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18 T.C. 681 (1952)

Dividends received by a fiduciary on stock wrongfully withheld from beneficiaries of
an estate are taxable to the fiduciary in the years received, not to the beneficiaries
when the stock and accumulated dividends are eventually distributed.

Summary

The Tax Court addressed whether petitioners were taxable in 1944 on dividends
received that year, representing accumulated dividends from prior years on stock
that rightfully belonged to them as heirs of an estate. The stock had been wrongfully
withheld by the estate’s administrator, who had reported the dividends on his own
returns  in  prior  years.  The  court  held  that  the  dividends  were  taxable  to  the
administrator/fiduciary  when  received,  not  to  the  heirs  when  the  stock  and
accumulated dividends were finally distributed to them in 1944. This decision turned
on the fact  that the administrator should have been reporting the income in a
fiduciary capacity all along.

Facts

John Hedges,  as executor of  his  deceased wife Kittie’s  estate,  failed to include
14,200 shares of Sunshine Mining Company stock in the estate’s assets. This stock
was community property,  and Kittie’s  heirs  (Ralph Hedges and Stanley Hedges
Childress) were entitled to a portion of it. John transferred the stock to his name
shortly after Kittie’s death and concealed its existence from Ralph and Stanley. John
received dividends on this stock from 1927 to 1944. After John’s death in 1944,
Ralph and Stanley discovered the stock and filed a claim against his estate. The
executrix of John’s estate then transferred the stock, along with cash equal to the
accumulated dividends, to Ralph and Stanley in 1944.

Procedural History

The Commissioner of Internal Revenue determined deficiencies against Ralph and
Stanley for 1944, arguing that the accumulated dividends received in that year were
taxable income. Ralph and Stanley contested the deficiency in Tax Court.

Issue(s)

Whether accumulated dividends received by the petitioners in 1944, representing
dividends from prior years on stock wrongfully withheld from them as heirs of an
estate, are taxable income to them in 1944.

Holding

No, because the dividends were taxable to the fiduciary (John Hedges, or his estate)
in the years they were received, and should not be taxed again when distributed to
the rightful owners.



© 2025 SCOTUSreports.com. All rights reserved. | 2

Court’s Reasoning

The court reasoned that John Hedges, as the administrator of Kittie’s estate, held
the stock in a fiduciary capacity even after being formally discharged by the probate
court, since he intentionally omitted the stock from the estate’s assets. The court
cited  Treasury  Regulations,  stating  that  the  administration  period  of  an  estate
extends until  the estate is fully settled. Because John concealed the assets,  the
estate was never truly settled until the stock and dividends were turned over. The
court emphasized that the dividends were taxable to *someone* in the year they
were received. Because the petitioners were unaware of their rights and did not
receive the dividends during those years, they were not the proper taxpayers at that
time. John, acting as a fiduciary, should have reported the dividends. The court
distinguished this situation from a case where the petitioners sued for lost profits,
stating, “The gravamen of the claim of the petitioners was not for loss of profits but
was for the stock which belonged to them as heirs of Kittie and for the dividends
received on that stock, both of which John, who was administrator of Kittie’s estate,
possessed at the time he died.” Because the dividends had already been taxed (or
should have been) to John, they were not taxable again when distributed to the
petitioners.

Practical Implications

This case clarifies that income generated from estate assets wrongfully withheld by
a fiduciary is taxable to the fiduciary, not to the beneficiaries when the assets are
eventually distributed. It emphasizes the importance of proper fiduciary accounting
and the potential tax consequences of failing to disclose assets. The case illustrates
that  the “period of  administration”  for  tax  purposes  can extend beyond formal
probate closure if assets are concealed. This decision prevents double taxation and
ensures that income is taxed to the party with control and possession of the assets
when the income is earned. Future cases involving delayed distribution of estate
assets should analyze whether the delay was due to wrongful withholding by a
fiduciary. If so, the Hedges case provides strong support for taxing the fiduciary, not
the beneficiary, on the accumulated income.


