Bowen v. Commissioner, 34 T.C. 222 (1960)

Income received by an estate during administration is taxable to the estate unless it
is income that is required to be distributed currently to the beneficiaries.

Summary

The United States Tax Court addressed whether funds paid to the Estate of S. Lewis
Tim, resulting from an accounting in which the executor was found to have
improperly handled estate assets, constituted taxable income and, if so, to whom the
income was taxable. The court held that the funds represented taxable income to the
estate under the Internal Revenue Code. Furthermore, the court determined that the
income was not “to be distributed currently” to the beneficiaries because New
Jersey law required special proceedings before distribution, which had not occurred
in 1951, the tax year in question. Therefore, the income was properly taxed to the
estate and not to the individual beneficiaries.

Facts

S. Lewis Tim died intestate in 1939, leaving his estate to his parents, excluding his
twin children. Later, it was discovered that the will was invalid. The executor, S.
Lewis Tim’s father, had commingled estate assets, and his accounting was
challenged. The court ordered the executor to pay additional interest to the estate.
The administratrix of the estate, who was the mother of the children, could not
distribute any funds to the children without special court proceedings required
under New Jersey law. Those proceedings occurred in 1952, and payment to the
children’s guardian happened in 1953. The Commissioner of Internal Revenue
determined that the funds paid to the estate were taxable as income.

Procedural History

The case came before the United States Tax Court to determine deficiencies in
income tax against the petitioners, who included the children and the Estate of S.
Lewis Tim. The Tax Court considered the stipulated facts, which clarified the
sequence of events concerning the will’s invalidity, the estate’s administration, and
the judgment regarding the improper handling of the assets. The Tax Court had to
decide whether funds from a judgment were taxable and if so, whether it was
taxable to the estate or the beneficiaries. The Tax Court sided with the
Commissioner, concluding that the funds represented taxable income to the Estate
of S. Lewis Tim.

Issue(s)

1. Whether certain moneys paid to the Estate of S. Lewis Tim in 1951, pursuant to a
judgment, were taxable income.

2. If the moneys were taxable income, whether such moneys were taxable to the
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Estate of S. Lewis Tim or to the beneficiaries.
Holding

1. Yes, the moneys paid to the Estate of S. Lewis Tim in 1951, pursuant to the
judgment, were taxable income under I.R.C. § 22(a).

2. Yes, the moneys were taxable to the Estate of S. Lewis Tim because the income
was not “to be distributed currently” under I.R.C. § 162(b).

Court’s Reasoning

The court considered whether the funds constituted gross income under I.R.C. §
22(a). The court determined that the funds, representing earnings on estate assets,
fell within the general definition of gross income. The primary legal question
concerned whether the income should be taxed to the estate or the beneficiaries.
The court applied I.LR.C. § 161(a)(3) and § 162(b). Section 161(a)(3) stated that
income received by estates during administration is taxable. Section 162(b) provided
for an additional deduction for income that is “to be distributed currently.” The
court emphasized that the determination of whether income is “to be distributed
currently” is a question of state law. Because New Jersey law required special
proceedings before the administratrix could distribute the funds, and those
proceedings had not concluded by the end of 1951, the court held that the income
was not “to be distributed currently” during the taxable year. Therefore, the income
was taxable to the estate.

Practical Implications

This case underscores the importance of understanding the timing of income
distributions from estates for tax purposes. Attorneys should carefully examine state
law to determine whether income is considered “currently distributable.” The court
emphasized the fact that, under New Jersey law, the administratrix was required to
undertake special proceedings prior to distributing the funds, and such proceedings
had not yet taken place. Tax planning for estates must consider when distributions
occur and how they are treated under the relevant state laws. This decision makes it
clear that income received during administration is taxable to the estate until it is
actually and unconditionally available for distribution to beneficiaries, thus it should
inform how similar cases are analyzed. This distinction is essential for tax planning
and compliance, particularly when dealing with intestate estates. This principle
continues to influence tax assessments and estate administration practices.
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