneficiary.  The  court’s  emphasis  on  actual  distribution  of  income  versus
distributions from principal  is  a critical  distinction.  Lawyers should ensure that
estate distributions are properly characterized in accordance with the will, state
law, and the intent of the parties. Moreover, the case highlights that the lack of
proper documentation or formal court oversight does not alter the underlying tax
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rules. This ruling is a reminder to estate planners to consider the implications for
income tax, particularly where distributions during estate administration are not
explicitly made as income to the beneficiary. Later cases will likely refer to this case
in situations involving informal estate administration and distributions of income.
Estate administrators must be aware that distributions from the estate will  not
always have the same tax treatment.


