L.W. Gilbert v. Commissioner, 26 T.C. 62 (1956)

When property is acquired through a transaction that is either a sale or gift, the
basis for calculating gain or loss for tax purposes is determined by the nature of the
transaction and the information available regarding the property’s acquisition cost.

Summary

The case involves a dispute over the basis for determining gain or loss on the sale of
stock. The taxpayer acquired the stock through a transaction that appeared to be a
sale, but may also have been a gift or contribution to capital. The court determined
that, regardless of how the stock was acquired, the taxpayer failed to prove that the
Commissioner’s determination of the stock’s basis was incorrect. The court
considered the possibility that the acquisition was a sale, a gift, or a contribution to
capital, but the lack of clear records regarding the donor’s acquisition cost was
critical. The court ultimately upheld the Commissioner’s calculation based on
available evidence, emphasizing the taxpayer’s burden to demonstrate the correct
basis.

Facts

L.W. Gilbert, the taxpayer, acquired 600 shares of Chesnee Mills stock through a
transaction that was characterized as a sale. Gilbert claimed a $190 per share basis
for the stock. However, the Commissioner determined the basis to be $46,825,
which Gilbert paid. The donor acquired the shares at different times. Records were
unavailable to determine the original price paid for 600 shares of Chesnee Mills
stock acquired in 1919. In 1924, 30 shares were bought for $4,080, and in 1926,
another 20 shares were bought for $3,000. The donor used a $190 per share basis
on his 1929 tax return. The Commissioner’s determination used the price Gilbert
paid for the stock, finding that the taxpayer failed to provide adequate proof of the
donor’s original acquisition cost.

Procedural History

The case was heard before the United States Tax Court. The Commissioner
determined a deficiency in the taxpayer’s income tax based on his assessment of the
stock’s basis. The taxpayer challenged the Commissioner’s determination. The Tax
Court reviewed the evidence and legal arguments to decide the appropriate basis for
the stock and the resulting tax liability.

Issue(s)

1. Whether the taxpayer has adequately established the basis of the Chesnee Mills
stock for the purpose of determining gain or loss on a subsequent sale.

2. Whether the Commissioner’s determination of the stock’s basis was correct.
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Holding

1. No, because the taxpayer failed to provide sufficient evidence to establish the
basis of the stock.

2. Yes, because the taxpayer did not demonstrate that the Commissioner’s
determination was incorrect.

Court’s Reasoning

The court analyzed three potential scenarios: the stock was purchased, the stock
was a gift, or the stock was a contribution to capital. The court explained that,
regardless of the nature of the transfer, it lacked sufficient evidence to reject the
Commissioner’s valuation of the stock. The court applied Section 113(a)(2) of the
Internal Revenue Code of 1939, which deals with gifts. This section states that if the
facts needed to determine the basis in the hands of the donor are unknown, the
Commissioner should obtain those facts if possible. The court noted that there were
no records available to establish what the donor paid for the stock. The court stated
that the taxpayer must bear the burden of proof to demonstrate the correct basis for
the stock.

The court found that the taxpayer’s self-serving declaration of a $190 basis in the
donor’s tax return was insufficient evidence, especially given that the donor made
errors when he used the basis for other stock acquisitions. The court reasoned that
the Commissioner’s determination was reasonable given the available information.
The court highlighted that the taxpayer’s failure to provide conclusive evidence,
especially regarding the original cost of the stock, was critical to the court’s
decision.

Practical Implications

This case emphasizes the importance of maintaining accurate records of property
acquisition, especially when the basis will affect future tax calculations. When
property is acquired as a gift or through a transaction with unclear details,
taxpayers must be prepared to reconstruct the property’s history. This decision
shows that taxpayers bear the burden of proving the correct basis, and the failure to
do so can result in the acceptance of a lower valuation by the taxing authority. This
ruling influences tax practices by clarifying the evidentiary requirements for
challenging the Commissioner’s assessment. Taxpayers must gather and present
sufficient evidence to establish the correct basis for property.
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