O’Neal v. Commissioner, 102 T. C. 666 (1994)

A donee/transferee can be held personally liable at law for a donor’s unpaid gift and
generation-skipping transfer taxes even if the statute of limitations has expired for
assessing the tax against the donor.

Summary

In O’Neal v. Commissioner, the grandparents gifted stock to their grandchildren in
1987 and paid the reported gift tax. After the statute of limitations expired on
assessing additional tax against the grandparents, the IRS issued notices of
transferee liability to the grandchildren, asserting that the stock was undervalued.
The Tax Court held that under IRC sections 6324(b) and 6901(c), the donees were
personally liable for the underpayment even though the limitations period had run
against the donors. The court also ruled that the IRS could revalue the gifts for the
same year even after the limitations period expired against the donors. This decision
clarifies the scope of transferee liability and the IRS’s ability to pursue donees for
donor’s tax liabilities.

Facts

On November 3, 1987, Kirkman O’Neal and Elizabeth P. O’Neal (the grandparents)
gifted stock in O’Neal Steel, Inc. to their grandchildren. They filed gift tax returns
on April 15, 1988, reporting the gifts at values set by buy-sell restrictions in the
company’s bylaws. The grandparents paid the gift tax as shown on the returns. After
Mr. O’Neal’s death in 1988, an audit of his estate tax return led to a review of the
1987 gift tax returns. The IRS determined that the stock was undervalued and, on
April 13, 1992, sent notices of transferee liability to the grandchildren, asserting
deficiencies in gift and generation-skipping transfer taxes. These notices were sent
after the statute of limitations for assessing additional tax against the grandparents
had expired on April 15, 1991.

Procedural History

The grandchildren filed petitions in the U. S. Tax Court challenging the notices of
transferee liability. The Commissioner filed a motion for partial summary judgment,
arguing that the notices were valid and timely under IRC sections 6324(b) and
6901(c). The grandchildren filed cross-motions for summary judgment, contending
that the notices were invalid because no deficiency was assessed against the
grandparents within the statute of limitations period and that the IRS was precluded
from revaluing the gifts after the limitations period expired.

Issue(s)

1. Whether donees/transferees can be held liable at law for gift tax and generation-
skipping transfer tax when the statute of limitations has expired on assessing the tax
against the donor?
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2. Whether notices of transferee liability were timely under IRC section 6901(c)?
3. Whether IRC section 2504(c) precludes the IRS from revaluing gifts after the
statute of limitations has expired against the donors?

Holding

1. Yes, because IRC section 6324(b) imposes personal liability on donees for unpaid
gift taxes to the extent of the gift’s value, regardless of whether the statute of
limitations has expired against the donor.

2. Yes, because under IRC section 6901(c), notices of transferee liability were issued
within one year after the expiration of the limitations period against the donors.

3. No, because IRC section 2504(c) only restricts revaluing gifts from prior years,
not gifts made in the same year as the deficiency notices.

Court’s Reasoning

The Tax Court reasoned that IRC section 6324(b) creates an independent personal
liability for donees, which is not dependent on the IRS first assessing a deficiency
against the donor. The court relied on longstanding precedent that this liability
exists as long as the tax remains unpaid, regardless of the reason for nonpayment,
including expiration of the statute of limitations against the donor. The court also
found that IRC section 6901(c) extends the limitations period for assessing
transferee liability for one year after the expiration of the period for assessing the
donor, which allowed the IRS to issue timely notices to the grandchildren. Finally,
the court interpreted IRC section 2504(c) as applying only to gifts from prior years,
not the year in question, so it did not bar the IRS from revaluing the 1987 gifts to
determine the grandchildren’s liability. The court emphasized that this
interpretation aligned with the purpose of section 2504(c) to provide certainty in gift
tax calculations for subsequent years.

Practical Implications

This decision has significant implications for estate planning and tax practice.
Attorneys advising clients on gift-giving should inform them that donees may be held
liable for any underpayment of gift taxes, even if the IRS fails to assess the donor
within the statute of limitations. This ruling expands the IRS’s ability to collect
unpaid gift taxes by pursuing donees directly. Practitioners should also be aware
that the IRS can revalue gifts for the same year even after the statute of limitations
expires against the donor. This case has been cited in subsequent decisions to
uphold transferee liability and the IRS’s valuation powers, such as in Estate of Smith
v. Commissioner (94 T. C. 872 (1990)) and Estate of Morgens v. Commissioner (133
T. C. 49 (2009)).
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