Estate of Eva M. Miller, Deceased, John L. Estes, Administrator Cum
Testamento Annexo, and Charles R. Miller, Executor, Petitioners v.
Commissioner of Internal Revenue, Respondent, 58 T. C. 699 (1972)

Unclaimed estate income used to pay administration expenses can be considered a
transfer with a retained life interest, includable in the decedent’s gross estate.

Summary

Eva Miller, the widow of Charles Miller, was entitled to income from his estate but
allowed it to be used for administration expenses. The court held that this
constituted a transfer to a trust where she retained a life estate interest, thus
includable in her gross estate under Section 2036(a)(1). The court determined the
includable amount based on the percentage of income used for expenses relative to
the trust’s value at the alternate valuation date. A dissenting opinion argued that no
transfer occurred during Eva’s lifetime and the income was not hers to transfer.

Facts

Charles Miller’s will divided his estate into two equal shares: Share A, bequeathed
outright to Eva, and Share B, to fund a trust with income payable to Eva for life.
Eva, as executrix, did not claim the estate’s net income, which was used to pay
administrative expenses. The estate generated $106,961. 95 in net income before
Eva’s death, with $6,522 distributed to her estate post-mortem. Eva approved a final
accounting plan that allocated the income to the trust.

Procedural History

The Commissioner determined a deficiency in Eva’s estate tax, asserting that
unclaimed income from Charles’s estate should be included in her gross estate. The
case was heard by the U. S. Tax Court, which ruled that the unclaimed income
constituted a transfer with a retained life interest, includable under Section
2036(a)(1).

Issue(s)

1. Whether an unpaid bequest from Charles Miller’s estate is includable in Eva
Miller’s gross estate under Section 20337?

2. Whether Eva Miller’s failure to claim estate income, which was used for
administration expenses, constituted a transfer with a retained life interest,
includable under Section 2036(a)(1)?

Holding

1. Yes, because the unpaid bequest of $5,317. 50 was part of Eva’s estate at the time
of her death.
2. Yes, because Eva’s failure to claim the income resulted in a transfer to the trust,
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over which she retained a life interest, thus includable in her gross estate.
Court’s Reasoning

The court analyzed Florida law to determine Eva’s rights to the estate income,
concluding that her interest vested at Charles’s death. The court found that by not
claiming the income, Eva effectively transferred it to the trust’s corpus. The court
rejected the argument that no transfer occurred, noting that Eva’s approval of the
final accounting plan evidenced her intent to transfer the income. The court’s
formula for inclusion was based on the percentage of income used for expenses
relative to the trust’s value at the alternate valuation date. Judge Goffe dissented,
arguing that no transfer occurred during Eva’s lifetime and she had no vested right
to the income during estate administration.

Practical Implications

This decision underscores the importance of claiming estate income to which one is
entitled, as unclaimed income can be treated as a transfer with a retained interest.
Estate planners should ensure clear directives in wills regarding the use of income
during administration. The ruling impacts how executors manage estate income and
may influence the structuring of estate plans to maximize tax benefits while avoiding
unintended transfers. Subsequent cases have cited Miller when addressing the tax
implications of unclaimed estate income, emphasizing the need for careful estate
administration.
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