Ward v. Commissioner, 87 T. C. 78 (1986)

A spouse’s financial contribution to the purchase of property can establish a
resulting trust, giving the contributing spouse a beneficial ownership interest in the
property, even if legal title is held solely by the other spouse.

Summary

Charles and Virginia Ward purchased a ranch in Florida with funds from their joint
account. Despite Charles holding legal title, both contributed to the purchase. When
the ranch was incorporated into J-Seven Ranch, Inc. , each received stock. The IRS
argued Charles made a taxable gift of stock to Virginia. The Tax Court held that
Virginia’s contributions created a resulting trust in the ranch, giving her a beneficial
ownership interest, and thus no gift occurred when stock was distributed. The court
also addressed the valuation of gifted stock to their sons and the ineffectiveness of a
gift adjustment agreement.

Facts

Charles Ward, a judge, and Virginia Ward, his wife, purchased a ranch in Florida
starting in 1940. Charles took legal title, but both contributed funds from their joint
account, with Virginia working and depositing her earnings into it. In 1978, they
incorporated the ranch into J-Seven Ranch, Inc. , and each received 437 shares of
stock. They gifted land and stock to their sons. The IRS challenged the valuation of
the gifts and asserted that Charles made a gift to Virginia upon incorporation.

Procedural History

The IRS issued notices of deficiency for Charles and Virginia’s gift taxes for
1978-1981, asserting underpayment. The Wards petitioned the U. S. Tax Court,
which held that Virginia had a beneficial interest in the ranch via a resulting trust,
negating a gift from Charles to her upon incorporation. The court also determined
the valuation of gifts to their sons and the ineffectiveness of a gift adjustment
agreement.

Issue(s)

1. Whether Charles Ward made a gift to Virginia Ward of 437 shares of J-Seven
stock when the ranch was incorporated.

2. The number of acres of land gifted to the Wards’ sons in 1978.

3. The fair market value of J-Seven stock gifted to the Wards’ sons from 1979 to
1981.

4. Whether the gift adjustment agreements executed at the time of the stock gifts
affected the gift taxes due.

Holding
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1. No, because Virginia Ward was the beneficial owner of an undivided one-half
interest in the ranch by virtue of a resulting trust.

2. The court determined the actual acreage gifted, correcting errors in the deeds.

3. The court valued the stock based on the corporation’s net asset value, applying
discounts for lack of control and marketability.

4. No, because the gift adjustment agreements were void as contrary to public
policy.

Court’s Reasoning

The court applied Florida law to determine property interests, finding that Virginia’s
contributions to the joint account used to purchase the ranch created a resulting
trust in her favor. This was supported by their intent to own the property jointly,
evidenced by a special deed prepared by Charles. The court rejected the IRS’s
valuation of the stock at net asset value without discounts, as the stock represented
minority interests in an ongoing business. The court also invalidated the gift
adjustment agreements, following Commissioner v. Procter, as they were conditions
subsequent that discouraged tax enforcement and trifled with judicial processes.

Practical Implications

This case illustrates the importance of recognizing a spouse’s financial contributions
to property purchases, potentially creating a resulting trust that affects tax
consequences. It also reaffirms that minority stock valuations in family corporations
should account for lack of control and marketability. Practitioners should be
cautious of using gift adjustment agreements, as they may be invalidated as contrary
to public policy. This decision guides attorneys in advising clients on structuring
property ownership and estate planning to avoid unintended tax liabilities.
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