Hundley v. Commissioner, 57 T. C. 516 (1972)

Transfers of property in marital settlements are subject to gift tax to the extent the
value of the property exceeds the value of support rights surrendered by the
recipient spouse, unless the transfer falls under the specific statutory exceptions.

Summary

In Hundley v. Commissioner, the court ruled on whether a transfer of securities
worth $370,567. 51 to a trust for his wife, pursuant to a separation agreement, was
subject to gift tax. The key issue was whether the transfer was made for full and
adequate consideration, particularly since it was not incident to a divorce. The court
held that the transfer was taxable as a gift to the extent it exceeded the value of the
wife’s surrendered support rights ($102,398. 92), because the relinquishment of
inheritance rights (not considered as full consideration) was the primary
consideration. This decision underscores the importance of distinguishing between
support and inheritance rights in marital property settlements for tax purposes.

Facts

On January 19, 1963, H. B. Hundley transferred securities valued at $370,567. 51 to
a trust for his wife’s benefit as part of a separation agreement. This agreement
settled their ongoing litigation, including the wife’s action for separate maintenance,
and addressed all property rights from their marriage. Hundley reported the
transfer as a sale on his 1963 tax return following the Supreme Court’s decision in
United States v. Davis. The IRS contended that the transfer was also subject to gift
tax, arguing that the wife’s relinquishment of inheritance rights did not constitute
full consideration, while the value of her support rights ($102,398. 92) was
excludable from gift tax.

Procedural History

The case originated with the IRS issuing a deficiency notice asserting gift tax
liability on the transfer. Hundley’s estate challenged this determination, leading to a
trial before the Tax Court. The court needed to determine whether the transfer was
subject to gift tax and, if so, to what extent.

Issue(s)

1. Whether the transfer of securities to the trust constituted a taxable gift under the
gift tax statute?
2. If so, what portion of the transfer’s value was subject to gift tax?

Holding

1. Yes, because the transfer was not made for full and adequate consideration in
money or money’s worth as required by the gift tax statute, except to the extent of
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the value of the support rights surrendered.

2. The portion of the transfer’s value subject to gift tax was $268,168. 59, the
amount by which the transfer’s value exceeded the value of the support rights
surrendered ($102,398. 92).

Court’s Reasoning

The court applied sections 2512(b) and 2043(b) of the Internal Revenue Code to
determine the taxability of the transfer. Section 2512(b) states that a transfer for
less than full and adequate consideration in money or money’s worth is taxable as a
gift. Section 2043(b) specifies that the relinquishment of inheritance rights, such as
dower or curtesy, is not considered full consideration. The court found that the
wife’s surrender of support rights was valid consideration under the tax statutes, but
her relinquishment of inheritance rights was not. The court rejected the argument
that the transfer was made in the ordinary course of business or that there was a de
facto divorce, emphasizing the objective standards set by the tax code rather than
the parties’ subjective intent. The court also noted that the absence of a divorce
decree meant that section 2516, which could have exempted the transfer from gift
tax, was inapplicable.

Practical Implications

This case clarifies the tax treatment of property transfers in marital settlements,
distinguishing between support and inheritance rights. Practitioners must carefully
assess the nature of the rights being surrendered in such agreements, as only
support rights can serve as full consideration for tax purposes. The decision impacts
how marital property settlements are structured to minimize gift tax liability,
emphasizing the need for a divorce within two years of the agreement to potentially
benefit from section 2516. The ruling has influenced subsequent cases involving
similar marital property transfers, reinforcing the need for precise valuation and
documentation of support rights in settlement agreements.
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