19T.C. 842 (1953)

The income from community property during the administration of an estate in
Texas is taxable one-half to the deceased husband’s estate and one-half to the
surviving spouse or their estate, and the period of estate administration terminates
when the ordinary duties of administration are completed, regardless of ongoing
ancillary proceedings.

Summary

This case addresses the taxability of community property income during estate
administration in Texas and when estate administration is considered complete for
tax purposes. The Tax Court held that only one-half of the community income is
taxable to the deceased husband’s estate, aligning with prior rulings. It also
determined that the administrations of both the husband’s and wife’s estates
concluded in 1947 when the principal administration proceedings closed in Texas,
despite ongoing ancillary proceedings in Oklahoma. Thus, income after that point
was taxable to the heirs, not the estates. This case clarifies the division of tax
responsibility for community property income and offers practical guidance on
determining the end of estate administration.

Facts

J.F. Hargis and Mary Hargis, husband and wife, owned community property,
including partnership interests in two motor companies. J.F. Hargis died in
December 1945, leaving his estate to Mary. Mary died intestate a month later, in
January 1946, leaving her estate to their son, F.E. Hargis. F.E. Hargis was appointed
administrator of both estates, with proceedings in both Texas and Oklahoma. Most
income was derived from the partnerships and was community income. In 1946 and
1947, the income was reported equally between the two estates. The IRS assessed
deficiencies, claiming all community income should be taxed to J.F. Hargis’s estate
and that the estate administrations continued beyond 1947.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the income tax for
the estates of J.F. and Mary Hargis, as well as against F.E. Hargis and Ruth Hargis
as transferees. The cases were consolidated in the Tax Court. The Tax Court
addressed the division of community property income and the duration of the estate
administrations.

Issue(s)

1. Whether income from community property of a husband and wife should be taxed
after the death of the husband to the husband’s estate and the wife or solely to the
husband’s estate?
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2. Whether the administration of the two estates was completed in 1947, thus
making the income taxable to the heirs rather than the estates?

Holding

1. No, because the estate of the deceased husband is taxable upon only one-half of
the community property income during the period of administration.

2. Yes, because the periods of administration of both estates terminated in 1947
when the principal administration proceedings were closed and the ordinary duties
of administration completed.

Court’s Reasoning

Regarding the first issue, the court followed its prior decision in Estate of J.T. Sneed,
Jr., holding that only one-half of the community income is taxable to the deceased
husband’s estate. The court found no sufficient distinction to warrant a different
result in this case. Regarding the second issue, the court noted that the ordinary
duties of administration were completed in 1947 when the Texas court closed the
estates, discharged the administrator, and released his bondsman. Although
ancillary proceedings continued in Oklahoma, the court emphasized that the
respondent has the authority to determine when an estate is no longer in
administration for tax purposes, even if state proceedings are ongoing. The court
stated, “The period of administration is the time required by the administrator to
carry out the ordinary duties of administration, in particular the collection of assets
and the payment of debts and legacies.” Because the main administrative tasks
concluded in 1947, the income was taxable to the heirs from that point forward.
Judge Opper concurred, adding that the 1942 amendment to section 162(b) of the
Internal Revenue Code also supported taxing the income to the legatees because the
assets were ordered for distribution by August 8, 1947, making the income “payable
to the legatee.”

Practical Implications

This case provides clarity on the tax treatment of community property income
during estate administration, particularly in Texas. It confirms that the income is
split equally between the deceased spouse’s estate and the surviving spouse (or
their estate). For attorneys, this means structuring estate administration to account
for this division and advising clients accordingly. Further, it highlights the
importance of determining when the “ordinary duties” of estate administration are
complete for tax purposes. Even if ancillary proceedings continue, the IRS may
deem the administration closed for income tax purposes once the main tasks are
finished. This can impact when income shifts from being taxed at the estate level to
the beneficiary level, which has significant planning implications. Later cases may
distinguish Hargis based on specific facts demonstrating that significant
administrative duties continued beyond the formal closing of the primary estate
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proceedings.
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