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Cameron v. Commissioner, 68 T. C. 744 (1977)

Family  allowance  distributions  from an  estate  are  taxable  to  the  recipients  as
income, even if paid from the estate’s corpus, when the estate’s distributable net
income (DNI) exceeds all distributions.

Summary

In Cameron v. Commissioner, the Tax Court ruled that family allowance distributions
from an estate to minor children are taxable as income to the recipients. The estate
of Arthur A. Cameron had distributable net income exceeding the family allowances
paid to his minor children, Scott, Catherine, and Arthur Jr. , for support. The court
held that these payments,  whether from income or corpus,  were taxable under
section 662(a) because the children were considered beneficiaries under the broad
definition in section 643(c). The decision clarified that such distributions are taxable
when the estate’s DNI exceeds all  distributions, and upheld the Commissioner’s
discretion in retroactively applying amended regulations.

Facts

Arthur A. Cameron died in 1967, leaving behind minor children Scott, Catherine,
and Arthur Jr. The estate was probated in California, and the court ordered family
allowance payments for the children’s support. In 1967 and 1968, the estate paid
$24,750 and $33,000 to Scott, $19,800 and $10,800 to Catherine, and $26,100 and
$2,900  to  Arthur  Jr.  The  estate  had  distributable  net  income  exceeding  these
payments.  The  children  did  not  include  these  amounts  in  their  gross  income,
prompting the Commissioner to assert deficiencies.

Procedural History

The Commissioner determined deficiencies in the children’s income taxes for 1967
and 1968. The cases were consolidated and fully stipulated before the Tax Court.
The court issued its decision on August 29, 1977, affirming the Commissioner’s
position.

Issue(s)

1. Whether family allowance distributions from an estate to minor children are
includable  in  the  children’s  gross  income under  section  662(a)  of  the  Internal
Revenue Code.

2.  Whether  the  Commissioner  abused  his  discretion  in  limiting  the  retroactive
application of amended regulations.

Holding

1. Yes, because the children were beneficiaries under the broad definition in section
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643(c), and the estate’s distributable net income exceeded all distributions, making
the family allowances taxable under section 662(a).

2. No, because the Commissioner’s limitations on retroactivity were designed to
protect  taxpayers  who  relied  on  prior  regulations  without  prejudicing  the
Government’s  rights.

Court’s Reasoning

The  court  applied  section  662(a),  which  mandates  the  inclusion  of  estate
distributions  in  the  recipient’s  gross  income  to  the  extent  of  the  estate’s
distributable net income. The court found that the children were beneficiaries under
the expansive definition in section 643(c), which includes heirs and others entitled
to estate distributions. The court rejected the argument that the children were not
beneficiaries because family allowances under California law have priority over most
other  estate  charges.  The  court  cited  United  States  v.  James,  where  similar
payments to a widow were held taxable, emphasizing that the children received
these payments due to their father’s death and their status as minor children. The
court also upheld the Commissioner’s discretion under section 7805(b) to limit the
retroactive application of amended regulations, finding the limitations equitable and
designed to protect taxpayers who relied on prior regulations.

Practical Implications

This decision clarifies that family allowance distributions from an estate are taxable
to  the  recipients  when  the  estate’s  distributable  net  income  exceeds  all
distributions, regardless of whether the payments are made from income or corpus.
Attorneys  should  advise  clients  receiving  such  distributions  to  report  them as
income. The ruling underscores the broad definition of “beneficiary” under the tax
code,  which can include individuals  receiving payments from an estate without
formal  inheritance  rights.  Practitioners  should  also  note  the  Commissioner’s
discretion in applying regulations retroactively, which can impact how clients plan
and  report  estate  distributions.  Subsequent  cases  have  applied  this  principle,
reinforcing the taxation of family allowances under similar circumstances.


