Glenshaw Glass Co. v. Commissioner, 348 U.S. 426 (1955)

Gross income includes any undeniable accession to wealth, clearly realized, and over
which the taxpayers have complete dominion; this includes punitive damages as
taxable income.

Summary

Glenshaw Glass Co. received settlement money from a lawsuit against Hartford-
Empire Co. for antitrust violations and fraud. The settlement included compensation
for lost profits and punitive damages. The IRS sought to tax the entire settlement
amount as income. Glenshaw argued that punitive damages were not income under
the Sixteenth Amendment. The Supreme Court held that punitive damages do
constitute taxable income because they represent an undeniable accession to
wealth, are clearly realized, and the taxpayer has complete dominion over them.

Facts

Glenshaw Glass Co. received a lump-sum payment from Hartford-Empire Co. as
settlement for antitrust violations and fraud. The settlement included compensation
for lost profits and punitive damages. Glenshaw did not report the punitive damages
portion as income.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Glenshaw’s
income tax, including the settlement amount. Glenshaw challenged the deficiency in
Tax Court, which initially ruled that punitive damages were not taxable income. The
Court of Appeals reversed, holding that the punitive damages were taxable. The
Supreme Court granted certiorari to resolve the conflict among circuits regarding
the taxability of punitive damages.

Issue(s)

Whether money received as exemplary damages for fraud or as punitive damages for
antitrust violations constitutes gross income taxable under §22(a) of the Internal
Revenue Code of 1939.

Holding

Yes, because punitive damages represent an undeniable accession to wealth, are
clearly realized, and the taxpayer has complete dominion over them; therefore they
are considered as gross income.

Court’s Reasoning

The Supreme Court stated the often-quoted definition of gross income, referring
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back to Eisner v. Macomber, but clarified that the definition was not meant to be all-
inclusive. The court emphasized that §22(a) of the 1939 code encompassed
“accessions to wealth, clearly realized, and over which the taxpayers have complete
dominion.” Because punitive damages were an “undeniable accession to wealth” and
were under the taxpayer’s control, they meet the definition of taxable income. The
Court rejected the argument that punitive damages are a windfall, stating that
Congress has the power to tax windfalls. The Court also noted that excluding
punitive damages would create an unfair tax advantage for those who receive them.
The court stated, “Here we have instances of undeniable accessions to wealth,
clearly realized, and over which the taxpayers have complete dominion. The mere
fact that the payments were extracted from wrongdoers as punishment for unlawful
conduct cannot detract from their character as taxable income to the recipients.”

Practical Implications

This case established that punitive damages are considered taxable income under
federal law. Attorneys must advise clients that any monetary award, including
punitive damages, is subject to income tax. This ruling has significant implications
for settlement negotiations and litigation strategies, as the tax consequences can
significantly impact the net recovery for the plaintiff. This case is frequently cited in
tax law cases to determine if there is an undeniable accession to wealth and is used
as a precedent for defining what constitutes income.
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