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11 T.C. 148 (1948)

A taxpayer is not in constructive receipt of income when substantial restrictions
prevent them from accessing or controlling the assets generating that income.

Summary

The Estate of Dick W. Paul disputed deficiencies assessed by the Commissioner of
Internal Revenue, arguing that it did not constructively receive interest income from
certain bonds. These bonds were located in a safe deposit box rented jointly by the
decedent  and  another  party,  and  were  impounded  by  a  court  order  pending
resolution of a dispute over their ownership. The Tax Court held that the estate did
not have the requisite control over the bonds due to the court order restricting
access; therefore, the estate was not in constructive receipt of the accrued interest.
This  case  highlights  the  importance  of  control  and  access  in  determining
constructive  receipt.

Facts

Dick W. Paul (decedent) died on June 12, 1944. At the time of his death, certain
bonds were located in a safe deposit box rented in the name of the decedent and
Mrs. Margaret M. Shepard (now Mrs. Weaver). A controversy arose between the
estate, Mrs. Weaver, and Susie A. Moffatt regarding ownership of the bonds. Mrs.
Weaver claimed most of the bonds, while Miss Moffatt claimed the rest, both claims
adverse to the estate.

Procedural History

Pursuant to a court order issued by the County Court of Pinellas County, Florida, the
safe deposit box was opened, and its contents, including the bonds, were moved to
another  safe  deposit  box  for  safekeeping  pending  settlement  of  the  ownership
dispute. The court order stipulated that the contents were to be kept separate from
the estate’s assets and could not be accessed without the consent of all parties or
the court.  The Commissioner determined that the estate constructively received
interest income from the bonds. The Tax Court disagreed, finding the estate lacked
the requisite control.

Issue(s)

Whether the respondent properly increased the decedent’s income in 1942 by1.
the sum of $2,335.93 as “other income”?
Whether the respondent properly increased the decedent’s income subject to2.
surtax by the sums of $314.27 and $123 in 1942 and 1943, respectively?
Whether the petitioner constructively received interest income of $502.503.
during the period June 12 to December 31, 1944, from certain bonds, title to
which was in dispute?
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Holding

No, because the petitioner failed to provide sufficient evidence to show the1.
trust income was erroneously reported as dividend income.
No, because the petitioner failed to meet the burden of proving the2.
Commissioner’s determination invalid.
No, because the petitioner did not possess sufficient control over the3.
impounded bonds to constitute constructive receipt of the interest income due
to the court order restricting access.

Court’s Reasoning

The court relied on Treasury Regulations 111, section 29.42-2, which states that
income is constructively received when it is credited to a taxpayer’s account and
made  available  for  withdrawal  at  any  time  without  substantial  limitation  or
restriction. The court emphasized that the County Court order placed significant
restrictions on the estate’s access to the bonds. Specifically, the order required the
bonds to be kept separate from the estate’s other assets, prohibited opening or
tampering with the safe deposit box without the consent of all parties or the court,
and mandated that the bonds remain in the box until the ownership dispute was
resolved. The court rejected the Commissioner’s argument that the estate had an


