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Cook v. Commissioner, 80 T. C. 521 (1983)

A transfer of property pursuant to a divorce decree is not taxable if it is a return of
property to the spouse or her family from whom it was originally received.

Summary

In Cook v. Commissioner, the Tax Court held that the transfer of appreciated Procter
& Gamble stock and Maine real estate by Charles Cook to his ex-wife Sheila, as
ordered by a Connecticut divorce court, was not a taxable event. The court reasoned
that  the properties  were considered part  of  the Gamble family  estate,  and the
transfer was intended to return Sheila to her pre-marital position. This decision
hinged on the unique circumstances where the property transferred was originally
received from Sheila or her family, distinguishing it from the usual rule that such
transfers are taxable under the precedent set by United States v. Davis.

Facts

Charles Cook received Procter & Gamble stock as gifts from his wife Sheila and her
family, and he purchased interests in three Maine properties. Upon their divorce, a
Connecticut court ordered Charles to transfer 8,995 shares of the stock and the
Maine properties to Sheila. The stock and properties had appreciated significantly in
value. Charles argued that the transfer was not taxable, while the IRS contended it
was a taxable disposition resulting in a capital gain.

Procedural History

The IRS issued a deficiency notice asserting a taxable gain on the property transfer.
Charles Cook contested this in the U. S. Tax Court, arguing that the transfer was not
taxable. The Tax Court, after considering the testimony of the divorce court judge,
ruled in favor of Charles, finding the transfer was not a taxable event.

Issue(s)

1. Whether the transfer of appreciated stock and real property to Sheila pursuant to
the divorce decree was a taxable transaction.
2. Whether Charles Cook is liable for an addition to tax for negligence.

Holding

1. No, because the transfer was considered a return of property to Sheila, not a
taxable disposition.
2.  No,  because  the  tax  issue  involved  substantial  questions  of  law,  precluding
negligence.

Court’s Reasoning
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The Tax Court distinguished this case from United States v. Davis, which typically
holds such transfers taxable, based on the unique circumstances that the properties
were originally from Sheila or her family. The court relied on testimony from the
divorce judge, who believed the transfer was to return Sheila to her pre-marital
financial position. The judge considered the properties part of the Gamble family
estate and intended the transfer to restore Sheila’s interest, which was seen as
quasi-ownership. The court found no taxable event occurred as Charles received
nothing in exchange for the assets, and the transfer was not in satisfaction of marital
obligations but rather a division of property. The court also rejected the imposition
of a negligence penalty due to the complexity of the legal issues involved.

Practical Implications

This ruling suggests that under specific  circumstances,  transfers of  property in
divorce may not be taxable if the property was originally from the recipient or their
family. Practitioners should carefully assess the source and intent behind property
transfers  in  divorce  proceedings.  This  case  may  influence  how  divorce  courts
consider the origins of assets when ordering property divisions, particularly in states
with similar laws to Connecticut.  It  also underscores the importance of judicial
testimony in clarifying the intent behind such orders, which can be pivotal in tax
disputes. Subsequent cases might cite Cook v. Commissioner when arguing for non-
taxable transfers in divorce where property reverts to its original family.


