21 T.C. 665 (1954)

To determine whether payments received are gifts, courts examine whether the
transferor intended a gift and whether the transfer lacked consideration, or the
transfer of something of value, in return.

Summary

The United States Tax Court addressed whether payments received by Carro May
Audigier from the University of Tennessee were taxable income or gifts. The
payments stemmed from a 99-year lease of business property originally conveyed to
the University by Audigier’s late husband. The husband reserved a life interest and
the right to lease the property. After the marriage, the University agreed to pay
Audigier half of the income from the property. The Court held the payments to
Audigier were taxable income, not gifts, because the University received
consideration via the lease. The court also imposed a penalty for late filing of a tax
return.

Facts

L.B. Audigier conveyed business property to the University of Tennessee in 1932,
retaining a life interest with leasing rights. In 1934, after marrying Carro May
Audigier, he requested the University pay her half the income should she survive
him, to which the University agreed. In 1941, a 99-year lease was executed by
Audigier, his wife, the University as lessors and Miller’s, Inc., as lessee. The lease
stipulated payments to Audigier for life, then to the University, with a provision for a
sale option. After Audigier’s death, Carro May Audigier received monthly payments
from the University pursuant to the lease. She reported the payments as non-taxable
gifts in her income tax returns for 1945, 1947, and 1948.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Carro May
Audigier’s income tax for 1945, 1947, and 1948, asserting the payments from the
University were taxable income. Audigier contested these adjustments, claiming the
payments were gifts. The case was heard by the U.S. Tax Court, where all facts were
stipulated. The Tax Court issued its decision on February 8, 1954.

Issue(s)

1. Whether payments received by Carro May Audigier from the University of
Tennessee constituted taxable income or non-taxable gifts.

2. Whether the petitioner is subject to a penalty for failure to file a tax return on
time.

Holding
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1. No, the payments received were taxable income because they were made
pursuant to a contractual obligation, not as a gift without consideration.

2. Yes, the petitioner is subject to the penalty for failure to file on time.
Court’s Reasoning

The Court focused on whether the University’s payments were gifts or income. The
Court cited established law, stating a gift requires voluntary transfer without
consideration or compensation and donative intent. The court found the payments
were not gifts because the University received consideration for its promise to pay
Audigier. The lease contract provided the University with a definite income stream
and an option to sell the property, demonstrating a benefit to the University.
Audigier’s husband’s signature on the lease, which gave up his right to negotiate for
a better deal for himself, constituted a detriment. The University was legally bound
to pay. The Court stated, “Where there is an enforceable obligation, there is no gift.”

The Court also addressed the lack of donative intent. The court reasoned that the
University’s actions stemmed from a formal business transaction, not spontaneity or
affection, thus disproving a gift.

Practical Implications

This case clarifies that payments made under a contractual obligation, even if they
could be construed as generous, are likely income, not gifts, especially where the
payor receives a benefit or the payee has a duty to act. This decision reinforces the
importance of distinguishing between gifts and income for tax purposes. It is
relevant in analyzing transactions where an entity provides payments or benefits to
individuals where there is a pre-existing agreement or understanding that creates
an obligation. Legal practitioners should carefully examine the presence of
consideration and donative intent to determine whether a transaction should be
characterized as a gift or income. It provides a reminder to file tax returns on time
to avoid potential penalties.
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