T.C. Memo. 1945-252

Income derived from the sale of timber on allotted Indian lands is subject to federal
income tax, even if the funds are held in trust by a government agency and not
directly distributed to the Native American individual.

Summary

This case addresses whether income from the sale of timber on allotted Indian lands,
held in trust by the government, is subject to federal income tax. The Tax Court held
that such income is taxable, even if not directly distributed to the Native American.
The court reasoned that the taxpayer, as a U.S. citizen, is subject to the common
burden of taxation unless a specific exemption exists. The relationship between the
government and the restricted Indian is that of guardian and ward; this relationship
does not create a tax exemption.

Facts

The petitioner, a restricted Quinaielt Indian, received income from the sale of timber
on land allotted to her. The proceeds from the timber sale were received by the
superintendent of the Taholah Indian Agency. Only a small portion ($50) was
actually paid out to the petitioner during the taxable year. The Commissioner
determined a deficiency in the petitioner’s income tax, based on the total net
proceeds from the timber sale received by the superintendent.

Procedural History

The Commissioner determined a deficiency in the petitioner’s income tax. The
petitioner contested this determination in the Tax Court. The Tax Court reviewed
the Commissioner’s determination and the petitioner’s arguments.

Issue(s)

1. Whether income derived from the sale of timber on allotted Indian lands is
exempt from federal income tax.

2. Whether the petitioner is taxable on the total net proceeds from the timber sale
received by the superintendent, or only on the amount actually paid out to her
during the taxable year.

Holding

1. No, because the treaty itself provides no exemption of the Indians from Federal
taxation; the Internal Revenue Code provides none; and no other statutes or treaties
providing such exemption have been cited.

2. Yes, because the wardship with limited power over his property does not, without
more, render him immune from the common burden.
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Court’s Reasoning

The court reasoned that the income from the timber sales was not exempt from
federal taxation. It relied on the precedent set in Charles Strom, 6 T. C. 621, which
held that income from fishing operations on the reservation was taxable. The court
found no material difference between income from fishing and income from timber
sales. The court noted that the Internal Revenue Code did not provide a specific
exemption, nor did the Indian treaty itself. The court also cited Superintendent, Five
Civilized Tribes, for Sandy Fox, 29 B. T. A. 635, which was affirmed by the Supreme
Court in 295 U. S. 418. The Supreme Court stated, “* * * The’ taxpayer here is a
citizen of the United States, and wardship with limited power over his property does
not, without more, render him immune from the common burden.” The court
rejected the argument that only the $50 actually distributed to the petitioner was
taxable, finding that the superintendent’s holding of the funds did not alter the
taxable nature of the income.

Practical Implications

This case clarifies that Native Americans are generally subject to federal income tax,
even on income derived from tribal lands, unless a specific exemption is provided by
treaty or statute. The case highlights that the government’s role as guardian does
not automatically create a tax exemption. Legal practitioners must carefully examine
the specific source of income and any applicable treaties or statutes to determine
taxability. This case is important for understanding the scope of federal taxation as
it applies to Native American individuals and tribes.
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