16 T.C. 893 (1951)

The period of estate administration for tax purposes is not indefinite and the IRS can
determine that it has been unreasonably prolonged, resulting in income being taxed
to the beneficiaries rather than the estate.

Summary

The Tax Court addressed whether income from two estates should be taxed to the
estates or to the beneficiaries. George Herder, Sr., died in 1934, and Mary Herder
died in 1942; both estates were administered by independent executors. The IRS
argued that the estates’ administrations had been unreasonably prolonged, and the
income should be taxed to the beneficiaries. The court held that George Herder,
Sr.’s estate administration was unreasonably prolonged for the years 1944-1946, but
Mary Herder’s estate administration was reasonable through 1945, becoming
unreasonable only in 1946. The Court also addressed a penalty for failure to file
timely returns, finding against the taxpayers.

Facts

George Herder, Sr., died in 1934, leaving a will naming his wife and children as
executors. The will stipulated independent administration, meaning minimal court
supervision. The primary asset was stock in a bank undergoing liquidation, with
assets consisting mainly of land and loans secured by real estate. Mary Herder died
in 1942, also leaving a will with similar independent executor provisions. Her estate
included a bequest for her sister and the residue to her children. The IRS
determined that both estates were no longer in the process of administration for the
tax years 1944, 1945, and 1946, and assessed deficiencies against the beneficiaries.

Procedural History

The Commissioner of Internal Revenue assessed deficiencies against the
beneficiaries of the estates, arguing the estates were no longer under
administration. The beneficiaries contested this assessment in Tax Court, arguing
the estates were still in administration and the income was taxable to the estates,
not them. The cases were consolidated.

Issue(s)

1. Whether the estate of George Herder, Sr., was in the process of administration for
tax purposes during 1944, 1945, and 1946.

2. Whether the estate of Mary Herder was in the process of administration for tax
purposes during 1944, 1945, and 1946.

3. Whether the petitioners George Herder, Jr., and Florence Herder had reasonable
cause for failure to file timely individual income tax returns for 1944 and 1945.
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Holding

1. No, because the administration of George Herder, Sr.’s estate had been
unreasonably prolonged.

2. Yes for 1944 and 1945, but no for 1946, because the administration of Mary
Herder’s estate was reasonable until the end of 1945.

3. No, because the petitioners did not provide sufficient evidence of reasonable
cause.

Court’s Reasoning

The court relied on Treasury Regulation § 29.162-1, stating that estate
administration lasts only as long as it takes the executor to perform ordinary duties
like collecting assets, paying debts, and distributing legacies. Prolonging
administration for the benefit of a legatee is not a valid reason. The court
distinguished Frederich v. Commissioner, because in that case, a local probate court
ordered the estate to continue. Here, the Herder wills stipulated independent
administration, free from ongoing court oversight. Regarding George Herder, Sr.’s
estate, the Court found that after ten years, the reasons cited for continued
administration (unsettled debt, nature of assets, and the condition of a legatee) were
insufficient. The estate could have distributed assets in kind, and the executors were
essentially managing property for a legatee’s benefit. As for Mary Herder’s estate,
the court found the administration reasonable through 1945 because taxes were
paid in 1944, and the executors needed a reasonable time to distribute the residue.
By 1946, however, further delay was unreasonable. Regarding the penalties, the
court noted the taxpayers had the burden of proof to show reasonable cause, which
they failed to do.

Practical Implications

This case emphasizes that estate administration cannot be indefinitely prolonged for
income tax purposes, even under Texas’s independent executor system. Attorneys
advising executors must consider the IRS’s perspective on reasonable
administration periods. Factors like ongoing litigation, complex asset sales, or tax
disputes may justify longer periods, but simply holding assets for a beneficiary’s
convenience is insufficient. This ruling informs how similar cases should be
analyzed, considering the specific assets, debts, and state law provisions governing
estate administration. Later cases applying Williams have focused on whether the
delay was for administrative necessity or beneficiary convenience. This case affects
legal practices, as attorneys must advise clients on the potential tax consequences of
prolonged estate administration.
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